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Why Is It Important to Conserve Health Care Resources Effectively? 

Health care spending in the United States has been growing at unsustainable rates, and there 
has been increasing pressure to control health care costs. This creates a need to make 
decisions on the quality and quantity of health care resources that are available; however, 
these decisions often result in inequitable treatment and frequently lack transparency. 

Achieving a national consensus on how best to use health care resources effectively, 
efficiently, and rationally should distinguish between medical rationing, in which decision 
makers determine which scarce medical resources are provided and who receives them, and 
rational decision making, by which judicious choices are made among clinically effective 
alternatives. Rationing can result in denial of care, whereas choosing among clinically effective 
alternatives focuses on using medical evidence to provide appropriate and effective care to 
create better health outcomes. 

How Do We Conserve Health Care Resources? 

Conserving health care resources involves making informed decisions about the quality and 
quantity of health care services in a way that promotes positive health outcomes. Because the 
supply of health care resources is limited, they must be carefully allocated in order to achieve 
the most effective care. 

Key Findings and Recommendations from the Paper 

ACP recommends the following: 
• Sufficient resources should be devoted to developing needed data on clinical outcomes

and cost effectiveness of medical interventions, and there should be a transparent and
publicly acceptable process for making health resource allocation decisions based on
these data.

• The public, patients, physicians, insurers, payers, and other stakeholders should have
opportunities to provide input on health resource allocation decision-making at the
policy level.

• Multiple criteria should be considered in determining priorities for health care resources,
and allocation decisions should be in accord with societal values, should not
discriminate against categories of people, and be flexible enough to address variations
in regional and population-based needs.

• Individuals should play an essential role in making their own informed decisions.
Accordingly, they should be provided with information about different treatments, private
insurers could vary patient cost-sharing levels to reflect the value of different services,
and health care professionals should not be obligated to provide unnecessary or
inappropriate services.

• Medical liability reforms are needed to decrease the practice of defensive medicine.



• Resource allocation process and priority setting should be periodically reviewed to 
reflect evolving medical and societal values and changes in evidence. 
 

For More Information 
 
This issue brief is a summary of How Can Our Nation Conserve and Distribute Health Care 
Resources Effectively and Efficiently? The full paper examines various means of conserving 
health care resources, including review of the Oregon Health Plan, the Veterans Administration 
Health System, and analysis of resource allocation mechanisms used in eight other countries. 
It is available at 
http://www.acponline.org/advocacy/where_we_stand/policy/health_care_resources.pdf.  
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Executive Summary
The American College of Physicians (ACP), the nation’s largest medical 
specialty organization representing 130,000 physicians and medical students,
seeks to ensure that limited health care resources are used more effectively and
efficiently. It recognizes that health care in the United States, like any country,
involves decisions on the quality and quantity of health care resources that are
available to the broad population and individual persons, but that such decisions
are often made inequitably and in inadvertent ways that lack sufficient trans-
parency. Physicians have an ethical responsibility to provide health care services
that are necessary and effective and not to provide care that is ineffective, in-
appropriate, or harmful. However, resource allocation decisions concerning
use of limited health care resources must also be made at a policy level for the
health care system.

We recognize that discussion of the most effective and appropriate ways to
make such decisions, to the benefit of individual patients and the broader 
population, are undermined when the debate becomes polarized over whether
or how care in the United States should be “rationed”—a term that is poorly
understood, emotionally driven, and not conducive to reaching consensus.
Achieving a national consensus on how best to use health care resources effec-
tively, efficiently, and rationally should instead seek to distinguish between
medical rationing, in which decision-makers determine which scarce medical
resources are provided and who receives them, and rational medical decision-
making, by which judicious choices are made among clinically effective alterna-
tives. We emphasize that choosing among clinically effective alternatives based
on medical evidence to provide clinically appropriate and effective care that
maximizes value is not the same as rationing, which results in denial of care. We
also recognize that the term cost-effectiveness is often used and interpreted in a
variety of ways. In this paper, we use the term clinical effectiveness with 
consideration of costs to mean, “The extent to which a health care intervention
provides an outcome consistent with its intent and reflecting analysis of the
comparative costs and value gained among services that provide equal or 
better clinical benefit.”

Health care spending in the United States has been growing at unsustain-
able rates, and pressures to control health care costs have been increasing. Both
today, as well as in the past, physicians and patients have had to make medical
decisions involving treatment choices among limited resources typically with
very limited assistance from objective data on effectiveness and cost or even
information on best practice. Fraud and abuse must be minimized or eliminated.
Using limited health care resources judiciously and appropriately will involve
shared decision-making in which patients and physicians choose among clinically
effective treatment options based on medical evidence. Patients should not
demand and physicians should not provide medical services that are unnecessary,
ineffective, or harmful. However, changes in legal standards concerning profes-
sional liability are needed to curtail the practice of defensive medicine that
accounts for much ordering of tests and procedures that are medically unnecessary.

This paper examines various means of conserving health care resources,
with particular attention to the Oregon Health Plan and the Veterans
Administration Health System. Appendix A summarizes the methods by which
other countries conserve and allocate health care resources; Appendix B 

How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?



2

provides more detailed analysis of the health resource allocation approaches
used by other countries, identifying the pros and cons of each. Possible lessons
to be learned are identified, recognizing that comparisons among countries are
limited due to different historical/political experiences, differences in how health
care services are organized and delivered, and differences in medical–legal cli-
mates, as well as other factors. A Glossary of acronyms and terms is provided.

Although health care costs in the United States are the highest in the world
and are rising at an unsustainable rate, discussion on how to control costs fairly
and effectively or to ensure that health care resources are used more efficiently has
been limited. This paper seeks to stimulate further national discussion on wise
and ethical use of health care resources.

ACP Positions Regarding Resource Allocation Decisions

1. Sufficient resources should be devoted to developing needed data
on clinical and cost-effectiveness of medical interventions for
comparative, evidence-based evaluations that should serve as the
basis for allocation decisions about the utilization of health care
resources.

2. There should be a transparent and publicly acceptable process for
making health resource allocation decisions with a focus on 
medical efficacy, clinical effectiveness, and need, with consideration
of cost based on the best available medical evidence.

3. The public, patients, physicians, insurers, payers, and other stake-
holders should have opportunities to provide input to health
resource allocation decision-making at the policy level.

4. Multiple criteria should be considered in determining priorities
for health care resources. Factors that might be considered high
priority, in addition to clinical effectiveness and costs, should
include:

• Patient need, preferences, and values
• Potential benefit
• Safety
• Societal priorities that include fiscal responsibility and equitable

access
• Quality of life gained, consistent and compliant with the

Americans with Disabilities Act
• Public health benefit
• Impact on families and caregivers
• A balance between cost and clinical effectiveness to minimize

adverse economic consequences on current and future gener-
ations.

5. Allocation decisions should be in accord with societal values and
reflect moral, ethical, cultural, and professional standards.

6. Allocation decisions should not discriminate against a class or
category of patients and should be developed and applied in com-
pliance with established rules without prejudice or favoritism.
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7. The allocation process should be flexible enough to address vari-
ations in regional and population-based needs that are identified
in a scientific way and to accommodate special circumstances.

8. Decisions on allocation of health care resources will have more
public support if they incorporate an essential role for individuals
to make their own informed decisions and to share in decision-mak-
ing responsibility, rather than having such decisions imposed on
them. Accordingly:

A. Patients and physicians should be provided with objective and
understandable information about the benefits and costs of 
different treatments to enable them to make informed choices,
in consultation with their physicians (shared decision-making),
on the best treatment options.

B. To encourage patients to use health care resources wisely, public
and private health insurers could vary patient cost-sharing levels so
that services with greater value, based on a review of the evidence,
have lower cost-sharing levels than those with less value.

C. Although everyone should be guaranteed access to affordable,
essential, and evidence-based benefits, persons should be able to
obtain and purchase additional health care services and coverage
at their own expense. However, physicians and other health care
professionals should not be obligated to provide services that are
unnecessary, inappropriate, harmful, and/or unproven even if
the patient requests to pay for such services out-of-pocket.

9. Medical liability reforms are needed to decrease the practice of
defensive medicine.

10. Resource allocation process and priority setting should be 
periodically reviewed to reflect evolving medical and societal
values and changes in evidence, and assess for any cost shifting
or other unwanted effects.

In addition, the paper raises the following issues for public policymakers to
consider regarding the allocation and distribution of health care resources:

1. How can equitable and just decisions be made on the allocation of
limited health care resources, and who should be involved in making
such decisions?

2. What resource allocation mechanisms should be considered?
3. How can we best develop a process for health resource allocation

decision-making, and how can public support for the process be 
maximized?
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How Can Our Nation Conserve and Distribute Health Care
Resources Effectively and Efficiently?

Why Must the Nation Address Equitable Sharing of Limited Health
Care Resources?

Health care spending in the United States is growing at unsustainable rates.
The nonpartisan Congressional Budget Office (CBO) projected in December
2008 that, without any changes in federal law, spending on health care will rise
from 16% of gross domestic product (GDP) in 2007 to 25% in 2025 and close
to 50% in 2082.1 Spending $1 out of every $4 spent in the USA in 2025, and
half of all spending in 2082 on health care will crowd out money for food,
housing, education, national defense, and everything else. The CBO also points
out that as much as 5% of the nation’s GDP—$700 billion per year—is spent
on tests and procedures that do not improve health outcomes.2,3 Resources that
could be devoted to expanding access to health care or improving health care
quality are instead often wasted.

The health reform legislation of 2010, known as the Affordable Care Act
(ACA), will certainly have an impact on national health spending, but at present
its effectiveness in “bending the cost curve” is uncertain.4 Regardless, health care
spending is likely to continue to increase at a substantial rate and pressure to
reduce spending, particularly government spending, will continue. The United
States spends far more of its national income on health than all other countries,
almost double the average of 8.9% in the 30 developed countries who are 
members of the Organization for Economic Cooperation and Development
(OECD), and 5% of GDP more than France, the next biggest health care
spender per capita. Spending per capita is $7290 ($US) in the United States, 
2 ½ times higher than the average of $2984 ($US) per capita in OECD nations.5

Despite lower GDP spent by other developed countries, their outcomes and
public health statistics (e.g., lower morbidity and mortality rates, longer
longevity, and lower infant and maternal mortality), are generally better than
those for the US.6 Most countries have mechanisms to restrict expenditures
built into their health systems. These include regulating the volume of services
or prices, controlling the dissemination of new technologies, enforcing budgets
or expenditure caps, and requiring greater cost-sharing. Such trade-offs let
these countries provide health services to all of their citizens at a lower cost than
in the United States, but they also employ processes (usually involving a strong
role for centralized government planning) that would be unacceptable to many
Americans.5 Accordingly, any system of allocation of health care resources in the
United States will need to recognize uniquely American values, including a
strong tradition of individualism and personal responsibility, distrust of strong
central governmental control, and a system of federalism that shares responsi-
bilities between the federal and state governments.

In 2009, despite paying so much for health care, the United States had at
least 50.7 million people without health insurance coverage.7 At least another
16 million more were underinsured.8 For most Americans covered by insurance,
high-quality care is generally accessible without long waits but at high cost.
Those without adequate health insurance often forgo needed care, endure 
preventable illnesses, suffer complications that could have been avoided if 
diagnosed and treated earlier, accumulate medical debt (the leading cause of
bankruptcy9, and are at risk for premature mortality.10,11 The ACA is expected
to extend health insurance coverage to 32 million more people, covering 95%
of the US population by 2019.12

How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?
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Although the US system provides high-quality care to most of its legal 
residents, decisions made on access to services are often unjust and inequitable
in that the uninsured and the underinsured, the poor, and members of under-
served minorities often have inadequate access to health care and suboptimum
health outcomes—in some cases, worse than that of residents of developing
countries.13 Disparities persist among racial groups with regard to access to and
quality of health care.14

Health care resources are often spent on treatments that are of little benefit
or are even harmful.15,16 Use of health care resources also varies widely across the
United States,17,18 but studies have shown that the quality of care, access to care,
and patient satisfaction are not better in higher-spending regions.19,20,21

The health workforce is well-trained but is not well-distributed. There are
too many physicians in some specialties and far too few in others, including 
primary care and some subspecialties of internal medicine.22 The supply of 
primary care workers is insufficient to meet the needs of an aging society.
Physicians and other health professionals are also poorly distributed 
geographically, with consequent inequitable access to care for populations in
rural and inner-city areas. There currently is no national workforce policy to
determine requirements and ensure the supply and distribution of appropriately
trained personnel.23 However, the ACA created a national advisory commission
that will report annually to Congress, starting in October 2011, providing data
on current and projected supply and demand for health care professionals and
recommendations on health care workforce education and training capacity.
Undervaluation of primary care services and other factors result in barriers to
medical care for patients and cause inadvertent rationing.

No country can afford to provide unlimited access to health care services for
everyone. This is a societal issue that transcends medical care itself—how much
should we as a society spend using public funds on health care versus education,
the environment, or the defense of our country? Democracies like the United
States have a responsibility to develop ways to allocate public resources that
have broad public support; such decisions cannot and must not be “imposed”
on the population without the consent of the people.

Spending by private health insurance also affects the resources available for
other purposes and determines access to health care services. Private insurance
in the United States also is subsidized by taxpayers, either through the tax
exemption for employer-sponsored health insurance or from direct subsidies,
such as the tax credits available under the ACA. This suggests that there should
also be a process for encouraging judicious choices in the use of privately funded
health resources. As health care consumes an ever-increasing share of private
resources, there will be less for other needs. Consequently, private health care
resources should be used wisely and not be spent on inappropriate or ineffec-
tive health care services. As efforts are made to control health care costs, it will
be very important to allocate resources in the health care sector justly and 
equitably. We must assure that people receive the care they need but do not
receive unnecessary care. This will involve finding better ways to share
resources wisely to ensure that individuals get the right care at the right time
in the right place, and in a way that has the support of the American people.
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Why Is ACP Addressing This Issue?

The contentious debate over health care reform legislation evoked much con-
troversy about the federal government’s role in health care, including concerns
about “rationing” health care services. Congress made decisions that deter-
mined who and what would be covered by public and private insurance programs,
especially those receiving public subsidies. Decisions were influenced by the
cost of various proposals and their impact on the federal budget deficit and the
national debt. Trade-offs were made that reflected the cost and timeline for
expanding health insurance coverage for the uninsured, largely based on the
current system for delivering care. The public remains deeply divided over the
ACA, and there is no consensus yet on how best to conserve and allocate health
care resources. An informed discussion is now needed on how health care
resources can be used most efficiently and judiciously and how decisions on
health resource allocation can be better made in a way that will have broad sup-
port from the American public.

