
http://www.blackvault.com/


 

Pr
og

ra
m

 R
es

ea
rc

h 
Pr

oj
ec

t 
NATIONAL HEALTHCARE 

REFORM: IMPLICATIONS FOR 

THE MILITARY HEALTHCARE 

SYSTEM 

 

BY 

 

COLONEL RICHARD A. JORDAN 

United States Army 

DISTRIBUTION STATEMENT A: 

Approved for Public Release. 

Distribution is Unlimited.  

This PRP is submitted in partial fulfillment of the 

requirements of the Master of Strategic Studies Degree. 

The views expressed in this student academic research 

paper are those of the author and do not reflect the 

official policy or position of the Department of the 

Army, Department of Defense, or the U.S. Government.  

 

U.S. Army War College, Carlisle Barracks, PA  17013-5050  

USAWC CLASS OF 2010 



 

The U.S. Army War College is accredited by the Commission on Higher Education of the Middle State Association 

of Colleges and Schools, 3624 Market Street, Philadelphia, PA 19104, (215) 662-5606. The Commission on 

Higher Education is an institutional accrediting agency recognized by the U.S. Secretary of Education and the 

Council for Higher Education Accreditation.  



 

 

REPORT DOCUMENTATION PAGE 
Form Approved 

OMB No. 0704-0188 
Public reporting burden for this collection of information is estimated to average 1 hour per response, including the time for reviewing instructions, searching existing data sources, gathering and maintaining the 
data needed, and completing and reviewing this collection of information.  Send comments regarding this burden estimate or any other aspect of this collection of information, including suggestions for reducing 
this burden to Department of Defense, Washington Headquarters Services, Directorate for Information Operations and Reports (0704-0188), 1215 Jefferson Davis Highway, Suite 1204, Arlington, VA  22202-
4302.  Respondents should be aware that notwithstanding any other provision of law, no person shall be subject to any penalty for failing to comply with a collection of information if it does not display a currently 
valid OMB control number.  PLEASE DO NOT RETURN YOUR FORM TO THE ABOVE ADDRESS. 

1. REPORT DATE (DD-MM-YYYY) 
16 May 2010 

2. REPORT TYPE 
Program Research Project 

3. DATES COVERED (From - To) 
  

4. TITLE AND SUBTITLE 
 

National Healthcare Reform: Implications for the Military Healthcare 
System 
 
 
 
 
 
 
 

5a. CONTRACT NUMBER 

 

5b. GRANT NUMBER 

 

5c. PROGRAM ELEMENT NUMBER 

 

6. AUTHOR(S) 
 

Colonel Richard A. Jordan 
 
 
 
 
 

5d. PROJECT NUMBER 

 

5e. TASK NUMBER 

 

5f. WORK UNIT NUMBER 
 
 7. PERFORMING ORGANIZATION NAME(S) AND ADDRESS(ES) 

Colonel (Retired) Frank E. Blakely 
Department of Distance Education 
 
 

8. PERFORMING ORGANIZATION REPORT   
    NUMBER 

 
 
 

9. SPONSORING / MONITORING AGENCY NAME(S) AND ADDRESS(ES) 10. SPONSOR/MONITOR’S ACRONYM(S) 

U.S. Army War College 
 
 
 
 
122 Forbes Avenue 
 
 
122 Forbes Avenue 
Carlisle, PA  17013 
 

  

122 Forbes Avenue   

Carlisle, PA  17013 
 

 11. SPONSOR/MONITOR’S REPORT  

        NUMBER(S) 

   
12. DISTRIBUTION / AVAILABILITY STATEMENT 
 

Distribution A: Unlimited 
 
 13. SUPPLEMENTARY NOTES 
 

14. ABSTRACT 

For decades, economists, forward thinking lawmakers and academicians have issued warnings that continued 
escalating healthcare costs and an aging population would lead to a day of fiscal reckoning. Today, healthcare 
spending exceeds $2.1 trillion annually hitting twice that spent on food.i   Liberal benefits entailing little out of 
pocket expenses from the consumer lead the list of causes. Hospital and physician expenses experiencing little 
price discipline are at the heart of an emerging crisis in the American healthcare industry. Paralleling the civilian 
sector, department of defense medical costs have escalated, now threatening to exceed12% of the defense 
budget. Military leaders recognizing the link between open ended access to healthcare and excessive utilization, 
despite their warnings have met with stiff resistance from a broad coalition of lobbyists and elected representatives 
to implement reforms. The recent passage of the Patient Protection and Affordable Care Act (PPACA), injects an 
impetus toward change, however unless addressed comprehensively, the cost of healthcare will continue to rise 
independently from the stated goals of quality, equity, affordability. Regardless of its previous shortcomings, the 
Military Healthcare System (MHS) is unique as a large government run healthcare organization which could 
positively impact national healthcare reform. 

