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This monograph is the result of a meeting held in Washington, 
DC, on July 24, 2012. The goal of the symposium was to 
illuminate the issues around sustainable health spending by 
exploring perspectives on such spending, with explicit connec-
tion to the federal fiscal situation.  It represents a milestone for 
the Altarum Institute Center for Sustainable Health Spending 
(CSHS), whose mission is to guide the transition of the United 
States to sustainable health spending growth by analyzing and 
tracking spending, developing solutions, and advocating for 
meaningful change.

Why is achieving sustainable growth in health 
spending a critical systems issue?
Health spending has grown faster than the economy for 
decades, resulting in growth of the health care share of national 
economic output (gross domestic product (GDP)) from about 7% 
in 1970 to about 18% today. This inexorable increase in health 
care spending is a problem for individuals, families, businesses, 
government, and the overall economic health of the country. 
This is particularly evident when viewing federal, state, and local 
government budgets. About half of health care spending is 
publicly financed, mostly through Medicare and Medicaid; and 
the current rate of growth for these programs is not sustainable, 
as it crowds out other priorities, such as infrastructure needs and 
education. A sustainable solution requires a long-term reduction 
in the health spending growth rate relative to GDP or “bending 
the health care cost curve.” 

What are our core strategies for approaching this 
work? 
The CSHS builds upon decades of multidisciplinary policy 
research experience and advanced economic modeling for 

public, private, and philanthropic clients. With the Center, 
Altarum is focusing this research and policy expertise on the 
macroeconomic trends and key drivers of health care spending 
to formulate strategies for sustainable growth. 

Core strategies follow: 

▲▲ Timely tracking and forecasting of health spending and 
cost factors,

▲▲ Systems-level evaluations of options for bending the cost 
curve,

▲▲ Research to fill data gaps and develop new promising 
strategies,

▲▲ Pilot projects and demonstrations of strategies in particu-
lar geographic areas, and 

▲▲ Development of and advocacy for policy recommenda-
tions to advance proven approaches. 

The center is one of four critical systems issues funded by 
Altarum and launched in May 2011 (shown in this triangle 
figure).

Monograph Videos 
A complete (3½-hour) video of the event, and a roughly 
10-minute “highlights” video, can be found here:  
www.altarum.org/cshs/meeting-videos 

Please also note: the presentations given on July 24 have been 
edited for clarity. 

Preface 
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Summary and Reflections—Thomas Getzen

This symposium was not the first convening of experts to address 
this topic, nor will it be the last. As framed by Ceci Connolly 
of PricewaterhouseCooper (PwC), our moderator, the core 
issue is how much health spending is sustainable, a question 
that is deceptively simple and frustratingly complex. The main 
conclusion, strongly voiced in a closing panel of Joanne Kenen 
of POLITICO, David Lansky from the Pacific Business Group on 
Health, and Karen Ignagni from America’s Health Insurance 
Plans, is that we do not as yet have an answer, or a currently vis-
ible process for reaching agreement in the near term. However, 
our speakers were able to present the essential elements of any 
solution, the necessary trade-offs, and some promising signs and 
evidence of progress.

Why the Deadline for a Temporary Fix Has Al-
ready Slipped Past Us
Our first set of experts, Alice Rivlin of the Brookings Institution 
and Joseph Antos of the American Enterprise Institute, addressed 
the issue of sustainability with regard to the federal budget and 
quickly converged on the key indicator from that perspective: 
growth of health care spending (especially Medicare and Med-
icaid) held to GDP plus 0% to 1%. With the quantitative limit so 
easily agreed upon, the sources of conflict became more evident. 
Congress cannot agree, and when it does set a limit, e.g., the 
Sustainable Growth Rate for Medicare physician reimbursement, it 
annually reneges, leaving finances and providers in disarray. Health 
care cost increases may threaten the long-run fiscal viability of the 
government but are frankly of little importance during the next 30, 
60, or 90 days and rank far down the list of voter concerns, which 
begin with jobs, then more jobs, then better jobs, and then the 
deficit before eventually reaching health care. 

Health care has long been identified as the nation’s “jobs machine,” 
creating ever more positions even as employment in manufactur-
ing, agriculture, and construction continue to shrink (though 
manufacturing hiring has been a pleasant surprise in the current 
expansion). With the economy still reeling, perhaps teetering at the 
edge of another recession, why would any policymaker advocate 
cutting the most reliable source of new jobs? Major cuts in health 
care costs, no matter how vital in the long run, simply cannot 
be realistically proposed until the economy fully deleverages 
and recovers. By 2007, the United States had already passed the 
point at which a temporary fix—a payment cut like the Balanced 
Budget Act of 1997 or mandatory enrollment in tightly managed 
care—could realistically be proposed as a way to buy time. Taking 
a hatchet to health care today means cutting away at an already 

wounded economy. Even making a surgical slice in costs (for 
cardiology, diagnostics, long-term acute care, or drugs) or applying 
a compression bandage (to home health, hospice, orphan drugs, 
or another outlier) could endanger the one sector leading us out of 
the recession. The deficit prevents us from proposing a sudden cut 
that would temporarily put off the question of sustainability. It has 
taken 20 years to get us into this hole, and a realistic plan to take us 
out will take a decade or longer.

How We Got Here and Lessons Learned (a.k.a. 
What Went Wrong)
The second panel began with Len Nichols of George Mason 
University succinctly stating the problem (premiums growing 
faster than incomes), the consequences (accumulating debt and 
a lack of affordability), and the risks and potentials of several 
future paths. Arnold Milstein from Stanford University provided 
a graphic image of the cost-revenue gap as an economic 
“tapeworm.” He then examined various efficiency improvements 
only to conclude that only continuous change, the equivalent of 
an industrial revolution and reorganization of the profession of 
medicine, would be able to reliably reduce the rate of growth. 
Ziad Haydar of Ascension Health echoed the need for system 
change, pointing out the myriad of policies and procedures that 
had been put in place over the years and the inability to make 
local successes sufficiently scalable and comprehensive to “bend 
the curve.”

A central point of Dr. Nichols’s and Dr. Milstein’s presentations 
was that the gap between costs and revenues and the resulting 
accumulation of debt were predictable outcomes of human 
nature: trying to pay for necessary services with “other people’s 
money” in the vague hope that the consequences (lower 
wages, higher taxes, and more debt) will not materialize. Drs. 
Nichols, Milstein, and Haydar categorized the multiple ways in 
which prior attempts to control costs have fallen short and will 
continue to fail. Providers cannot set limits as long as they are 
rewarded for more services, regardless of need. Third-party pay-
ers are in the health insurance business, and cost controls are a 
sideline or, even worse, a way to lose customers. Consumers are 
too insulated from costs and too fragmented to jointly exercise 
control. Employers have pioneered a myriad set of effective 
innovations, from bundled reimbursement to wellness, but 
even the largest corporate programs are isolated and tiny in the 
context of a provider-payer market more than $2 trillion strong. 
Our presenters, representing an ideological spectrum, could 
comfortably agree on one thing: Congress cannot be counted 
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on to agree on much of anything and certainly not to craft a 
consensus on medical cost control. The list of policies that will 
not work stretches from “soft” limits to “whack-a-mole” attempts 
to clamp down bit-by-bit on multiple hot spots. If the market, 
the public, and the representative Congress have all been found 
inadequate to the task, then it is time to ask why.