Physicians and their professional societies have a professional and ethical
responsibility to “work toward ensuring access to health care for all persons; act
to eliminate discrimination in health care; and help correct deficiencies in the
availability, accessibility, and quality of health services.”24 Although the physi-
cian’s primary responsibility is to the patient, ethical challenges may arise over
equitable allocation of resources since health care takes place within social and
institutional systems. Resource allocation decisions are policy decisions that
are most appropriately made at the system level, not at the bedside. However,
as ACP’s Ethics Manual notes, physicians are also responsible for using health
care resources wisely:

Physicians have a responsibility to practice effective and efficient health care
and to use health care resources responsibly. Parsimonious care that utilizes
the most efficient means to effectively diagnose a condition and treat a
patient respects the need to use resources wisely and to help ensure that
resources are equitably available.24

The Charter on Medical Professionalism, which has been endorsed by ACP and
120 other medical organizations in the United States and internationally, states
that professionalism involves commitments to improving quality of care,
improves access to care, eliminating discrimination in health care, and justly 
distributing finite resources.25 The Charter explains the commitment to a just and
equitable distribution of finite resources as follows:

While meeting the needs of individual patients, physicians are required to
provide health care that is based on the wise and cost-effective management
of limited clinical resources. They should be committed to working with
other physicians, hospitals, and payers to develop guidelines for cost-effective
care. The physician’s professional responsibility for appropriate allocation
of resources requires scrupulous avoidance of superfluous tests and pro-
cedures. The provision of unnecessary services not only exposes patients to
avoidable harm and expense but also diminishes the resources available for
others.
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The College recently issued a policy paper on Controlling Health Care
Costs that identifies the top 10 key drivers of health care costs and provides 48
recommendations for addressing them.26 Reforming the health care system to
better provide patient-centered care; to emphasize care that is clinically effective
and yields equal or greater value in terms of cost compared with alternative
options, promotes preventive and coordinated care; and reduces the amount
spent on health care would better align incentives of patients, providers, and
payers. The College also plans to provide physicians and patients with 
evidence-based recommendations for specific interventions for a variety of 
clinical problems. ACP’s High-Value, Cost-Conscious Care Initiative will assess
benefits, harms, and costs of diagnostic tests and treatments for various diseases
to determine whether they provide good value—medical benefits that are com-
mensurate with their costs and outweigh any harm.27 The effort will address
common medical conditions for which inappropriate use of resources is known
to be an issue, such as low back pain. It will provide evidence about which eval-
uation and management strategies work best for individual patients. Additional
phases of the initiative may include patient education materials and curricula for
medical students and residents. The next edition of ACP’s Medical Knowledge
Self-Assessment Program (MKSAP) will also have a focus on optimal diagnostic
and treatment strategies, based upon considerations of value, effectiveness, and
avoidance of overuse and misuse.

In this paper, we consider mechanisms by which the nation’s limited health
care resources can be made more equitably accessible and utilized more appro-
priately and efficiently. We also examine some of the mechanisms that have
been adopted for conserving health care resources in the United States and
other countries for possible lessons that can be learned.

As ACP noted when it analyzed the US health care system compared with
other countries,13 any solution for the United States will be unique to our cul-
ture, demographics, and form of government. The US population is more
racially and ethnically diverse than many other countries and has millions of
undocumented immigrants. It has a unique constitutional system of government
that limits the ability of the federal government to impose mandates and
requires that authority be shared between federal and state governments.
Americans have a tradition of individualism and distrust of the power of the 
federal government. The United States also has a legal system that protects
commercial and individual free speech and limits the government’s ability to
regulate industry. Consequently, there is likely to be great resistance in the
United States to adopting some mechanisms used by other nations for allocating
health care resources, particularly those that involve a substantial expansion of
the power of the federal government.13

The College maintains that discussion must begin on how to devise mech-
anisms to share health care resources justly, equitably, and in a manner that
reflects societal values. This discussion should be transparent, understandable
to the public, and politically acceptable. Public confidence in and acceptance of
decisions about health care resource allocation may be greater if there is open
discussion and agreement on a decision-making process with public participation
supported by trusted clinicians.

How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?
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What Is Rationing?

The term “rationing” evokes strong reactions. Webster’s Dictionary defines
rationing as “to distribute equitably” and “to use sparingly.”28 The Encyclopedia
Britannica defines it as “Government allocation of scarce resources and 
consumer goods, usually adopted during wars, famines, or other national emer-
gencies.”29 An online medical dictionary defines medical rationing as “Planning
for the equitable allocation, apportionment, or distribution of available health
resources.”30

Americans typically react negatively to the term “rationing.” We conjure up
images of shortages, delays in obtaining treatment, long waiting lines, and 
government bureaucrats coming between patients and their physicians to deny
needed medical services. There are concerns that those making coverage 
decisions will have excessive power, will undervalue the lives of the elderly and
disabled, and will impose a one-size-fits-all approach that restricts physicians’
ability to deliver individualized care.31

ACP believes that a debate over whether or how the United States should
“ration” care is unlikely to yield a consensus that will have the required support
of the American people. The term is simply too misunderstood, emotional, and
polarizing. Instead, the goal should be to develop consensus on how to
appropriately make decisions on using health care services effectively,
efficiently, and rationally for the benefit of individual patients and the
broader population.

Still, although ACP recommends that the discussion should not center on
“rationing” of health care, it is useful to define how different systems make 
decisions on conserving and allocating health care resources.

Every country places limits on access to health care and makes decisions on
how to allocate available health care resources—that is, they make decisions that
some would describe as “rationing” of care. Decisions must be made on how to
allocate resources no matter how much is spent on health care. However,
spending more on care is not necessarily “better,” if much of what one gets 
is unnecessary or even dangerous, especially if it keeps someone else from 
beneficial care. Denying sick children crucial drugs because someone is getting
an unnecessary or unhelpful CT scan is not just, equitable, or sensible. As a 
society, we need to allocate resources in a way that will help control costs and
save money, but we also need to improve how we decide how our available
resources are shared.32 In part, we need to acknowledge that the United States
currently makes decisions on access to health care resources, but in an irrational
and uncoordinated fashion. We limit access to care primarily by the price of 
services, health insurance status, eligibility requirements, and the supply of
doctors and other health care professionals and facilities, but these mechanisms
are uncoordinated and have led to increased disparities in the quality of and
access to care.

Explicitly prioritizing access to some services, like liver transplants, because
of the very limited supply of livers available for transplantation is another
example. Likewise, when there are limited beds in an ICU, decisions must be
made with regard to who gets those beds. These types of overt rationing could
be characterized as supply-based rationing.

Another type of rationing is cost-based rationing. Although not always explicit,
this often involves decisions about not offering or providing some expensive

How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?
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care. Health plans limit access to care by restricting coverage to network physicians
or hospitals who agree to accept lower payments.33 Clearly, $100,000 -per-day
treatments for everyone are unaffordable. Is $50,000 or $25,000 affordable?
Determining costs is a real challenge. Prices may be higher or lower than actual
costs. Both price and cost can change as volume changes. Analysis of the clinical
effectiveness of care with consideration of cost can provide the basis for objective
evaluation of value that then can be used in deciding what diagnostic and 
therapeutic options to pay for.

Incremental rationing often occurs when new drugs or technologies are
developed. In the United States, new drugs and medical devices that are eval-
uated by the Food and Drug Administration (FDA) for safety and effectiveness
are not denied approval based on cost. New technologies are evaluated for
comparative effectiveness by the Agency for Healthcare Research and Quality
(AHRQ), but are not screened by the government for insurance coverage as
they are in some other countries. US physicians must decide on their own
whether a new, more expensive drug or treatment offers sufficient incremental
benefits for a particular patient over existing treatment options. For example,
a new blood pressure drug might cost $5 per day more than an existing drug but
improve control by 5 mm Hg. The new drug is better, but the physician may
need to determine if the incremental benefit is worthwhile for a patient who
already has decent blood pressure control.

Yet another type of rationing could be called public health rationing. This
involves choices in the use of limited public funds for public health. Paying for
childhood vaccinations clearly trumps paying for less serious medical conditions.
If the public health budget is limited, then a rationing concept is essential to get
the most “bang for the buck.” Allocating resources within an annual budget
determines what services are available at the VA and is the basis of the original
Oregon Medicaid approach described later in this paper. However, political
decisions regarding health care funding create opportunities for politically
active groups to obtain coverage for their specific disease at the expense of less
well-organized constituencies.

David Leonhardt of the New York Times notes, “Rationing is an
inescapable part of economic life. It is the process of allocating scarce
resources.” He observes, “The choice isn’t between rationing and not rationing.
It’s between rationing well and rationing badly.” 34

Just and equitable allocation of health care resources would use a fair and
impartial process that is also reasonable and unbiased and that has broad 
public support. This paper seeks to develop improved approaches not just for
determining how resources are allocated, but also to ensure that scarce health
care resources, including physicians’ time, are shared fairly and used more
appropriately and efficiently. We wish to emphasize that choices that provide
clinically effective care and maximize value are not the same as denying patients
effective care or making choices about who can receive care or what services are
available. Conserving resources where there aren’t absolute shortages can also
minimize overt rationing.

The United States currently spends a much higher percentage of its GDP
on health care than all other developed nations. It spends 2.5 times as much per
person on health care than the average for other developed countries.35

Choosing less expensive but clinically effective health care options, such as
using generic medications when appropriate and conservatively ordering tests
or procedures of marginal value, will help preserve resources so that overt
rationing can be minimized. More effective use of resources could avoid many
of the rationing decisions that many people fear.

How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?
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How Are Health Resource Allocation Decisions Made?

In situations where supplies are limited, such as organs for transplantation or
vaccines during an epidemic, allocation decisions can be based on patient need,
so that highest priority is given to potential recipients most in need to sustain
life or on potential benefit—giving highest priority to services and technologies
likely to yield the most benefit in terms of years of life gained.

Health resources are also allocated based on eligibility requirements.
State and federal eligibility requirements determine who can receive medical
services under Medicaid. The Veterans Health Administration (VHA) provides
health care to US military veterans according to eligibility criteria that give
higher priority to those with service-connected conditions. The VHA and the
Indian Health Service have global budgets that determine how much money
can be spent annually. (See section on the VHA for more details.)

Price is a common means of allocating resources. In a freely competitive
marketplace, prices are determined strictly by supply and demand. Those who
can pay the price can purchase the service, while those who cannot must do
without. However, health care is subject to other factors that influence the
supply and demand for services.

In 2007, 37% of US adults reported that they did not obtain needed 
medical care for a doctor’s visit; skipped needed medical tests, treatments, or 
follow-ups; or did not fill prescriptions or skipped doses because of costs.36

Uninsured patients who must pay for their health care out-of-pocket often
make different choices from those who are insured. Health insurance insulates
patients from the full charges for the health care services they receive37, and
patients can be unaware of these charges until they receive an insurance state-
ment. Patients may pay the same copayment for expensive products and services
as for cheaper but clinically equivalent products and services. Federal tax law,
which excludes employer payments for health insurance from personal income
and payroll taxes, also obscures the true cost of health insurance.38 Even if
employees know how much they and their employer pay for health insurance
premiums,39 they may not realize the cost of their health insurance in terms of
foregone wages or other benefits.40 Insured patients pay out-of-pocket for health
insurance premiums, non-covered services, and copayments and deductibles for
covered services. More than 18% of employees with employment-sponsored
private insurance incurred health care costs in 2006 that constituted a high
financial burden, consuming more than 10% of their income.41

Physicians and non-physician health care professionals may establish their
own nominal prices, but what they are paid is often determined by govern-
ments, health insurance companies, and self-insured employers. Professional
and ethical standards also may influence physicians to provide care at reduced
prices or at no charge to patients who may not otherwise be able to afford it.
Essential health care services are generally available on an emergency basis for
those without the financial means to pay for their care. The Charter on Medical
Professionalism affirms that “Medical professionalism demands that the objective
of all health care systems be the availability of a uniform and adequate standard
of care. Physicians must individually and collectively strive to reduce barriers to
equitable health care.”25 Nevertheless, prices may limit access to needed care.

Health insurance is another means of determining who receives health
care services and what services are provided. Health insurance plans specify
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eligibility criteria for enrollment, determine what is covered, establish limits on
the number and frequency of allowed services, and until recently were permitted
to set annual and lifetime limits on claims. Limiting reimbursement for out-of-
network services may reduce access to health care. Out-of-pocket costs may
limit access to nonemergency health care. Health insurance, and consequently
access to health care services, is often limited by eligibility restrictions based on
age, income, employment status, disability status, and other criteria. Those
without health insurance coverage have much more limited access than those
with insurance.11, 42

Allocation decisions can also be based on determinations of medical neces-
sity, clinical effectiveness, and/or cost. In a 2007 ACP position paper on
Comparative Effectiveness Research, the College observed:

It is clear that health care resources are limited, even in this rich country,
and that cost factors already play a role and will continue to play a role in
health care expenditure decisions. Making valid and reliable cost-effectiveness
data from a trusted source available to all stakeholders would provide a
needed tool for the general population and traditional health care purchasers
(e.g., government programs and employers) to help ensure improved value
in their purchases. It would also ultimately result in a better and more
socially equitable means of controlling overall costs than our current
approach of limiting access to care for some of our most vulnerable, needy
citizens or using cost information in the decision-making process in a non-
transparent manner that doesn’t consider effectiveness.43

Regulating the supply of health care facilities, workforce, or equipment is
another means of allocating health care resources. Examples include establishing
a process for approving new hospital beds, regulating the health care workforce
through funding the number of training positions for physicians and other
health care professionals, and requiring regulatory approval of health care 
facilities and large capital equipment. Requiring approval for the introduction
of new and costly technologies and procedures is an allocation process that
controls costs but limits supply.

The United States attempted to improve the allocation of health resources
at the state and local levels by enactment of the National Health Planning and
Resource Development Act of 1974 (P.L. 93-641), which created a compre-
hensive national health planning program that involved local, regional, state,
and federal planning agencies in developing health plans to contain costs,
reduce disparities, and improve the accessibility and quality of health care. 
A process was established to engage the public in addressing local and regional
needs. Reallocation of resources and cost containment were to be achieved by
reducing redundancy of facilities, equipment, and personnel. Regulatory tools
included certificate-of-need programs that restricted the supply and expansion
of hospitals and other health care facilities and limited capital equipment expen-
ditures.44, 45 This controversial program was not reauthorized in the early 1980s.
Proponents claimed that it was needed to allocate resources efficiently to
improve access and quality and to help constrain upwardly spiraling health care
costs, while critics said it failed to keep costs down, created additional bureau-
cratic hurdles, and insulated existing facilities from competition.46, 47
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Access to health care resources can also be inadvertently limited through
unintended barriers, such as long waiting times for appointments and limited
hours of operation. Patients can be deterred from seeking care by excessive
paperwork and documentation requirements, limiting access to those unwilling
to endure the bureaucratic process—this may be a reason why many people
don’t enroll themselves or their children for public programs despite being 
eligible. Allocation decisions also reflect moral, ethical, or religious restrictions
(e.g., bans on abortion services or denials of treatments for illnesses resulting
from lifestyle choices). Legislative decision-making often determines which
health services are paid for by governments (e.g., Medicare coverage of ESRD
excludes undocumented people).