 
15. SUBJECT TERMS 
Patient Protection and Affordable Care Act (PPACA), Capitation, Health Savings Accounts (HAS), AHLTA, VistA, TRICARE,  

Military  Healthcare System (MHS). 

 16. SECURITY CLASSIFICATION OF: 
 

17. LIMITATION  
OF ABSTRACT 

18. NUMBER 
OF PAGES 

19a. NAME OF RESPONSIBLE PERSON 
 

a. REPORT 

UNCLASSIFED 
b. ABSTRACT 
UNCLASSIFED 

c. THIS PAGE 
UNCLASSIFED 

 
UNLIMITED 

 
32 

19b. TELEPHONE NUMBER (include area 

code) 
 
  Standard Form 298 (Rev. 8-98) 

Prescribed by ANSI Std. Z39.18 

 

http://en.wikipedia.org/wiki/Patient_Protection_and_Affordable_Care_Act
http://en.wikipedia.org/wiki/Patient_Protection_and_Affordable_Care_Act


 

 

 

 



 

USAWC PROGRAM RESEARCH PROJECT 
 
 
 
 
 
 

NATIONAL HEALTHCARE REFORM: IMPLICATIONS FOR THE MILITARY 
HEALTHCARE SYSTEM 

 
 
 
 
 

By 
 
 
 

Colonel Richard A. Jordan 
United States Army 

 
 
 
 
 

 
 
 
 

Topic Approved By 
Colonel (Retired) Frank E. Blakely 

 
 
This PRP is submitted in partial fulfillment of the requirements of the Master of Strategic 
Studies Degree. The U.S. Army War College is accredited by the Commission on 
Higher Education of the Middle States Association of Colleges and Schools, 3624 
Market Street, Philadelphia, PA 19104, (215) 662-5606. The Commission on Higher 
Education is an institutional accrediting agency recognized by the U.S. Secretary of 
Education and the Council for Higher Education Accreditation. 

 
The views expressed in this student academic research paper are those of the author 
and do not reflect the official policy or position of the Department of the Army, 
Department of Defense, or the U.S. Government. 

 
U.S. Army War College 

CARLISLE BARRACKS, PENNSYLVANIA 17013 



 



 

ABSTRACT 
 
AUTHOR:  Colonel Richard A. Jordan 
 
TITLE: National Healthcare Reform: Implications for the Military Healthcare 

System  
 
FORMAT:  Program Research Project 
 
DATE:   16 May 2010   WORD COUNT: 5,202 PAGES: 32 
 
KEY TERMS: Patient Protection and Affordable Care Act (PPACA), Capitation, 

Health Savings Accounts (HSA), AHLTA, VistA, TRICARE, Military 
Healthcare System (MHS). 

 
CLASSIFICATION:  Unclassified: 
 
 

For decades, economists, forward thinking lawmakers and academicians have 

issued warnings that continued escalating healthcare costs and an aging population 

would lead to a day of fiscal reckoning. Today, healthcare spending exceeds $2.1 trillion 

annually hitting twice that spent on food.1   Liberal benefits entailing little out of pocket 

expenses from the consumer lead the list of causes. Hospital and physician expenses 

experiencing little price discipline are at the heart of an emerging crisis in the American 

healthcare industry. Paralleling the civilian sector, department of defense medical costs 

have escalated, now threatening to exceed12% of the defense budget. Military leaders 

recognizing the link between open ended access to healthcare and excessive utilization, 

despite their warnings have met with stiff resistance from a broad coalition of lobbyists 

and elected representatives to implement reforms. The recent passage of the Patient 

Protection and Affordable Care Act (PPACA), injects an impetus toward change, 

however unless addressed comprehensively, the cost of healthcare will continue to rise 

independently from the stated goals of quality, equity, affordability. Regardless of its 
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NATIONAL HEALTHCARE REFORM:  IMPLICATIONS FOR THE MILITARY 
HEALTHCARE SYSTEM  

 

Understanding the Problem 

Once again, healthcare reform has come to the forefront of the American political 

stage. For decades, the rising cost of healthcare has oft been quoted as a major 

contributor to the economic downward spiral of the American economy. Adding to the 

challenge, political pressure to rein in costs, while at the same time increasing coverage 

to all Americans regardless of health or employment status has become a mainstream 

agenda. At the surface is the simple concept of fairness and equity. There are however, 

longstanding critical issues needing redress beyond the uninsured such as the efficient 

operation of current government health benefit programs, effective care delivery, 

chronic disease management, an aging population needing long-term care, the 

sustainability of healthcare financing, and new public health threats to name a few. 

