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June 11, 2008 
 
 
 
Note to Reader, 

0BCriterion Ventures, along with our partners Good Capital and the Access Project, has led an 
initiative involving conversation, research, and analysis on the uncovered costs of healthcare, 
the impact of medical debt, and the cash market in healthcare. This report represents the 
culmination of these past eight months of work.   The views presented here are those of 
Criterion Ventures.   

1BWe owe our gratitude to the Rockefeller Foundation for their generous financial support of the 
research and development phases of Healthcare_Uncovered. 

2BThis report is intended to provide a definition of the cash market in healthcare.  The objective 
of this report is to have you, the reader, test, react, and refine these ideas.  For more details 
about the specific initiatives that are emerging from Healthcare_Uncovered, contact Elizabeth 
McCance at Criterion Ventures. 

 

Enjoy. 
 

 

 

 

 

 

Joy Anderson, PhD 
President and Founder 
Criterion Ventures 
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Introduction  

This report introduces a new idea into the healthcare reform debate in America: the healthcare market 

is not a single market but is rather two markets, a dominant insurance market and a stunted cash 

ƳŀǊƪŜǘΦ  ¢Ƙƛǎ ŎŀǎƘ ƳŀǊƪŜǘ Ƙŀǎ ŀƭǿŀȅǎ ōŜŜƴ ǾƛŜǿŜŘ ŀǎ ŀƴ άŜȄŎŜǇǘƛƻƴέ ǘƻ ǘƘŜ ōǊƻŀŘŜǊ ƛƴǎǳǊŀƴŎŜ ƳŀǊƪŜǘ 

rather than being effectively and efficiently developed into a market of its own.  This has led to 

inefficiencies and unintended consequences that return less value per cash dollar spent on healthcare 

today.  

The report then offers broad suggestions on how a more effective and efficient market might be created 

and considers what impact this might have. 

We began this exploration several years ago by looking at the tip of an iceberg: medical debt. The Access 

Project and others have researched the prevalence and the impact of medical debt. One in five 

Americans holds medical debt; this debt is one of the leading contributors to bankruptcy, and it causes 

people to access healthcare late and in forms that are much more costly and disruptive to their lives, to 

providers, and to society as a whole. And medical debt is not just a problem of the uninsured.  Three out 

of five (62%) of all adults with medical bills or debt problems said 

they or their family member were insured at the time the debt 

was incurred.  

However, we discovered that debt is symptomatic of a set of 

broader issues connected to the uncovered costs of healthcare. 

While $70 billion in bills was never paid in 2006, a further $265 

billion was paid out of pocket by consumers. Billions of dollars are 

changing hands outside of private and public insurance, yet the 

ǎȅǎǘŜƳǎ ŀƴŘ ǎǘǊǳŎǘǳǊŜǎ ǘƘŀǘ ƳŀƴŀƎŜ ǘƘŜǎŜ άǳƴŎƻǾŜǊŜŘέ Ŏƻǎǘǎ ŀǊŜ 

relatively incomprehensible to even those inside healthcare. These out-of-pocket expenses are treated 

as an exception to the insurance market, making their tracking and management complex.  Receivables 

management, bad debt, charity care, collection agencies, and healthcare card services each represent 

systems of pricing and payments that add to this complexity. 

In the end, the players in the system treat the portion of healthcare paid outside of public programs and 

private insurance as an exception to the norm, an aberration in an insurance-dominated market.  And 

yet the exception represents 15 percent of the healthcare market. In financial systems, exceptions 

create inefficiencies and friction and therefore cost more but also represent market opportunities.  

In short, an underlying systemic issue preventing access to appropriate healthcare is the current 

irrational characteristics of a cash market within healthcare. This issue affects all consumers in the 

healthcare market but has a disproportionate impact on those most economically vulnerable in our 

society. The presenting issue of medical debt began our exploration, but our analysis has led us to see 

this as a social issue rooted in a broader market failure. 
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While dwarfed in comparison to the insurance market, the cash market in healthcare is very large in 

absolute terms.  It encompasses $265 billion paid out of pocket, $70 billion in unpaid bills, and $27 

billion in alternative medicine, i  and more, however ǿŜ ŘƻƴΩǘ ƪƴƻǿ ǘƘŜ ǘƻǘŀƭ ǾŀƭǳŜ ƻŦ ǘƘŜ ŎŀǎƘ ƳŀǊƪŜǘΦ   

Few Americans would be able to spend $100,000 to treat a medical event with cash; therefore we 

consider catastrophic expenses to be part of the failure of an insurance market and to be outside what 

we are calling the cash market. Currently, we cannot determine from existing statistics exactly what 

portion of these dollar figures could be considered as being derived from catastrophic care therefore we 

cannot determine the total cash flows of the cash market.  