Prioritizing Health Care Services

Prioritizing health care resources involves determinations about the relative
needs of patients, the potential benefits to individuals, and the maximum benefit
to society. Trade-offs among competing interests can be extremely difficult.
Some treatments may be essential and extremely beneficial to a small number
of patients, while others may modestly improve outcomes for the entire popu-
lation. New technology may offer outstanding improvements in health care but
at such a high cost that it would prevent full funding for other needed services.

Oregon Health Plan

In 1989, the Oregon Legislature created the Health Services Commission and
directed it to develop a prioritized list of health services ranked in order of
importance to the entire population to be covered, using a method for allocating
resources for health care that was both effective and accountable. A guiding
principle was to develop a methodology that would meet budget constraints by
reducing benefits rather than by cutting people from coverage or reducing pay-
ments below cost. The 11-member Commission, which included 5 physicians,
compiled information on the relative clinical effectiveness, expected outcomes,
and costs of treating approximately 700 conditions. It obtained information on
public values through town hall meetings, focus groups, and public surveys.48

Initially, the Commission utilized a formula to derive cost/utility values
and ranked health services accordingly. This method was abandoned because it
gave higher priority to very inexpensive, very effective treatments for relatively
unimportant conditions (e.g., malocclusion due to thumb sucking) over 
moderately expensive, moderately effective treatments for very serious condi-
tions. The Commission therefore established general categories of treatment,
which were ranked to reflect relative importance based on public input first, and
then effectiveness and cost.

However, before its first prioritized list was published in 1993, the
Commission had to revise its methodology to comply with the American with
Disabilities Act (ADA), to remove public input on social values that might
reflect biases against people with disabilities. Consequently, only two objective
factors are now considered: clinical effectiveness and comparative effectiveness
based on cost. Public values are reflected by the subjective collective judgment
of the Commissioners.

Although the process was originally intended to apply to the entire popu-
lation of the state, it has only been applied to Medicaid recipients. Diseases and
medical conditions are ranked in order of priority.49 The state budget (including
Oregon’s share of federal Medicaid dollars) determines how far on the priority
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list coverage will be provided. In 2002, there were 736 treatments ranked on the
prioritization list, and the state funded the first 566. In 2009, the list ranked 680
treatments and the state would pay only for the first 503. Ranked highest 
(1 through 5) in 2009 were, respectively: maternity care, newborn care, 
preventive services for children from birth to 10 years of age, preventive services
over age 10, and treatment for drug abuse or dependence.

The Oregon Health Commission attests (50):

The Prioritized List has succeeded in guiding decisions about the allocation
of public resources for health coverage and in making these decisions more
explicit and accountable. It has also succeeded in making health policy
more reflective both of the best evidence available on clinical effectiveness
and of the preferences of those affected by these health policy decisions.
Also, physician practice has altered over time to reflect the benefits defined
by the Prioritized List.

However, the Commission acknowledges:

The Prioritized List has not succeeded in shifting responses to budget con-
straints entirely to reductions in benefits, although this was a major policy
objective from the beginning. This is because the federal government has
been reluctant to allow Oregon to reduce benefits when revenues decline,
forcing the state to make adjustments in eligibility and in payment levels to
keep within budget. This political constraint has prevented a full exploration
of the effectiveness of the prioritization of services in meeting budget limits
while maintaining the commitment to cover all those in need and the com-
mitment to pay providers at levels sufficient to cover the cost of care.

The Commission further notes:

Even if Oregon were free to move the line further, the range just above the
current funding level begins to include some serious but treatable condi-
tions. Reducing benefits to within this range would present serious medical
and ethical difficulties, as this population would likely not be able to afford
the care otherwise.

The Prioritized List has had a modest impact on costs per member per
month. The actuary has estimated that the costs associated with the funded
portion of the List are approximately 90% of the cost of funding the entire
List. The reason the impact is not greater is that much of the more expen-
sive care is found high on the List. In fact, diagnostic services—which are very
expensive and becoming more costly every year—are in effect ranked at line
zero in the sense that the care required to arrive at a diagnosis is always
covered.
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Veterans Health Administration (VHA)

Health Care services for some US military veterans are provided by the VHA.
This organization is the nation’s largest integrated direct health care delivery
system and provides care at over 800 locations to 5.5 million veterans.51 Services
are based on patient priority according to eligibility criteria. VHA services 
are funded by annual appropriations by Congress. Funds are allocated geo-
graphically among 21 Veterans Integrated Service Networks (VISNs) through a
system that is largely based on patient workload. If funding is exhausted before the
end of a fiscal year, services can be curtailed; however this occurs only rarely and 
typically only with purchased care.52

Eligibility for VHA services is ranked according to a priority system. “High-
priority” or “core” veterans are eligible to receive needed hospital and medical
care at no cost. Veterans with non–service-connected medical conditions and
those with incomes and net worth above the VHA means test thresholds have
lower priority to receive services and have copayments for medical services and
for medications for non–service-connected conditions.

Health care services are provided predominantly in government-owned
facilities by salaried professionals, but substantial services are also purchased.
The VHA allocates resources by controlling the supply of health care profes-
sionals and the numbers and types of health care facilities and equipment. Costs
are also controlled through use of a primary care–based system. Under some
circumstances, the VHA will pay for care provided to eligible veterans by 
non-VA physicians and nonphysician providers. Prescription drug costs are
controlled through the use of a national pharmacy benefits management service
(PBM) that coordinates pharmacy benefits and administers a national formulary
that lists drugs that VHA providers are expected to use. There is also a non-for-
mulary drug request process that allows access to medications not listed on the
national formulary when clinically necessary. The VHA is also moving increasingly
to value-based purchasing using national contracts for equipment and supplies
as well as drugs. The VHA also controls costs by using a health information
technology system for maintaining electronic medical records and for ordering
drugs electronically. Additional savings are achieved through the use of the
Computerized Mail-Out Pharmacy (CMOP) program.

Inpatient and outpatient care for eligible dependents of veterans is provided
in the private sector through the Civilian Health and Medical Program of the
Department of Veterans Affairs (CHAMPVA). The VA system thus provides
health care within budgetary limits to a distinct population of patients based on
eligibility categories. The innovation and delivery system design applied by
the VA, if applied elsewhere, could produce efficiencies and reduce health care
costs.53 This would help to minimize or avoid the need for overt rationing.
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Resource Allocation Approaches Used in Other Countries

Most other countries have some process for allocating health care resources (see
Appendix A and B). Australia, the United Kingdom (England and Wales), and
other countries have mechanisms for approving new health care technology.
Global budgets are used, for example, in Germany, New Zealand, Taiwan,
Canada, and the United Kingdom. In Israel, the government provides universal
coverage for its residents but controls costs by not covering adult dental services,
private physician fees, or privately ordered medications. In addition, Israelis
enroll in one of four sickness funds that share risk with the consumer through
copayments, which are typically high compared with those in the European
community. Governments negotiate prices in Belgium and Canada. In Japan,
New Zealand, England, and Wales, the government sets and controls prices.
However, price controls can result in shortages of services, delays in obtaining
elective procedures, cost-shifting, and creation of parallel private sector markets
for those who can afford to go outside the system.

Health care resources in developing countries are often scarce and insuffi-
cient to meet patient needs. Consequently, much overt rationing occurs. A
recent article in the New England Journal of Medicine noted that in much of
Africa, “the overriding rationale behind current guidelines for antiretroviral
therapy is rationing—limiting the number of people who must be treated, 
providing the cheapest available drugs, and delaying shifts to more expensive
drugs for as long as possible.” 54

Appendix B contains brief summaries of health care systems and approaches
to allocating health care resources in Canada, France, Germany, Japan,
Netherlands, Switzerland, Taiwan, and the United Kingdom (England and
Wales). The pros and cons of each are identified along with possible lessons for
the United States.

ACP Policy Positions to Guide Resource Allocation Decisions

1. Sufficient resources should be devoted to developing needed
data on clinical and cost-effectiveness of medical interventions for
comparative, evidence-based evaluations that should serve as the
basis for allocation decisions about the utilization of health care
resources.

Comparative effectiveness evaluations of new technologies compared with
existing technologies could better ensure that health care resources are used
judiciously. A strong evidence base is needed to determine what good-quality
care is, what is clinically effective, what is clinically effective with proper con-
sideration of cost, what resources exist, how to ethically and equitably balance
these factors, and how to make choices based on evidence of comparative effec-
tiveness. US efforts to gather these kinds of information to date have been
haphazard.

Much comparative effectiveness research in this country focuses solely on
evaluating relative clinical differences without considering cost.55 Indeed, the US
Preventive Services Task Force (USPSTF) in developing revised guidelines on
breast cancer screening did not consider cost.56 However, the Agency for
Healthcare Research and Quality (AHRQ) sponsors research to determine both
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clinical effectiveness and comparative effectiveness, including evaluations based
on comparative costs, and works with clinicians and health care organizations
to disseminate this information.57 Most studies of comparative effectiveness
evaluate new medications and therapies compared with no intervention or a
placebo, rather than comparing both new and existing treatments to each other
and to nonpharmacologic interventions (e.g., diet or exercise) or different 
medication approaches.58 Evidence regarding treatment of the frail elderly is
especially limited.

In its 2008 policy paper on comparative effectiveness, (43) ACP observed:

The United States currently does not have a systematic means of producing
comparative information on the relative effectiveness of drugs, durable
equipment, therapies, or procedures. The limited amount of comparative
effectiveness data that is produced is done piecemeal, with little or no rational
prioritization on the basis of the benefits it would provide to individual
patients and the general population, little coordination or harmonization of
evaluative efforts, and uneven methodological standards for evaluating and
reporting the results to clinicians and patients. Furthermore, the United
States currently spends less than 0.1% of its approximately $2 trillion annual
health care expenditures, including both public and private sources, on
effectiveness research—exclusive of pharmaceutical industry-funded clinical
trials—with a much smaller portion of this amount specifically related to
comparative effectiveness research.59, 60

ACP concluded:

• The United States expends insufficient funds to develop comparative
effectiveness data.

• There is no coordination or prioritization of current efforts in either
the public or private sector to help produce comparative effectiveness
information that would provide the greatest health care impact.

• The absence of readily available, essential comparative effectiveness
information interferes with the ability of physicians and their patients
to make effective, informed treatment choices that meet the unique
needs and preferences of the patient and the ability of payers to 
optimize the value received for their health care expenditures.

The American Recovery and Reinvestment Act (ARRA) of 2009—eco-
nomic stimulus legislation—provided increased federal funding for comparative
effectiveness research: $300 million to the AHRQ, and $400 million to the
National Institutes of Health (NIH). Although this one-time increase was 
substantial compared with the previous levels of funding for comparative effec-
tiveness research, some believe it was insufficient. The ACA of 2010 established
a private entity, the Patient-Centered Outcomes Research Institute, to provide
comparative effectiveness information to assist patients, clinicians, purchasers,
and policymakers in making informed health decisions. The Institute will 
prioritize health care areas to address and engage in research and evidence 
synthesis efforts, and disseminate its findings to all stakeholders. The function
of the Institute is solely informational; it is specifically precluded from making
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mandates regarding coverage, reimbursement, or other policies for any public
or private payer. Nonetheless, it is expected that both private and public payers
will over time use the comparative effectiveness information from this source
in various policy decisions.

The federal government is permitted to use the evidence and findings from
the new Patient-Centered Outcomes Research Institute to make a Medicare
coverage determination only if the process is transparent, based on multiple
sources, includes public comment, and considers the effect on subpopulations.
Furthermore, the federal government is prohibited from using this information
in determining Medicare coverage, reimbursement, or incentive programs in a
manner that would preclude or have the intent to discourage individuals from
choosing health care treatments based on how the individual values the tradeoff
between extending life and the risk for disability. The legislation also specifically
prohibits the Institute from using cost-effectiveness analyses, such as quality-
adjusted life-years (QALYs), as a threshold for determining what health care is
recommended.61

The legislation also required the creation of a Center for Medicare &
Medicaid Innovation within CMS. The purpose of the center will be to
research, develop, test, and expand innovative payment and delivery arrange-
ments to improve the quality and reduce the cost of care provided to patients.

ACP has been developing evidence-based clinical guidelines and encourag-
ing use of these guidelines for almost 30 years. The College also publishes a 
continually updated, evidence-based reference of internal medicine practices and
offers the Physicians’ Information and Education Resource (PIER), a Web-based
decision-support tool designed for rapid point-of-care delivery of up-to-date,
evidence-based guidance for clinicians, free to its members. ACP Guidelines are
also published in ACP Medicine. Other organizations also develop clinical guide-
lines, but there is much variation in methodology and guidelines can be 
conflicting. Consequently, ACP has supported the creation of an independent,
trusted entity to facilitate the development of evidence-based data and guidelines
on clinical effectiveness and comparative effectiveness reflecting analysis on the
basis of costs and value added.

2. There should be a transparent and publicly acceptable process for
making health resource allocation decisions with a focus on 
medical efficacy, clinical effectiveness, and need, with consideration
of cost based on the best available medical evidence.

3. The public, patients, physicians, insurers, payers, and other
stakeholders should have opportunities to provide input to health
resource allocation decision-making at the policy level.

Making decisions on medical resource allocation is not an exact science.
Policy experience in the United States is fairly limited (see VHA and Oregon
Plan), although medical triaging is commonplace. As noted in the ACP Ethics
Manual, “Physicians, patient advocates, insurers, and payers should participate
together in decisions at the policy level; should emphasize the value of health
to society; should promote justice in the health care system; and should base
allocations on medical need, efficacy, cost-effectiveness, and proper distribution
of benefits and burdens in society.” (24)
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The Ethics Manual also advises:

Resource allocation decisions are most appropriately made at the policy
level rather than entirely in the context of an individual patient-physician
encounter. Ethical allocation policy is best achieved when all affected par-
ties discuss what resources exist, to what extent they are limited, what costs
attach to various benefits, and how to equitably balance all these factors.24

Making rational allocation decisions that are just and equitable on a regional,
state, or national level requires a process that involves opportunities for
public input, including from informed patients and from health profes-
sionals with expertise in the delivery of health care services and in the 
education and training of the health care workforce. Without public 
participation, decisions made by “experts” and “stakeholders” will be 
distrusted and will be less likely to receive public support. The recent release
of new guidelines for mammography screening by the US Preventive Services
Task Force created a public outcry, as many people did not understand how
the guidelines were developed and perceived that they would unnecessarily
restrict access to a potentially life-saving procedure.62

In England and Wales, the National Institute for Clinical Excellence
(NICE) established a Citizens Council of 30 lay people representing a
cross-section of the population to inform its decision-making and to build
a basis for its legitimacy.63 Although the NICE process is not likely to be
adopted in the US, it is a successful example of how to provide public input
into a health resource allocation decision-making process.

4. Multiple criteria should be considered in determining priorities
for health care resources. Factors that might be considered high
priority, in addition to clinical effectiveness and costs, should
include:

• Patient need, preferences, and values
• Potential benefit
• Safety
• Societal priorities that include fiscal responsibility and equitable

access
• Quality of life gained, consistent and compliant with the Americans

with Disabilities Act
• Public health benefit
• Impact on families and caregivers
• A balance between cost and clinical effectiveness to minimize adverse

economic consequences on current and future generations.