Commenting on current Federal spending obligations, before passage of the Patient 

Protection and Affordable Care Act (PPACA), the White House Office of Management  

and Budget (OMB) reported that the projected long-term fiscal shortfalls facing 

American was primarily a product of escalating healthcare costs and warned that if 

these costs continued to grow at historical rates, Medicare and Medicaid would double 

as a share of Federal spending within the next 30 years. Economists argue that this 

growth rate is unsustainable and broad agreement exists that slowing the growth in 

healthcare costs is the single most important step to returning the nation to a firm fiscal 

footing.2 Consensus though is lacking on how to achieve fairness, promote quality and 

curb the spiraling costs associated with the American healthcare system now staged to 

encroach further into the taxpayer’s pocketbook.3   

http://en.wikipedia.org/wiki/Patient_Protection_and_Affordable_Care_Act
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With Federal spending reaching unprecedented levels during this time of 

economic turmoil, Americans have much reason for concern.  The Medicare and 

Medicaid Acts passed into law in the mid-1960s and early 1980s have concerning 

monetary histories. Initial Congressional Budget Office (CBO) projections for Medicare 

implementation in 1965 estimated that in1990 costs would conservatively come in at 

approximately $12 billion. In reality, the program consumed $110 billion in taxpayer 

revenues in 1990, fully nine times the initial estimate.  And the dollar amount to cover 

the year 2010?  Today, programmed to consume $450 billion, an unthinkable amount in 

1965.4, 5   

Medicaid estimates haven’t fared much better. The disproportionate hospital 

benefit alone was projected to cost $1 billion over 5 years, yet the final tally came in at 

$17 billion.6, 7, 8 In the meantime, Medicaid has grown into a $245 billion entitlement for 

the year 2010. All totaled the authorized mandatory outlays for federal health 

entitlements in 2010 are projected to hit $730 billion, but reaching $813 billion once the 

memorandum outlays of the American Recovery and Reinvestment Act are included.9, 

10 For the taxpayer, that is $5,891 apiece tagged to their 2010 tax bill.11   

Initial estimates to implement the mandates contained in the PPACA, extending 

healthcare coverage to some 46 million additional beneficiaries, ranges from $829 

billion to $1.2 trillion in new funding requirements.12, 13 These estimates however do not 

include the cost of the individual mandate, which could balloon the total to over $2 

trillion. Given the historical inaccuracies of OMB and CBO, this cost could be 

substantially higher.14 Adding to taxpayer pain, one must also note that PPACA 

generated reductions on the deficit is predicated on increased tax revenues and 
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reduced outlays, both of which are best case hypothetical projections. 15 Concern is that 

the deficit may actually increase with PPACA implementation,16, 17 and with current 

projections that by 2014 the interest on national debt alone will reach $516 billion, 

growing to $900 billion by the year 2020,18 to the tax-payer that is an interest bill 

doubling from $3,739 apiece to $6,520 just to service interest payments.  

Parallels and Paradoxes 

Considering what Americans spend annually on healthcare and with the shifting 

of 46 million additional beneficiaries onto a tax dollar mandate, addressing the drivers of 

the escalating healthcare costs is important. It is an especially critical topic in light of 

America’s waning economic health, which could be further threatened by additional 

entitlement spending.19, 20    

It is instructive to look at the Department of Defense (DoD) Military Healthcare 

System (MHS). Although fundamentally different, the parallels to the private sector 

systems are informative, thought the MHS being a government run healthcare 

consortium. To achieve its mission, the MHS delivers care through a network of military 

clinics and hospitals, known as the direct care system or Military Treatment Facilities 

(MTFs), as well as more than 1,700 acute care civilian hospitals, 300,000 civilian 

physicians, and 60,000 pharmacies across the globe in its community-based or 

purchased care system.21 Except for active duty personnel, beneficiaries can choose 

coverage from one of four plans offered by the MHS. 22 The out-of-pocket expenses 

borne by the individual increases in the different plans, being nominal with TRICARE 

Prime, which is modeled after civilian HMOs, and highest with TRICARE Standard, 

where the beneficiary has the broadest choice of treatment options, however assumes 

more finical risk. TRICARE for Life (TFL) was recently opened to eligible DoD 
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beneficiaries over age 65 and serves as a supplemental payer to Medicare. Subscribers 

to TFL must also enroll in Medicare to be eligible for this benefit. 

