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Introduction: The corporatization and 
financialization of American health care

•Everywhere, hospital systems are purchasing medical 

practices, becoming multi-billion dollar corporate giants. 

•Private equity is taking over parts of the health care system.

• In this context, the battle to protect Medicare has become 

the front line in the fight for the soul of American medicine. 

That’s why many physicians and others are pressing Congress 

and the Biden Administration to end the growing privatization 

of Medicare.



Evidence-based Policymaking?
• I will show that fee-for-service is not a problem, but 

attacking it is being used to take over public Medicare. 

• Physicians are taught to practice evidence-based medicine.

• Government policy makers don’t seem to believe they have 

to practice evidence-based policymaking.

• The evidence shows their diagnosis of Medicare economics 

is wrong, and their treatment is harmful!

•Their plans are allowing private capital to take over the 

Medicare program, regardless of the evidence…



Q. What do we mean by privatization?

A. Privatization occurs when access to care in a publicly-
funded insurance program – like Medicare -- is 
controlled by a private entity which can make money by 
limiting access to care.

Q. Why is privatization occurring?

A. The federal government asserts that 

(1) The fee-for-service system is responsible for the high 
cost of the US health care system, and 

(2) Costs can be controlled through privatization and 
“alternate payment models” like capitation.
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The US is the Exception!
Every other country covers all their residents                                   

and spends half what we do! 

Percent GDP



Evolution of US Health Insurance

• 1930s-1940s ─ Employer-based hospital and medical 
insurance from a private non-profit company (Blue Cross)

• 1950s ─ For-profit health insurance (Aetna, etc.)

• 1965 ─ Medicare and Medicaid public insurance

• 1985 ─ Private Medicare plans (paid 5%<public Medicare)

• 2003 ─ Medicare Advantage plans (and Part D drug plans)

• 2010 ─ Affordable Care Act (Obamacare)



Traditional Medicare

Blocking out 
how Medicare 

works
It’s child’s play 

(children’s 
blocks on an 

infant blanket)
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So how does 
Medicare 

work?

It uses a fee-
for-service 

system.

Patients with 
illnesses see 

their doctors.
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Doctors (and 
hospitals) file a 

claim with 
Medicare
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Medicare pays 
80%* of their bill.

* This is somewhat 
simplified: there are 
deductibles, and hospital 
payments are more 
complicated.
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Medicare forwards 
the claim to the 
supplemental      
(secondary or 
Medigap) carrier, 
for those patients 
who have one.



Traditional Medicare
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The secondary 
carrier pays the 
rest of the 
bill…
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…except for 
what the 
patients may 
have to pay as 
copays.



Source: “Growth in Spending on Privately Insurance Drives Much of US Health Spending Growth in 2017 and Early 2018”, 
Altarum Institute,  https://altarum.org/sites/default/files/uploaded-related-files/Public Private Brief_final.pdf

How is Medicare doing? 
Better than private insurance!

Medicare sets reimbursement rates. Private insurance cannot.

https://altarum.org/sites/default/files/uploaded-related-files/Public%20Private%20Brief_final.pdf


The result is a huge discrepancy between what Medicare pays 
and what private insurers pay



There are many problems with 
Traditional Public Medicare

• It doesn’t cover dental, hearing, or vision care.
• It has costly deductibles and copays. 
• It has no limit on out-of-pocket expenses.
• As a result, the average Medicare recipient spends  

more than $6,000 per year on health care.
• Since it only covers seniors, the inflation in non-

Medicare (private) spending raises Medicare’s costs.

This makes it vulnerable to attacks from the 
private sector.



Privatization: Step 1

Under pressure to create a 
private alternative to Medicare, 
the Congress created a private 
insurance option which, in the 

2003 legislation, it called 
Medicare Advantage.



Medicare Advantage
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Private insurance 
company inserted in  
the middle, between 

Medicare and the 
doctors and their 

patients
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Insurer

Patients sign up with 
the insurer, believing 
it’s a better deal than 
Traditional Medicare. 
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Insurer

The insurer notifies 
Medicare of their new 

member.



Medicare Advantage
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Medicare/CMS 
sends the insurer a 

monthly payment to 
cover the average 
member’s costs.

Capitation

Insurer



Private Medicare Advantage costs Medicare more!