Deciding how to provide scarce health care resources, such as organs for
transplantation, should be guided by established procedures to assure that the
process is just and equitable. Allocation of scarce resources raises many ethical
challenges, including considerations of the value and benefits of treatment to
one patient versus another and the value and benefits to society.64
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A process for establishing priorities in advance at the policy level can help
resolve difficult and conflicting ethical dilemmas that may arise. As noted in the
ACP Ethics Manual, “a patient’s preferences may conflict with the interests or
values of the physician, an institution, a payer, other members of a managed care
plan who have equal claim to the same health care resources, or society.” 
The Ethics Manual advises24:

Physicians have an obligation to promote their patients’ welfare in this
increasingly complex health care system. This entails forthrightly helping
patients to understand clinical recommendations and to make informed
choices among all appropriate care options. It includes management of the
conflicts of interest and multiple commitments that arise in any practice
environment, especially in an era of cost concerns. It also includes stewardship
of finite health care resources so that as many health care needs as possible
can be met, whether in the physician’s office, the hospital, or the long-term
care facility or at home.

One approach for determining priorities for specific services that are in
great shortage would be to follow a process like that used by United Network
for Organ Sharing (UNOS) for organ transplantation. Screening of organ
transplant recipients involves objective consideration of which patients are most
likely to benefit. Data about every organ transplant in the United States are 
collected and managed by UNOS, a nonprofit, scientific, and educational 
organization that administers the Organ Procurement and Transplantation
Network established by Congress in 1984. According to UNOS, the organ
donation allocation process works as follows:

When organs are donated, a complex process begins. The procuring organiza-
tion accesses the national transplant computer system, UNetsm, through the
Internet, or contacts the UNOS Organ Center directly. In either situation,
information about the donor is entered into UNetsm and a donor/recipient
match is run for each donated organ.

The resulting match list of potential recipients is ranked according to objective
medical criteria (i.e., blood type, tissue type, size of the organ, medical urgency
of the patient as well as time already spent on the waiting list and distance
between donor and recipient). Each organ has its own specific criteria.

Using the match of potential recipients, the local organ procurement coordi-
nator or an organ placement specialist contacts the transplant center of the
highest ranked patient, based on policy criteria, and offers the organ. If the
organ is turned down, the next potential recipient’s transplant center on the
match list is contacted. Calls are made to multiple recipients’ transplant centers
in succession to expedite the organ placement process until the organ is placed.
Once the organ is accepted for a patient, transportation arrangements are made
and the transplant surgery is scheduled.65
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Criteria other than potential patient benefit should be considered.
Providing clinically effective preventive care at an acceptable cost can result in
early detection and treatment of diseases that would be much more complex and
difficult to address at later stages. Other preventive services, such as immu-
nizations and prenatal care, can reduce the prevalence of disease and help 
people live longer, healthier lives. Many preventive services also offer good
value for increasingly scarce health care dollars.66

The impact on public health should also be considered. Treatments for
contagious diseases might warrant high priority. Other criteria to be considered
could include the impact on worker productivity and the economy; the impact
on families in caring for patients with permanent disabilities; public health 
concerns about the spread of infectious diseases; costs to the public for social
services; and public safety concerns about untreated, severe mental illnesses.
Getting benefits to the most people is another criterion that might be given
high priority. Counseling on diet and exercise might be ranked high for the
potential to prevent obesity and to control chronic conditions like diabetes and
high cholesterol that affect an increasingly large portion of the US population.

In England and Wales, prioritization of health services involves measure-
ments of all health effects on individuals and the costs to the public sector,
including the costs of social services. (67) Services are evaluated according to
expected gains in life expectancy and value judgments on quality of life in terms
of physical mobility, ability for self-care, ability to carry out activities of daily
living, absence of pain and discomfort, and absence of anxiety and depression.68

Although it is tempting to believe that health care resources can be allocated
principally based on objective evidence of potential benefit, impact on the indi-
vidual person, and broader impact on society, the evidence often is unclear, and
the public’s preferences and values also need to be considered and respected. The
public may decide, for instance, based on individual and collective preferences and
values, that it is important for patients to access some services that may be con-
sidered of “marginal” benefit—based on the evidence—even if this would result
in fewer resources for other medical services that may have higher benefit. In a
free and democratic society, the public may elect to have public funds spent 
in ways that would be at variance with a strict application of evidence-based 
criteria. Such public preferences and values need to be incorporated, along with
consideration of evidence of effectiveness, in decisions relating to health resource
allocations.

Setting priorities for health resource allocations involves complex decisions
involving multiple criteria. A process for prioritizing the allocation of health
care resources in the United States should consider all relevant criteria.
Accordingly, priority setting should use multi-criteria decision analysis.69

5. Allocation decisions should be in accord with societal values and
reflect moral, ethical, cultural, and professional standards.

6. Allocation decisions should not discriminate against a class or 
category of patients and should be developed and applied in com-
pliance with established rules without prejudice or favoritism.
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As explained in the ACP Ethics Manual (24):

Physicians have a responsibility to practice effective and efficient health care
and to use health care resources responsibly. Parsimonious care that utilizes
the most efficient means to effectively diagnose a condition and treat a
patient respects the need to use resources wisely and to help ensure that
resources are equitably available. In making recommendations to patients,
designing practice guidelines and formularies, and making decisions on
medical benefits review boards, physicians’ considered judgments should
reflect the best clinical literature, including data on the cost-effectiveness of
different clinical approaches. When patients ask, they should be informed
of the rationale that underlies the physician’s recommendation.

Health plans are not obliged to underwrite approaches that patients may
value but that are not justifiable on clinical or theoretical scientific grounds
or that are relatively cost-ineffective compared with other therapies for the
same condition or other therapies offered by the health plan for other con-
ditions. However, the plan must have in place a fair appeals procedure. In
instances of disagreement between patient and physician for any reason, the
physician is obligated to explain the basis for the disagreement, to educate
the patient, and to meet the patient’s needs for comfort and reassurance.

Other countries (e.g., United Kingdom, Canada, and Australia) have
attempted to reflect societal values in allocating health care resources. The
Oregon Health Plan also relies on public input to determine and reflect societal
values. Resource allocation processes by themselves do not necessarily reflect a
society’s moral, ethical, or professional standards. Hypothetically, a medical
procedure could be both clinically effective and save money, but could reduce
quality of life so extensively that it would be morally and ethically unacceptable
and would violate professional standards of care.

To be fair and equitable, resource allocations should not result in discrimi-
nation against individual patients and categories of patients based on their socio-
economic status or race, ethnicity, or gender. Accordingly, allocation decisions
should be developed and applied in compliance with established rules without
prejudice or favoritism.

7. The allocation process should be flexible enough to address vari-
ations in regional and population-based needs that are identified
in a scientific way and to accommodate special circumstances.

Resource allocation decisions should allow for exceptions to reflect justifi-
able geographic and population-based variations in need for health care services.
State, regional, and local involvement in the allocation process would help
assure that national guidelines are applied in a manner that is sensitive to demo-
graphic and geographic variations. An ideal allocation process would not be so
rigid that it would preclude access to services or treatments that would primarily
benefit only a minority of patients. Likewise, there should be safeguards to
assure that physicians maintain options in treating patients for whom
“approved” treatments are contraindicated (e.g., allergic reactions, at risk for
serious side effects) and to accommodate patient idiosyncrasies both among
patients in their responses to pathologic insults and the issue of complications
of underlying disease. Accordingly, coverage and regulatory decisions should be
subject to an appeals or exceptions process to accommodate unusual and justi-
fiable clinical situations.

22



How Can Our Nation Conserve and Distribute Health Care Resources Effectively and Efficiently?

8. Decisions on allocation of health care resources will have more
public support if they incorporate an essential role for individu-
als to make their own informed decisions and to share in deci-
sion-making responsibility, rather than having such decisions
imposed on them. Accordingly:

A.Patients and physicians should be provided with objective and
understandable information about the benefits and costs of 
different treatments to enable them to make informed choices, in
consultation with their physicians (shared decision-making), on
the best treatment options.

B.To encourage patients to use health care resources wisely, pub-
lic and private health insurers could vary patient cost-sharing
levels so that services with greater value, based on a review of the
evidence, have lower cost-sharing levels than those with less
value.

C.Although everyone should be guaranteed access to affordable,
essential, and evidence-based benefits, persons should be able to
obtain and purchase additional health care services and coverage
at their own expense. However, physicians and other health care
professionals should not be obligated to provide services that are
unnecessary, inappropriate, harmful, and/or unproven even if the
patient requests to pay for such services out-of-pocket.

Involving the doctor and patient in shared decision-making is a way to
ensure that treatment decisions are optimally aligned with patient values and
preferences, prevent unwanted treatments and procedures, and avoid potential
health care costs. Medical treatment decisions should always reflect individual
desires, values, and preferences of patients as expressed in consultation with
their physicians. Many tools have been developed to facilitate the participation
of patients in shared decision-making and to ensure that they are well-informed.
Clinical trials have found that decision aids improve people’s knowledge of
options, create realistic expectations of benefits and harms, reduce difficulty
with decision-making, and increase participation in the decision-making
process.(70) Clinical trials of shared decision-making have shown that patients
are less likely to choose interventions, such as invasive surgery, when they are
fully informed—not necessarily because they are trying to save money but
rather because they may have different values, preferences, and incentives than
their physicians.71

For cost-sharing provisions to effectively encourage personal responsibility,
patients must have better access to accurate and understandable information so
they can make informed decisions. Health systems should provide easy access
to information about the actual prices of medical services and available treat-
ment options. Patient education should include information about health, diet
and nutrition, and preventive health care. Patients should have access to treat-
ment options, but also to information about the effectiveness of medical tests
and procedures. Improved transparency with public access to information about
the qualifications and performance of physicians, hospitals, and other providers
of health care services would also help patients in their decision-making.26

Patients should be able to obtain health care services using their own
resources. The United States has a long history of individualism and of 
preserving the freedom of individuals to make their own choices. Individuals
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may choose to spend their own money to obtain services that they desire,
regardless of the scientific evidence of effectiveness. However, physicians and
other health professionals have an ethical obligation “to do no harm” that
includes not providing ineffective services that are harmful or impair the
patient’s ability to obtain effective therapy. Likewise, physicians and other health
professionals should not order tests or procedures for which there is marginal
patient benefit solely for defensive medicine purposes.

The ACP Ethics Manual provides the following advice:

Health plans are not obliged to underwrite approaches that patients may
value but that are not justifiable on clinical or theoretical scientific grounds
or that are relatively cost-inefficient compared with other therapies for the
same condition or other therapies offered by the health plan for other con-
ditions. However, the plan must have in place a fair appeals procedure. In
instances of disagreement between patient and physician for any reason, the
physician is obligated to explain the basis for the disagreement, to educate the
patient, and to meet the patient’s needs for comfort and reassurance.24

9. Medical liability reforms are needed to decrease the practice of
defensive medicine.

As cited previously from the ACP Ethics Manual, physicians have a respon-
sibility to practice effective and efficient health care and to use health care
resources wisely and responsibly. This infers that services not be provided that
are known to be ineffective or unnecessary, and certainly not to provide services
that are harmful. Ordering such excessive tests or procedures can cause harm
by either toxicity or by impairing patient’s ability to obtain effective therapy. Yet,
to reduce the risk for being sued, some physicians order tests and procedures
that are unnecessary or have minimal medical benefit in an effort to demon-
strate that they have taken all actions that might be considered appropriate.
This defensive medicine results in inefficient use of health care resources. It also
unnecessarily adds to health care costs, including physician costs for malpractice
insurance. Tort reform is necessary not only to reduce these costs but also to
remove a major impediment that inhibits physicians from responsibly ordering
tests and procedures based primarily on clinical and cost-effectiveness in accord
with practice guidelines. ACP has extensive policy on alternatives to the current
medical liability system.72, 26

10. Resource allocation process and priority setting should be 
periodically reviewed to reflect evolving medical and societal
values and changes in evidence, and assess for any cost shifting
or other unwanted effects.

Experience in Oregon and the United Kingdom has shown that societal 
values change and that prioritization of health care resources should reflect
these changes. Clinical effectiveness with consideration of cost is an important
criterion for evaluating health care services, but changing societal values should
also be considered.

Priorities of the Oregon Health Plan are reviewed biennially and have
changed significantly since the program’s inception.73 In 2002, treatment for
severe head injuries ranked #1 on the plan’s prioritization list, but in 2010, it
ranked #100. Type 1 diabetes was ranked #2 in 2002, but fell to #10 in 2010.
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Meanwhile, maternity care, which was ranked #55 in 2002 rose to #1 in 2010, and
newborn care, which was ranked #56 in 2002, was elevated to #2 in 2010.74

Many of the changes in Oregon’s prioritization reflected increased valuation of
preventive care and chronic disease management, and reduced (although they
remain high on the list) ratings for many life-saving procedures.75 Proponents
assert that the process successfully combines qualitative information on public
values and priorities with quantitative data on comparative effectiveness.31

However, critics maintain that the Oregon process increasingly favors coverage
for politically popular care and treatments for diseases with active political 
constituencies.

Issues for Public Policymakers to Consider Regarding the
Allocation and Distribution of Health Care Resources

1. How can equitable and just decisions be made on the allocation
of limited health care resources, and who should be involved in
making such decisions?

Making allocation decisions that are just and equitable on a regional, state, or
national level requires public input and input from health professionals who
have expertise in the delivery of health care services and in the education and
training of the health care workforce. Government must be involved not only
for its role as a purchaser and payer of health care services, but also for its role
in funding education and training programs for health professionals. A process
is needed for evaluating the supply and requirements of each health profession
and for projecting future needs. (23) Government funding decisions at the
regional, state, and local levels could then be based on objective data on work-
force needs.

A just and equitable process for determining societal values and the appro-
priate supply of health care facilities and equipment could also better allocate
resources to address patient care needs. While decisions on approving new
facilities and equipment might best be made at the local and state levels to
reflect local priorities, evaluations of effectiveness of technologies can best be
made at the national level to avoid duplication of effort.

Other countries have tried various approaches for using health resources
wisely that employ significantly greater coordination, centralized prioritization,
and use of clinical effectiveness and cost-effectiveness data than the United
States.76, 77 Examples include Canada, Great Britain, Germany, France, Sweden,
and Australia (Appendix B), as well as multinational collaborations, such as the
European Medicines Agency and the European Network for Health Technology
Assessment.

