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Identifying and tracking CDHC trends

BY GREG SCANDLEN & NEIL TRAUTWEIN

The Changing Face 
of Health Care

Identifying and tracking CDHC trends

C
onsumer-driven (also known as consumer-directed)
health care (CDHC) is growing quickly, but it’s still
in the toddler stage of development. It was born out
of the need to get better control over health-care

financing — in a way that remains sensitive to the needs and pri-
orities of American consumers.

With the growing penetration of Health Reimbursement Arrange-
ments (HRAs) and Health Savings Accounts (HSAs), the toddler’s
first steps are well under way, but now that consumers have con-
trol over some of the money, how do they get the information and
tools they need to become effective purchasers of services? We can
expect an explosion of information and patient support services
over the next few years, similar to the explosion of the Internet in
the past decade or so.

The commentators in this article are well experienced and pres-
ent some important insights about this evolution, but the truth is
that none of us knows — any more than the pioneers of the World
Wide Web were able to foresee what was about to happen with
their baby once it was born.

Missing from this article is the third step. Once health-care con-
sumers control the money and have the information, then what?
Already there are the slight hints of what may come as increasing
numbers of physicians are refusing to participate in insurance pro-
grams, preferring to deal with patients on a cash-only basis. Hos-
pitals also are under growing pressure to deal more fairly with “self-
pay” patients and charge them prices similar to what PPO patients
are charged.

Indeed, the entire health-care infrastructure we are familiar with
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may change as empowered consumers re-
ject the notion of gatekeepers getting in
the way of receiving the services they de-
mand. Patients may demand services that
are not only affordable, but convenient
as well. They may not want to drive to the
giant Medical Center in the middle of
town, preferring specialized clinics that
are open in the evening and located clos-
er to home. Other patients may discover
they can get perfectly adequate surgical
services in the Caribbean for a fraction of
the cost at home in the United States. The
cost of a plane ticket and a hotel room
may be trivial compared to the savings.

Once the power of American consum-
ers is unleashed, there is simply no telling what may
happen. Regardless, the contributors to this article un-
doubtedly will be among the first to see it coming.

Top Choice
Dr. Merrill Matthews Jr., director of the Council

for Affordable Health Insurance, calls choice “the in-
dispensable key” to the expansion of a consumer-
driven health care system. He contends that consum-
ers must have access to a wide range of options with
varying prices and quality. 

However, the current health-care system artificial-
ly limits choices, he says, as individuals can purchase
only policies that are approved and regulated by the
states where they reside. “While individuals can buy
via the Internet or by mail order a plethora of prod-
ucts and services from other states without restric-
tions,” he points out, “they can’t do that for health
insurance. Eliminating that restriction will give con-
sumers the ability to comparison shop for policies
both inside and outside of their state.”

Choice also is a primary concern of SHPS, Inc.
Vice President of Market Strategy and Research
Christopher Ryan. “CDHC is becoming a euphe-
mism for ‘cost shifting,’ but plan design alone can’t
make employees healthier or reduce spending,” he
insists. “In health care, SHPS defines consumerism
as transparency around price, quality, personal health,
and financial planning. Our clients want more than
HSAs — they want a broad palette of benefit tools
as well as legislative reforms that complement HSAs.
Motivated, informed consumers take better care of
themselves and make the right health purchasing
decisions.”

Ed Phillips, president of PhillipsCox Insurance and
Financial Services believes HSAs also can be used by
consumers as a tax-free savings vehicle to direct their
health care dollars. 

Phillips explains that accounts allow for a reduc-
tion in health care premiums, in many cases by 50
percent or more, and these premium savings are
placed tax free into a health savings account. “The
dollars grow tax-free,” he says. “If you need the money
to help cover out of pocket expenses related to health
care, the dollars are available to you tax free. If you
do not use the dollars, they grow tax free to your ben-
efit. Savings Account funds can be used in later years
for elective procedures (i.e. Lasik eye surgery, plastic
surgery, braces for children, etc.).” 

According to Phillips, HSAs provide consumers
with the tools needed to take back control of their
health-care dollars and invest in themselves — in-
stead of insurance companies.

Willis Goldbeck, founder and CEO of The Health
Project calls CDHC “a simple and worthy concept
that is fast becoming the wastebasket for purported
solutions to the many
failings of the US health
care system.” Goldbeck
suggests consumer-direct-
ed care can give people
the incentives, informa-
tion, and opportunity to
invest more in prevention;
be more demanding of
care providers; replace in-
appropriate ER visits with
timely primary care con-
sultations; recognize the
real net economic value
of pharmaceuticals; and
be better prepared for the
chronic and long term cares needs they will face as a
result of “successful” aging.