I and others usually trace the origins of health insurance to 
Bismarck’s plans for industrial workers in Germany in 1883. A 
hundred years later, some of the unintended consequences 
and unpaid bills are more apparent, especially for the unique 
path taken by the United States during the 1950s and 1960s. 
The desire to take the financial burden from patients led to cost 
shifting, lack of cost awareness, and third-party obfuscation of 
prices. These distortions could be ignored or covered over so 
long as costs were low relative to available disposable income 
and tax revenues (levels and their growth). 

While the symposium largely dealt with government health care 
spending, I would like to briefly address consumer spending 
and affordability. Average income per person in the United 
States was $2,827 in 1960, and the amount spent on health care 
averaged $147 per year—about 5%. Medical expenses were 
manageable even without insurance. For those whose incomes 
were below average or perhaps suffered a severe illness, making 
their expenses five times that much, it was still usually possible 
to find a way to cover the costs by relying on friends or family. 
Today, just the copays and coinsurance required under a good 
employer-provided health plan often take more than the 5% 
of income paid for everything back then. It is not reasonable 
to expect a worker making minimum wage to pay $10,000 or 
more only for medical care and insurance. By 2012, income per 
capita had risen to $49,917, but the cost of medical care had 
risen much more rapidly, to almost $9,000 or 18%. Paying 2 or 
3 weeks of salary for doctor bills and health insurance in 1960 
did not seem unfair. Trying to put aside 2 months of paychecks 
today would make it difficult for many working families to cover 
rent, food, and taxes. A serious illness requiring hospitalization 
could easily cost more than $150,000 and leave them bankrupt.

The unequal distribution of household incomes makes afford-
ability and insurance premiums even more problematic. A single 

parent heads some households, while other households have 
two incomes and no children. The “average” of $50,000 per per-
son per year is pulled upward by a few very high incomes (e.g., 
lawyers, professional athletes, CEOs, investment bankers). The 
median, the middle of distribution at the 50th percentile that 
many would consider a more “typical” income, is considerably 
less than the mean (mathematical average). In 2011, the average 
household (about 2.5 persons) had a mean income of $69,677, 
but the more representative median household income was 
$50,054. The distribution of financial wealth, savings needed 
for unexpected emergencies and long-term care in retirement, 
is even more skewed. Health insurance is expensive: $5,615 for 
regular plan with single coverage and $15,745 for family cover-
age. Those families fortunate enough to have someone working 
at a good job with health insurance from an employer pay only 
about one-quarter of that ($3,750), but others usually must pay 
more or fall into the group “employed but uninsured,” for whom 
any significant illness could mean financial catastrophe. 

Median household income in the United States was $4,970 in 
1960, more than sufficient to cover the average national health 
expenditure of $147 several times over. Any household with at 
least one person working at minimum wage could afford health 
care (rule of thumb: less than 10% of household income – the 
Patient Protection and Affordable Care Act [PPACA] 2010 
guideline is 9.5%). Since almost every middle-class working fam-
ily could afford health insurance and routine medical expenses, 
there was little or no gap. By 1981, medical costs had risen to 
$1,275, and only 68% of households could afford coverage on 
their own. However, another 17% of households earned less 
than the minimum wage and presumably had Medicaid or other 
safety net coverage, leaving a gap of 15%—the working poor 
who could not really afford health insurance but would probably 
not qualify for assistance. In 2011, the cost of medical care had 
grown to $8,847, and only a third of households earned enough 
income ($88,470) to comfortably reach the 10% threshold. The 
percentage of households earning minimum wage or less was 
approximately 13%, meaning that the affordability gap had 
widened to 54% of all households in the United States, squeez-
ing most of the middle class and often crushing those with 
major disabilities or preexisting conditions (Figure 1).

Figure 1: The Growing Gap Between Medical Cost and Household Income

  1960 1981 2011

Cost of medical care $147 $1,275 $8,874

Median household income $4,970 $19,074 $50,054

Below wage limit 22% 17% 13%

Household can afford—less than 10% of income (%) 86% 68% 33%

Gap—middle-class families who cannot afford health insurance none 15% 54%
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In 1960, health care costs were a problem only for a small 
segment of the lower middle class or nearly poor without 
decent jobs and thus could be ignored by most people. There 
was essentially no gap. Rising costs began to pinch household 
budgets in the 1980s, and many economists estimate that 
almost all wage gains for middle-income working families over 
the last 10 years have been wiped out by the increase in health 
insurance contributions. Well before 2012, affordable health 
care had become a problem for most Americans. 

Picturing the Future: Policy Simulation
A stern note was struck at the end of the second panel when 
Gene Steuerle of the Urban Institute characterized health care as 
an open-ended system that could only be brought under control 
by imposing a hard limit, a budget constraint that applied across 
both public and private expenditures. In the third panel Charles 
Roehrig from Altarum looked beyond the problem of controlling 
health spending to the question of what rate of growth would be 
sustainable. He noted that, to be sustainable, the growth in health 
spending must fit within what the government can afford. This, 
in turn, depends upon what taxpayers are willing to provide in 
revenues and how much of those revenues are needed for non-
health spending. His simualtions revealed that even a growth rate 
as low as GDP+0 would not be sustainable without record high 
tax revenues (20.5%) and record low non-health spending (7% 
not counting social security). Laudably but perhaps unfortunately, 
such simulations reveal and even highlight the hard choices 
which the public, and congress, has tried to avoid over the last 
fifty years. Donald Marron of the Tax Policy Center at the Urban 
Institute inserted a note of realism into the simulations – arguing 
that cutting federal non-health spending below 8% would be 
unprecedented (and unlikely), that debt to GDP levels needed 
to be not only stabilized, but severely reduced, and questioned 
the wisdom of making health insurance tax deductible in a 
world short of revenues and long on excess medical spending. 

The Good News
Amid this dreary litany of stalled policies and failed promises, 
our experts were able to highlight a number of positive 
developments:

▲▲ Medical innovation and therapeutic advances are real and 
continuous. Life expectancy has lengthened and age-
adjusted disability has been ameliorated during every 
decade. Sustainable technological improvement in medi-
cal treatment is well established; social improvement is 
not, as tremendous disparities, poor communication, and a 
lack of caring respect still plague many parts of our health 
care system.

▲▲ The sustainable health spending goal is well defined and 
achievable. The standards are already being met by some 
of the more progressive health systems, such as Geisinger, 
Intermountain, and Ascension, and by the health systems 
in nations with economies similar to the United States.

▲▲ We have already shown some success. Health care costs 
were stabilized around GDP+0% for 1993–2000 without 
disabling cuts in service (but rebounded once political 
scrutiny and heavy regulation were removed). 

What I Believe It Will Take
Making U.S. health care sustainable involves the end of health 
insurance as we know it, as well as major changes in medical 
organization, policy, and legislation. Something new must 
replace our current patchwork of programs and temporary 
fixes. Doing so will require a grand bargain not yet in reach. First 
there are some basic trends and elements of consensus that 
must be reached to set the stage. These must then be carried 
out through a series of specific policies, some of which would 
require new legislation. The needed consensus, trends, and 
preconditions include the following:

▲▲ Stop looking for “who to blame” and “magic bullet” 
solutions. We have met the enemy, and they are us. As 
policy experts, doctors, lawyers, legislators, hospitals, 
insurers and pharmaceutical companies, we have all made 
health care overly complex, excessively expensive and 
unsatisfactory to patients. There are no simple explanations 
or effortless solutions. Continuing to search for easy answers 
(more competition, less obesity, a vaccine for HIV, ...) is just a 
distraction, a way of avoiding tough political decisions that 
are necessary to move forward. The public will have to give 
up on these false promises of miracle cures and painless 
reforms and come to grips with medical reality. 