2. What resource allocation mechanisms should be considered?

Decisions must be made justly and equitably. They should be (1) based on 
science whenever possible; (2) reflective of public participation; (3) transparent
and provide clinicians, patients, health facilities, and communities the infor-
mation they need to make decisions; and (4) ensure that resource allocations do
not result in discrimination against individual patients and categories of patients
based on, for example, socioeconomic status, race, ethnicity, age, or gender.
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Appendix B describes some mechanisms used in other countries to allocate
health care resources. Global budgets are used in many countries and in the US
VHA. Other mechanisms include a national health service (NHS) with explicit
rationing based on evaluations of clinical effectiveness, cost, and societal values
(England and Wales); screening of new technology (England and Wales,
Germany, and Japan); government regulation of prices and coverage with tight
controls on utilization (Japan); negotiation of prices (Canada and Switzerland);
patient responsibility for full out-of-pocket payment at point of service (France);
managed competition with consumer-driven choices and primary care gate-
keepers (Netherlands and Switzerland); and government determination of a
compulsory benefits package with restrictions on private insurance company
profits (Switzerland).

As noted, any resource mechanism applied to the allocation of health care
resources in the United States will need to accommodate this country’s unique
cultural, political, social, historical, and economic characteristics. Since the
United States already devotes a much greater share of its resources to health
care than other countries, more efficient use of its resources could lead to
expanded access to appropriate services without resorting to overt rationing.

3. How can we best develop a process for health resource allocation
decision-making, and how can public support for the process be
maximized?

Public acceptance and support of a process that involves choices about the
availability of health care resources will be difficult to achieve. The need for
such a process and the benefits must be clear and convincing. A skeptical pub-
lic will need to be convinced that a process for just and equitable allocation of
health care resources to prevent less desirable alternatives must be established.
These include growing disparities in access and quality, as public and private
health insurance become prohibitively expensive—causing cutbacks in coverage
and benefits—and fewer resources become available for other national priorities,
like education, defense, or protecting the environment. There would be a
growing gap between those with adequate health insurance or private resources
and those without sufficient financial means or insurance. The public needs to
be aware that as an increasing share of our nation’s production and earnings are
spent on health care, there will be little left for everything else, including
employee wage increases.

Public information and communication about the need for a just and 
equitable process of resource allocation is also necessary. Public information
campaigns should utilize all available means of communication, such as public
hearings and town hall meetings, the legislative process involving elected 
representatives, or alternatives, to engage people in discussion about sharing
resources that ensure that all voices are heard and considered. These might
include opinion polls, focus groups, and public referenda. Public input and
accountability may be preferred to having coverage decisions made arbitrarily
by managed care organizations and health care plans.

The process needs to be transparent and understandable. An arbitrary or
secretive process will be suspect and not likely to gain public acceptance. The
process for developing priority criteria also needs to have public input and be
acceptable to the public.

The public needs to be involved in developing a process for informed deci-
sion-making that would be effective and politically acceptable. White House
conferences could be held to help build consensus on the need for such a
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process. Congress could hold hearings to highlight the need for a more rational
decision-making process for allocating health care resources and to obtain
expert input on how to develop the process. Congress might consider following
the Oregon Health Plan example of creating a Commission to develop an 
effective and accountable method for allocating resources.

However, the allocation of resources will ultimately be made, within the
broader constraints on resources, at a far more focused level, probably at the
state or even local level. States and localities could serve as crucibles for testing
how to share health care resources more equitably. Financial support for
research and demonstration projects could stimulate such experimentation.

Conclusion
Rising health care costs and an increasing demand for health care services 
consume a growing and unsustainable share of the nation’s economy. Critical
choices will need to be made to control health care costs to enable individuals,
families, and local and state governments to balance their budgets. Such choices
will not be easy and will involve trade-offs. Physicians play an essential role in
using health care resources judiciously. However, resource allocation decisions
also must be made at a systems level. Fraud and abuse in health care must be
eliminated. Medical liability reform must be enacted to deter the practice of
defensive medicine. In addition, payment systems must be reformed to achieve
greater value in health care.

There is a national imperative to begin a conversation about the need for a
deliberative, politically feasible process acceptable to the public that will deter-
mine how finite health care resources can be utilized more effectively. The
public must be involved in making these decisions. Decisions seen as imposed
by government or by those with vested interests will be less acceptable than
those in which the public is directly engaged, as shown by the experience with
the development of the Oregon Health Plan. Judicious use of health care
resources by physicians and non-physician health care providers, informed by
evidence-based research on clinical effectiveness and evaluations of comparative
cost reflecting societal values, offers a more acceptable alternative to continued
increases in health care costs that will inevitably lead to more explicit rationing.
Further development of comparative effectiveness data is essential for more 
efficient use of health care resources.

This position paper provides examples of how explicit and implicit health
care rationing in the United States leads to disparities in access and quality. We
also examine how other countries make decisions about distributing health care
services. The paper is intended to foster an informed debate on how to structure
the health care system better to deliver services more effectively and judiciously.
Accordingly, ACP policy positions are offered to guide decisions on the just 
and equitable allocation and distribution of finite health care resources. The
positions are not all-inclusive and are not mutually exclusive. We urge public
policymakers to begin discussion now on a process for health resource allocation
decision-making so that a process can be developed for the United States that
will be reasonable, understandable, and publicly acceptable and will avoid or
minimize actual rationing.
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Appendix B. Analysis of Resource Allocation Mechanisms in
Selected Countries

Canada (78)

Adoption/reform of national health system 1984

GDP (billion US$) $1,435 (2007)

Health expenditure as percentage of GDP (2007) 10.1%

GDP growth rate (2002-2007) 14.3%

Population 32.98 million

Population growth rate 1.0% (2002-2007)

Unemployment rate (% of total population) 3.3%

Morbidity rate (% of total population with 88.2%
good health, self-reported)

Life expectancy (total population at birth, years) 80.7

Infant mortality (deaths/1000 live births) 5

Maternal mortality (deaths/100,000 live births) 8.8

Methods used to control health care costs Global budgets, outdated 
technology, single payer 

Canada’s national health care system consists of 10 provincial and 3 territorial
health insurance plans.79 As noted in the ACP paper, Achieving a High-
Performance Health Care System with Universal Access: What the United States Can
Learn from Other Countries, (16) the Canadian government broadly oversees the
health system, but provincial and territorial governments are responsible for
planning, financing, and evaluating provisions for preventive care; medical
treatment from primary care physicians and hospitals; negotiating salaries of
health professionals; and negotiating physician service fees. Each province’s pub-
lic health insurance plan differs slightly, primarily in how far each system extends
coverage beyond “medically necessary” physician and hospital services.80

However, the criteria and conditions specified in the Canada Health Act (CHA)
must be satisfied for the provincial and territorial health insurance plans to
qualify for their full share of federal funding. Provinces are not obligated to 
provide services outside of those listed in the CHA. Most provinces provide 
supplemental coverage for some services, such as prescriptions and basic dental
care, in addition to the standard coverage.80 Some provinces (Ontario, British
Columbia, and Alberta) require health insurance premiums, but health services
cannot be denied for failure to pay the premiums.81

These single-payer plans provide free access to preventive care, medical
treatment, hospital care, dental surgery (not basic dental care), and other 
“medically necessary” services. User charges and balance billing are not 
permitted. Health care providers, including primary care physicians, specialists,
and hospitals, operate predominantly in the private sector. One hundred 
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percent of the financing is provided through provincial budgets, with block
grants from the federal government to the provinces amounting to only about
20% of the provinces’ total health care costs. Global budgets predetermine
how much will be spent on health care.

Canadians may choose to receive care from any physician or hospital, and
there is no limit to the number of different physicians a patient can see. If
patients are not satisfied with the care of one physician or hospital, they may
change to another. This creates an incentive for physicians to provide good care
for their patients so patients will not seek care elsewhere. Rationing results in
long wait times, especially for diagnostic tests and nonemergency care. For
services unavailable in Canada, the government will reimburse for care received
in the United States, but patients are required to apply in advance. Many
patients also travel to the United States to obtain medical services at their own
expense. For care in Canada, there is no utilization review, and all services are
covered in full without copayments. However, the use of expensive health care
services is limited by supply.82

Only prescription drugs that are administered in the hospital setting are
covered under the public health system. Outside the hospital setting, public 
prescription drug coverage, along with coverage for ambulatory care, is deter-
mined by each provincial government but not required by the CHA. 
The provincial governments use their bargaining power as single-payers 
to negotiate prices for prescription drugs and other health care. Physician and
hospital care currently account for less than half of all health care expenditures,
whereas prescription drug costs exceed physician care costs.

Private insurance is not permitted for services covered by the public plan
and can only cover supplemental services. Consequently, everyone is restricted
to the level of care provided by the public system for covered medical services.

The number of MRI units, 5.5 per million people, is much lower than the
US ratio of 26.6 per million people. The number of inpatient hospital beds is
slightly higher than in the United States (2.9 per 1000 people versus 2.7 per
1,000) but is lower than in most other industrialized countries. Canada’s limited
investment in medical technology has resulted in delayed introduction of new
technologies, often resulting in use of outdated and less-advanced technologies
and medical equipment.

In 2001, the Prime Minister established the Commission on the Future of
Health Care in Canada (Romanow Commission) to undertake a national 
dialogue on the future of the public health system and recommend policies to
ensure its long-term sustainability. The Commission completed an 18-month
study and concluded that the system is sustainable even though the federal
share of health funding had been decreasing and health care costs were increasingly
being borne by the provincial governments. The report recommended changes
for modernizing the CHA, such as expanding coverage beyond physician and
hospital services to include home health care and diagnostic services, encouraging
adoption of electronic medical records, expanding the scope and effectiveness
of technology assessment, fostering applied research, and enhancing account-
ability of the system. Other recommendations included targeting funds to
improve access in rural and remote areas, reducing wait times for diagnostic 
services, removing obstacles to renewing primary care delivery, and allowing
provincial drug programs to expand and improve coverage.83 The Canada
Health Infoway program was also adopted in 2001, with the goal of nationwide
adoption of electronic health records.
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Pros

• Everyone is covered by a provincial health plan and has equal access to
and choice of all physicians and hospitals.

• No copayments, bills, or forms for patients—the government pays in
full for covered services.

• Physicians have fewer hassles: relatively little paperwork, no filing of
claims or otherwise having to deal with multiple private insurance
companies, and little utilization review.

• Most Canadians strongly support the system and consider equal and
timely access to health care a right of citizenship.83

• Services that are not available in Canada are covered by the govern-
ment if the patient gets prior approval, and patients are free to obtain
health care abroad at their own expense.

• Global budgets control costs by limiting how much will be spent on
health care.

• Canada spends much less than the U.S on health care—9.8% of GDP
in 2005 compared with 15.3% in the United States,78 but age-adjusted
health status measures are similar for the two countries.84

• Prescription drug prices are lower than in the United States due to nego-
tiation of prices by the provincial governments’ single-payer plans.84

• The national program sets broad criteria and conditions for the health
system, but the provincial and territorial governments have flexibility in
planning, financing, and negotiating salaries and fees and may extend
coverage beyond “medically necessary” physician and hospital services.

Cons

• Everyone is restricted to the level of care provided by the public system
for covered medical services.

• Global budgets limit how much can be spent on health care.
• Private insurance is not available for services covered by the public plan.
• Wait times for nonemergency care are long.
• Introduction of new technology is slow, and medical equipment can be

outdated.
• Prescription drugs comprised 17.8% of health spending compared

with 12.4% in the United States in 2005 and are higher than in most
other industrialized countries.84

Lessons Learned

• Allocations of health care resources can be made in a rational manner
at the provincial (or state) level.

• Rational allocation of resources can be achieved without adversely
affecting age-adjusted health status measures.

• Supply shortages will exist if supplies are not adequately funded under
global budgets.

• Single-payer plans can negotiate to reduce drug prices; hassles for
physicians can be minimized under a single-payer system.

• A predominantly private sector health care system can be maintained
under a single-payer system.

• Lack of patient cost-sharing counteracts efforts to control health care
costs.
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France (78)

Adoption/reform of national health system Since 1996, government has 
presented to Parliament laws financing

social security and health care

GDP (billion US$) $2,866.663 (2007)

Health expenditure as percentage of GDP (2007) 11.0%

GDP growth rate (2002-2007) 12.1%

Population 61.71 million

Population growth rate 0.6% (2002-2007)

Unemployment rate (% of total population) 3.6%

Morbidity rate (% of total population with 75.7%
good health, self reported)

Life expectancy (total population at birth, years) 80.9

Infant mortality (deaths/1000 live births) 3.8

Maternal mortality (deaths/100,000 live births) 5.3

Methods used to control health care costs Global Budget, National Health
Authority

The French health care system evolved in stages, starting with mutual aid 
societies in the nineteenth century and establishment of a limited NHI program
in 1928. NHI initially covered low-paid salaried workers in industry and com-
merce. Coverage was extended to all industrial and commercial workers and
their families in 1945 and subsequently to farmers and agricultural workers
(1961) and independent professionals (1966). Universal coverage was proclaimed
in 1974, and comprehensive first-dollar coverage was extended to all legal 
residents in 2000.85 In 2000, the French system also was named as the “best
health system in the world” by the World Health Organization.86 The French
system successfully mixes public and private financing and administration to
provide guaranteed universal health care coverage for all of its 64 million resi-
dents. The national, regional, and departmental levels of government all share
responsibility for health services. Health insurance is mandatory. All residents
are eligible to enroll in the public health insurance plan, administered by the
social security system (Sécurité Sociale), based on occupational status. Individuals
also are free to purchase private insurance. Health care services are delivered by
both the public and private sectors. The fundamental principles of France’s
health care system are personal payment for service (with subsequent reim-
bursement), patient choice of physician, and physician freedom of practice.
The system achieves high marks for health status and patient satisfaction.85

In 2005, 79.8% of health care spending was funded through public sources,
namely by employer and employee contributions and taxes on alcohol and
tobacco. Employees and employers contribute approximately 20% of the
employee’s annual salary through direct payroll deductions—employees pay
7%, while employers pay 13%.85 Low-income individuals and families who do
not have supplemental insurance are eligible for complementary state-funded
health coverage, which ensures that all basic health services are fully covered.87 The
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remaining 24% of health spending was funded through private sources, including
private supplemental insurance and patient copayments.88 Premium contribu-
tions to the Sécurité Sociale go into quasi-public insurance funds, which are
administered jointly by employee representatives and employers.

Patients have complete control over which doctor they see and how often
they see a doctor. However, health care services are not free at the point of 
service. Upon receiving care, patients must first pay the full price before
obtaining insurance reimbursement from their local insurance fund. For other
services, such as pharmaceutical costs, they are reimbursed on the spot.89

Reimbursement for a visit to a general practitioner or a specialist is generally
70% of the national fee schedule amount. (90) Patients are responsible for the
remainder, either through supplemental insurance or out-of-pocket. There are
no deductibles. Consequently, 80%87 to 90%85 of the population purchases sup-
plemental private health insurance. Supplemental insurance can be purchased
either through one’s employer or directly from an insurance company.91 There
are a wide variety of supplemental insurance plans to choose from; thus, residents
can purchase coverage to fit their needs (i.e., an individual with a chronic condi-
tion may wish to purchase coverage for prescriptions or an individual in generally
good health may wish to purchase coverage for catastrophic events only).

