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Abstract: In 2006, the Dutch government implemented a
universal insurance mandate. Many American policymak-
ers are looking to the Dutch experiment as a model to fix
America’s complex and costly health care system. But the
Dutch reforms have not caused individual consumers to
seek value, and the “managed competition” has led to a
less competitive market. After just two years, the Dutch
insurance market was a clear-cut oligopoly. Given the nar-
row, partisan enactment of President Obama’s health pol-
icy agenda, America appears to be on a similar path. Two
health policy analysts, including one from Holland,
explain why patients in the Netherlands do not have a sig-
nificant choice among health insurance companies, nor
can they access sufficient information about the health sys-
tem and different options—and why this system would not
benefit patients in America, either.

President Barack Obama recently signed two major
pieces of legislation that will engineer a massive over-
haul of the health care sector of the American econ-
omy: The Patient Protection and Affordable Care Act
and the Health Care and Education Reconciliation
Act of 2010.1 

Management of Competition. Together, these
acts authorize the federal government to impose
unprecedented mandates on individuals and
employers; expand eligibility for Medicaid, the joint
federal–state health program for the poor and the
indigent; create a new system of taxpayer subsidies
for individuals and businesses to expand health cov-
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• In 2006, the Dutch government implemented a
universal insurance mandate with emphasis on
controlling macro health care costs.

• America’s health care system is complex and
costly, and many policymakers see the Dutch
experiment as a model to be emulated. A
reformed insurance system based on govern-
ment-regulated competition could theoreti-
cally assure freedom of choice and equal
access to basic health care for all Americans.

• But facts and theory have not coincided in
the Dutch system: The reforms have not
caused individual consumers to seek value.

• Perhaps most alarming, the system of “man-
aged competition” has led to a less competi-
tive market. After only two years, the Dutch
insurance market was a clear-cut oligopoly.

• America appears to be on a similar path.
With the narrow, partisan enactment of Pres-
ident Obama’s health policy agenda, federal
regulatory control has expanded dramati-
cally, and the range of health care options
will be limited.
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erage; and undertake major changes in Medicare
payment policy.1

In terms of health insurance, however, the most
significant changes are embodied in provisions for
the federal definition, control, and standardization
of health care benefits and the transfer of regulatory
authority over health insurance from the states to
the federal government. Beginning on January 1,
2014, states will be required to establish and main-
tain congressionally designed health insurance
exchanges under the supervision and regulatory
control of the U.S. Department of Health and
Human Services (HHS). Under federal regulatory
control, the new health insurance exchanges will be
the vehicle for individuals, families, and small
employers to purchase federally approved health
insurance plans. These exchanges will also provide
an arena for two or more government-sponsored
health plans, administered by the Office of Person-
nel Management (OPM) to compete against private
health insurance, potentially in every state of the
union.2 These provisions could very well accelerate
the already unhealthy consolidation of health insur-
ance markets, rather than open them up to more
robust competition.

The new regulatory regime is highly prescriptive.
The Secretary of HHS will promulgate rules for the
states’ “open season” for enrollment in these new
health insurance exchanges, and the presentation of
plan information and even state Web site operations
will be carried out under federal guidance. The Sec-
retary will also be charged with enforcing federal
insurance rules (such as guaranteed issue or prohi-
bition of pre-existing condition exclusions) in every
state market. Meanwhile, states will be required to
establish one or more health insurance rating areas,
subject to review by the Secretary, who will decide
what are, and what are not, “permissible age bands”
for the purpose of health insurance rating.3

While the new health care law embodies, how-
ever imperfectly, the President’s health policy
agenda and conventional liberal health policy pre-
scriptions, it also represents the political progress of
“managed competition” theory in health insurance
market reform. According to this theory, the
government will not only enforce a common set of
market rules, including rating rules, but the govern-
ment must also standardize health insurance bene-
fits, limiting variation in health benefits or benefit
offerings. Competition among health plans will thus
be confined to competition based on quality and
price. Theoretically, at least, universal coverage is to
be secured through an individual mandate to pur-
chase the government’s standardized coverage.

The Dutch Example. America’s existing health
care system is complex and costly; patients cope
with limited choice and an inequitable division of
charges. American reformers of all political persua-
sions have been preoccupied with the problem of
how to promote major expansions in coverage
while containing rising health care costs and
improving patient outcomes. American policymak-
ers have been looking abroad for cues on how to
improve American health care financing and deliv-
ery. The health insurance experiment in the Nether-
lands has often been described as a success story,
and a model that can teach American reformers how
to create a better system.

In 2006, the Dutch government implemented a
universal insurance mandate with emphasis on con-
trolling macro health care costs. The theory was that
rather than regulate the supply of health care, the gov-
ernment would stimulate competition. In order to
achieve this, the Dutch devised a system of “managed
competition” that included a statutory general insur-
ance provision. Dutch citizens are now obligated to
buy a basic insurance package, as defined by the gov-
ernment, and insurers have a duty of acceptance.

1. The Patient Protection and Affordable Care Act is Public Law (P.L.) 111-148; the Health Care and Education Reconciliation 
Act of 2010 is P.L. 111-152.

2. For a description of the new powers of OPM, see Hon. Linda Springer, et al., “The Office of Personnel Management: 
A Power Player in America’s Health Insurance Markets?” Heritage Foundation Lecture No. 1145, February 19, 2010, 
at http://www.heritage.org/research/healthcare/hl1145.cfm.

3. The federal authorities over the state-based health insurance exchanges, and the federal regulation of health insurance, 
are set forth in Title I, Subtitle C, Part I, of the Patient Protection and Affordable Care Act.
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Many American policymakers, such as Senators
Ron Wyden (D–OR) and Robert Bennett (R–UT),
see the Dutch experiment as a superior model com-
pared to the single-payer system adopted in Canada
and Great Britain. Ideally, a competitive market in
the provision of health care will bring about greater
efficiency and increased focus on demand; it will
also stimulate entrepreneurship, flexibility, and
innovation. Introduced to the United States, a
reformed insurance system based on government-
regulated competition could theoretically assure
freedom of choice and equal access to a minimum
quality of health care for all Americans.