Source: https://www.medpac.gov/for-the-record-medpacs-response-to-ahips-recent-correcting-the-record-blog-post/

https://www.medpac.gov/for-the-record-medpacs-response-to-ahips-recent-correcting-the-record-blog-post/
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Now what happens 
when the patients 
with illnesses see 

their doctors?



Medicare Advantage
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The doctors seek 
approval from the 
insurer for tests or 

treatments they 
want performed. 
This is required 

“prior 
authorization”.
This is how the 

insurers “manage 
care”!

Note: Traditional 
Medicare does not 

require prior 
authorization for any 
medical procedures. 

What the doctor 
orders gets done!



And such prior authorization is common in MA plans



Here’s prior authorization in NYC’s MA Plus
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What happens if the 
insurer says “No”.
In most cases, the 

test or treatment is 
not performed. 

In a few cases, the 
doctor will appeal 

the denial on behalf 
of the patient, and 

the decision is 
reversed. 
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InsurerIf the insurer 
approves, the 

doctors send their 
bills to the insurer, 

not to Medicare, and 
the insurer pays 

them.
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What about the 

Medigap 
supplement?

No supplemental 
insurance is 
allowed.
As a result, MA 
plans have less 
money to spend 
on health care. 
How much less?

X



Private Insurance Overhead Costs*

Source: SEC Filings/Reports to Shareholders. Data for Q1 or Q2 2017
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MA plans spend just 86¢ of every $1 received.



Patients in Medicare Advantage plans get less care 
than in Traditional Medicare

Source: https://www.pnhpnymetro.org/city_s_plan_will_reduce_retiree_health_care_by_24
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Insurer
There is one other 

source of funding in 
MA plans: Patient 

copays

X

This benefits the 
insurer in two ways: 
It reduces what they 
pay the provider, 
and it discourages 
patients from 
seeking care  ̶ and 
remember, the 
insurer has already 
been paid, whether 
they provide care or 
not.



Here are the copays in the NYC MA Plus plan



Surveys say people like their MA plan

Here’s why: 
most of them 
don’t use it!



When MA members get sick, they leave for Medicare



Medicare Advantage is Very Lucrative



The Bottom Line: Medicare Advantage…

•Costs the government more than public Medicare

•Gives less care to those who need it most.

•Since insurers receive per-person (capitation) 

payments that don’t depend on what they spend, 

the less care they give, the more money they make.



Privatization: Step 2
After a decade of attempting to find ways of paying for 
health care that will save money  ̶ e.g., ACOs and 
value-based payment, CMS has created a new “model”: 

Direct Contracting, now rebranded ACO REACH.
They have big plans for it:

“CMS is committed to the shared goal of moving 

away from fee-for-service .. our goal of moving 100% 

of traditional Medicare beneficiaries into 

[accountable care] relationships by 2030 .”
-- Liz Fowler, Director, Center for Medicare and Medicaid Innovation, CMS. 

https://www.medpagetoday.com/practicemanagement/reimbursement/96497

https://www.medpagetoday.com/practicemanagement/reimbursement/96497


So now comes: Direct Contracting ACO REACH
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Direct Contracting 
Entity:

Insurance company, 
venture capital firm, 

multispecialty 
practice



Direct Contracting
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Primary care  
practices agree to 

have their 
Medicare 

financing come to 
them through a 

capitated 
payment from the 

DCEACO.



Why the focus on primary care?

•CMS sees “advancing primary care as a means to 
better managing health care overall.”

•Even though primary care accounts for only 3-5% 
of total health care spending1

• It is the linchpin of health care, where all the rest 
of medical and hospital spending can be controlled.

1“Primary Care Spending in the Fee-for-Service Medicare Population,” R Reid, C Damberg, M Friedberg, RAND Corp., 
Jama Internal Medicine, Ju.ly 2019 https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2730351

https://jamanetwork.com/journals/jamainternalmedicine/fullarticle/2730351
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Medicare/CMS 
sends the DCE a 

monthly payment 
to cover the 

average 
“aligned”* 

patient’s costs**.

• “Alignment” is based 
on past claims or 
patient choice.