Doctors and other health care professionals are mostly self-employed and
paid on a fee-for-service basis—except for physicians working in public hospi-
tals who receive a salary. National medical fee schedules are negotiated each
year by the three main health insurance funds, associations representing health
professionals, and the national government.92 Approximately 97% of physi-
cians agree to adhere to the national fee schedule. These physicians or practices
are known as conventioné. Reasonable charges above the national fee schedule are
allowed for those with extra qualifications or experience. Non conventionés are
free to charge more, but must post their prices.87 In order to be indemnified for
physician visits, all French residents are required to register with a general
practitioner (GP), although they can change physicians at any time for any 
reason. Further, residents must receive a referral from their GP before visiting
a specialist in order to be fully reimbursed.93

French NHI covers services ranging from hospital care; outpatient services;
prescription drugs (including homeopathic products); thermal cures in spas;
nursing home care; cash benefits, and to a lesser extent, dental and vision care.
Efforts to improve quality include establishment of a new national agency to
promote health care evaluation, prepare hospital accreditation procedures, and
establish medical practice guidelines.85

Total health expenditure accounted for 11% of France’s GDP in 2007.
France’s health spending of $3374 per capita was well above the OECD average
of $2759 in 2005.94 Pharmaceutical spending has been a key factor behind
France’s high health expenditures. Allowable prescription drugs prices for reim-
bursement under NHI are set by a commission that includes government 
representatives.85 France spends 29% of the total of its per capita health spend-
ing on pharmaceuticals, a greater share than the United States, where pharma-
ceutical spending amounts to a 20% share.86

Each year, the French parliament passes a law that creates the annual
prospective global budget that sets annual health care spending goals for public
health expenditures (although spending often exceeds those targets). The 
federal government then contracts with health insurance funds to manage the
system. The government also sets reimbursement rates for both public and
private hospitals, which are generally not allowed to bill beyond the negotiated
fee schedules. While fees are restricted, private hospitals control their own
budgets, whereas public hospitals operate under global annual budgets imposed
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by the Ministry of Health. Global budgets and fee restrictions for hospitals have
led to a recurring lack of capital investment, resulting in a shortage of medical
technology and lack of access to care.95

Universal coverage has not resulted in less access to care. In France, there
are three types of medical institutions: public hospitals, private not-for profit
hospitals, and private for-profit hospitals and clinics. The supply of hospitals and
medical technologies is sufficient to avoid the issue of wait times that is common
in other nations with universal coverage.96 This is largely due to the increasing role
of supplemental insurance and the French willingness to pay more for health
services.91

Health care technology that the National Health Authority has catego-
rized as “insufficient medical service rendered” cannot be purchased by public
hospitals and its use at clinics is not reimbursable through national insurance
schemes. In denying reimbursement for such technology, the French govern-
ment is showing that it prefers to commit its resources to other expenditures
that it deems more useful from a collective point of view.95

Pros

• The French system is ranked highly compared with other countries.
• The system achieves high marks for health status and patient satisfaction.
• All legal residents are eligible for coverage under the public health

insurance program.
• Individuals who wish to purchase private coverage are free to do so.
• A wide variety of supplemental insurance allows patients to purchase

coverage that best fits their needs.
• There is ready access to physicians, hospitals, and medical technology

without long waiting times.
• Patients have complete control over which doctor they see and how

often they see a doctor, causing doctors to compete on the basis of
quality and charges above the national fee schedule.

• Global budgets help restrain public expenditures for health care.
• Health care providers and facilities have considerable autonomy in

daily spending and decision-making.
• A mix of public and private financing and administration maintains

competition.
• Patient sensitivity to prices is enhanced by requiring patients to pay in

full before receiving reimbursement; this may help to reduce overuse
and unnecessary patient visits. However, price-sensitivity is reduced by
the widespread use of supplemental insurance.

• Physicians are paid on a fee-for-service basis, have a role in negotiating
the national fee schedule, and are free to charge above fee schedule
amounts.90

Cons

• National health expenditures in France (11% of GDP) are second only
to the United States (16% of GDP).

• The system runs chronic deficits.
• Global budgets restrict funding for new technology and services and do

not provide effective incentives for improved efficiency.
• Pharmaceutical costs are high (29% of health spending).
• Access to specialists requires a referral from a GP.
• Decision-making is overly centralized.
• Taxes are high (20% payroll tax).
• Patients must pay full fee out-of-pocket prior to receiving reimbursement.
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Lessons Learned

• Universal health insurance coverage can be achieved through an incre-
mental approach without adopting a single-payer system.

• Global budgets can help restrain health care costs, but do not provide
effective incentives for improved efficiency unless the annual expense
budget is reasonable and the target region is small enough to motivate
individual providers to avoid overutilization of services.

• Universal health coverage can be achieved through a combination of
public and private financing.

• France’s two-tiered health care system provides universal health 
coverage while also encouraging citizens to utilize the private insurance
sector as well. This system provides the United States with an example of
how to offer universal health care while maintaining the principles of
our capitalistic society.

• Private health insurance can serve both complementary and supple-
mental roles in a largely single-payer national health care system.

• Upfront patient payment for health services (with subsequent reim-
bursement) as well as copayments can encourage responsible utilization
of health services.

• Physician payments on a fee-for-service basis with physician ability to
charge above the national fee schedule amounts and participation in
negotiations of a national fee schedule by physician organizations may
help ensure physician support for a national health care system.

Germany (78)

Adoption/reform of national health system 1883

GDP (billion US$) $3,664 (2007)

Health expenditure as percentage of GDP (2007) 10.4%

GDP growth rate (2002-2007) 10.4%

Population 82.26 million

Population growth rate 0.0% (2002-2007)

Unemployment rate (% of total population) 4.4%

Morbidity rate (% of total population with 72.6%
good health, self reported)

Life expectancy (total population at birth, years) 80.0

Infant mortality (deaths/1000 live births) 3.9

Maternal mortality (deaths/100,000 live births) 4.1

Methods used to control health care costs Global budgets (by region), new 
technology, medication, services and 

benefits package are evaluated for 
clinical benefits and comparative cost
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The German system, known as the Bismarck model, was established in 1883
and is the oldest health care system in the world. It provides universal coverage
with financing provided through regional sickness funds. Health care is delivered
in both the public and private sector. Most hospitals are enrolled in a hospital
plan that is financed 93% by sickness funds and the remaining 7% by state 
government plans.89 The legislature (Bundestag and Bundesrat) decides what
medical goods and services are included in the statutory health insurance benefits
package with input from a committee representing doctors, hospitals, and 
sickness funds. It considers many aspects of health care medically essential.
There is universal coverage for inpatient and outpatient care, prescription
drugs, dental care, and medical devices.97 German law states that a service must
be necessary in order to be covered by the statutory health insurance system.
Care is deemed to be “necessary” if it has scientifically proven benefits—clinical
trials must show that it reduces the risk for death or disability or improves
health-related quality of life. Germany further allocates its resources by only
financing technology that has a proven relevant benefit and no similarly or
more clinically beneficial alternative that is less costly. The German system
places clear priority on clinical benefit for patients; costs play a secondary role
unless there is an alternative that is determined to be equally good medically.
For example, if a new drug proves to be just as effective as the competing drugs
but is more expensive, the patient must bear the additional cost or switch to
other alternatives. In this manner, choice is limited for physicians and patients
for the good of the community to keep costs down.98

Health care financing in Germany involves an internal subsidy model, in
which individuals and employers contribute a flat percentage rate to statutory
community-based sickness funds. Federal subsidies are also paid to the funds that
distribute monies to insurance plans on a capitation basis. Private health insurers
charge risk-based premiums, and patients are subject to cost-sharing in the form
of coinsurance and deductibles. Doctors are allowed to charge privately insured
patients more than twice as much as those with public insurance.99

The German health care system offers patients reduced cost-sharing if they
register with a general practitioner and obtain referrals to specialist care. The GP
usually holds the patient’s medical records and takes responsibility for coordinat-
ing the patient’s care and referrals to specialists. Germany also has an annual cap
on out-of-pocket spending to help minimize financial barriers to patients.99

Nearly all hospital-based physicians are salaried. Their salaries are part of
hospital budgets and are negotiated each year between hospitals and “sickness
funds.” Office-based physicians get a fee from insurers for every visit and every
procedure they perform. Office-based physicians in every region negotiate with
insurers to arrive at collective annual budgets. These regional global budgets are
divided into quarterly amounts. Once doctors collectively use up this money,
there is none left until the next quarter. This is designed as an incentive for
doctors to exercise restraint and not to provide more care than is necessary.100

In 2007, Germany enacted significant reforms to the system with a goal of
mandatory universal health insurance coverage; improvement of medical care;
modernization of sickness funds; and reform of the health fund. The Ministry
of Health introduces and executes health policy for the country. The current
policy emphasizes equal access to high-quality care for all citizens, regardless of
ability to pay. Furthermore, policy is based on the concept that if risks are
spread among the population, optimal medical care can be offered to all.98

The covered population falls into three categories: compulsorily covered by
public insurance because of income, voluntarily covered by public insurance,
and covered by private insurance. Germany’s dual system of coverage allows
people earning above a certain amount (around $69,000 per year for three con-
secutive years) to choose between public insurance and private insurance.99
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Pros

• Coverage decisions are based on clinical effectiveness.
• Cost plays a secondary role in coverage decisions except when choices are

made among equally beneficial alternatives.
• New technology is evaluated for clinical benefits and comparative

effectiveness.
• Funding is provided to insurers through community-based sickness

funds.
• The German health care system seems to have successfully combined

consumer choice with universal access to care.
• There is ready access to care, including same-day and walk-in appoint-

ments and after-hours care.
• Germans have free choice of physicians and specialists (no referral

required).
• Health insurance coverage is portable and is not tied to one’s employer

despite employer contributions toward employee premiums.
• Germany is a leader in quality improvement, and Germans generally

enjoy positive health outcomes.

Cons

• The German health care system is expensive. With 10.4% of GDP
spent on health care, it ranks 4th highest among OECD countries,
behind the United States, France, and Switzerland.

• Choice of treatments is limited to those that are considered necessary
and clinically effective.

• Government decides what medical goods and services are included 
in the health benefits package, although input is provided from a 
committee representing doctors, hospitals, and the sickness funds.

• Global budgets hold health care providers collectively responsible for
constraining costs and leave patients at risk that services will be
unavailable when budget limits are exceeded.

Lessons Learned

• A pluralistic national health care system based on private nonprofit
sickness funds can achieve universal access to health care without 
barriers based on ability to pay.

• Investments in quality improvement can result in better health outcomes.
• Expenditure targets and global budgets negotiated among physicians

and insurers at the local or regional level may be more sensitive to
regional needs and variations, but still hold health care providers 
collectively responsible for constraining costs and leave patients at risk
that services will be unavailable when budget limits are exceeded.
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Japan (35)

Adoption/reform of national health system 1920s (government enacted series of 
welfare programs, providing medical
services and subsidies to population)

GDP (billion US$) $4,380 (2007)

Health expenditure as percentage of GDP (2007) 8.1%

GDP growth rate (2002-2007) 2.3%

Population 127.77 million

Population growth rate 0.0% (2002-2007)

Unemployment rate (% of total population) 2.0%

Morbidity rate (% of total population with 32.7%
good health, self reported)

Life expectancy (total population at birth, years) 82.6

Infant mortality (deaths/1000 live births) 2.6

Maternal mortality (deaths/100,000 live births) 3.2

Methods used to control health care costs Limited supply of physicians,
excludes preventive care

reimbursement, tight control
on technology 

Japan has broad health insurance coverage for its population of approximately
127.3 million people, featuring a private delivery system with a public financing
scheme. The government’s objective is to provide equitable access to “necessary
and adequate” medical services to the entire population at a relatively low cost.
This has led to the exclusion of some advanced medical care services and
research and development of new medicine. Health insurance only reimburses
treatment of disease and excludes preventive care, including medical check-ups.
A lump-sum payment is provided for normal childbirth care. In line with the
emphasis on equality, each institution provides essentially the same treatment
to patients with the same medical problem, with little possibility for purchasing
premium medical services or differentiated treatment.101 The health care system
is financed by both public and private funds. It is organized around three types
of insurance: (1) employer-managed plans; (2) a government-managed plan, and
(3) prefectural-level plans.89

The Employer Health Insurance (EHI) program provides coverage in com-
pany-specific plans for employees (and their dependents) who work for medium-
to large-sized companies, national or local government, or private schools.
Premiums for the EHI are based on an individual’s monthly salary—on average
4%—and contributions are split 50-50 between employees and employers. Under
EHI, individuals pay 20% of their medical costs for hospitalizations, 30% for out-
patient care, and a copayment for prescriptions. All participants in EHI have
cost-sharing ceilings, after reaching the ceiling all medical and hospital costs are
covered in full. EHI also provides allowances based on salary for long-term 
illnesses for employees or their spouses as well as funeral allowances.89
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The government-managed NHI program covers self-employed individuals;
those working in small businesses, agriculture, forestry or fisheries; and 
nonworkers (including retirees, pregnant women, and students). The NHI is
funded by the government and by member premium contributions. Premiums
for the NHI are based on an individual’s salary, property, and dependents.
Under the NHI, individuals pay 30% for all medical and hospital care and a
copayment for prescriptions. It also has cost-sharing ceilings. Unlike EHI,
NHI has restrictions on certain treatments and conditions for which coverage
is not provided, including orthodontic surgery, vaccinations, injuries incurred
while drunk or fighting, or abortions.89

A national health program for the elderly covers individuals over age 70.
Japan launched the Long-Term Care Insurance System (LTCI) for the elderly
in 2000 as part of social security. This mandatory insurance is operated by
municipalities and provides benefits to persons over the age of 65 who are 
certified as eligible based on an objective assessment of their physical and mental
condition by the municipality in which they live. Once eligibility is determined,
a “care manager” employed by a welfare or health care facility develops an
appropriate plan of care. The prices for LTCI services are set by the govern-
ment and apply to all providers, who are subject to nationwide quality standards.
Patients are required to pay 10% of the cost out-of-pocket, with the remainder
split equally between the government and insurance contributions by those
over age 40. Premiums for persons between the ages of 40 and 64 are set 
by health insurers, while those paid by persons over the age of 65 are set by
municipalities and thus vary widely.101

A national fixed reimbursement schedule is one of many major cost-con-
tainment measures in Japan. Rates for virtually all medical and hospital services
are set by a fee schedule, which is negotiated between the national Ministry of
Health and providers every 2 years. Rates are set and adjusted separately for
each procedure and drug, rather than by across-the-board adjustments to a
conversion rate. Rates for services that show large increases in volume tend to
be reduced. Volume is also controlled through tight limits on utilization for
such services as MRIs and CT scans.102 Another way Japan limits health care
spending is by constraining the supply of physicians. The number of medical
students is set by the government, and there is estimated to be two physicians
per thousand people. Physicians generate a high volume of services to boost
their income by seeing more patients throughout the day. Patients often 
complain that they spend 3 hours waiting for 3 minutes with the doctor (long
waiting times occur primarily in university hospitals). In addition, the large
numbers of appointments per physician result in very long work hours, which
has become a serious problem.101

All three programs are financed primarily by the national government, 
private employers, and individual coinsurance payments, but the services are
delivered through a mostly privately operated hospital and clinic system. Basic
coverage and costs are based on the medical fee schedules set by the special 
committee in the Ministry of Health, Welfare, and Labor every other year.97 All
programs cover a broad range of services but cover little in the way of preventive
care.103 Consumers do not have a choice about the program from which they
obtain coverage. Premiums vary based on income even though entitlements and
reimbursement rates are standard. Premiums can vary from 6% to 9.5% of
monthly income. All residents, with the exception of children, the elderly, and
those with certain chronic diseases, have a 30% copayment. The Japanese 
universal coverage system has no gatekeeper component, and patients have free
access to any provider at any time.89 Financially, however, access is less equitable
as lower-income patients pay a larger percentage of their total income toward
premiums and copayments, even with government assistance.
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Pros

• Broad health insurance is provided for all.
• Funding is shared by public and private sources.
• Patients pay a share of costs for medical and hospital care and copay-

ments for prescriptions.
• Employers and workers share in the cost of premiums, and the 

government subsidizes the cost of the program for the self-employed,
retired workers, and certain others.