When examined in more detail, however, it
becomes clear that facts and theory have not coin-
cided in the Dutch system. Specifically, the
reforms have not caused individual consumers to
seek value—the market rate at which price aligns
with quality. Perversely, quite the opposite has
occurred, as the attempt to manage market condi-
tions has reduced competition. Cost-conscious-
ness remains elusive, and managed competition
has led to an oligopolistic insurance market bereft
of meaningful choice.

The Dutch System: The Rationale
Prior to reform, the Dutch health care system

was characterized by strong government regulation
and an inefficient dual insurance system of public
and private insurance.

The provision and funding of long-term care
and uninsurable risks—such as care for the eld-
erly or for people with chronic physical or mental
disabilities—was largely regulated by the
Algemene Wet Bijzondere Ziektekosten (AWBZ),
or “Exceptional Medical Expenses Act.” The
AWBZ was and continues to be applicable to all
Dutch citizens. This “first compartment care”
emphasizes support in the case of and compensa-
tion for irreversible limitations; “second compart-
ment care” focuses on recovery and includes
hospital care and visits to a primary care physi-
cian. The Dutch also identify “third compartment

care,” which is defined as “luxury care,” such as
dental procedures and optional physiotherapy.

Before 2006, the provision and funding of
insurance for second and third compartment care
were determined by an individual’s total income.
In 2005, the wage ceiling was set at a gross annual
income of €33,000 ($40,600) for employees and
€21,050 ($25,900) for the self-employed.4 Those
people earning less were determined eligible for
the public system. Those who did not qualify for
the public system could purchase private insur-
ance to cover potential short-term medical needs
in the second compartment and—in some cases—
also for “luxury care” in the third compartment.
By 2005, roughly two-thirds of the Dutch popula-
tion had entered the public program, known as
the “sickness funds,” so there was a need for
strong cost control.

This dual system led to many problems and did
not adequately respond to patients’ needs, in large
part because it did not focus on demand. 

First, there were long waiting lists, since health
care providers were forced to implement strict bud-
get control and had only limited means by which to
provide care. Government budget and price controls
caused enormous inefficiencies in the provision of
health care. Health care providers simply filled their
budgets; they were not stimulated to develop flexi-
bility, innovation, and entrepreneurship.

Second, there was little or no freedom of choice
for patients. Patients in the sickness funds had no
choice of health care providers. In the private
scheme, insurers had no duty of acceptance, so
patients in high-risk groups—such as those suffer-
ing from chronic diseases—had limited choices
among insurers.

Third, there was little or no information available
on the quality of health care delivery.  This last prob-
lem continues to plague the Dutch system.

During the 1980s, a period of rising unemploy-
ment and limited economic growth in the Nether-
lands, it became clear that strong regulation of the

4. Press release, “Loongrens Ziekenfonds 2005 Stijgt met 1,2 Procent,” College Voor Zorgverzekeringen (CVZ), September 
17, 2004, at  http://www.cvz.nl/binaries/live/CVZ_Internet/hst_content/nl/documenten/persberichten/2004/
pb0409+loongrens+zfw+2005.pdf (June 18, 2010).
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health care sector had gradually thwarted the relation-
ships among care providers, insurers, and patients. A
general consensus emerged that government steering
of health care supply should make room for a compet-
itive and transparent market driven by demand. The
discussion led to two main proposals of reform: reor-
ganization of health care provision and adjustment of
the outdated insurance system.

The Dutch System: How it Works
According to the Dutch government, a new divi-

sion of tasks and responsibilities in the health care
sector was essential “to guarantee good and afford-
able care for everyone in the future.”5 In theory, this
new separation amounts to fewer rules imposed by
national government, stronger purchasing power by
consumers, and greater room for insurers and
health providers to negotiate.6

In order to achieve all this, the Dutch govern-
ment implemented a general insurance provision
for second-compartment care. This compulsory
insurance now covers all but approximately 1 per-
cent of the Dutch population.7 In addition, 92 per-
cent of the Dutch8 purchased additional insurance
in 2008 for third-compartment or supplemental
care: all health care that is not covered by the basic
package, such as dental care, eye care, “alternative”
doctors, and additional physiotherapy.

The Individual Mandate. One major feature of
the Dutch reform is that every person living or
working legally in the Netherlands must purchase
health insurance. Exceptions are made for children
under the age of 18, who are automatically covered,
and new residents, who are granted a four-month
grace period to obtain insurance.9

Premium payments must be kept current in
order for a Dutch resident to switch insurance
plans during the annual open season. Residents
with accounts more than six months in arrears
are taxed by the government, which uses the
money to compensate the insurer for the lapsed
payments.10

The 1 percent uninsured presently face fines
equivalent to outstanding premiums of up to five
years plus a 30 percent penalty, though enforcement
has been lax.11 New methods designed to root out
the remaining pockets of noncompliance are sched-
uled to go into effect this year.12

The General Insurance Provision. According to
the Dutch government, “a general health care insur-
ance provision founded in public law but imple-
mented by private players—including players with
a profit motive—is the most appropriate way to
ensure that the various public interests involved in
the health care sector are safeguarded.”13

5. “A Question of Demand, Outlines of the Reform of the Health Care System in the Netherlands,” Dutch Ministry of Health, 
Welfare and Sport, International Publication Series No. 14E, March 2002, p. 6.

6. Ibid.

7. Centraal Bureau voor de Statistiek, “Onverzekerden: Tegen Ziektekosten Naar Provincie,” March 30, 2010, at 
http://statline.cbs.nl/StatWeb/publication/?VW=T&DM=SLNL&PA=71430NED&D1=0-3&D2=a&D3=a&D4=
a&D5=a&HD=090330-1555&HDR=T&STB=G1,G2,G3,G4 (May 14, 2010).

8. Marieke Smit and Philip Mokveld, “Verzekerdenmobilteit en Keuzegedrag,” Vektis, April 2008, at http://www.vektis.nl/
downloads/Verzekerdenmobiliteit%20en%20keuzegedrag.pdf (May 14, 2010).

9. Dutch Ministry of Health, Welfare and Sport, “Obligatory Health Insurance,” March 5, 2008, at http://www.minvws.nl/en/
folders/z/2008/obligatory-health-insurance1.asp (May 14, 2010).

10. Alain Enthoven, “A Living Model of Managed Competition: A Conversation with Dutch Health Minister Ab Klink,” Health 
Affairs Web Exclusives, April 8, 2008, at http://content.healthaffairs.org/cgi/content/abstract/hlthaff.27.3.w196v1 (May 14, 2010).