▲▲ Administrative implementation by the Centers for 
Medicare & Medicaid Services (CMS) of existing cost 
controls. We already have regulatory and management 
structures capable of exerting downward pressure on 
reimbursements, e.g., SGR. These will have to be further 
deployed and pressed even after providers begin to plead 
for relief, in order to create momentum and apparent 
bending of the cost curve. 

▲▲ Explicit recognition and negotiation of subsidies 
and costs for research, teaching, and disadvantaged 
groups. This will involve an acceptance that change will 
require a combination of restraints on expenditures and 
revenues increases.
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▲▲ Drastic changes in the organization of medicine. 
Beyond the implementation of electronic health records 
and IT or the shift from medical doctors in solo practice to 
health system employees, a more profound and complete 
overhaul of medical practice, comparable in scope to the 
Industrial Revolution or the massive corporate reform and 
flattening of management carried out in the last quarter of 
the 20th century, is needed.

▲▲ Timely and robust methods of assessment. To maintain 
policy momentum, we must be able to measure changes 
in real time to determine what is working. The Current 
Population Survey, the Health and Retirement Survey, the 
Medical Expenditure Panel Survey, the National Health 
and Nutrition Examination Survey, and other instruments 
will need to be strengthened and expanded. The monthly 
analytics provided by Altarum and other data from orga-
nizations help define and address some needed areas for 
expansion. 

▲▲ Agreement among the public, employers, and major 
parties. No one can really move very far forward until 
almost all major groups can do so. 

The above are merely some of the preconditions required before 
real bargaining begins. Then comes the hard part! As many 
economists have ruefully noted, the question of how to improve 
efficiency is often less relevant than how to make a deal. Deals 
are tough, and there is no reason to waste time and political 
capital attempting to craft a solution until there is some reason-
able possibility and path to success. Actually getting there will 
require difficult legislative actions as follow:

▲▲ Budget constraint, a hard limit on costs that applies 
across the public and private sectors. A lopsided limit will 
create pressures for cost shifting or denial of care that will 
undermine the practice of medical care and frustrate the 
critical goal of nearly universal coverage.

▲▲ Some increase in revenues.

▲▲ Comprehensive agreement between parties that 
includes the major medical interest groups including doc-
tors, nurses, hospitals, pharma, insurers, and integrated 
systems. Each group will need some guarantee that it is 
safe to compromise and move forward. 

▲▲ Specific and coordinated reimbursement rules. The 
incentive structure must change to channel provider effort, 
patient behavior, and political action into increased value 
and productivity. 

The net result would be sustained and sustainable improve-
ments in medical productivity and value that raised the public’s 
health and reduced the federal deficit. It is more audacious than 
what can currently be achieved. It is also necessary. The Altarum 
symposium’s analytic and political experts all comfortably 
endorsed one conclusion: The current operations and financing 
of U.S. health care are not sustainable. A final plea was made by 
Ms. Ignagni at the close our of discussions to talk about—even 
agree on—political and financial sacrifices that are currently 
unthinkable but obviously required. 
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Introduction

Jeff Moore 
Good morning and welcome. I’m Jeff Moore, Senior Vice 
President and Chief Development Officer with Altarum Institute, 
a nonprofit health systems research and consulting organization 
that I hope many of you know. Thank you very much for joining 
us for what certainly promises to be a very well informed and, 
we hope, even a little provocative conversation about sustain-
able health spending and the U.S. budget. 

It is perhaps a sad commentary on the degree of dysfunction in 
our elected leadership to be hoping that the fiscal cliff looming 
before us in 5 months might actually focus us and force us to 
make some painful, though necessary, budget choices. Maybe 
we should all be channeling a little bit of Winston Churchill, who 
counted on America to finally do the right thing after trying 
everything else. While some of the answers about how we get 
from our current state of fiscal peril to a more secure financial 
path might lack complete clarity, one thing is abundantly clear 
and absolute: There is no getting to the other side of this fiscal 
chasm without coming to a common understanding of what 
a sustainable rate of health spending looks like for this nation 
and quantifying it and setting measures against which we can 
track national performance. This is one of the critical systems 
issues—defining a picture of sustainability—which Altarum 
Institute has taken on as a pillar of its internally funded research 
and demonstration agenda. Of course, we don’t wade into this 
work alone. Our Center for Sustainable Health Spending has 
an extraordinary national advisory committee, and many of its 
members are on our panel today. They inform how we think, 
and they sometimes challenge our assumptions, as they should. 
Our thanks go out to them and to all of our speakers for joining 
us here this morning. We also have wonderful partners, like 
the Robert Wood Johnson Foundation (RWJF) and Brookings 
Institution, that help make these discussions possible, and we’re 
especially thankful to RWJF and to Brookings for their support of 
today’s symposium. 

Ceci Connolly
The phenomenon of skyrocketing medical costs is not terribly 
new. As you know, since 1970, health care costs per capita have 
grown about 2.4 percentage points faster than GDP. Families, 
of course, feel that burden. We hear from employers that their 
medical tab is impacting their competitiveness both here and 
overseas. Obviously, the growing health care budget threatens 
our ability as a nation to climb out of debt and pursue other 
priority issues, but we also know that all health care spending is 
not created equal. As the Center for Sustainable Health Spend-
ing has documented, the health sector has been one of the 
bright spots on the job creation front in this sluggish economic 
recovery. Shouldn’t health be one of the top spending priorities 
of this wealthy nation? The riddle, of course, is determining how 
much is the right amount, and that brings us to today and a 
rather unique effort to answer that question. In a series of pre-
sentations with discussants adding on, we hope to delve deeper 
into an issue that is so important that the Altarum Institute put 
it in the title of its health care center: Where are we today with 
respect to health care spending? Where are we headed? Can we 
alter that path, and if so, how? Those are a few of the “simple” 
questions that we’re going to put before our group today.

http://www.altarum.org/csi/cshs/nac
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I. Federal Health Spending: What Path Is Implied Under  
U.S. Budget Deficit Control?
Alice Rivlin
This conference raises a very important question. Budget wonks 
like me have been throwing this word “unsustainable” around 
with great abandon for a long time. We claim that the federal 
budget is on an unsustainable path, that projected deficits 
and debt increases are unsustainable. We claim further that 
projected growth in health spending is to blame, that it is not 
realistic to get to a sustainable federal budget without slowing 
the growth of health spending, often known as “bending the 
curve.” What are we talking about? I want to warn you in advance 
that there is no single answer to this question. It depends on 
how highly you value health care, what you want to give up to 
get it, and what you want to give up to get it produced more 
efficiently so you can have more of something else. 

A few years ago, I was at a conference of very earnest defense 
analysts; and they, like you, cared a lot about national security; 
and their question was, “OK, economists, how much defense can 
we afford? Just give us a number, and then we will do the best 
we can with that amount of resources to defend the country 
effectively.” That sounded very reasonable to them, and they 
were very disappointed when I said, “There is no such number. 
You have to decide—we have to decide collectively—what the 
threats are, what the probabilities we will have to face them are, 
and whether it’s productive or not to do it in different ways.” And 
health care is exactly like that. 

