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Webster’s Dictonary

InsuranceInsurance -- coverage by contract coverage by contract 
whereby one party agrees to whereby one party agrees to 
guarantee another against a specified guarantee another against a specified 
loss.loss.

EntitlementEntitlement -- a government program a government program 
providing benefits to members of a providing benefits to members of a 
specified group.specified group.



“This gimmick merely postpones 
the full impact of the cost and 
causes Medicare’s ‘real burden’ 
to be shifted to the future.”

Reference:  1965 House of Representatives Minority Report 
regarding the financing of Medicare





Title 18 of the Social Security Act

1801. Nothing in this title shall be construed to 
authorize any Federal officer or employee to 
exercise any supervision or control over services 
provided,  or over the…compensation of 
any…person providing health services; or to 
exercise any supervision or control over the 
administration or operation of any such institution, 
agency or person.  

Signed into law July 30, 1965 by President Lyndon Johnson



Politicians continue to promise expanded 
access, lower costs and preservation of 
choice.

Most economists believe these goals are 
incompatible.

Who can cure health care?



Managed Care –

Any system that manages the delivery 
of health care in such a way that cost is 
controlled 



“Sometimes by centralizing things, you 
make them work less well.”

-Maj. Gen. Les Burger, on the need to 

fix some aspects of the TriCare program. -



Fundamental problems in 
centrally planned economies:

1.  Misaligned incentives



Patients

$



Fundamental problems in 
centrally planned economies:
1. Misaligned incentives

2. Lack of adequate information

3. Who will rule vs. who will be ruled

4. Rigid / Static

5. Inability to establish true price



Price –
is determined by supply and 
demand not cost of production.
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Medicare Part B Reimbursement

Payments = [(RVUwsx GPCIwa) + (RVUpesx 
GPCIpea) + (RVUmsx GPCIma)] x CF
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Ludwig von Mises, 1920

“Where there is no free market,
there is no pricing mechanism. 

Without a pricing mechanism, 
there is no economic calculation.”
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Out-of-Pocket Payments
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Sources:  Medicare Payment Advisory Commission report to Congres s

How much Medicare patients spent on prescription drugs last 
year: 

• 50% pay $500 or less/year

• 80% pay $1,500 or less/year  
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Dx:The patient has lost his 
ability to vote his dollar in 
the medical market place

Rx: Patient empowerment



EducationEducation LegislationLegislation AdjudicationAdjudication

Strategies for change:



Proposals for change:

1.  Change tax code1.  Change tax code
2.  Expand 2.  Expand MSA’sMSA’s
3.  Means test Medicare3.  Means test Medicare
4.  Privatize Social Security4.  Privatize Social Security



“A few lines of reasoning 
can change the way we see the world.”

-Steven E. Lansburg-