11. Wynand P.M.M. van de Ven and Frederik T. Schut, “Universal Mandatory Health Insurance in the Netherlands:  A Model 
for the United States?” Health Affairs, Vol. 27, No. 3 (May/June 2008), at http://content.healthaffairs.org/cgi/content/abstract/
27/3/771 (May 5, 2010).

12. Personal interview with Paul Thewissen, Dutch Counselor for Health, Welfare and Sport, June 25, 2008, Washington, D.C.

13. Dutch Ministry of Health, Welfare and Sport, “A Question of Demand, Outlines of the Reform of the Health Care System in 
the Netherlands.”
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In the Dutch system, the government mandates
the basic benefit package that all residents must
receive. The fundamental principle in determining
the scope and the quality of the package that the
general insurance provision covers is “essential
health care”: care of so-called “proven effective-
ness.” This includes visits to the primary care phy-
sician, hospital stays, pharmaceuticals, and
psychiatric care. Holland’s National Health Insur-
ance Board determines the basic level of coverage
required by all insurance companies, but it does
not prescribe the precise methods of health care
delivery, particularly in terms of primary care. In
the Dutch system, primary care providers include
not only physicians and nurses, but also dentists
and midwives.14

Insured people are free to choose their preferred
health care provider among those contracted by an
insurance company. Insurance companies can force
health providers to provide better quality for lower
costs by threatening not to contract them. For most
health providers it is essential to contract with
health insurance companies because they represent
large groups of patients. The more insurance com-
panies merge, the more difficult it becomes for pro-
viders to operate without contracts.

Nonetheless, some providers have spurned the
arrangement by practicing without contracts.
Patients who insist on seeing out-of-network pro-
viders must pay for the costs themselves, though
most insurance companies will reduce these costs as
part of an additional insurance package. This way,
patients pay a higher premium in exchange for
broader options among care providers. At the same
time, patients may choose to decrease their pre-
mium price and increase personal responsibility by
allowing for more out-of-pocket expenses.

All insurance companies have a duty of accep-
tance so there can be no risk selection. To ensure

equal access there is a system of risk equalization
between insurers. All of the insured pay a nominal
premium for the “basic” package, which is in fact
substantial by American standards. Insurers com-
pete on price, delivery quality, and benefits
included in additional packages. In fact, coverage of
additional insurance appears to be the primary rea-
son that patients switch insurers.15 It is during the
annual six-week open season that people can
choose the health care insurer with which they want
to register.16

Drawbacks to the insurance provisions and other
aspects of the Dutch system are discussed later in
this paper.

Group Insurance. In the Netherlands, there is
no employer mandate to provide health insurance,
nor must an employee choose among the health
insurance plans made available by the employer.
Though many employers do sponsor insurance,
individuals can and do obtain group coverage out-
side of work. Any type of group can form in order to
purchase insurance at the discounted group rate of
up to 10 percent, and it is not uncommon for social
organizations to offer health insurance. In fact, 59.2
percent of the Dutch population was part of a group
insurance in 2008.17 This means that affordable
group insurance coverage is not confined to
employer-sponsored health plans, which are the
exclusive beneficiaries of favorable tax and regula-
tory policy in the United States.

Financing. Because the first insurance compart-
ment is still uniformly covered under the terms of
the AWBZ, the differences in the current system
arise from the fragmented financing structure in the
second compartment.

The Dutch government tries to permanently
compensate for negative income consequences by
means of the tax system. If an individual is 18 or

14. Richard Grol, “Quality Development in Health Care in the Netherlands,” The Commonwealth Fund, March 2006, at 
http://www.commonwealthfund.org/usr_doc/Grol_qualityNetherlands_910.pdf  (May 14, 2010).

15. Nederlands Instituut voor Onderzoek van de Gezondheidszorg (NIVEL), “Percentage mensen dat wisselt van 
zorgverzekeraar blijft 4%,” at http://www.nivel.nl/pdf/Factsheet-voorspelling-wisselen-zorgverzekeraar-2009.pdf (May 14, 2010).

16. Dutch Ministry of Health, Welfare and Sport, “A Question of Demand, Outlines of the Reform of the Health Care System in 
the Netherlands.”

17. Smit and Mokveld, “Verzekerdenmobilteit en Heuzegedrag.”
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older, single, and earns less than €32,502 ($40,000)
per year, he receives an annual allowance of up to
€692 ($850). People with a domestic partner
receive allowances if they earn less than €47,880
($58,900) a year.18 The rest of the premium is paid
by the individual. For 2009, the annual price for
the basic package varies from €963 ($1,200) to
€1,149.96 ($1,400).19

Apart from allowances, there are also tax
deductions in the Netherlands. All working indi-
viduals in the Netherlands can deduct health care
costs from their income tax. They can deduct the
costs for premiums paid, nursing care, expenses
for clothing and bed linen tied to long-term ill-
ness, travel expenses when disabled, and similar
extraordinary costs.

The Dutch government also introduced a rebate
for individuals who did not use any health care ser-
vices. The idea behind this no-claim rebate was to
reduce moral hazard by making people more aware
of their health expenditures. However, the policy
did not achieve its desired purpose. First, the policy
was considered unfair, as in the case of people who
needed the same medication for their whole lives
and thus could never receive a no-claim rebate. Sec-
ond, the policy was ineffective given its broad
exemptions for primary and nursing care.

As of January 2009 the no-claim rebate was
transformed into an annual payment of €150
($185), which all citizens have to pay out of pocket
before the insurance kicks in. Only the chronically
ill and the disabled receive financial compensation
from the government for this out-of-pocket contri-
bution.

Risk Adjustment. Insurance companies are
subject to guaranteed issue and community rating
rules. Under guaranteed issue, an insurance plan
cannot refuse coverage regardless of health status of
the enrollee, thus guaranteeing insurance protec-
tion to the very sick and those with so-called pre-

existing medical conditions. Under community rat-
ing, health plans must charge the same price to
everyone within (but not across) each of the 12
provinces regardless of his level of risk or health
status. Together, these rules—allowing for univer-
sal enrollment of the healthy and sick, and charging
the healthy and sick the same regardless of their
costs—guarantee adverse selection, where some
health plans find themselves with a disproportion-
ate share of sick or high-risk enrollees, and thus
with higher costs.