• There is a ceiling on cost-sharing for those in the EHI plan (employees
and their dependents of medium and large companies and government).

• Services are delivered through a mostly privately operated hospital
and clinic system.

• There are no gatekeepers, and patients have free access to any provider
at any time.

Cons

• All programs cover a wide range of services, but cover little in the way
of preventive care.

• There are not competing health plans, so consumers do not have
opportunities to choose among plans.

• Premiums vary based on income, but access is less equitable, as lower
income patients pay a larger percentage of their income toward 
premiums and copayments, even with government assistance.

• The system is highly regulated with tight controls on technology and
utilization of services.

• There are no limits on cost sharing for those in the NHI plan 
(self-employed, those in small business and certain industries).

• Waiting times are long.
• Recordkeeping is poor, with little use of electronic medical records,

short consultation times, lack of information and communication with
patients, lack of monitoring systems for quality, and high incidence of
medical errors.102

Lessons Learned

• A health care system heavily regulated by the government with 
controls on utilization and limits on payments can reduce overall
health expenditures, but at the cost of increased medical errors, lower
quality, inefficiency, and fewer physicians.

• Cost control in Japan has relied heavily on government price fixing of
both primary and secondary care. In order to achieve egalitarian 
provision of services to all, costs must first remain within the govern-
ment’s budgetary limits, fees and prices must be micromanaged 
(to reflect volume expansions and declining costs to the provider), and
providers must be reimbursed the same amount for the same service to
avoid discrimination because of the patient’s insurance plan.103
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Netherlands (78)

Adoption/reform of national health system 2006
(new health insurance system enacted)

GDP (billion US$) $875 (2007)

Health expenditure as percentage of GDP (2007) 9.8%

GDP growth rate (2002-2007) 12.1%

Population 16.38 million 

Population growth rate 0.3% (2002-2007)

Unemployment rate (% of total population) 1.7%

Morbidity rate (% of total population with 78.2%
good health, self reported)

Life expectancy (total population at birth, years) 80.2

Infant mortality (deaths/1000 live births) 4.1

Maternal mortality (deaths/100,000 live births) 5.0

Methods used to control health care costs The Dutch national government
works in conjunction with an
independent board to allocate

and distribute health care funding

In 2006, the Netherlands enacted changes to its health insurance system based
on Alain Enthoven’s managed competition model. The government enacted a
gradual series of reforms to transition the system from supply-side regulation
to managed competition. The law covers care by general practitioners and 
specialists, as well as pharmaceuticals and hospital care, which is determined by
the Minister of Health. People may choose to purchase supplemental insurance
covering care that is not included in the mandatory basic insurance, including
dental care, physical therapy, eyeglasses, and cosmetic surgery.104

The Dutch national government works in conjunction with an independent
board to allocate and distribute health care funding. In the Dutch system, indi-
viduals, employers, and the government share the costs of the new health care
system and individuals over the age of 18 pay a premium to their insurer based
on income. Each insured patient must register with a single general practitioner
who provides primary care. The general practitioner acts as a gatekeeper for
specialists and hospital care and coordinates care across specialties. Although
compulsory health insurance operates within the public health system, insurance
products are provided through private insurance. Private insurers are required
to accept all patients in their coverage area; medical selection is expressly 
prohibited. In addition, insurance companies are not obligated to contract with
every provider. Insurers can negotiate for discounts with certain providers and
use incentives to encourage patients to see preferred providers. Insurance 
companies also have the ability to negotiate average, fixed prices for many pre-
defined diagnosis/treatment combinations. General practitioners are paid on
both a capitation and consultation fee basis, while specialists receive a salary, a
service fee, or both. Physicians contract directly with insurers, increasingly
turning to integrated care, which helps to control costs.89
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Pros

• Costs are shared among individuals, employers, and the government.
• An independent board assists the government in allocating and 

distributing health care funding.
• The system encourages managed competition.
• Insurance is provided through the private sector, but insurers are highly

regulated.
• Insurers must accept all applicants in their coverage areas regardless of

health status or preexisting conditions.
• Insurers can negotiate discounts with certain providers and use incen-

tives to encourage patients to see preferred providers.
• Insurance premiums are based on income and cannot vary based on

age, gender, health status, or lifestyle.
• Employers do not bear administrative responsibility or administrative

costs of insurance.
• General practitioners coordinate care.
• Integrated care helps control costs.

Cons

• Insurance companies have the power to negotiate prices and discounts
for physician and hospital services and can contract with preferred
providers.

• General practitioners acting as gatekeepers can restrict access to 
specialist and hospital care.

Lessons Learned

• Managed competition among private insurers can help to control
health care costs.

• Government working in conjunction with an independent board can
effectively allocate and distribute health care funding.

• A well-regulated private insurance sector can operate within a public
health system.

• General practitioners serving as gatekeepers to specialists and hospital
care can better assure that care is coordinated, but can also restrict access.

• A health care system with accessible primary care as the point of entry
for all individuals, delivered in small practices that are integrated into
the wider health care system, may offer the best guarantee for clinically
effective care and greater value in terms of cost.

• Physician payments can be made by using a blended reimbursement
system that includes capitation per patient, fee per consultation, and
pay-for-performance.
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Switzerland  (78)

Adoption/reform of national health system 1994

GDP (billion US$) $426 (2007)

Health expenditure as percentage of GDP (2007) 10.8%

GDP growth rate (2002-2007) 8.9%

Population 7.55 million 

Population growth rate 0.7% (2002-2007)

Unemployment rate (% of total population) 2.1%

Morbidity rate (% of total population with 86.7%
good health, self reported)

Life expectancy (total population at birth, years) 81.9

Infant mortality (deaths/1000 live births) 3.9

Maternal mortality (deaths/100,000 live births) 8.2

Methods used to control health care costs Department of Home Affairs
establishes the formulary for
prescription drugs, sets the

maximum allowable prices for
drugs, and determines which

laboratory analyses and
medical devices are covered.

All Swiss residents are required to purchase health insurance under the 1994
Federal Health Insurance Act. The federal tier of government sets the standard
benefits required for each resident; however, the organization and administration
of the health care system fall within the purview of the cantons (provinces).89

Switzerland’s Federal Department of Home Affairs establishes the formulary for
prescription drugs and sets the maximum allowable prices for drugs. The
Department also determines which laboratory analyses and medical devices are
to be covered by compulsory insurance. Authority to plan the capacity of the hos-
pital and nursing home sectors rests with the cantons. Only those on the approved
list are entitled to reimbursement under compulsory health insurance.105 The
cantons are responsible for regulating health issues, administering and delivering
health services, health education and disease prevention, and implementing
federal law.106 This highly decentralized system is a combination of public, 
private, and subsidized private health care.

In Switzerland, consumers, not employers or the government, primarily pay
health care expenses through premiums to private sickness funds and out-of-
pocket payments.107 Health care financing is inconsistent between the cantons
and has minimal government regulation. Private sickness funds collect most of
the financing directly from the insured based on broad age categories. Premiums
for the compulsory minimum benefits package are determined within each canton
according to age groups. The premiums are community-rated and are not
modified directly based on disease status or health risk. Premiums are not based
on ability to pay; however, subsidies are provided by the cantons to purchase
compulsory insurance for those for which premiums exceed 8% to 10% of
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their income.89 As the core benefits package is mandated to be identical for all
residents, insurers cannot compete for customers on the basis of covered 
benefits. Instead, insurers compete on the basis of premium and deductible
costs.108 Residents pay monthly premiums to the sickness funds, and copay-
ments are generally made in the form of annual minimal deductibles. Private
insurance companies aren’t allowed to make a profit on the compulsory insurance.
The companies are allowed to operate at a profit by providing supplemental
insurance for non-covered services, such as dental care, alternative medicine, or
the guarantee of a private hospital room. (109) Premiums for supplemental
insurance are allowed to vary based on the applicant’s history, risk, and sex; and
insurers are not required to accept all applicants for supplemental insurance.

Physicians’ fees are negotiated between the medical association and the
Swiss insurance association. Physicians can bill compulsory enrollees only for
services included in their health insurance and may not supplement their bills.
Consumers buy health insurance plans and know the full cost of care received,
enabling them to obtain what they consider “good value for the money.” 107

Public hospitals are guaranteed deficit coverage and/or subsidies from public
funds within negotiable limits. Payments to private hospitals are negotiated by the
hospitals with health insurance companies and patients. Patients may pay the
higher private hospital rates through supplemental insurance or out-of-pocket.

Sickness funds often act in concert with general practitioners to control costs.
Each canton typically supports between 40 to 70 sickness funds, which engage in
different tactics to minimize risk exposure. Some funds use managed care and
physician gatekeepers to control cost by denying coverage for certain treatments.
High-deductible plans are available at lower costs. Most health insurers have
HMO divisions, which consist of insurance-owned group practices with salaried
physicians. Primary care networks utilize general practitioners as gatekeepers to
control access to specialist care and limit unnecessary hospitalizations.89

Pros

• Everyone is covered for a uniform comprehensive package of basic
health care services set by the federal government.

• The federal government controls costs by establishing a formulary for
prescription drugs and sets the maximum allowable prices for drugs. It
also determines which laboratory tests and medical devices are covered.

• Employers and government incur little costs, as consumers pay insurance
premiums and out-of-pocket costs.

• Residents have free choice of providers and insurers.
• Insurers must accept all applicants who seek coverage.
• Premiums are based on age and are not individually adjusted based on

health status or preexisting conditions, but are community-rated.
• Individuals have choices that include lower cost plans (HMOs and

gatekeeper plans).
• State subsidies are provided to those with premiums exceeding 8% to

10% of income.
• Health insurance coverage is not tied to one’s employer despite

employer contributions toward employee premiums. As such, coverage
is portable should one leave his/her place of employment.

• Physicians are reimbursed on a fee-for-service basis.
• Regulation and cost-control initiatives are at the local (canton) level.
• There is competition among plans on the basis of price.
• Private insurance companies aren’t allowed to make a profit on the

basic health benefits package, but can make profits on supplemental
policies.
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Cons

• Health care expenditures, both as a percentage of GDP and on a per
capita basis, are higher than in all other OECD countries except the
United States.

• Individuals are responsible for a greater share of health care costs than
in other OECD countries.

• Everyone is required to purchase private insurance.
• The federal government sets maximum allowable prices for drugs and

determines which laboratory tests and medical devices are covered,
thus limiting which drugs and devices are available.

• Health care financing is inconsistent between the cantons and has
minimal government regulation.

• The negotiated fee schedule does not account for differences in quality
of care.

• Public hospitals, assured of clientele and government budgets, have
fewer incentives for efficiency.

• Allocation of resources among the cantons can distort treatment. For
example, hospitals might admit patients to a ward because inpatient
care receives public subsidies, unlike outpatient and short-stay 
inpatient care. (107)

Lessons Learned

• Universal access to health insurance can be achieved through a public-
private partnership that retains a major role for private insurance.

• Subsidization of private insurance can assure coverage for low-income
families and individuals.

• Cost control may be attributable to the consumers’ significant role in
health care payments and the resulting cost transparency. Consumer
control also helps achieve consumer responsiveness.

• Allowing variation and experimentation in insurance coverage beyond
a basic benefits package may foster competition and help attain cost
control and consumer responsiveness.

• Community rating and risk-adjustment reflect the enrollees’ risk 
status.107

• To reward efficient, effective providers, it is necessary to permit health
care providers to innovate freely in the delivery and pricing of health
care. Providers will be motivated to innovate in health care services for
the sick and to earn revenues by responding to consumer demand
rather than by relying on guaranteed budgets or clients.107
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Taiwan (111,112)

Adoption/reform of national health system 1995

GDP (billion US$) $732 (2007 est.) (89)

Health expenditure as percentage of GDP (1999) 6.0%

GDP growth rate 6% (2007) (110)

Population 23 million

Population growth rate (1994-2000) 5.2%

Unemployment rate (% of total population) Unavailable 

Morbidity rate (% of total population with Unavailable
good health, self reported)

Life expectancy (total population at birth, years) 74.9

Infant mortality (deaths/1000 live births) 6.5

Maternal mortality (deaths/100,000 live births) Unavailable 

Methods used to control health care costs Global budget, low ratio of 
doctors to patients, single payer

In 1995, after 7 years of planning that included studying health insurance sys-
tems abroad, Taiwan adopted an NHI program that provides universal health
insurance. Since its inception, coverage has expanded from 57% to 98% of the
population.113 Taiwan’s single-payer approach is key to keeping costs generally
affordable. Everyone is in the same insurance pool, so risks are spread widely
and premiums from the relatively low-cost of insuring healthy people help pay
for the care of sick people. The single-payer system also gives government
strong leverage to discount payments to doctors, and doctors in Taiwan are paid
much less than those in the United States.114

The NHI is financed on a pay-as-you-go basis with income-based premiums
and a payroll tax of 4.5%. Employers and the government contribute to help pay
for this plan. There is also a surcharge on tobacco and lottery revenues to help
fund the system. In 2000, 32.15% of the NHI’s total premium revenue came from
employers, 38.08% from individuals, and 29.77% from the government.112

Taiwan has a market-driven health care delivery system with a mix of pub-
licly and privately owned hospitals. Approximately 63% of physicians are
employed by hospitals and paid on a salaried basis. These physicians can receive
bonus payments based on productivity, known as the “professional fee” system.
This system compensates doctors mainly on the basis of their revenue produc-
tivity: the number of patients seen, procedures performed, and lab test ordered,
along with teaching and scientific articles published, speeches given at outside
institutions, and even articles written in papers.112 The remaining 37% of physi-
cians are fee-for-service private practitioners who work in private clinics. These
private practitioners deliver primary care in their offices or clinics and do not have
hospital-admitting privileges. In response, many of the clinics maintain about a
dozen beds for their patients.111 Taiwan’s health care providers also get revenue
from proceeds from the sale of products and services not covered by the NHI.
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The NHI provides a comprehensive benefits package that covers inpatient
care; preventive and medical services; prescription drugs; and certain over-
the-counter drugs, dental services, laboratory tests and diagnostic imaging, 
traditional Chinese medicine, day care for the mentally ill, and home nurse 
visits. Patients have freedom of choice among providers and therapies. There are
no direct restrictions on utilization, although prior authorization is required for
certain high-cost treatments like heart, lung, and bone marrow transplants.112