Let me start with an easy question to which I actually think there 
is an answer: What is a sustainable path for the federal budget? 
I think we can answer that question, and if we don’t answer 
it, we’re in real trouble. The answer to the question “What is a 
sustainable federal budget?” is one in which our debt is not 
growing faster than our economy (i.e., not growing faster than 
our GDP). That doesn’t mean we have to balance the budget. 
It does mean that we can’t run a deficit which is bigger than 
the incremental growth in the economy. If we can grow our 
economy faster than we are doing at the moment—if we return 
to a normal situation in which we’re growing our economy by 
at least 3% – then we can run a deficit of, say, 1% or 2% and 
not get into serious trouble. So the goal is to stabilize the debt 
at some reasonable ratio to the size of the economy. I’ve been 
on what seems like dozens but is probably only three or four 
budget commissions that have all asked this question at the 
very beginning of their work: What is a reasonable ratio? The 
Simpson-Bowles Commission, the Domenici-Rivlin Commission, 
and others all coalesce around 60%, but of course there is no 

magic number. And please note that our debt (and I speak here 
of the debt held by the public, not counting the debt held by 
the government itself ) is now over 70% of GDP, and that ratio is 
rising. This is why we think it’s not sustainable. 

We have been at different levels of debt over our history. At the 
end of World War II, our debt was well over the size of the GDP: 
108% of GDP in 1946. It drifted down to about 24% in 1974, not 
because we retired debt or ran surpluses (we rarely did), but 
for the reason I alluded to earlier: We grew the economy faster 
than we grew the debt, pretty consistently over about 30 years. 
And then debt began to move up again in the 1980s with the 
large Cold War defense-oriented expenditures and the Reagan 
tax cuts. In the early 1990s, we became quite worried about a 
rise into the high 40% range, and we took steps to control it. We 
balanced the budget for several years in the late ‘90s and got the 
debt to GDP ratio down to about 33% by the end of 2001. 

Debt has now shot up again, 74% and rising, and it’s the “and 
rising” that is the key sustainability worry. It matters because we 
could have a loss of confidence in our ability to pay it back; we 
could suddenly face much higher interest rates; and the higher 
your debt is relative to your economy, the worse it hurts. We 
used to say we’re not Greece; well, we’re not Greece. Now we say 
we’re not Italy and we’re not Spain. But it’s not so clear that we 
can count on being different for very long. The one thing that 
can be said for sure about any country whose debt continues 
to rise faster than the growth of its economy: It is going to get 
into trouble at some point. And we’re certainly in the danger 
zone. We can’t count on being saved by our status as the world’s 
strongest economy or the fact that other countries are in worse 
shape or our past good record of paying our debt. Thus we have 
a baseline definition: We’re simply not on a sustainable track 
right now, and if we don’t change our current policy (and note 
I said current policy, not current law), we will eventually be in 
serious trouble. 

Why is the budget outlook so unsustainable? Because federal 
spending is projected to grow faster than the GDP. That’s due to 
the aging of the population and the projected costs of health 
care. It’s not due to any of the things that candidates are arguing 
about in the campaign. The wars, the recession, and the past tax 
cuts are basically irrelevant to this prospect going forward. This 
is the reason why serious bipartisan efforts to stabilize the debt 
come out at the same place: It will require reducing the growth 
of health care spending and increasing revenues, because 
nobody thinks we can get spending down fast enough not to 
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need more revenue, and revenues are extraordinarily low at the 
moment. Health programs and, to a much lesser extent, Social 
Security are the only growth items in the projections. So what is 
a sustainable rate of growth for federal health programs? 

Going in, you would think that health spending can’t grow much 
faster than revenues and revenues, no matter how we tweak 
the tax system, will grow about as fast as the economy, so your 
first approximation goal might be to get health spending down 
such that it isn’t growing faster than GDP. But, as I argued, we can 
afford some deficit spending, thus GDP plus something would 
work. But that assumes that nothing else in the federal budget 
is growing faster than the GDP. Now that’s not a bad assumption 
if we keep the lid on domestic discretionary spending, as we 
have been (actually growing slower than GDP recently), and we 
don’t have new big wars and we don’t lose the confidence of 
world markets so that our interest rates and consequent debt 
service doesn’t kill us. We must accommodate some growth for 
increasing numbers of Social Security beneficiaries, but we can 
presumably keep that from adding to the deficit by generating 
more revenues and changing the benefits in some way (e.g., 
adjusting the formula, changing the retirement age, etc.). Thus, 
one could propose as a reasonable target that health spending 
in the federal budget could grow at the rate of GDP plus, say, 1%. 
Note that we already have that target. It is built into Medicare 
via the Affordable Care Act (ACA). The Independent Payment 
Advisory Board (IPAB) is charged with keeping growth at GDP 
plus 1% or lower by changing Medicare payment incentives or 
using its other (constrained) tools. Simpson-Bowles adopted a 
similar target, and so did we in Domenici-Rivlin. How difficult 
is this? There’s evidence that health care spending growth, 
especially Medicare growth, has slowed recently. Can we assume 
that IPAB will continue (not be repealed), that it will do its job, 
that it will be successful? This may not be overly difficult in the 
short run. With respect to Medicare, newly retired are young 
65-year-olds, thus the demographics are initially favorable. The 
Medicare population on average will get younger for a while. But 
there are a lot of ifs, and beyond the 10-year window for which 
it is projecting a favorable scenario, the CBO assumes spending 
growth will speed up again. 

Obviously, these are outside limits. We shouldn’t spend more 
than we need to get good results, and the evidence of waste 
and inefficiency, as well as poor quality in the system, is all 
around us, especially in fee-for-service Medicare. There are 
plenty of ideas about how to improve providers’ incentives 
to deliver more cost-effective care and patients’ incentives to 
seek it out: bundling payments, coordination and Accountable 
Care Organizations (ACOs), integrated health systems paid on 
a capitated basis, insurance with higher patient cost-sharing, 

etc. All of these, in my opinion, ought to be pursued, but the 
real question is how. At the moment, our polarized politics and 
the conversation on the Hill has, in my view, brought us to a 
dead stop because there is a perceived conflict between those 
who want to do all of these good things and incorporate better 
incentives by regulation through the IPAB in Medicare and hope 
that that spreads to the rest of the system and those who want 
to do it by competition by having integrated, capitated plans 
compete on an exchange and hope that the most cost effective 
ones win out.

Joe Antos and I have been part of that discussion. The answer 
that we have in the Domenici-Rivlin plan is, “Let’s do both: 
Retain fee-for-service Medicare for people who want it, and 
allow it to compete in the marketplace with other plans.” This 
is a solution that should appeal to both parties but, at the 
moment, doesn’t, because there is too much fear and distrust 
on both sides to reach any compromise. But even if we get the 
incentives right and we develop good-quality measures and 
good ways of rewarding them, which is a lot, we will still have 
major choices. As research for ways of extending life gets more 
elaborate and expensive, we’re forced to make tough decisions. 
We can’t assume that more health care is always better. Better 
than what? Better than education? Better than recreation? 
Better than investing in the future of our young people? Not 
obviously. Nothing is easy!

Joseph Antos 
Alice and I have been collaborating for a long time, so you’re 
not going to hear much disagreement between the two of 
us not only about what the problem is but also what policies 
we should try next. I believe that even if we tried our favorite 
policies now, that 10 or 15 years from now, we could meet 
and identify other issues that would require equally dramatic 
changes. Ideally, the fundamental circumstances would have 
changed. In this talk, I will elaborate on the problems facing the 
government, because I believe that the deficit picture discussed 
by Alice is optimistic. In addition, I will propose some solutions 
to putting us on a more sustainable path. 

Figure 1, which was published in The Washington Post a few 
years ago, shows just how dire the budget situation is. The lower 
line shows how total federal debt has exploded since 1980. Total 
debt includes debt held by the public as well as the IOUs that 
Social Security, Medicare, and other programs have in place. I 
think this is the right way to look at debt: It characterizes not 
just the immediate-term problem that you see when you look at 
debt held by the public, and it also gives you some short-term 
sense about just how deep of a fiscal hole we are in due to the 
entitlements. 

http://bipartisanpolicy.org/projects/debt-initiative/about
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Figure 1.