To cope with this problem, the Dutch have cre-
ated a Risk Equalization Fund. The fund offsets dis-
proportionately high-risk insurance pools with
subsidies to cover the additional costs of high-risk
enrollees. An insurer with many high-risk patients,
such as the elderly and chronically ill, receives
larger contributions than insurers with relatively lit-
tle risk. The fund is financed by two sources: a 7.2
percent tax on the first €31,200 ($38,400) earned
by employees, and payments from insurers with
below-average predicted costs. 

The government first determines the total health
care payments and then uses risk equalization to
divide those payments over health insurers on the
basis of predictable cost differences. Risk equaliza-
tion is currently done before any patient costs are
incurred for the year (ex ante) and then again at the
end of the year (ex post).

The ex ante risk equalization is a prospective sys-
tem of government-run risk adjustment that
requires government planning for the correct allo-
cation of the tax funds. The National Health Insur-
ance Board, which also sets the basic benefit
package for the health plans, is assigned this task.
The board uses statistics, such as age, gender,
urbanization, income, pharmaceutical cost groups
(PCGs), and diagnostic cost groups (DCGs), in
order to calculate equalization payments.20 In
2006, 12 percent of the Dutch were members of
PCGs: people with chronic diseases (at least one

18. Government of the Netherlands Web site: http://www.rijksoverheid.nl/english (May 14, 2010).

19. Basiszorgen, “Vergelijk Basisverzekering 2010,” at http://www.basiszorgen.nl/goedkoopstebasisverzekering.asp (May 14, 2010).

20. Dutch Ministry of Health, Welfare and Sport, “Risk Adjustment under the Health Insurance Act in the Netherlands,” 
July 7, 2008, at http://english.minvws.nl/en/reports/z/2008/risk-adjustment-under-the-health-insurance-act-in-the-netherlands.asp 
(May 14, 2010).
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year of health problems), people who had drug pre-
scriptions for at least 181 days of the previous year,
or people with high future predictable costs. DCGs
consist of people who were admitted to a hospital
for three or more days in the previous year.21

These adjustment mechanisms are reviewed
every two years to verify that insurance companies
do not have an incentive to engage in risk selection.
The ex post or retrospective equalization defrays
actual costs above the insurer’s projected spending.
For this calculation, the Ministry of Health uses
information and statistics from official authorities
and government organizations.22

Demand-Driven Health Care
In addition to the new insurance system, the

Dutch government aimed to stimulate competition
by increasing the buying power of insurers. The
government therefore relaxed certain budget and
price controls, enabling care providers and insurers
to negotiate the prices of some treatments. The
rationale was that:

Care providers will compete with one
another to attract as many patients as possi-
ble. The government will lay down require-
ments for the minimum quality of healthcare
provision but there will be freedom of move-
ment, which will stimulate care providers to
innovate and to provide a better quality of
care than their competitors. Insurers will
compete with one another on premiums to
attract as many clients as possible. Those
who offer the most advantageous alternative
premiums will appeal the most to patients.
Ultimately, this new system will bring
about greater efficiency in the allocation of
resources.23

But a “more competitive market” did not mean a
“free market.” The role of the government remained
to “set the parameters that are needed from the view-
point of the public interest.” The government
retained responsibility “in some subsidiary areas, for
example training courses, top clinical care and (col-
lective) prevention.”24 The government still controls
the (revised) pricing and funding system and the
overall supply of health care. Moreover, the respon-
sibility of providing health quality information to
patients remains with the government.

Managed Competition. In some respects, there
is little that is genuinely new or original in the
Dutch reforms. The reforms, as noted, are based on
the influential theory of managed competition,
meaning that private health insurance companies
compete within a regulated market organized by
government officials. Of course, competition for
goods and services is nearly always “managed” in
the narrow sense that markets typically do not exist
outside of the rule of law. For instance, contract law
helps protect consumers in the buying and selling
of goods and services.

In the case of managed competition for health
insurance, however, there is a fairly well developed
theory as to what it means, what it is designed to
achieve, and how it should be implemented. The key
characteristics of the system include an individual
mandate to buy health insurance, combined with a
program of government subsidies for low-income
persons; a government standardization of the health
benefits package offered by private health plans; the
provision of community-rated insurance plans; and a
system of risk adjustment achieved through advanced
risk equalization mechanisms. When managed com-
petition theorists speak of health insurance plans,
they usually mean managed care plans, characterized

21. Rudy Douwen, “Experiences with the Dutch Risk Adjustment System,” Centraal Planbureau, June 29, 2007 (in German), 
at http://www.cpb.nl/nl/org/homepages/rcmhd/berlin_zeno_29_june_2007.pdf (June 18, 2010).

22. Ab Klink, Letter from Minister of Health, “Borging en kennisverbreding uitvoering risicoverevening,” April 11, 2008, at 
https://zoek.officielebekendmakingen.nl/dossier/29689/kst-29689-184?resultIndex=112&sorttype=1&sortorder=4 (June 18, 2010).

23. Eline van den Broek and Gerrold Verhoeks “Netherlands: Poll and Analysis,” in Impatient for Change: European Attitudes to 
Healthcare Reform (The Stockholm Network: London, 2004), p. 145, at http://www.stockholm-network.org/downloads/
publications/d41d8cd9-Impatient%20FINAL.pdf (May 14, 2010).

24. Dutch Ministry of Health, Welfare and Sport, “A Question of Demand, Outlines of the Reform of the Health Care System in 
the Netherlands.”
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by systems of capitated payment (based on the vol-
ume of patients under a provider’s care, rather than
services rendered) and care coordination.

The Marriage of Theory and Practice
Thus far, the only clear success of the Dutch

reforms is that the individual mandate has achieved
nearly universal coverage. The impact on health
expenditures remains undefined as the Organisa-
tion for Economic Co-operation and Development
(OECD) reports that the Dutch spent 9.8 percent of
GDP on health care in 2007, the same percentage
as in 2005. Whether this reflects cost savings is
unclear, as the other countries providing data for
2005 and 2007 have a record that is almost exactly
balanced: 13 countries reported a spending
increase relative to GDP, and 12 countries reported
a decrease.25

Time will tell whether managed competition can
help rein in Dutch health care spending, but two
major shortcomings in the reform efforts suggest
that any optimism of cost savings should be carefully
guarded. First, consumer choice is so constrained
that a negligible percentage of the population now
switches insurance plans during the annual open
season. Second, a market designed to
be competitive has quickly turned
into an oligopoly replete with allega-
tions of price-setting and other collu-
sive behavior. These troubling
developments have been enabled, if
not compounded, by a lack of infor-
mation about health care delivery and
quality of care.