But, he cautions, CDHC will fail if it is seen as a
“cost control” device rather than a system for quality
and access improvement, or if its economic benefits
become insurance industry profits rather than con-
sumer savings. 

“CDHC will fail if providers think they should get
paid extra for doing what they were supposed to be
doing all along,” Goldbeck states. “CDHC will fail if
its focus is reducing government and employer re-
sponsibility rather than increasing access to universal
coverage supported by timely and accurate quality in-
formation. CDHC can contribute too many need-
ed reforms, but it cannot solve all our problems.”

Tech Time
According to Ronald Bachman, principal with

PricewaterhouseCoopers, to be successful, a consu-
mer-centric program should have extensive educa-

Dr. Merrill Matthews, Jr.
Director of the Council for
Affordable Health Insurance

Christopher Ryan
Vice President of Market Strategy
and Research, SHPS, Inc.
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tional and decision-support tools to assist the patient
with clinical, cost, and lifestyle decisions. He says
these tools will encourage behavioral changes by help-
ing individuals make informed health care and med-
ical treatment decisions, and are intended to supple-
ment the patient/physician relationship by providing a
level of understanding about a potential or pro-
posed course of treatment.  

“Information is an important part of medical care,
especially if supported with incentives
and part of a value chain for treatment,”
Bachman says. “If properly integrated into
care, it can be as important to health
and health care as a medical test, med-
ication, or treatment. With good infor-
mation, people can gain better health
outcomes at lower costs. With good in-
formation, consumers will be better
equipped to fully accept their role in
the new world of consumerism.”

CDHC benefit designs create incentives
for consumers to make better health-care
decisions, agrees Jeremy Nobel, M.D.,
M.P.H. with the Harvard School of Public
Health, including the selection of par-

ticular providers, treatments and diagnostic tests, as
well as decisions related to specific choices and be-
haviors associated with the self-management of risk
factors and chronic diseases (e.g. immunizations, can-
cer screening, medication compliance, and periodic
check-ups). 

“Web-based personal health records that combine
access to key information, linked to decision support,
and specific and personalized guidance will be essen-
tial as platforms for improving both health behaviors,
as well as more cost-effective use of resources,” Nobel
says. “These records and the important information
in them, can then be shared in a secure and confi-
dential way with all the members of the care team,
including providers, health coaches, case managers,
and even other family members.”

For Mark Bard, president of Manhattan Research,
the link between the Internet and CDHC represents
a “fundamental shift” in how the industry will man-
age health care delivery and expenses. He says the
CDHC movement is grounded in the belief that tran-
sitioning accountability to the consumer will result
in the more efficient use of financial resources; how-
ever, unlike recent attempts to promote cost-effective
care (i.e., managed care), the management in CDHC
lies with the consumer who must now consider the
value of various health care options available to them
— and ultimately the balance between cost and quality. 

“Although the concept of CDH can certainly exist

Willis Goldbeck,
The Health Project,
Founder and CEO

CDHC Empowers Employees
By Newt Gingrich

The Kaiser Family Foundation’s 2004 Employer Health
Benefits Survey found that since 2000, the share of health
premiums for employees has increased 59 percent. But at
the same time, employees are finding formularies being tight-
ened, co-pays increasing, and benefits being cut. For the more
than 174 million Americans who receive healthcare cover-
age through their employers, the time of being insulated from
the cost of healthcare is over. 

Yet, there is a silver lining, as increasing healthcare costs
have led to a national reappraisal of which solutions work
best to provide better healthcare at affordable prices for all
Americans. 

This reappraisal finds individual markets work better than
third-party payment systems to increase choices, foster inno-
vation, keep costs down, and provide tools for patients to as-
certain true values among health services. However, in order
for this market shift in healthcare to be successful three
parallel transformations must occur: 

1. INCENTIVES: Employers must offer employees respon-
sibility, control, and ownership of their own healthcare — not
simply a higher portion of a bill inflated with the indirect
costs of a broken system. Employers that offer consumer-dir-
ected healthcare (CDHC) plans with high deductible insur-
ance and a health savings account (which is owned by the
individual, portable, and tax free) are “incentivising” employees
to take more interest in their own health. 