Where are we today? As of July 19, national debt was $15.9 
trillion, which is larger than the U.S. economy with an annual-
ized first quarter GDP of $15.5 trillion. The current debt limit is 
$16.4 billion. We are inexorably approaching the debt limit and 
the political theatre that will emerge as the President, regardless 
of party, tries to raise the limit.

Is this path sustainable? What’s sustainable has a lot to do 
with what else you want to spend the money on. Our focus on 
the debt is shorthand for concern that we may not be able to 
finance other important functions of government—not just 
defense, but also education, roads, environmental protec-
tion, and so on. Figure 2, which is the classic CBO chart on 
entitlements, makes clear that we must address Medicare. The 
long-term projection for Medicare is for constantly rising spend-
ing, whereas spending on Social Security tapers off after 2035. 
One reason for the different growth paths for the two programs 
is that while both of them rise with the growth in the older 
population (and disabled population), Medicare also grows 
with projected increases in health care utilization and prices. It 
is notable that health reform has an imperceptible effect on the 
growth in federal spending (after the initial bump up), which is 
why we focus on Medicare. 

Figure 2.

It is well known, as shown in Figure 3 that health care as a share 
of the economy has been ratcheting up, and the interesting 
question is where Medicare fits in all of this. Let’s look at the 
ratio of Medicare’s growth to that of national health care 
expenditures for each of four decades, 1970–2010. 

Figure 3. 

As indicated by Figure 4, even in periods when health care 
spending has grown relatively slowly, Medicare has exceeded 
the growth in national health spending. The introduction of 
Medicare Part D contributed to the higher growth in Medicare. 
It should be pointed out that Figure 4 compares the increase 
in Medicare to the increase in total national health spending, 
which includes Medicare. If you compared Medicare spending 
to health spending for the non-Medicare population, the 
comparisons would be even worse. 
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Figure 4.

Medicare and other federal health programs are crowding out 
other government spending. Figure 5 illustrates this point. The 
share of health spending in the federal budget rises from 24% in 
2012 to about 35% in 2022. This increased share is offset by the 
decline in discretionary funding that shrinks from 36% to 26%. 
Discretionary spending includes defense, education, infrastruc-
ture development, and other critical activities that have a great 
deal of support by the American people. It is not surprising that 
considerable concern has been expressed over the pressure 
health spending is placing on discretionary spending. 

Figure 5.

I should note that, as pointed out by Alice Rivlin, there is a brief 
period of respite in Medicare spending as large numbers of 
relatively young and healthy (that is, low-cost) Baby Boomers 
begin to enroll in Medicare. But eventually, even Baby Boomers 
reach ages when they need more medical care. Spending is 
virtually certain to climb because of this demographic fact, 
combined with continued health innovation, which is keeping 
more of us alive longer at higher cost. 

As dismal as this outlook is, it might be optimistic. The future 
could be worse than predicted if current law and policies are 
not changed. 

First, under current law, Medicare hospital payments rates will 
be reduced to Medicaid payment levels and stay there, accord-
ing to CMS actuaries (Figure 6). The assumption embedded in 
this graph is that Medicaid payment rates (price, not price times 
quantity) will decline over the next 75 years relative to those 
for private insurance. I doubt that decreases in payments of this 
magnitude will take place, but that is the implication of the law 
as it now stands. Second, under current law, Medicare payments 
to physicians are supposed to drop by about 27.5% (Figure 7). If 
this occurred, Medicare payments would drop below Medicaid 
rates. Do you believe this will transpire? I don’t, and we have the 
last 8 years of Congressional overrides to physician payment 
cuts to demonstrate how unlikely it is to occur. 
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Figure 6.

Where do we go from here? The Budget Control Act created 
the supercommittee to solve all our problems, but that process 
collapsed. That leaves us with a 2% sequester hitting Medicare 
in 2013 and much larger across-the-board budget cuts for most 
other programs. This is a small reduction in Medicare spending, 
well below that which we would expect Congress to enact in a 
normal year. In fact, the White House’s 2013 budget released last 
February included a much larger reduction in Medicare over the 
next 10 years, plus some reduction in Medicaid. 

Figure 7.

Those cuts would be on top of Medicare reductions required 
by the Affordable Care Act. The ACA cuts by themselves are 
sufficiently deep that 15% of hospitals and other institutional 
Part A providers would lose money on their Medicare business 
by 2019. Rick Foster, Medicare’s chief actuary, called that 
unsustainable. Those unsustainable cuts are just the beginning 
if we continue down the same path we’ve been on all along. 

The Affordable Care Act, unfortunately, didn’t really address the 
cost issue. Its primary purpose was to expand coverage, and it 
essentially implemented the Massachusetts Model. As noted 

above, the ACA included large cuts in Medicare fees to providers 
and to health plans, which do not necessarily translate into 
more efficient care. It also authorized projects to test innova-
tions in payment methods that may have more promise. 

One of these initiatives is development of Accountable Care 
Organizations (ACOs), which are intended to reduce cost by 
promoting effective and efficient care. However, ACOs are 
health maintenance organizations (HMOs) light. Beneficiaries 
are not enrolled in an organization but rather assigned to an 
ACO depending on where they obtain the majority of their 
health care services. I’m concerned that if beneficiaries don’t 
know that they are in an organized health plan (which itself is 
not in complete control of the services delivered to patients), 
they will not change their behavior in seeking out expensive 
providers, partly because they’re not paying any of the direct 
costs. 

Another initiative is bundled payments, which would provide a 
single payment for a group of related services. We’ve been talk-
ing about this for 25-plus years. However, bundled payments 
by themselves do not change the fundamental incentives of 
fee-for-service (FFS) reimbursement. 

Finally, the ACA establishes an Independent Payment Advisory 
Board. The concern I have with IPAB is that it has a very short-
term focus: It’s supposed to identify when spending rose too 
rapidly in the preceding year and then to propose corrective 
policies, primarily by cutting payment rates, to quickly solve 
the problem. They could go beyond that, but they’re going to 
have a hard-enough time coming up with price control policies, 
so IPAB is really not the answer. It is the way Congress has long 
attempted to slow program spending, and it doesn’t change the 
way we deliver health care. 

The bottom line here is that we have yet to think in practical leg-
islative terms about the long-term impact of Medicare spending 
and its impact on future generations. 

What do we need to do? Structural changes are required. I 
would argue for putting federal health spending on an enforce-
able budget. There’s no current automatic stopping place in the 
budget for entitlement spending. As noted above, that is also 
true for Social Security payments, but the problems with Social 
Security are minimal compared to those for Medicare.

The fee-for-service incentives, which drive 75% of the program, 
strongly promote the use of services. Lowering payment rates 
helps, but it does not make real changes to the incentives 
embedded in the system. As long as there’s a profit margin, 
you can expect to see the health sector expanding services. 
We have to consider a broader payment package, and that’s 
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where moving to a defined benefit approach in Medicare, called 
premium support, makes sense. With Medicare premium sup-
port, we move from rewarding volume and intensity of service 
to rewarding, not penalizing, efficiency and cost-effectiveness. 
Although we talk about cost-effectiveness and efficiency, the 
current payment system rewards quantity. 

Of course, we have to do many other things. Proponents of 
premium support often ignore the fact that it is not a simple 
policy. It does not and should not eliminate regulation. You need 
sensible regulation, which must be refined as we go along. You 
need better information for consumers and providers. 