Although small by comparison to Medicare and Medicaid, the MHS healthcare 

system now covers more than 9.5 million active-duty, retiree, and dependent 

beneficiaries currently enrolled in its various options.23 It is a standalone example of 

equitable coverage, being unique in both its position as a government run healthcare 

organization and in being one of the largest delivery systems in the nation. Spending is 

reflected in the defense budget, and has unfortunately followed the same trends noted 

in the private sector, reaching some $44 billion in fiscal year 2009, and projected to hit 

$65 billion by the year 2015. Representing a full fivefold increase over a mere decade, 

and consuming over 12% of the defense budget, many defense analysts view this 

growth as potentially threatening future defense programs germane to America’s long-

term security interests.24 

This trend was initially ascribed to the additional cost of caring for the sick and 

wounded over the past eight years of war. However, on closer examination a much 

more complex picture emerges. Increases in the cost of delivering medical services, in 

particular those associated with prescription drugs, physician and hospital services are 

trends reflected throughout the economy. Notably, the MHS extension into the civilian 

healthcare sector touches approximately 30% of healthcare providers and hospitals in 

the United States. Arguably then, those trends seen in the civilian sector would have a 

spill-over affect into the MHS. Skyrocketing pharmacy costs have seen the fastest rate 

of growth with annual per beneficiary prescription drug costs increasing between 8% 

and 11% per year over the 5 years from 2004 to 2009.25, 26 Not surprisingly then for the 
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DoD, the establishment of TFL greatly increased a significant medical benefit to millions 

of higher cost Medicare-eligible retirees and their dependents who have demonstrated a 

higher utilization of multiple and higher cost medications.27, 28 Secondly, the 2007 John 

Warner National Defense Authorization Act opened access to defense healthcare for 

certain non-active duty reservists and extended chiropractic care to active duty 

members placing yet additional pressures on defense health spending here-to-fore not 

seen. A third element was the elimination of TRICARE Prime co-payments and lowering 

of the catastrophic cap for retirees from $7,500 to $3,000 representing another 

healthcare benefit being shifted onto the defense budget.29 It has been Congressional 

legislation expanding eligibility and entitlements to other sectors of the veteran 

population that has pushed up MHS healthcare spending.30 When compared to other 

plans, including those available to civil servants under the Federal Employees Health 

Benefits Plan (FEHBP), observers note that the DoD provides a generous benefit with 

very limited contributions or co-payments required of beneficiaries. A Defense Health 

Board Task Force also reported that over the past decade, the multibillion dollar MHS 

system has been increasingly directed towards care of dependents, significantly 

expanding in the areas of obstetrics, pediatrics, and to the care of retirees at a stage of 

their lives when medical needs tend to increase. The report concludes that the bulk of 

current DoD medical spending goes to dependents and retirees, and not to the 

operating forces.31    

But Jansen and Best have noted one other thing. On average TRICARE 

beneficiaries, both active duty and retired, tend to utilize professional healthcare 

services at a significantly higher rate than other sectors of the general population. 
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According to one estimate, in 2004 the TRICARE Prime outpatient utilization rate was 

44% higher than in civilian HMOs and the inpatient utilization rate spiked at 60% higher 

than that seen in the civilian sector.32 Healthcare analysts ascribe this trend to the lower 

contribution and out-of-pocket costs to TRICARE beneficiaries, a feature widely 

recognized as driving utilization and costs in other sectors of the American healthcare 

system where the true cost of care is hidden from the consumer.33 34  

But is this good or bad? Are the outcomes of care resulting from the higher 

utilization providing benefit in terms of longer disease and disability free lives? A 

number of recent studies suggest underutilization of medical services by sectors of the 

uninsured population, contributes to an estimated 20 to 45 thousand excess deaths per 

year in the United States.35. 36 Other studies however suggest that over-utilization 

increases the risk of medical errors leading to harm and perhaps contributes to an 

excess mortality quoted in the range of 98,000 to as many as 225,000 lost lives per 

year.37 The lack of clear efficacy gleaned from utilization patterns such as seen in the 

MHS underscores the need to balance between these two seemingly opposite 

experience related endpoints.38    

There is little doubt though about one effect of over utilization, it does drive up 

the net cost of healthcare.39 Increasingly economists and healthcare policy experts 

question if the cost of healthcare in America, and by extension the MHS, provides a 

comparable return in terms of longer, disease and disability free lives. Cannon and 