Consumer Choice. Prior to
reform, politicians explained to the
Dutch people that the new system
would be “free market healthcare.” Of
course, if the health insurance market
were truly a free market, individuals
would not be obligated to buy insur-
ance. Even with this caveat, an insur-
ance mandate by definition is not

mutually exclusive of free choice among health
insurance plans; nor does it entitle the government
to determine standard benefit packages indepen-
dent of individual needs. In a market that tolerates
meaningful competition, a broad scope of health
insurance options will arise to meet the vastly differ-
ent coverage needs of individual consumers.

In the system of managed competition that was
actually implemented, by contrast, there is no real
consumer choice. The high nominal premiums
and the broad package, determined by the gov-
ernment, do not provide substantive differentia-
tion. Insurers essentially offer the same services
under different names.

Two statistics are often used to insinuate con-
sumer choice in the Dutch market: (1) the number
of insurers, and (2) the percentage of people switch-
ing plans each year. 

The number of health insurance companies in
Holland is often placed somewhere between 15 and
30, a relatively high number that might suggest
robust competition. The truth is that there are four
companies—Achmea, UVIT, CZ Group, and Men-
zis—that share 87.9 percent of the market. (See

25. Organisation for Economic Cooperation and Development, “OECD Health Data 2009–Frequently Requested Data,” Key 
Indicators, at http://www.oecd.org/document/16/0,3343,en_2649_34631_2085200_1_1_1_1,00.html (June 21, 2010).

Achmea/Agis
UVIT
CZ/OZ/Delta Lloyd
Menzis
Multizorg
De Friesland
Zorg en Zekerheid
Salland
Total

4,700
4,200
3,310
2,150
1,000

500
365
88

16,313

29%
26%
20%
13%
6%
3%
2%
1%

100%

Individuals 
Insured 

(thousands) Market ShareInsurance Group

4 groups 
have 88 

percent of 
the market 

share

heritage.orgChart 1 • B 2435

Market Share of Dutch Health Insurers

Source: GGZ, “Overzicht Zorgverzekeraars,” at http://www.ggzbeleid.nl/cijfers/zorgverzekeraars 
(July 14, 2010).
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Chart 1) The eight largest insurers effectively con-
trol 100 percent of the market. This market domi-
nance means that smaller insurers, if they are
financially successful, will likely be acquired by one
of the large companies.          

Additionally, the percentage of people changing
plans has greatly decreased since the first year post
reform. In 2006, almost one-fourth of the Dutch
switched insurers. In 2007, one year after the intro-
duction of the new system, the number fell to 6 per-
cent. That figure fell even further to 4 percent in
2008 and to a paltry 3 percent in 2009.26

Though the Dutch are technically free to
change plans each year, the lack of consumer
switching is due to an unwillingness that borders
on inability. First, the ability of consumers to find
the best plan depends on their ability to obtain
information. In 2006, the Dutch government took
on the responsibility of informing its citizens
about changes in the health insurance system, and
it still provides Web sites comparing different
insurance companies and insurance packages.
The insurance companies, however, do not pro-
vide sufficient information about differences,
prices, and changes in coverage. As the Nether-
lands Competition Authority recently reported,
information is lacking not only about the quality
of providers, but also about the insurance companies
themselves (e.g., difference in premium prices,
insurance packages, and services).27

Second, there must be meaningful price differen-
tiation among plans in order to compensate con-
sumers for switching costs. Many people will be
unwilling to change health plans without an appre-
ciable cost savings. Of course, state imposition of
a more or less standard plan results in premiums
that cost more or less the same: In 2009, the Dutch
nominal premium prices ranged from €963
($1,200) to €1,128 ($1,400) per year.28

To those not familiar with health insurance pre-
miums, a 17 percent difference in premiums may
seem to indicate substantial competition. Upon
comparison to the United States, however, it
quickly becomes clear why so few Dutch residents
change plans each year.

The authors of this paper used eHealthInsur-
ance, an online U.S. health insurance broker, to
obtain quotes for a 25-year-old male nonsmoker liv-
ing in a suburb of St. Louis, Missouri, purchasing
individual insurance. For a preferred-provider plan
(PPO) with a $10,000 deductible, the hypothetical
25-year-old should expect to pay about $375 a year.
Should he prefer a health maintenance organization
(HMO) with no deductible, he should expect to pay
about $2,400 a year. In other words, an average
nonsmoking, young American male can choose
among premiums that differ by 540 percent, a pre-
mium range more than 31 times greater than that in
the Netherlands.

For a 60-year-old woman who smokes and lives
in Sarasota, Florida, the percentage range is smaller:
Her individual plan options range between about
$3,300 and $9,200 a year, a 175 percent difference.
This range in premiums still offers more than 10
times as much choice as the range she would face
were U.S. policymakers to import the Dutch system
to the United States.

Oligopoly and Market Power. The government
of the Netherlands has repeatedly stated that com-
petition is a guiding principle of its reform. The the-
ory has been that competition will create a sense of
value, which in turn will drive down health care
costs. This focus on value is in line with research
such as that from McKinsey & Company, which has
found that in combination with an irrational supply
of health care—such as the administration of
unnecessary medical tests—the failure of the Amer-
ican system to “provide sufficient incentives to
patients and consumers to be value-conscious in

26. BS Health Consultancy, “Volop Concurrentie, Weinig Mobiliteit,” 2009, at http://nl.nielsen.com/news/documents/
Volopconcurrentieweinigmobiliteit.pdf (May 14, 2010).

27. Dutch Health Authority (NZa), “Zorgverzekeringsmarkt 2008: Ontwikkelingen beoordeeld door de NZa,” June 2008, 
p. 43, at http://www.nza.nl/binaries/7113/10083/monitor_zorgverzekeringsmar1.pdf (July 16, 2010).