2. BETTER INFORMATION: Individuals must be empow-
ered with comparative information tools that provide the risk-
adjusted quality of care a physician or hospital has histori-
cally provided, as well as the price of an appointment or pro-
cedure. This will empower individuals to make healthcare
value choices in much the same way as Web sites such as
Travelocity, Orbitz, and Expedia have aided travelers.

3. INFORMATION TECHNOLOGY: A paper-based healthcare
system cannot support the exploding level of data analysis

and information sharing required
to both successfully migrate to a
system of quality and cost trans-
parency and take full advantage
of new discoveries and standards
of care. Therefore, an interopera-
ble healthcare system anchored
by a Web-based personal health
record owned by the individual is
required. Such a system will re-
sult in more complete and timely
access to current medical infor-
mation, better doctor/patient
relationships, and detection of

potentially deadly medical errors before they occur.
Combining these elements is the key to creating an indi-

vidual-centered, 21st-century intelligent health system where
knowledge will save lives — and money — for all Americans.

Newt Gingrich is the founder of The Center for Health Transformation.
He previously served as a Member of Congress for 20 years and as Speaker
of the U.S. House of Representatives from 1995-1999. Anne Woodbury and
Vince Haley also contributed to this article.
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without technology or the Internet, it is abundantly
clear that technology is essential to the long-term suc-
cess of the CDH movement,” Bard states. “The pri-
mary benefit of the Internet is providing consumers
who are making value-based decisions with access
to shared information such as pricing, health infor-
mation, and outcomes data on an ongoing basis.
Access to information is the lifeblood of CDH. The
industry must link true financial accountability and

responsibility with ade-
quate cost and quality in-
formation, decision sup-
port tools, and the moti-
vation to truly manage
health and wellness.” 

Easy Does It
“The problem with in-

stant gratification is it’s
not quick enough!” 

This statement has been
used to describe American
consumers, says Jay Gar-
riss, CEBS and principal

with Mellon Bank, but we should expect it to apply
to CDHC plan participants as well because their
message to plan sponsors is:“Recognize my unique-
ness as an individual, anticipate my need for infor-
mation to make decisions, respect the value of my
time, and let me choose how we will communicate
and how we will execute transactions. Above all,
make my experience with you simple, streamlined,
seamless, and easy!”

Successful vendors in this market will demonstrate
that they’ve heard this message by offering partic-
ipants a user-friendly experience, Garriss contends.
Product designs will be characterized as highly flexi-
ble, and decision support — both pre-enrollment
planning tools and post-enrollment health care selec-
tion and treatment tools — will be intuitive and
adaptive. Plus, all communications channels will be
available — hard copy or soft copy, live person tele-
phonic, or IVR. And, finally, transactions will be ex-
ecutable by check, debit card, and online — in accor-
dance with standing instructions, or on an ad hoc
basis. “From a consumer’s perspective, none of this
is new,” Garriss says. “For plan sponsors, however,
it’s a revolution.”

While ease of use is certainly important, Robin
Downey, head of product development at Aetna,
Inc., stresses that health benefits literacy — the abil-
ity to understand and navigate health insurance
options and benefits — is essential to help employ-
ees take that first step as health care consumers. Yet,

she points out, 42 percent of consumers feel that
finding and understating information is a problem
with their health plan.

“As we consider innovative strategies for the future,
increasing health benefits literacy is a pivotal oppor-
tunity for employers wanting to increase the adop-
tion of consumer-directed health plans,” Downey
says. “Working in partnership, health benefits pro-
viders and employers should provide educational mate-
rials in simple, easy-to-understand formats, along with
credible health information and tools that support
informed decision-making.”

Money Matters
“We need to look at total solutions, not incre-

mental changes to what are still traditional benefit
approaches,” Sr. Vice President and Chief Service and
Information Officer Bruce Goodman of Humana
Inc. states. “CDHPs that focus on benefit designs
alone may rationalize costs by increasing cost sharing
between employers and employees, but they do not
solve the problem.”

To arrest spiraling health costs, Goodman says
action is needed on at least three levels: consumers
need greater access to price, cost, and quality infor-
mation; consumers need to have greater freedom to
choose benefits that are meaningful to them, that
make sense to their family budget, and tools that
allow them to compare these options and their rela-
tive costs; and health plans and employers need to
partner together to address the core issues around
health cost inflation and “decommoditize” health
plans.

As double digit increases in benefits
costs continue to have an impact on
businesses in this country, employers
still bear a huge financial burden and
must guide employees to recognize the
need to become better consumers of
health care, says Karin Shaban, labor
relations and HR assistant manager at
Alcoa, Inc. 