Even under a premium support system, fee-for-service Medicare 
is going to be with us for a long time. If that’s the case, the 
program must be given the tools to make it competitive in the 
market. I argue that fee-for-service Medicare should not be run 
exclusively out of Capitol Hill or out of Baltimore. Fee-for-service 
Medicare ignores the regional variations and issues and can’t 
adequately deal with them precisely because it is a “national” 
program. The program should operate on a more competitive 
basis. Simplifying cost sharing, adding catastrophic coverage, 
discouraging first-dollar Medigap coverage, raising the eligibility 
age, etc. are some of the other important changes that should 
be introduced. We need to encourage greater coordination of 
care within FFS Medicare. We’ve been talking about this since 

1987–1988, when Gail Wilensky settled on the term “coordinated 
care” because she didn’t like the term “managed care.” Let’s do 
it. We now have the computer systems and technical capability 
to possibly make it a reality. Alice and I have been talking about 
these things for a long time, and one of these days, Congress will 
enact them. 

I would make Medicaid into a block grant program. The 
incentive under the current financing system is to find a way to 
increase the nominal cost of care in Medicaid, which increases 
the federal matching payment. That’s clever accounting but 
raises concerns about whether payments are appropriate, and 
it does nothing to improve efficiency. Clearly, we need to do 
something about that. 

The tax exclusion is another way that health care is financed 
in ways that promote unnecessary spending. We should move 
towards refundable tax credits or even towards advanceable 
tax credits. This would shift the locus of federal subsidies to 
the people who actually need them. A sound political solution 
would retain a fraction of the current tax benefits for high-
income earners and devote more to those earning less. Most of 
that money should be going to low-income people who would 
like to buy insurance and are having difficulty doing so. There’s a 
lot to be done to reform our complex health financing system!
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Session I. Questions and Answers

Ceci Connolly
You don’t think the sequester is enforceable?

Joseph Antos
The problem with the sequester is that there will be a new 
Congress starting in January, and they aren’t the group that 
passed it. While it is partly enforceable, what I truly had in mind 
is something that I and a group of people concerned about 
fiscal policy have suggested for some time now: having an 
explicit national debate about how much we want to devote to 
health spending and other entitlements versus everything else, 
allowing the level to change over time but making it conscious 
rather than unconscious, which is what we have now.

Bob Berenson1

Both of you dealt with half of the issue (i.e., the spending side). 
CBO projects that half of the Medicare spending increase over 
the next 25 years is from a near doubling of the population 
served. How do you solve what’s essentially a lack of revenues 
by spending cuts when we have spending under reasonable 
control?

Alice Rivlin
I don’t think we have spending under reasonable control. I 
stressed at the beginning, and maybe should have stressed 
more, that any sensible plan for stabilizing the debt requires 
substantially more revenues. The proposals in Simpson-Bowles 
and Domenici-Rivlin involve a total blow-up of the individual 
and corporate tax codes and reforms that produce lower rates, 
a much broader base, and a lot more revenue. I think we’ve 
considered Medicare-specific revenues. We took off the cap 
completely on the Medicare payroll tax. If Medicare continues 
in its present form, I’d raise the Part B premium back toward its 
original relationship to total cost (it’s fallen to about 25%, and 
Domenici-Rivlin returns it to 35%). What matters for revenues 
is a major change regarding the income tax or alternatively a 
consumption tax. We will need several trillion dollars over the 
next 10 years, and Medicare is de minimus. 

1  Robert Berenson, MD, is Senior Fellow at the Urban Institute.

Joseph Antos
I completely agree with Alice. One thing that I would do to 
seriously transition Medicare to a modern insurance program 
is erase the distinction between Parts A and B and initiate a 
comprehensive premium structure and cost sharing in accord 
with current standards, rather than being beholden to the 
historical precedent established in 1965, and ultimately include 
Parts C and D.

Judy Lave
We’ve talked about structural changes for a long time. I’m 
concerned that we should be talking about cultural changes and 
that we need to debate the role of cost-effectiveness analyses, 
especially the phenomenon of people becoming irrational when 
payers decide not to pay for things that are shown to be ineffec-
tive. CMS has refused to limit back surgery spending, although 
it has proven to be ineffective. We spend billions on what some 
people consider to have no value. 

Ceci Connolly
On comparative effectiveness research (CER), the Patient-
Centered Outcomes Research Institute (PCORI) is going to start 
pumping out $500 million in grants a year on this very topic. 

Alice Rivlin 
I think we must do cost-effectiveness research and restructure 
payments so that they don’t reward demonstrably ineffective 
treatments. If you want an ineffective treatment, you’re going to 
have to pay for it out of pocket. However, any rational, construc-
tive, national debate must proceed gradually. Culture only 
changes slowly over time. 

Joseph Antos 
If there was ever a program that could not take the lead it’s 
Medicare. It is overwhelmingly clear that a government entity 
saying you can’t have a health care service is too big of a threat 
for politicians to absorb. We need to subsidize CER to determine 
what doesn’t work (though this can be a moving target as 
information changes) and private insurance companies outside 
the Medicare program to accept the harsh economic and 
financial realities that they must take the lead, even more so if 
the economy remains in the doldrums, which many analysts are 
predicting. 

http://www.pcori.org/
http://www.pcori.org/
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Ceci Connolly
Do you anticipate that the government will eventually follow 
the private sector on comparative effectiveness and perhaps use 
the private sector for political cover?

Joseph Antos 
When standard practice changes to eliminate a service, 
inevitably Medicare stops paying for it. You don’t need a policy; 
you only need doctors to stop prescribing things that don’t 
help. It’s very difficult under current political circumstances to 
see the government issuing a coverage edict. Payment policy is 
much easier to deal with, because it is so difficult to understand. 
Most beneficiaries think the services are fully covered, because 
they have Medigap or are dually eligible under Medicaid. The 
gap increasingly isn’t going to be filled in, and to the extent that 
Medicare patients have to pay out of pocket, they’re going to 
be a lot more interested in asking these cost and effectiveness 
questions. 
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II. Overall Health Spending: What Path Are We On?

Len Nichols
In this paper, I am going to discuss where we are headed, where 
everyone wants us to be, and the choices and challenges ahead 
of us. I am also going to talk about the real problem of manag-
ing uncertain progress. As I began to prepare my remarks, an 
image created by the Bergman movie Through a Glass Darkly 
filled my brain (Figure 1). In addition, one of the lines from that 
movie, “There are wild beasts everywhere in the silent darkness,” 
kept ringing in my ears. Bergman clearly anticipated the House 
Republicans. I’m very impressed that he figured out what wild 
beasts are, and they are there to get us if we’re not careful 
(Figure 2). 

Figure 1. 

Figure 2.

The basic problem facing us is that health care costs and premi-
ums are growing faster than income. Out-of-pocket premiums 
are growing even faster than total premiums. The growth in 
median family income over the past 10 years was negative. 

Health insurance premiums have grown faster than health care 
costs for a decade, which is an interesting fact about relative 
market power. The result is that more and more Americans can-
not afford the medical care that most of us think they ought to 
have. These different growth patterns are illustrated by Figure 3. 

Figure 3.