Tanner argue that large productivity gains have been realized as a result of advances in 

medicine and suggest that much of America’s healthcare spending is not wasted but is 

in fact very well spent. Quoting research estimating as much as a 14 to 1 return on the 
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dollar for general medical expenditures, 7 to 1 for cardiac procedures and 100 to 1 for 

pharmaceuticals, they claim that even if you take all the waste out of healthcare, 

spending would still go up because we have a technology-intensive system which will 

continue delivering net benefits in terms of longevity and quality of life. 40 Numerous 

other studies, although acknowledging the U.S. healthcare delivery system as amongst 

the best in the world and the world leader in medical innovation, question this 

conclusion. Collectively, according to one prominent study, despite the level of 

spending, adults in the United States receive the generally accepted standard of 

preventive, acute, and chronic care only about 55% of the time and suggest that the 

likelihood of patients receiving recommended care varies substantially according to the 

particular medical condition managed, ranging from 79% of that recommended for 

senile cataracts to a low of only 10.5% of recommended care for alcohol dependence. 41   

This cost benefit disconnect appears in several Medicare and Medicaid 

populations examined by the Cato Institute, a Washington, D.C. based think-tank, 

indicating that outcome does not appear to correlate with the overall level of spending. 

Several studies point to the somewhat paradoxical conclusion that Medicare patients 

are often less likely to receive recommended care in regions where Medicare 

expenditures are highest.42, 43  Costs and services in these regions are mostly 

associated with end of life efforts vice care aimed at improving function and quality of 

life.44 Studies looking at the MHS unfortunately point to similar trends where equality of 

access and coverage is theoretically widely achievable. Croghan notes that racial and 

ethnic disparities in child health exists across the country and are mirrored in the MHS 

population. Analyzing over 59,000 children their study found that for the cohort of 
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children enrolled in the MHS in 2007, having universal comprehensive coverage did not 

eliminate disparities in healthcare outcomes and appropriateness of care in children 

with asthma.45 One can argue that given over half of the care delivered by the MHS is 

provided in its civilian purchased care sector,46 it should not be too surprising to find 

such similarities. The standards of practice and referral patterns would reflect local 

norms versus that seen within military treatment facilities, and each reflecting a practice 

culture driven by the incentives provided within the system. All totaled, if appropriate 

care results in the maximum cost benefit as suggested by Tanner and Cannon, then 

one would expect the cost benefit ratio seen in the American healthcare system to be 

substantially higher than those studies noted. 

Moving Forward: Addressing Cost Drivers and the Cost-Quality Paradox   

Unfortunately, striking a balance between innovation, cost, quality, fairness, and 

outcomes both in terms of health status and satisfaction appears incurably elusive. 

Pulling these basic tenants together into a comprehensive healthcare reform initiative is 

a daunting task at best, and at worse, potentially self-destructive for the U.S. economy. 

A multi-pronged approach is needed. Already providing global coverage to its 

beneficiaries, the size, composition and extent of the MHS makes it a viable candidate 

to take the lead in healthcare delivery innovation and in shaping the healthcare reform 

environment. Readily identifiable are three broad areas where the MHS can play a 

significant leading role. 

1. Implementing strategies to control costs.  

2. Harnessing technology to improve quality decision making. 

3. Concentrating purchasing power in strategic partnerships. 
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There are many explanations for the higher costs of U.S. healthcare, one being 

administrative overhead. The annual administrative cost of underwriting the current 

system and sale of policies to individual employers and self-insured individuals is 

estimated to exceed $145 billion. This does not include the cost to employers for 

purchasing and managing their employees’ health insurance. One estimate suggests 

that the private employer insurance market consumes more than $50 billion/year in 

administrative costs.47 With those 1,300 health insurance companies now lining up and 

vying for business in the newly evolving system, diverting taxpayer dollars away from 

private administrative overhead and profit into an efficient health benefit management 

system simply makes sense. Regardless of some initial shortcomings, the MHS is in 

position to template the future. 48   

This is not to suggest there needs to be a single payer system run by the 

government. But given the size and scope of the existing administrative overhead in the 

American system of healthcare delivery, there is likely substantial excess overhead and 

the need to have healthcare delivery and administrative support costs linked to optimal 

healthcare outcomes is virtually self-evident. By the same line of reasoning which forced 

expensive excess hospital capacity to be eliminated, administrative waste needs to be 

addressed. The MHS at the inception of TRICARE consisted of 135 medical centers 

and regional and community hospitals and more than 500 medical clinics worldwide.  

Unable to meet demand, the MHS supplemented the capacity of the military treatment 

facilities to meet the healthcare needs of beneficiaries by extending fixed price, at-risk 

contracts for managed care support divided amongst 12 regional contractors. Now 

entering its fourth iteration, reduced to three U.S.-based and one overseas region, the 
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MHS now operates 65 military hospitals and 412 military clinics. Partnered with the 

robust civilian network discussed above, the MHS is providing care for 9.5 million 

beneficiaries.  