28. Jan Ehrhardt, “Premie Overzicht 2010,” Het Financieele Dagblad, November 29, 2009, at http://www.monitor.nl/
ziek.html?http://www.monitor.nl/s_1916_all_.htm (June 29, 2010).
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their demand decisions” is “the overriding cause of
high U.S. health care costs.”29

Despite the Dutch government’s intention to
curb costs by creating a competitive market in
which consumers demand value, the market that
has emerged is by definition an oligopoly. The
nearly 88 percent market share captured by the four
largest insurance companies since the reform is well
in excess of the baseline concentration ratio for an
oligopoly, which economists put as low as 40 per-
cent and as high as 60 percent. Even the most for-
giving economist would consider the Dutch market
highly uncompetitive.

More definitively, the Dutch system’s Herfind-
ahl–Hirschman Index (HHI), which is used by the
United States Department of Justice and Federal
Trade Commission to calculate market concentra-
tion, places Dutch health care in the category of
least competitive markets.

The HHI is calculated by adding together the
square of each firm’s market share. For example, the
HHI of a market shared by two firms would be
5,000 (50*50 plus 50*50).  

The maximum HHI is therefore 10,000 (100 x
100), in the case of a pure monopoly. As competi-
tion increases, the HHI approaches zero. Markets
with an HHI score below 1,000 are considered
unconcentrated, meaning that market power does
not lie in the hands of any individual firm. Markets
between 1,000 and 1,800 are considered moder-
ately concentrated, and markets with a score above
1,800 are considered concentrated.30

Based on the most recent figures available, the
Dutch health care system has an HHI of 2,111. (See
Chart 2.) This level of concentration not only pre-
cludes Dutch consumers from seeking the value
that will drive down costs, but it also suggests that
supporters of the Dutch system would wish to
import to the United States a health care market
structure that the U.S. Department of Justice would

deem uncompetitive. It is also important to note
that the HHI score is now higher than it was before
the reform. In other words, managed competition
has thus far meant less competition.

Indeed, supporters of the Dutch system fre-
quently extol the virtues of competition in one
breath but then admit a lack of competition in the
next. For example, two authors claim that the
Dutch reform “has led to fierce price competition.”

29. McKinsey Global Institute, “Accounting for the Cost of Health Care in the United States,” McKinsey & Company, January 
2007, at http://www.mckinsey.com/mgi/reports/pdfs/healthcare/MGI_US_HC_fullreport.pdf (May 14, 2010).

30. United States Department of Justice, “Concentration and Market Shares,” at http://www.usdoj.gov/atr/public/guidelines/
horiz_book/15.html (May 14, 2010).
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But in the very next paragraph, the authors allow
that “price competition has declined over the years,
as the health insurance sector has consolidated
through mergers and takeovers.”31 This trajectory
of fierce competition to oligopoly took place in a
mere two years.

The trouble with an oligopolistic market is not
only that consumers have limited choice and thus
are unlikely to find the kinds of values that will
drive down health care costs. An additional prob-
lem is the risk that firms will collude to set prices.

Since 2008, this risk has increased given that
insurance companies now have the power to
decide which pharmaceuticals to reimburse.
Insurers may force pharmacists to exchange phar-
maceuticals that the doctor prescribed to ones
that are “about the same” and “therapeutically
interchangeable.” This “policy of preference” has
proven to be effective in driving down the macro
costs as insurers choose generics to replace more
expensive, innovative drugs.

But as a researcher at the financial services
firm ING warned, the power of insurers could lead
to cartels:

If they [insurers] all put the same generic
drugs on their preference list, it may be con-
sidered as “coordinated and uniform action”
which is against the law. Health insurers will
aim at the cheapest products available to put
in the reimbursement package. There is not a
lot of choice in “the cheapest medicines.” All
patients will be treated uniformly, regardless
what their doctor has to say.32

The Dutch association of producers of generic
drugs (BOGIN) has also filed a complaint with the
Netherlands Competition Authority. As BOGIN
chairman Frank Bongers explained, “The preference
policy drives out all competition as the big four con-

trol the market. Besides, the government’s intention
was to make insurance premiums more affordable
this way, but the insurance companies have not
modified their prices accordingly.”33

Instead, health insurance costs continue to
increase every year. According to the insurance
companies, this is due to higher health care work-
force incomes, an aging population, and increased
treatments for chronic diseases, such as diabetes
and obesity. In 2009, the government prevented a
premium increase for consumers by means of a
financial injection. This measure “saved” Dutch
patients 60 ($75) each that year. “That amount
will indisputably be added to the premiums next
year,” a spokesman for CZ, one of Holland’s major
health insurance companies, declared in De
Telegraaf newspaper. 

What U.S. Policymakers Should Know
As noted, the 2006 Dutch reforms were specifi-

cally based on the theory of managed competition.
Initially championed in the United States by Profes-
sor Alain Enthoven of Stanford University, the the-
ory of managed competition rests on the belief that
insurance companies should compete on price and
the quality of care delivery, not benefits. 

Other Examples of Managed Competition. A
number of working models approach Enthoven’s
vision of managed competition, though they differ
in crucial details and in most respects fall short of
Enthoven’s clear prescriptions. Perhaps the best
example of a working program that comes closest to
the theory of “managed competition” is the Federal
Employees Health Benefits Program (FEHBP). In
the case of the FEHBP, health plans are subject to
guaranteed issue and community-rating rules. But
there is no government standardized benefits pack-
age. In fact, there are a variety of benefit options,

31. Wim Groot and Pieter Vos, “Quality improvement and cost containment through managed competition in the Dutch 
health insurance system,” published in Lessons from Abroad for Health Reform in the U.S., Galen Institute and International 
Policy Network, March 2009.

32. Eline van den Broek, “‘Kartel Ligt op de Loer bij Zorgverzekeraars,’” De Telegraaf, August 7, 2008, at http://www.amweb.nl/
nieuws/in-de-media/kartel-ligt-op-de-loer-bij-
zorgverzekeraars.53498.lynkx?PostedField%5Bkeyword%5D=zorgverzek&pageStart=61 (June 21, 2010).