Figure 4 provides information on another problem facing us: the 
growth of debt. The line shows the debt held by the public as a 
share of GDP and is read against the right-hand scale. In 2005, 
it was about 40%. It is currently above 60% and headed toward 
70%. The bar graphs are read against the left-hand scale, which 
shows the interest on the debt as a percent of GDP. Between 
2005 and 2012, interest as a percent of GDP increased from 1% 
to 3% of GDP. These data convey the fact that, with the reces-
sion and the stimulus, we’ve had a steep increase in debt and 
interest. (It should be pointed out that the stimulus accounts 
for about one-third of these increases.) It should also be noted 
that it would cost about 1% of GDP to cover all of the uninsured. 
The ACA will spend about three-quarters of 1% of GDP and will 
cover about three-quarters of the uninsured. I believe that we 
are squandering two times as much as is required to cover the 
uninsured, because we can’t figure out a bipartisan way to get 
our fiscal house in order. In my view, that’s a moral failing of a 
very high order. 
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Figure 4.

I want to give you my version of U.S fiscal history. Figure 5 
shows publicly held federal debt as a percentage of GDP. At the 
end of World War II, debt was more than 100% of GDP. Then, 
between 1945 and 1979, debt’s share of GDP gradually fell. It 
fell primarily because of the economic growth that the country 
experienced, but it also fell because of budget policy. During 
that time period, we were investing in infrastructure, scientific 
research to make our universities the envy of the world, roads, 
schools, bridges, and so forth. Yet debt as a percent of GDP 
declined. Why? Because we had a bipartisan consensus that we 
should pay for public sector spending. After falling from over 
100% to about 20% in 1980, debt as a percent of GDP began 
to rise. Why? The recessions that we have experienced led to 
some increase in the debt share of GDP, but the large upward 
rise started with the Reagan Administration and a change in the 
Republican view towards taxes, deficits, and debt. 

Figure 5.

Let’s be clear: The country reduced debt to approximately 20% 
of GDP, and then President Reagan told us we don’t have to 
pay for government. He told us he would balance the budget 
with tax cuts, but then when supply-side economics didn’t 
sufficiently raise revenues, he and his party began to tell us 
that deficits don’t matter. He cut taxes, increased the defense 

budget, the Soviet Union disintegrated, the Berlin Wall fell, etc. 
He is justly revered in many circles. But he told us we didn’t have 
to pay for government. Largely in response to this line of argu-
ment, along came Ross Perot. Ross Perot bought TV time with 
his own money, held up PowerPoint charts, and argued that 
we have to get serious about the debt. He created the political 
space for Bill Clinton and Newt Gingrich to balance the budget. 
Despite their mutual antagonism, these two men accomplished 
the “impossible” and balanced the budget. When Clinton left 
office, we had a $200 billion surplus. Then what happened? The 
2001 and 2003 Bush administration tax cuts were enacted. A 
couple of wars were started and a prescription drug plan was 
implemented, all without being paid for. However, the tax cuts 
are the major cause of our current debt mess. The most recent 
expansion in debt came from the stimulus package, which 
was designed and did prevent an economic depression. Our 
problem is not borrowing when we must, as we did in World 
War II and as we did during the current recession as required to 
stem an existential threat to our way of life. The problem is the 
absence of bipartisanship about what to do now to bring debt 
down to a reasonable range. That’s where it takes both sides 
to be intellectually honest, as Joe Antos and Alice Rivlin were. 
(I note that Alice Rivlin was Office of Management and Budget 
[OMB] Director from 1994 to 1996, as Clinton and Gingrich 
began to prepare for balanced budget talks. I wish Joe Antos 
and Alice were in the Congress today.) 

Returning to health and the budget, what does the Ryan 
budget do? As shown in Figure 6, it cuts the federal spending 
share of GDP going toward health care in 20 years by half. I 
would call that serious shock therapy for our health care system 
that is nowhere near ready for such a draconian move. Have 
you been to an understaffed nursing home in the summertime? 
We are considering these cuts at a time when our economy is 
still in great peril. We are teetering on the edge of a double-dip 
recession, and all we talk about is how much to cut. 

http://budget.house.gov/uploadedfiles/pathtoprosperity2013.pdf
http://budget.house.gov/uploadedfiles/pathtoprosperity2013.pdf
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Figure 6.

Figure 7 comes from Goldman Sachs, where rumor has it they’re 
pretty good at capitalism. They have a model that depicts 
the net fiscal impact of federal and state spending on the 
economy. The chart shows that, in the early part of the Obama 
Administration, when the stimulus package was implemented, 
increases in federal and state spending added 2% to GDP. As 
federal spending slowed and state spending decreased after 
the federal subsidy of state spending ended, the net fiscal 
impact was negative. The dotted line is the “fiscal cliff” we face. 
If we let these sequestered items go into effect in the name of 
a “down payment” toward solving the long-term debt problem, 
we’re going to drive our economy back into recession or worse. 
Goldman Sachs estimates that it will lead to a 3% decrease in 
GDP. The term we have for that in economics is “a big screw-up.” 
You certainly want to avoid a 3% drag on a weak economy; thus, 
it strikes me as bizarre that we are not talking about simultane-
ously effecting macroeconomic stimulus as well as long-term 
debt reduction. 

Figure 7.

One reason that tax increases seem to be off the table is the 
belief that we are overtaxed. But are we really overtaxed? In 
Figure 8, the overall tax rate is plotted against the GDP growth 
rate for a number of Organisation for Economic Co-operation 
and Development (OECD) countries. The U.S. tax rate is 10 per-
centage points less as a share of GDP than the OECD average, 
and we have a bigger military than all of them combined. Note 
that the German and Austrian growth rates were much higher 
than ours during the Great Recession, yet they have tax rates 
above OECD averages. Don’t tell me that we have too much 
redistribution, have too much discretionary spending, and that 
we don’t have a fiscal imbalance. It’s not about overall tax rates; 
it’s about how you combine changes in taxes and expenditures. 
We need a far more balanced approach than that proposed by 
Ryan. I don’t think anybody who understands the health care 
system believes the Ryan budget trajectory is feasible. We’ve got 
to figure out another way. 

Figure 8.
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We think we know what we want: a condition-specific, patient 
acuity-adjusted, comprehensive payment system distributed 
among coordinated clinicians and providers who will be 
incentivized to reduce cost growth. We want to get away from 
8,000 Current Procedural Terminology codes and 800 Medicare 
Severity Diagnosis Related Groups that currently comprise the 
basis of our Medicare payment system. If only we could get the 
right bundle, we’d have the perfect distribution and everybody 
would be happy: a catnip-filled nirvana. The problem, of course, 
is, excepting “Star Trek” and fairy tales, there is no easy way of 
getting there. We’ve got to go from where we are, and it’s not 
going to be smooth sailing. It is like the picture of two guys 
in a raft, maybe going the wrong direction and circling in the 
currents. I submit to you that every human being operating in 
the health care system today feels as if they are in such a raft. We 
policy wonks feebly tell them that if they paddle a certain way, it 
will be good, but they can’t take 6 months off to figure this out. 
They have patients coming every single second of every single 
day. Yet we are asking for a fundamental “moon shot” change! 
I’m totally for it, but it’s going to take time. 

We face two roads to fiscal balance with respect to health 
spending. One road is to say, “We can’t afford it, so let’s cap it. 
Medicaid was a nice idea, but it is too expensive. The federal 
government should create a block grant program, and this 
will incentivize the states to do the right thing. Medicare was 
a nice idea, but it is much too expensive. Let us give Medicare 
beneficiaries vouchers that grow with GDP+1.” Again, the 
private market will evolve to control costs. But I don’t believe 
the health care system would respond well to this approach. 
Stakeholders would protect themselves and leave increasing 
millions of Americans out of luck. The second approach is for 
the government to work with the private sector to realign 
incentives. It may seem that realigning incentives takes the 
wisdom of Pericles, and instead of Pericles, we have Rick Gilfillan 
(Director of the CMS Innovation Center) and Barack Obama. And 
as smart as they are, clearly there’s much that’s needed that they 
can’t do. 