Validating a cost-benefit to this evolving partnership between civilian contractors 

and MHS regional commanders is a needed step in the right direction. If not for any 

other reason, saving even 25% of the identified administrative overhead currently borne 

by consumers of traditional health insurance plans, potentially soon to be unloaded on 

the taxpayer, would fund an entire year of healthcare in the MHS at current prices. 49      

A major effort to reform healthcare delivery reimbursement is needed and the 

MHS should re-address its move toward its current fee-for-service (FFS) based 

payment structure to MTFs, which simply mirrors private sector third-party payment 

mechanisms. Economists have long regarded third party health insurance as injecting a 

significant moral hazard into the system. This occurs when a party being insulated from 

risk behaves differently than it would behave if it were fully exposed to the risk. Because 

insured individuals no longer bear the full cost of medical services that they consume, 

they have an incentive not only to seek pricier and more elaborate medical services 

which are otherwise not necessary or provide only nominal benefit, but may inject ex-

ante moral hazard into the equation through unhealthy lifestyles, in essence substituting 

healthcare for health.50 This is amply demonstrated by the escalating costs in the MHS 

and is a trend noted in the civilian sector as well. The McKinsey Institute pointed out 

that between 1960 and 2006, the share of personal health expenditures paid directly out 

of pocket by consumers for their healthcare fell from about 47 to 13%. Conversely, the 

government’s share of health care expenditures rose from 25 to nearly 50% over the 
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same period.51 At the same time, lifestyle related medical problems have skyrocketed 

as has the use of expensive medical technology to mitigate the health effects.52   

As noted in a 1994 CBO report, the absence of cost sharing out-of -pocket 

expenses in the MHS creates a big incentive leading to the observed higher utilization 

amongst its beneficiaries.53  This re-imbursement mechanism gets even more 

complicated as it is one where neither party in the relationship has an incentive to 

reduce consumption despite a demonstrated lack of efficacy. Wilper identified three 

mechanisms by which insurance actually improves health: (1) getting appropriate care 

when needed, (2) having a regular source of care, and (3) continuity of coverage.54  

Fee-for-service arrangements obviously gets care to patients, however not necessarily 

appropriate care. Most physicians are not income maximizers, and certainly, this is true 

of military providers where each receives a flat salary. Even then, they know that it is by 

doing something that MTF receives additional resources and that patient expectations 

are often met by doing so. Having gone through the trouble of getting into the position of 

interacting with a provider, ―no, let’s wait and call me in two or three days if this doesn’t 

resolve on its own‖ is very often an unacceptable answer.55 And, the provider being 

rewarded by complexity and volume of services, has a strong financial motivation for 

doing what is often based on a slim clinical rationale for a given intervention.56 Even low 

risk interventions have their downside as over-utilization creates yet another cost 

dilemma. 

Statistically, more tests and procedures lead to greater medical misadventures 

through acts of commission, acts where the marginal gains were questionable from the 

onset result in greater expenditures at the back end in treating complications.57 Cannon 
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and Tanner point out, third-party re-imbursements are paid regardless of outcome and 

in the case of avoidable medical misadventures, such payment tends to subvert the 

very market forces traditionally pushing other industries toward higher quality, lower 

consumer risk and lower cost.58 Consequently, FFS arrangements tend to become 

payer-provider relationships which when injected into the patient – provider encounter 

entices both parties toward higher cost healthcare decisions. Satisfaction is maximized 

and third party reimbursement pays providers on the basis of volume and complexity of 

services rendered, independent of cost or outcome. This arrangement largely shields 

both patient and provider from what should be cost-benefit driven decisions at the 

margin and discourages shopping for value. On both sides then, there is relatively little 

price discipline injected into a given provider-patient encounter. 

The Choices and Painful Trade-Offs 

Correcting the situation predictably will be one of painful choices for the 

American public, and in particular for MHS populations where free care has become a 

somewhat standard expectation.59 However, constraints imposed by escalating cost and 

lack of efficacy for much of the care received argue strongly that the beneficiary must 

become more aware of cost and a more astute consumer. Here again, the MHS could 

lead the way. In 1993, Congress established the current DoD sponsored managed care 

plan referred to as TRICARE with the goal of ensuring access to stable, high-quality 

healthcare services for eligible military beneficiaries and, to improve the efficiency of the 

military healthcare system. To accomplish these goals, the DoD proposed a new 

approach to delivering and financing healthcare that included both a system of capitated 

budgeting60 and choice of benefits in the TRICARE options discussed earlier. 