33. Eline van den Broek, “NMa Ontvangt Klacht over Kartel van Bogin,” MedicalFacts, August 18, 2008, at 
http://www.medicalfacts.nl/2008/08/18/nma-ontvangt-klacht-over-kartel-van-bogin (May 14, 2010).
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ranging from fee-for-service and managed care to
health savings account plans. Nor is there an indi-
vidual mandate or any government designed risk-
adjustment mechanism to cope with the problem of
adverse selection. In fact, curiously enough, the
FEHBP, though it is a pluralistic system of private
plans that responds to the personal choices of mil-
lions of consumers, has no risk-adjustment mecha-
nism at all.

Another health initiative that closely approaches
the managed competition model is the Common-
wealth Care program, an essential feature of the
2006 Massachusetts health care reform. This pro-
gram has just five managed care plans, with the
same comprehensive standardized health benefits
package, that enroll persons eligible for government
subsidies for insurance coverage. Like the Dutch
system, the Massachusetts program imposes an
individual mandate for the purchase of coverage.
However, the Massachusetts state officials did not
significantly alter the benefit mandates or other reg-
ulations that help to drive up health care costs in
that state; nor did they put a meaningful break on
the continued taxpayer subsidization of key players
in the hospital sector. Despite whatever successes
Massachusetts can claim in reducing the numbers of
the uninsured, cost reduction is not one of them.

The Nature of the Controversy. Some analysts
see the Dutch model of managed competition as an
ideological compromise, a “third way” between the
existing employment-based system of insurance
that characterizes American health care and a sin-
gle-payer model, like that in Canada or Great Brit-
ain. Others are more skeptical.

Critics note that the United States is too large,
diverse, and varied in its health care financing and
delivery to import the compact system used in the
Netherlands, a country of 16 million people living
on a land area smaller than West Virginia. The broad

acceptance and compliance with the individual
mandate and differences in risk tolerance in the
Netherlands highlight important cultural differ-
ences between the Netherlands and the United
States. With the enactment of America’s massive
new health care law, there is already evidence that
the individual mandate, now accumulating legal
challenges as to its constitutionality, will be difficult
to enforce in the United States.34

But more importantly, beyond the vast demo-
graphic and geographic differences between the
United States and the Netherlands, the theory of
managed competition itself holds its own unique
challenges.

With regard to insurance itself, the generally
risk-averse Dutch will often buy insurance for their
bicycles, a sharp contrast with the roughly 15 per-
cent of Americans who do not even comply with
mandated automobile insurance. While the individ-
ual mandate to purchase health insurance is now
U.S. law by virtue of the enactment of the Patient
Protection and Affordable Care Act of 2010, the idea
had not previously gained much political traction at
the state level as a means of expanding health insur-
ance coverage. The notable exception was the state
of Massachusetts, which enacted an individual
mandate as part of its comprehensive health reform
in 2006. Predictably, the recent federal enactment of
the individual mandate has resulted in an explosion
of controversy and litigation, with 21 states filing
suit to challenge its constitutionality. The mandated
policy and its penalties remain enormously contro-
versial. According to a recent Kaiser Family Foun-
dation survey, only 34 percent of Americans have a
“favorable” view of the individual mandate.35

Mandates without penalties are meaningless.
Universal insurance through such a mandate is
much easier in European countries such as the
Netherlands, where notions of social solidarity are

34. Under Section 1501 of the Patient Protection and Affordable Care Act, the individual health insurance mandate does not 
take effect until 2014, and the annual penalty for failure to comply is the greater of a flat dollar amount (starting at $95 in 
2014) or a percentage of income, capped at 2.5 percent. See Memorandum to Hon. Tom Coburn from Carol A. Petitt and 
Edward C. Liu, “The PPACA Penalty Provision and the Internal Revenue Service,” Congressional Research Service, April 
30, 2010, at http://coburn.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore_id=2ec1e180-afbf-4a48-ba12-
8dea812ac30a (May 14, 2010).

35. “Kaiser Health Tracking Poll—June 2010,” Kaiser Family Foundation, at http://www.kff.org/kaiserpolls/8082.cfm (July 2, 2010).
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simply more highly valued than individual free-
dom. Americans’ preference for personal liberty,
central to American political culture, would suggest
the adoption of less coercive policies based on pos-
itive incentives and personal responsibility, rather
than mandates, to achieve universal or near univer-
sal health insurance coverage.36

Another important cultural issue involves the
tolerance of “poverty traps,” which exist when low-
income subsidies undermine incentives to work
and increase income. Even if tailored well, subsi-
dies to purchase health insurance may have nega-
tive consequences for upward mobility and
economic growth. As Enthoven explains in an arti-
cle co-written with Professor van de Ven of the
Netherlands, in the Dutch model, “a high percent-
age of each extra euro earned reduces the earner’s
subsidy, leaving people with little incentive to
earn more money.”37

In the United States, fine-tuning is required in
areas such as Social Security benefits, child tax cred-
its, and earned income credits in order to avoid sit-
uations in which individuals have a disincentive to
reach higher levels of income. Inflection points at
which marginal tax rates increase significantly
undercut the economic incentives of individuals to
improve their economic positions.

Simply put, poverty traps can mean that policy
leading to one step forward also results in two steps
back. The Obama Administration came up against
the reality when its stimulus plan granted 25 addi-
tional dollars of unemployment insurance per
week. The result for one man in Georgia was that
while he gained about $100 in insurance payments
for the month, he lost $300 in food stamps.38

One of the signal triumphs of recent social pol-
icy was the Welfare Reform Act of 1996, which
managed to move millions of Americans off tradi-

tional welfare programs and into work, thus reduc-
ing poverty. Designing low-income assistance is a
delicate task, and American policymakers should
be properly concerned that they not devise a sys-
tem of premium assistance that would discourage
work or hamper economic advancement for low-
income persons.

As for managed competition, its dependence on
a regulatory regime can undermine competition
itself. While it is true that a free market cannot
flourish outside of the rule of law, there is a real dif-
ference between a highly regulated insurance mar-
ket as envisioned in the managed competition
model and a market that is flexible in response to
consumer demand governed by a common and lim-
ited set of rules, including rules to cope with the
problem of adverse selection.