There are three features of the cash market that we need to pay particular attention to: how services 

are priced, how the prices affect the delivery system, and the financial services that intermediate the 

process of payment. Each of these features is largely determined by the practices of the dominant 

insurance market, yet there are significant differences that, if the cash market were treated as its own 

entity rather than a subset of the insurance market, could make a more functional cash- and credit-

based system. 

The cash market in healthcare is irrational in many respects. It operates with dysfunctional and 

unbalanced intermediation largely because the insurance market dominates the healthcare industry and 

intermediation was designed to serve insurance, not cash, payers. Furthermore, the capital flows in the 

cash market are fragmented and complex, causing confusion and distrust in the system.  Rational and 

efficient markets require common definitions, transparent practices, and greater information sharing.  

Imagine walking out of a grocery store not knowing how much the food in your bags cost you.  Instead, 

in the coming weeks and months you received a flurry of bills from Kraft, the local baker, and others, 

along with another series of confusing letterǎ ǇǊƻƳƛƴŜƴǘƭȅ ǘŜƭƭƛƴƎ ȅƻǳ ǘƘŀǘ άǘƘƛǎ ƛǎ ƴƻǘ ŀ ōƛƭƭΦέ  Dƻ ǘƘǊƻǳƎƘ 

that enough times and you might consider avoiding grocery stores all together. But when it comes to 

ƎŜǘǘƛƴƎ ƘŜŀƭǘƘŎŀǊŜΣ ǇŜƻǇƭŜ ŘƻƴΩǘ ƘŀǾŜ ŀ ŎƘƻƛŎŜΣ ǎƻ ǘƘŜǎŜ ƛƴŜŦŦƛŎƛŜƴŎƛŜǎΣ ǿƘƛŎƘ ǿƻǳƭŘ ōŜ ŀǇǇalling in more 

transparent and competitive markets, have festered.  

A more effective cash market will increase the value of a dollar in the cash market, value defined 

ultimately in terms of both access to care generally and access to the appropriate care specifically. This 

value can be improved through decreased cost of financing, optimized intermediation, and competitive 

pricing.  In addition, developing and executing the changes in the cash market will lead to new ideas and 

opportunities for reforming the entire healthcare system.  
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Context for the Argument  

The idea of a cash market in healthcare came to us in an informal conversation with an individual from 

the Brookings Institution who described a project in Rwanda that is working to design an insurance 

market in the context of a cash market for healthcare. In that moment, it struck us that while the United 

States has a fully formed insurance market, its cash market is fractured and inefficient. We saw that a 

rationalization of the cash market in U.S. healthcare would lead to increased access to appropriate care 

for many segments of healthcare consumers. 

We began our explorations several years ago looking at approaches to medical debt in the context of a 

healthcare reform process. In 2007, the Rockefeller Foundation awarded Criterion Ventures a grant to 

explore solutions to the impact of the uncovered portion of healthcare.  This report is the culmination of 

this work. The purpose of the report is to present our thoughts about the impact of the cash market and 

the interventions that will have a positive impact. Separate implementation planning documents 

present specific plans for those interventions. 

Our core team exploring the uncovered costs of healthcare included the leadership of the Access Project 

(www.accessproject.org), the team at Good Capital (www.goodcap.net), and a several consultants with 

specific expertise. (See Appendix.) We also held three formal summits that engaged a total of 53 experts 

and organizational leaders. (See Appendix.) As part of this process, we have also engaged in hundreds of 

conversations with health economists, financing innovators, credit advisors, social entrepreneurs, 

hospital administrators, housing analysts, receivables industry experts, doctors, lawyers, community 

organizers, and educators.  Thus, we have created an effective network of engaged players, a network of 

advocates, reviewers, endorsers, customers, distributors, sponsors, and potential partners.  

In these conversations, 

we initially named the 

presenting issue as 

medical debt. 

Throughout formal and 

informal conversations, 

our perspective was reframed and a focus on the cash market of healthcare emerged.  Our frame, 

admittedly, comes from where we sit. We are not inside the healthcare system; we are not policy 

analysts. We are social entrepreneurs working on large-scale solutions to social problems. We sit closely 

aligned with the disciplines of the capital markets and enterprises that create business-based solutions 

to social problems. We value a systems approach but work more in the margins, making unexpected 

connections visible across traditional sectors. And we see our approach as complementary to other 

approaches to healthcare reform.  

The Healthcare Uncovered team examined structures, models, and capacities required to achieve the 

ǾŜƴǘǳǊŜΩǎ ƎƻŀƭǎΦ  ¢ƻ ŜȄǇŜǊƛƳŜƴǘ ǿƛǘƘ ǎǘǊǳŎǘǳǊŜǎΣ ǿŜ ƘŀǾŜ ŜƴƎŀƎŜŘ ƛƴ ōǳǎƛƴŜǎǎ ǇƭŀƴƴƛƴƎΣ ŀǎǎŜǎǎƛƴƎ 

resource requirements, evaluating legal and governance structures, and performing due diligence. We 

looked at hundreds of components of the healthcare system and saw significant potential in combining 