Congressional direction to the DoD and MHS was to develop a uniform benefit option 
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modeled after civilian HMOs that would reduce out-of-pocket costs for enrollees and yet 

be budget neutral to the DoD, the latter effort however failing.61, 62 

The underlying reason for this failure is obvious given the consumption patterns 

of MHS beneficiaries who, seeing little to no cost incumbent on their behavior, had no 

reason to moderate their expectations. Purely capitated re-imbursement however 

shifted the financial risk of providing healthcare services to providers while leaving the 

subscriber suspicious of the patient-provider relationship. Broadly, capitation tended to 

get a black eye in the press and amongst patients as a healthcare rationing scheme 

perpetuated by providers and insurers seeking to maximize their own profits and by 

providers who saw it as an inordinate risk and infringement on their professional 

judgment. This saw the MHS move back to FFS based re-imbursement of their MTFs. 

Marmor and a panel of leading healthcare economists however suggest that 

placing caps on healthcare expenditures is the only mechanism for policy makers to 

ward off a potential financial collapse caused by the cost of the healthcare industry.63   

Capping budget outlays through enrollment based capitation strategies and providing 

incentives for patients to control utilization though co-pays seem a missed opportunity to 

achieve the original intent of the TRICARE legislation. As the evidence suggests, 

though reduction of co-pays may be politically appealing, their elimination can have a 

deleterious effect on the budget. The DoD and MHS might do well to experiment with 

matching health savings accounts (HSA)64 where limited tax-free spending provides an 

incentive for patients to seek value in meeting current healthcare needs while building a 

financial base toward meeting their future healthcare requirements. Where FFS 

payments through third-party payers attenuate critical decision making responsibilities, 
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HSAs place the patient, in the form of market driven cost-benefit decisions firmly into 

the equation. Military beneficiaries would experience deductibles and co-payments; 

however those would be mitigated to some degree by the tax-free status of their 

contributions into HSAs.  

The counterpart to this relationship is the provider. In normal markets, demand is 

modulated by cost and quality and consumers tend to demand high quality when 

making substantial purchases. As a result, most industries have an impetus to maximize 

quality at the lowest possible cost and make substantial financial commitments on their 

own part to ensure a quality product which competes for consumer choice. It is a 

situation of shared risk-taking which injects price discipline into the arrangement, but a 

condition yet to evolve in the healthcare sector. Caps on healthcare spending could be 

introduced though graduated or risk adjusted capitated payment packages which offer 

income predictability for providers and a cost-control mechanism to policy makers.  

Central to any plan however, is the bond of trust which needs to be fostered 

between providers and patients. The key is in building shared risk and a shared 

decision-making platform where the patient does not feel shortchanged or leave 

providers feeling vulnerable to assuming inordinate risks over which they have no 

control. A combination of HSAs and capitated, or bundled re-imbursement presents the 

opportunity to achieve such a state. Capped payments would limit tax-based liabilities 

therefore federal funding requirements and tiered co-payments derived from patients 

will help mitigate the untoward risk assumed when accepting capped payments from the 

insurer. Both mechanisms drive providers to become competitive on cost, quality, and 



 15 

satisfaction to gain enrollment, and both provider and patient have a vested interest in 

optimizing the patient’s health status.  

Harnessing medical information technology is another area in which the MHS 

has invested significantly in and is poised to contribute substantially to the reform 

initiative. Unfortunately, technological innovation in the healthcare industry tends to 

drive prices up vice down. Most experts believe that an electronic medical record (EMR) 

is not likely to change that, nor provide substantial cost savings in the absence of 

decision support features which assists both provider and patient at the point of care in 

making a cost effective decision.65    

Designed to capture the complexity and intensity parameters necessary for the 

MHS to be remunerated for the services provided AHLTA,66 the military's electronic 

health record, is an enterprise-wide medical information system that provides secure 

online access to MHS beneficiaries’ records by medical clinicians in all fixed and 

deployed MTFs worldwide. Sporting a centralized data repository ostensibly allows 

healthcare personnel to access complete, accurate health data to make informed 

patient care decisions at the point of care, anytime, anywhere.67 AHLTA however, has a 

number of significant shortcomings that have been the subject of hot debate.68 For one, 

it does not communicate with other electronic medical databases developed by the DoD 

or the VA. Neither does it tie the computerized records into anything resembling a 

―smart medical information grid‖ where experience and a growing knowledge-base 

existent in the enterprise are brought to the point of care. 69 It is really rather static in 

that it is essentially an event-based information gathering tool not entirely unlike the old 

paper medical record. Producing value in terms of developing optimal treatment 
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strategies at a lower cost was not part of the initial design strategy. However, in all 

fairness neither was most other EMR entering the market at the time. And unfortunately, 

decision support has remained largely an afterthought in the EMR domain. 