Moreover, the widespread establishment of a
managed competition model could easily result in
the expansion of government influence through the
multiplication of ever prescriptive regulations, par-
ticularly over health benefits. Such a development
would undermine consumer choice and prevent
patients from getting the specific kinds of care
options that they want, which is the major point of
consumer choice in the first place. The Dutch
reform certainly bears out these drawbacks. In the
United States, with the full-fledged federal control
of health insurance markets beginning in 2014,
unless there is a repeal of the new law, Americans
will probably have a similar experience.

In addition, the Dutch experience highlights the
trouble that managed competition faces in properly
equalizing risk. No matter how good the ex ante
adjustments, actual costs incurred by insurers will
differ from projected costs. In fact, the extent to
which this problem will vex any model of managed
competition has been quantified by health policy

36. For a discussion of these alternatives, see Robert E. Moffit, “Choice and Consequences: Transparent Alternatives to the 
Individual Insurance Mandate,” Harvard Health Policy Review, Vol. 9, No.1 (Spring 2008), pp. 223–233.

37. Alain C. Enthoven and Wynand P. M. M. van de Ven, “Going Dutch—Managed-Competition Health Insurance in the 
Netherlands,” The New England Journal of Medicine, December 13, 2007, pp. 2421–2423, at http://content.nejm.org/cgi/
content/short/357/24/2421 (June 21, 2010).

38. Matt Apuzzo, “Stimulus Watch: $25 Check May Cost Recipients of Food Stamps,” The Seattle Times, June 15, 2009, at 
http://seattletimes.nwsource.com/html/politics/2009339109_apusstimulusfoodstamps.html (July 16, 2010).
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expert Joseph Newhouse, who found that one can
accurately predict only about 25 percent of the vari-
ation in health spending per individual.39

It is for this reason that the Dutch have not aban-
doned retrospective risk equalization, the use of
which creates a dilemma: Should insurers be reim-
bursed based on the actual costs of providing care to
the patient, or based on the average cost of treating
the patient’s diagnosed condition?

Reimbursement based on actual cost eliminates
the incentive to provide efficient care—also known
as “value”—thus driving up overall health expendi-
tures. Some critics fear that the importation of such
a reimbursement into the United States would be a
step backward, as the move to prospective payment
and away from retrospective payment was a key
development in American health care financing in
the latter part of the 20th century.

The alternative is to tie ex post reimbursement to
diagnosis codes, compensating insurers based on
the average cost of treatment. But that would leave
insurers without a financial incentive to provide
care beyond the amount for which they will be
reimbursed. In other words, the sickest patients
will be at the highest risk of receiving less care than
they need.40

If the function of a health care market is to secure
value for the consumer as a patient, then, at the end
of the day, the key decisions would be made by the
consumer, including which type of health plan the
consumer chooses; which kinds of health benefits
the consumer wants or needs; and which kind of
payment arrangements for doctors and other medi-
cal professionals the consumer thinks is best among
a number of competing health plans.41 There is,
in this view of a health care market, no need for
a national health board, some “supreme court of

health,” or a government-standardized benefit
package defining the benefits to which all citizens
are entitled.

Conclusion
In 2006, the Dutch government reformed its

health care system based on the theory of managed
competition. The most important accomplishment
of the new system is that the Dutch now have near
universal coverage. But, apart from universal cover-
age, the system does not meet many desirable
expectations. There is now, in many instances, less
competition and consumer choice; it could be
argued that rather than creating a new system, the
government is merely sharing its supply-side influ-
ence with health insurance companies. The demand
side of the health expenditure equation remains vir-
tually unchanged.

Even though the new system is sold as free-
market—or at least as competitive-market—the
Dutch health reforms have entailed the adoption
of significant government controls over health
care and delivery. Beyond the adoption of an indi-
vidual mandate, the government has created a
powerful National Health Board, which sets bene-
fits and establishes the rules for risk-adjustment
among health plans financed through a special
taxation. The government also imposes commu-
nity-rating and guaranteed-issue rules on health
insurance, and establishes benchmarks for physi-
cian and hospital payments.

Apart from that, insurance companies have been
given a strong position in the health care market.
They purchase health care for patients and some-
times—especially in the case of medicines—over-
rule doctor’s advice.

Other than greater access to insurance, there
remains a question of how the reforms have benefited

39. Joseph P. Newhouse, Melinda Beeuwkes Buntin, and John D. Chapman, “Risk Adjustment and Medicare: Taking a Closer 
Look,” Health Affairs, Vol. 16, No. 5 (September/October 1997), pp. 26–43.

40. “Is Managed Competition the Answer?” in John Goodman, Gerald Musgrave, and Devon Herrick, Lives at Risk: Single-
Payer National Health Insurance Around the World (Lanham, Md.: Rowman & Littlefield, 2004), at http://www.ncpa.org/pdfs/
04-130_23_Ch_22.pdf (June 21, 2010).

41. For a discussion of how a consumer-based, patient-centered system could be designed, see Edmund F. Haislmaier, 
“Health Care Reform: Design Principles for a Patient-Centered, Consumer-Based Market,” Heritage Foundation Backgrounder 
No. 2128, April 23, 2008, at http://www.heritage.org/research/healthcare/bg2128.cfm.
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Dutch residents. As explained in this paper, patients
in the Netherlands do not have a significant choice
between health insurance companies, nor can they
access sufficient information about the health system
and different options. Perhaps most alarming, the
system of “managed competition” has led to a market
that is, on the whole, less competitive than it was
before reform. After only two years, the Dutch insur-
ance market was a clear-cut oligopoly.

The United States appears to be on a similar
path. With the narrow, partisan enactment of Presi-
dent Obama’s health policy agenda, federal regula-
tory control has expanded dramatically, and the
range of potential health care options will be lim-
ited. Robust competition can hardly be expected to
emerge in this new legal and regulatory environ-
ment. Even though most of American health care

spending today is publicly financed, there is still
strong opposition among Americans to a health care
system designed and run by government officials.
With the expansion of government control over
health care dollars, it is unlikely that an insurance
system based on managed competition would serve
as a workable compromise between the public-
private third-party payment system that Americans
have today, and a single-payer system. More likely,
such a compromise would accelerate the trend
toward a government-run system in which a lack of
competition precludes consumer choice and
enables ever greater government spending.

—Ryan Lynch is a former Health Policy Graduate
Fellow at the Heritage Foundation, and Eline Altenburg-
van den Broek is an independent health policy analyst
from the Netherlands.