Patients have a $5 copayment for outpatient visits, an $8 copayment for 
hospital outpatient clinic visits, and 10% coinsurance for inpatient services
(with a cap at 10% of the average income per person). The copayment and coin-
surance rates are regressive because they are fixed and unvaried by a patient’s
income.111 Taiwanese citizens have access to modern medical technology, includ-
ing bone marrow transplants, joint replacement surgery, cataract surgery, and
coronary artery stents. However, patients pay more out-of-pocket for more
advanced technology. The system is cautious about adopting new technology.
It also lacks funding for research and development and has lower ratios of 
doctors and nurses to the general population.114

Taiwan relies on global budgets and use of diagnosis-related groups to keep
costs under control. Global budgets are set by sector—dental care, Chinese
medicine, primary care and hospitals. Payments for each sector are based on a
point system that measures the level of health care resources being used. The
payment rate drops per point if doctors are ordering too many appointments,
tests, and procedures that are likely to exceed the cap. Points are recalibrated
every 3 months (except for urgent care), and doctors respond by seeing fewer
patients if necessary.114

Taiwan has managed to minimize administrative costs by using a “smart
card” system. Each resident of the country carries a “smart card,” which entitles
them to health care. The card gives doctors a medical profile of the patient and
automates payment. When a provider swipes the card, the patient’s medical 
history and medications show up on the computer screen and the government
is billed for the provider’s services. About 99% of all claims are processed elec-
tronically, and there is a uniform reporting and claim-filing system.
Consequently, overall administrative costs are low.114

Taiwan’s system is unevenly distributed with regard to geography and specialty.
Although patients have nearly equal financial access to care, many patients 
do not have equal physical access because of misdistribution of health care
resources.111 The overall ratio of physicians per 1,000 population in 2001 
was 1.37, yet was only .33 among Taiwan’s aboriginal people and 0.8 in 
the mountainous areas and offshore islands. In addition, there is a shortage of
practitioners in certain medical specialties in which fees are low, difficulty of the
work is high, or the risk for malpractice suits is high and compensation is not
commensurately higher (this includes inpatient care, emergency care, major 
illnesses, surgery, pediatrics, and obstetrics/gynecology).112

The low physician payment rates and inappropriate incentives in Taiwan
adversely affect physician specialty choices and may seriously affect the ability
of the workforce to meet Taiwan’s health care needs.113
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Pros

• The Taiwan NHI program greatly expanded health insurance coverage 
so that nearly all citizens have equal financial access to a comprehensive
benefits package and protection from large medical expenses.

• The NHI offers the insured complete freedom of choice among
providers and therapies, including traditional Chinese medicine.

• There is no rationing or queuing for care. (115) The Taiwanese point
system measures the level of health care resources being used and
allows adjustments in payments and patient load to achieve quarterly
global budget limits.

• The use of the “smart card” speeds payment, reduces administrative costs
and burdens, and helps to identify and prevent duplication of services.

• The single-payer system has considerable market power over fees and
drug prices.

• The professional fee system rewards salaried physicians for increased
productivity.

Cons

• Although there is equal financial access, problems remain with 
misdistribution of resources and among physician specialties.

• Fees under the fee-for-service system are considered to be too low
and have resulted in rapid increases in the volume of services and
maldistribution of physicians among specialties.

• Taiwan doctors are known for short patient visits, which can lead to
misdiagnosis, treatment only of symptoms, improper treatment, and
delays in proper treatment.

Lessons Learned

• Adoption of a single-payer NHI program can achieve universal and
equitable access to health care.

• Planning and studying other health care systems can help in designing
an NHI program.

• Expansion of access to a comprehensive package of health benefits
coupled with low payments in a fee-for-service payment system can
result in dramatic increases in the volume of services provided and
could undermine the quality of care.

• Global budgets coupled with a point system that tracks utilization of
resources at the physician’s level can help restrain health care costs and
allow for adjustments to achieve budget targets.

• Adoption of a uniform billing system and electronic processing of
claims improves efficiency and reduces administrative expenses.
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United Kingdom (England and Wales)

Adoption/reform of national health system 1948

GDP (billion US$) $2,802

Health expenditure as percentage of GDP (2007) 8.4%

GDP growth rate (2002-2007) 11.8%

Population 60.98 million

Population growth rate 0.6% (2002-2007)

Unemployment rate (% of total population) 2.6%

Morbidity rate (% of total population with 75.0%
good health, self reported)

Life expectancy (total population at birth, years) 79.5

Infant mortality (deaths/1000 live births) 4.8

Maternal mortality (deaths/100,000 live births) 6.9

Methods used to control health care costs Global budgets, National Institute
of Clinical Excellence, slow spread

of technology, single payer

Perhaps the country with the most explicit use of health care rationing is the
United Kingdom. In England and Wales, universal coverage is provided
through the government-run NHS. The NHS is funded largely by taxpayers
and managed by the national Department of Health, which sets overall health
policy. There are 10 Strategic Health Authorities (SHAs) under the Department
of Health that oversee all NHS operations and are responsible for monitoring
the performances of local Primary Care Trusts (PCTs), which assess health
needs of local communities and obtains needed services.116 Physicians and other
health care professionals are employed by the NHS, which also owns and 
operates all health care facilities. Consequently, the NHS is able to allocate and
control the supply of health professionals and facilities. Primary care physicians
in the United Kingdom earned an average annual income of $220,000 in 2008,
which exceeded the income of many specialists in the United Kingdom and
most primary care physicians in the United States.117 Patients are free to choose
their general practitioner within their region. More than 99% of the population
has a registered general practitioner, and about 90% of all patient contact is with
a general practitioner. Patients only have access to specialist care through their
general practitioner, unless it is an emergency situation.

NHS relies on the National Institute for Health and Clinical Excellence
(NICE), formerly the National Institute for Clinical Excellence, for assessments
of safety and efficacy of new interventional diagnostic and therapeutic proce-
dures. Evidence-based assessments provide guidance on effective means for the
prevention and treatment of illness and management of specific conditions.
Technology appraisals are conducted on the use of new and existing medicines,
treatments, and procedures. Cost is only one of the factors considered in deter-
mining comparative effectiveness. Social value judgments about what is good for
society are also made. Advice on social values is obtained from a Citizens
Council. The incremental costs of new technologies are calculated on the basis
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of QALY per unit of health benefit. Although arbitrary thresholds are not 
established, scores above a certain level, such as £25,000 – £35,000 per QALY,
generally are not recommended for coverage. When new technologies cost more
than existing ones, NICE then determines the likely increase in health to be
obtained from the increased expenditure (incremental cost/benefit ratio).68

Criticisms of the NHS include long wait times for nonemergency care,
poor quality of hospital facilities, excessive bureaucracy, and slow spread of
technology throughout the system.118  However, in 2000, the NHS began a
series of modernization reforms designed to transform the NHS through
enhanced managed competition that included a commitment to significantly
reducing waiting times for health services; expanding capacity; and undertaking
major investments in clinical priorities, such as cancer, heart disease, and mental
health.119 Further reforms to reorganize the NHS were proposed in July 2010
that would give more responsibility to consortia of primary care physicians to
plan health care services and spending for their patients, but would hold the
physicians accountable for their patients’ outcomes and for overspending.120

Pros

• Employment of physicians and other providers and ownership and
operation of all health care facilities allows the NHS to allocate and
control the supply of health professionals and facilities to meet the
needs of the community.

• Everyone has equal access to health care and patients are free to choose
their general practitioner.

• Coverage decisions reflect evaluations of new and existing medicines and
technologies based on evidence-based assessment of clinical effective-
ness and expected additional QALYs gained per unit of cost benefit.

• The process for determining social values involves public input from
a Citizens Council.

• Health care spending is controlled within a budget.
• Primary care physicians are well compensated.

Cons

• Long wait times for nonemergency care.
• Poor quality of hospital facilities.
• Excessive bureaucracy.
• Slow spread of technology throughout the system.
• Government ownership of health facilities eliminates competition and

reduces incentives for innovation.
• Salaried employment of physicians does not provide financial incen-

tives for entrepreneurship or compensate for superior quality.

Lessons Learned

• Allocations of health care resources can be made in a rational manner.
• Government operation of the health care system can result in excessive

bureaucracy and reduced incentives for innovation.
• Under a government-run, single-payer system, salaried primary care

physicians can be well compensated and a sufficient supply of physicians
can be maintained.

• Allocations of resources using evidence-based evaluations of technology
involve trade-offs regarding access to technologies and services. Incre-
mental clinical effectiveness with consideration of cost of new technolo-
gies can be calculated on the basis of QALYs per unit of health benefit.

• Coverage decisions can reflect social values, determined by public
input, in addition to evidence-based assessments of effectiveness.
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United States (78)

Adoption/reform of national health system 2010

GDP (billion US$) $13,742

Health expenditure as percentage of GDP (2007) 16.0%

GDP growth rate (2002-2007) 5.7%

Population 301.62 million 

Population growth rate 0.9% (2002-2007)

Unemployment rate (% of total population) 2.3% (2007); 9.5% (July 2010) 121

Morbidity rate (% of total population with 88.1%
good health, self reported)

Life expectancy (total population at birth, years) 78.1

Infant mortality (deaths/1000 live births) 6.7

Maternal mortality (deaths/100,000 live births) 15.1

Methods used to control health care costs Various

(Socioeconomic data provided for comparative purposes. Analysis of the US health
care system is provided throughout the paper.)
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Glossary
ACP American College of Physicians 

ADA American with Disabilities Act

ACA Affordable Care Act (P.L. 111-148) Health reform legislation (H.R. 3590)
signed law into on 3/23/10, also known as the Patient Protection and
Affordable Care Act (PPACA). The legislation was further modified 
March 30, 2010, when the President signed into law H.R. 4872, on the 
Health Care and Education Reconciliation Act of 2010, the
“Reconciliation Act,” (P.L. 111-152)

AHRQ Agency for Healthcare Research and Quality
CHA Canada Health Act 

CBO Congressional Budget Office

CHA Canada Health Act 

CHAMPVA Civilian Health and Medical Program of the Department of Veterans
Affairs 

Cost benefit “Cost benefit analysis measures and compares the costs and benefits
analysis of different interventions for the same condition solely in 

monetary terms. This analysis requires estimates of the monetary
value of health care benefits; deriving and agreeing on these
estimates is often problematic.”
—Improved Availability of  Comparative Effectiveness Information:
An Essential Feature for a High-Quality and Efficient
United States Health Care System.
Philadelphia: American College of Physicians; 2008: Position Paper.

Clinical “The extent to which a health care intervention provides
Effectiveness an outcome consistent with its intent.”
(or Efficacy) —Improved Availability of Comparative Effectiveness Information:

An Essential Feature for a High-Quality and Efficient 
United States Health Care System.
Philadelphia: American College of Physicians; 2008: Position Paper.

“Effectiveness implies ‘real world’ performance of clinically 
relevant alternatives provided to patients with diverse 
clinical characteristics in a wide variety of practice settings.” 122

—Medicare Payment Advisory Commission

Clinical “The extent to which a health care intervention
Effectiveness provides an outcome consistent with its intent”
With —Improved Availability of Comparative Effectiveness Information:
Consideration of An Essential Feature for a High-Quality and Efficient
Cost United States Health Care System.

Philadelphia: American College of Physicians; 2008: Position Paper)
and reflecting analysis of the comparative costs and value 
gained among services that provide equal or better clinical benefit.
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Comparative “The relative (clinical) effectiveness, safety, and cost
Effectiveness of two or more medical services, drugs, devices, therapies, or 

procedures used to treat the same condition. Although the use 
of the term comparative effectiveness broadly refers to the  
evaluation of both the relative clinical and cost differences 
among different medical interventions, it is notable that 
most comparative effectiveness research engaged in and used 
by stakeholders in this country focuses solely on evaluating 
relative clinical differences to the exclusion of cost factors.”
—Improved Availability of Comparative Effectiveness Information:
An Essential Feature for a High-Quality and Efficient
United States Health Care System. Philadelphia:
American College of Physicians; 2008: Position Paper.

Cost “Cost means different things to different people:
aggregate costs to payers of services (Medicare), the economy 
(societal costs), the individual (in the form of out of pocket 
expenses, health care premiums, or individual tax payments 
to support public programs), or clinicians (whose professional 
value system often puts primacy of the individual patient’s 
needs and preferences over societal costs) re very different 
afrom each other and will result in different value judgments.”
—ACP Testimony to House Ways and Means Committee 
Subcommittee on Health, 12 Jun 2007.

Cost- “The incremental or marginal economic cost per unit of health 
effectiveness care gain observed among different interventions for the same 

condition without attempting to monetarize the health care gain.”
—Improved Availability of Comparative Effectiveness Information:
An Essential Feature for a High-Quality and
Efficient United States Health Care System. Philadelphia:
American College of Physicians; 2008: Position Paper.

Cost- “The difference in comparison interventions’ costs (in dollars) 
effectiveness divided by the difference in their health effectiveness or outcomes.”
ratio —Improved Availability of Comparative Effectiveness Information:

An Essential Feature for a High-Quality and Efficient
United States Health Care System. Philadelphia:
American College of Physicians; 2008: Position Paper.

EHI Employer Health Insurance : Japanese health insurance
program for employees (and their dependents) who work for
medium to large size companies, national or local government,
or private schools

ESRD End- stage renal disease

FDA Food and Drug Administration

GDP Gross domestic product

Global budget A predetermined budget that establishes a limit on total
health spending for a budget period (usually one year).
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LTCI Long-Term Care Insurance System (Japan)

MRI Magnetic resonance imaging

NHI National Health Insurance (France, Japan, Taiwan)

NHS National Health Service (England and Wales)

NICE National Institute for Clinical Excellence (United Kingdom),
formerly the National Institute for Clinical Excellence,
agency that assesses the safety and efficacy of new 
interventional diagnostic and therapeutic procedures

OECD Organization for Economic Cooperation and Development

OHP Oregon Health Plan

PIER Physicians’ Information and Education Resource 

QALY Quality-adjusted life-years (England and Wales)
A measure of the incremental benefit 
of new drugs and technologies.
“A QALY gives an idea of how many extra months
or years of life of a reasonable quality
a person might gain as a result of treatment “
—NICE 7/23/10:
http://www.nice.org.uk/newsroom/features/
measuringeffectivenessandcosteffectivenesstheqaly.jsp

UK United Kingdom

UNOS United Network for Organ Sharing 

USPSTF US Preventive Services Task Force 

VA (and VHA) Veterans Health Administration 
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