The strength of AHLTA however is its user base. Nationwide, fewer than three 

percent of hospitals and less than fifteen percent of physicians have adopted electronic 

record keeping.70 The DoD though has a generation of physicians transitioning from 

paper to electrons. This is the first step toward developing a smart medical grid where 

an EMR becomes an integrated clinical decision support tool, not simply an electronic 

repository of what used to be a paper record. The most fundamental factor influencing 

good medical care is making an optimal decision supporting the patients’ medical need. 

However, a medical industry geared more for patient throughput, not decision making, 

undermines quality at a critical point in a patient encounter. It is estimated that during 

fifty percent or more of primary care visits, additional information being readily available 

would have led to better treatment decisions.71 A reversal of the concept of throughput 

of patients needs to give way to decision throughput in a point of care environment 

where optimizing decisions can be made at a speed approaching that of thought and 

linking the patient to the highest quality, lowest cost alternatives.72 Accomplishing this 

will be a rather radical departure from the traditional concept of what a medical record, 

electronic or not, currently functions as.  

In primary care especially, a smart medical information grid in concept brings 

together actionable data from multiple sources germane to the medical issue being 

dealt with at the point of care. It is not necessarily seeing the provider as much as it is 

the decision management process that garners this benefit. The system needs to 
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incentivize shared decision making along this line vice churning volumes of patient 

throughput.  The most efficient patient-provider interaction could entail something as 

simple as a secure e-mail or recorded phone call to that of harnessing the internet and 

telehealth technology, such as seen with the Veteran Administration’s (VA) experiment 

with ―Health-Buddy‖.  This device is designed to remotely acquire biometric information 

from a patient which is then analyzed by healthcare providers who then arrange 

appropriate care.  The VA experience suggests that such telehealth devices can 

economize chronic disease management, gaining efficiencies and quality at a lower 

cost where traditional practice encounters fail.73  In this context, the EMR takes on a 

much more active role in day to day management and requires a rethinking of its 

design.  Open source options bringing together a hybrid of ―best of breed‖ technology 

developments and unified databases, such as AHLTA or the Veterans Administration’s 

VistA,74 into a highly functional clinical decision support environment can reap many 

benefits while also building decision support content through harnessing successes and 

the knowledge capital existent elsewhere within the enterprise.75 

Finally, analysts note that other rich democracies concentrate purchasing power 

to counter the medical industry's tendency toward increasing costs.76 The DoD is a 

microcosm of these rich democracies and the overall MHS medical costs are on the 

public budget. DoD officials then have a powerful incentive to restrain further increases 

in medical costs to avoid reducing funds to other critical programs. The opportunity and 

challenge then for the DoD and MHS is to find a way to cap healthcare expenditures 

while improving outcomes, access and satisfaction. Here size matters, and with its 

potential for centralizing purchasing power and governance, along with approximately 
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17 million enrollees, 77, 78 a MHS-VA partnership would certainly make a difference, but 

only if it can first manage it is financing toward a common goal, continue striving toward 

providing choice at the best value for the patient and grow to the challenge.  Hendricks’s 

cost analysis of the VA certainly suggests that high quality care and cost containment 

are not incompatible.79  The MHS is already positioned to experiment with a strategic 

partnership and the combined purchasing power of both organizations offers a potential 

counterbalance to the observed tendency for healthcare costs to escalate out of 

proportion to other sectors of the economy.80, 81  Getting there though promises to be a 

rocky road.  At the interagency level, there must be a design priority set and a guiding 

principle that charts the course toward a sustainable future for both organizations. 

Millions of Americans have served in the armed forces and represent a potential market 

force that if given the option, might choose to receive their healthcare from either the 

MHS or VA, an effect that could have a positive effect on the American healthcare 

system as a whole.82   

Conclusions  

For better or worse, the passage of PPACA will reshape healthcare delivery in 

the United States. With its sheer size and degree of integration into the civilian sector 

and growing partnership with the VA, the MHS can play an important role in shaping 

that future. However to be successful, healthcare reform must start with the core 

patient-provider encounter. The partnership most involved in making healthcare 

decisions has an obligation to maximize well-being and its incentives re-aligned in terms 

of health and wealth. HSAs provide one option where patients are incentivized to spend 

wisely on healthcare while savings growth overtime mitigates the cost of future 

healthcare requirements.83, 84 Providers incentives must also be changed and the 
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provider-patient relationship enhanced by an integrated work platform that maximizes 

the decision process while reducing uncertainty, cost and the work demand to get there. 

Lastly, a MHS-VA partnership is potentially value added to veterans of all ages. It is not 

unrealistic then to expect consolidation of administrative overhead, realignment of 

incentives for both patient and provider and strength in numbers to over-time, put 

significant downward price pressure on healthcare to the benefit of everyone. 
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