“As we approach this struggle, we must
continue to show our employees, our busi-
ness partners and our families that we are
seeking an opportunity to have a greater
choice and better information to make
their health care decisions easier,” Sha-
ban says.

However, many aspects of the current health care
delivery system result in an imperfect market, and
merely giving employees an “account” (without in-
formation) would be futile, says John R. Hickman,
Esq., a partner at Alston & Bird, LLP. 

Mark Bard
Manhattan Research,President

Jay Garris
CEBS and Principal,
Mellon Bank
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New FrontierSpecifically, accurate comparisons of health care
quality, cost, and relative value (albeit possible) are
not currently made readily accessible to individual
consumers of health care. Thus, whether consumer-
driven health care will ultimately succeed depends
(to some extent) upon how quickly this information
is made available in a consumer-friendly format.

“With the introduction of HSAs, employers now
have a wide variety of tax-advantaged
arrangements available to implement a
consumer-driven health care arrange-
ment,” Hickman says. “From a purely
economic standpoint, giving employees
greater responsibility in their health care
purchasing decisions should engage them
and make them better consumers of
health care.”

Gaining Acceptance
Bill McInturff, a partner with Public

Opinion Strategies is confident consumer
choice health plans will quickly increase
in influence as he expects most of this
country’s larger companies will offer such

plans within five years. Janet Trautwein, vice-presi-
dent of Government Affairs, National Associa-
tion of Health Underwriters, agrees. 

“Our members, who are the front line advisors
for both employers and individuals who purchase
health insurance, report phenomenal interest and
enthusiasm from both employers and individual
purchasers in various types of Consumer Directed
Health Plans, including Health Savings Accounts,”
she says. “Based on the incredible response to the
new opportunities, we strongly believe that these
options will be mainstream choices in just a few
short years.”

More than 3 million consumers will be members of
consumer-driven plans by January 2005; dramatic
growth from just 5,000 at the beginning of 2001,
Definity Health Vice President of Marketing Chris
Delaney points out. A few years back less than 10
percent of organizations approached this model on
a full replacement basis, but now, more than 20 per-
cent of his company’s clients are turning to a full-re-
placement approach, Delaney says. 

“The movement to full replacement is a trend that
will continue,” he states. “Employers are seeking a
solution that does more than simply cost shift to em-
ployees and battle providers on discounts. Develop-
ing discerning consumers who make better decisions,
and get more involved with their care, will be the
litmus test for sustaining cost control and better
health care.”

New Frontier
Consumer-driven health care is America’s new

health care frontier. Like the wild old West, CDH
promises pioneers a fresh start and new opportunity,
albeit with risks to the unwary.

Just as the settlers of old had to contend with hos-
tile elements and natives, early advocates of consu-
mer-driven health care face significant obstacles, too.
Stones and arrows fly from opponents (media, some
lawmakers and regulators, often labor interests) and
other stubborn advocates of the status quo. Consu-
mers also must be wary of health care providers ever
eager to “scalp” the unwitting. It’s our job to help keep
the consumer’s scalp intact in these transition days.

Today’s health information landscape is almost as
arid and unfriendly as a tumbleweed-tossed desert.
Much work clearly lies ahead in order to make this
new health care frontier a home for CDH pioneers.

The crucial element, as many of my peers note
above, is arming consumers with information/trans-
parency. We Americans shop second to none, so long
as we possess the ways and means to compare the
wares. And while we may be justified in our faith
that the market will develop information to feed the
CDH boom, the better and safer course is to hedge
our bets by priming the font of information with
standards by which consumers can compare and shop.
Thus armed, active and engaged consumers will
police the new frontier with vigor and enthusiasm.

The West was not won in a day; neither will this
transition to a new CDH frontier occur overnight.
Employers and individ-
uals will move at their own
pace and time as need,
acceptance and political
constraints allow. This
measured evolution from
employer-based to con-
sumer-based health care
may well work in our
favor as the marketplace
evolves to match consu-
mer demands. 

The price of failing to
make consumer-driven
health work will likely be
the costly inadequacies of
national health care with higher taxes for all. We
choose the wide open frontier and brighter future of
CDHC — we hope you will join our cause.

Greg Scandlen is director of the Center for Consumer-Driven Health Care,
Galen Institute. Neil Trautwein is assistant vice president, Human Resources
Policy, National Association of Manufacturers.

Robin Downey
Head of Product Development,

Aetna, Inc.

Janet Trautwein
Vice President of Government
Affairs, National Association
of Health Underwriters
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