• ** The DCE can 
choose to cover all 
Medicare-related 
costs, or just primary 
care costs.
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DCEACO
The DCE pays the 
PCPs a monthly 

negotiated 
capitated 
payment.

The DCE keeps 

the difference 

between what 

CMS pays it and 

what it pays out 

to the PCPs, 

specialists, and 

hospitals.
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What happens 
when patients see 

their PCPs?
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The PCPs submit 
claims to CMS, 

just as they would 
if CMS were going 

to reimburse 
them – but it does 

not!

Specialists & 
hospitals also submit 
their claims to CMS. 
They are paid either 

paid by CMS or 
directly by the DCE if 
it has accepted total 

capitation. 
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Once a year, CMS 
compares Medicare 

spending for all
services (“total cost 
of care”) delivered 
to aligned patients 
against the DCE’s 

benchmark to 
determine  savings 

or losses.  These are 
split between CMS 
and the DCE and its 

PCPs. They make 
money by limiting 

care.

This is identical 
with the 

Medicare Shared 
Savings Program 

(MSSP), also 
known as the 
Accountable 

Care 
Organization 
(ACO) Model.



The bottom line: Financial incentives will be used to 
limit spending on the delivery of health care.

• PCPs will be encouraged to act as shadow gatekeepers, 

holding down referrals to specialists or inpatient care (or 

to refer to low-cost specialists or hospitals) by the 

expectation of receiving shared savings.

• The DCEs will seek to minimize spending on care across 

the board, though this will not be clear to patients. 

• It will be nearly impossible for CMS to monitor the 

limitations on care that will take place.



Cochrane Review:

“We found no evidence that 
financial incentives can improve 
patient outcomes.”

-- Flodgren et al. “An overview of reviews evaluating the effectiveness of financial 
incentives in changing healthcare professional behaviors and patient outcomes,”  
Cochrane Collaboration, July 6, 2011. https://pubmed.ncbi.nlm.nih.gov/21735443/

https://pubmed.ncbi.nlm.nih.gov/21735443/


Why ACOs? ACOs actually save little money



Source: “Growth in Spending on Privately Insurance Drives Much of US Health Spending Growth in 2017 and Early 2018”, 
Altarum Institute,  https://altarum.org/sites/default/files/uploaded-related-files/Public Private Brief_final.pdf

Reason for small savings: Medicare is 
already very efficient.

https://altarum.org/sites/default/files/uploaded-related-files/Public%20Private%20Brief_final.pdf


Is fee-for-service causing overuse of 

physician services and increasing costs?



Is fee-for-service causing overuse of 

hospital services?



In fact, it has been known for a long time that 
the US does not overuse health services

Source: Health Affairs, 22, no.3 (2003):89-105



“On key measures of health care resources per capita (hospital beds, physicians, and 
nurses), the US still provides significantly fewer resources compared to the OECD 
median country…US policy makers should focus on prices in the private sector.”
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The rest of the world uses fee-for-service and      

spends far less than we do. 
Percent GDP

Payment for 
Primary Care
Fee for service
FFS  + Capitation
Capitation

Fee-for-service works when government controls the rates –

as with Medicare!



We treat health care as if it were a market. 

It’s been known for a long time that it is not!

Patients are not “consumers” who can shop for care. 



So Why are US costs So High?
It’s Not Fee-for-Service. 

It’s the Free Market in Prices, Stupid!

• Our costs are high, and getting higher, because we allow 

prices to be set by the suppliers of health services, drug, and 

medical supplies,  and to be paid by private insurers.

• No other country allows such free-wheeling price-setting in its 

health care system. All use administered prices controlled by 

government  ̶ and Medicare already uses them!

• A single payer program would use administered prices to 

control costs without the “alternate payment models” now 

being forced onto providers in our health care system.



The Real Way to Control Costs!
• In tennis we say, “Don’t change a winning game.”

Keep fee-for-service.

• Adopt single payer Medicare for All

• Set physician and hospital prices through 

negotiation between government and 

representative organizations, as other countries do.

Publicly-funded single payer is the answer to 

both controlling costs and privatization.



For more information and action:

•www.protectmedicare.net

•www.pnhp.org

•www.pnhpnymetro.org

http://www.protectmedicare.net/
http://www.pnhp.org/
http://www.pnhpnymetro.org/


Thank you

Questions?