What scares me about the health care budget conversation in 
Washington is how much of it is spreadsheet economics. Pick a 
number and that’s where we’ll fix the growth rate for Medicaid 
and Medicare and let the states and markets figure it all out. 
But they can’t. If insurers could do this, they would have. They 
can’t because they don’t have the market power to deal with 
the reality on the ground in most parts of our country. The 
idea that we’re going to withdraw the government and have 
health plans enforce the discipline we want is unreasonable. 
Instead, what I hear insurers saying is how little market power 
they have vis-à-vis the hospital and physician nexus. I don’t see 

how you can rely on them as a deus ex machina. I think we’re 
stuck with a long, hard slog through incentive realignment and 
health production reform. We’ve got to give mutually account-
able risk and reward and targets, and we have to create some 
organization like an IPAB, to which I’d certainly extend more 
broad-ranging powers. 

Incentive realignment is multidimensional. We spend our time 
talking about employer/payer versus provider because it’s 
exciting, it’s where all the money is, and it’s where the “gerbil 
fixing” is occurring to make them run this way through the 
maze. We need to engage the patient both in terms of cost shar-
ing through wellness and smart benefit design as well as with 
decision support so they have the tools to enable them to make 
decisions with the clinicians. We need to properly incentivize 
both physicians and patients. I am confident we’ll get there, but 
it’s going to take some work. Patients don’t live in health care 
systems; patients live in communities, and communities don’t 
all have healthy food, and they don’t all have places to exercise 
and so forth.

The challenges are that no one knows exactly how to do this, 
and our broken politics make it difficult to move forward. The 
next two figures indicate just how much our politics are broken. 
The Figure 9 picture is taken in front of the American Airlines 
Arena in Dallas. I’m certain this woman did not read the 2,000 
pages and conclude that, indeed, ACA is representative of what 
they taught as socialism at SMU. I’m pretty sure somebody gave 
her that sign. The woman shown in Figure 10, in front of an 
unseen supporter of PPACA, who is holding the sign, “Protect 
my healthcare/Protect the law,” is convinced that the supporters 
of the law are trying to stifle her voice, which is why she put the 
red blood paint on her face. She believes that the law represents 
absolute tyranny. Neither of these pictures demonstrates what I 
would call a reasoned debate. 

Figure 9. 



Altarum Institute

Sustainable Health Spending and the U.S. Federal Budget 14

Figure 10.

The core of the opposition is fear. I don’t know how government 
became the vampire, but it’s going to remain caricatured as a 
vampire until the public and its representatives figure out how 
to rationally discuss what government is for, what taxes are for, 
and the fact that we are undertaxed compared to our ambitions. 
There’s also economic fear. The recession is huge in people’s 
minds. They may fear that the ACA will reinforce the recession. 
We also fear losing access to our own care and to the quality 
of care we are used to. However, the truth is that for those with 
at least one visit, the average American has six visits a year. 
We outnumber the uninsured 6 to 1. They already get about 
50–60% of the care we get. One fewer visit for each of us could 
then solve this capacity problem. This shift could be facilitated 
by making more use of e-visits, but then we have to figure out 
how to pay for such visits. 

Figure 11 shows that list of activities being sponsored by the 
Centers for Medicare and Medicaid Innovation (CMMI). (Truth 
in advertising: I’m a CMMI Advisor. It’s a separate program, not 
overseeing a whole agency, though we’d like to!) While CMMI 
certainly has good ideas, it is important to note that the private 
sector is taking some of those ideas and already acting upon 
the reality that we need to change incentives broadly. Figure 12, 
which is from America’s Health Insurance Plans (AHIP), shows the 
states where payment innovations such as the establishment of 
medical homes, payment bundling, introduction of accountable 
care organizations (ACOs), and other ideas on the CMMI list 
are taking place. Every state is involved except for Wyoming. 
We know the entire country is behind this effort. In 2011, over 
3,000 innovation challenge grant applications were submitted 
by different health care organizations presenting their preferred 
incentive realignment strategies. There is a groundswell of 
interest in getting new incentives right.

Figure 11.

Figure 12.

There are only four ways to cut spending. We can improve our 
health habits: We can eat our broccoli and do more situps. 
(Good luck with that in the short run.) We can reduce service 
use, reduce the costs (prices) of producing those services, or 
we can improve quality. In some cases, improving quality can 
lower cost; but in others, it will not. The IOM has developed a 
list of targets for reducing spending (Figure 13). The IOM targets 
unnecessary services and excessive administrative costs in this 
list. With respect to administrative costs, hospitals spend about 
$0.20 per dollar of revenue, while doctors’ offices with under 10 
practitioners spend about $0.30 per dollar of revenue just to get 
paid. Why are these costs so high? The main reason is that there 
are 1,300 members of AHIP, many of whom have different claims 
adjudication algorithms, pay different prices, have different 
guidelines, and so forth. We could fix that in a few months with a 
serious approach.
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Figure 13.

At the end of the day, over the next 10 years, we need to move 
reduce total spending (off baseline) by 30%. If you normalize 
spending in today’s proportions, as shown in Figure 14, I’m talk-
ing about moving from 100 to 70. This is meant to convey what 
a sobering challenge we face. Given our demographics, I don’t 
think reducing nursing home and home health care significantly 
is likely. Greater buyer effort and cooperation could force lower 
drug prices. I predict that total physician spending will essen-
tially stay the same, though we’ll spend much more on primary 
care teams and much less on specialists qua specialists. Thus, 
there is no way of escaping the conclusion that most of the 
savings must come from hospitals. We need to develop business 
models to help them survive while the transition occurs. There 
are two ways to achieve the 30% spending reduction: One is for 
every hospital to do its proportionate share all by itself, which 
simply is not realistic; the other is for “shining cities on a hill” to 
exist and teach the other institutions. That has always been the 
solution. (Thank God Ascension is one of those “cities” and is 
represented at this symposium.) 

Figure 14.

To make this transition sustainable, we need a commitment 
to build a system that works for all of us. You can’t solve the 

problem unless you agree what the problem is. The problem 
in Congress is that they wouldn’t agree what the problem is 
(because that would have forced Republicans to admit we 
have to spend more money to subsidize the lower-income 
uninsured). We need data from the government to help us build 
a collaborative infrastructure so the shining cities can teach 
each other, and we need the government to be part of a smart 
buyer team that includes the private sector. There is substantial 
work to do on multiple fronts, and removing the government 
as a buyer—the single biggest and only buyer with market 
power sufficient to counteract the significant hospital power 
in the country—is suicide. Governments have to partner with 
the willing and bribe the rest, because, while there are many 
physician leaders (e.g., Ziad Haydar) who are trying to take us to 
the Promised Land, they require government help. We need to 
recognize that there’s mutual self-interest in achieving this and 
it is impossible to protect the fiscal purse any other way without 
shifting an unconscionable amount of risk to everyone else. 
That’s my fundamental point. 

We also need mechanisms for spreading success within 
organizations’ culture and leadership, but, more importantly, 
a collaborative mechanism is required for spreading success 
across organizations. In my opinion, the most promising 
initiatives are multipayer payment reforms occurring in different 
parts of the country, because what clinicians really want is a 
single set of incentives, reporting requirements, and feedback 
lists. They certainly don’t want 1,300 different ones. 

ACA changes those incentives. It fundamentally outlaws risk 
selection. That’s why roughly 800 of the 1,300 insurers hate it 
and will be bought out by larger insurers if the ACA survives 
the election. We simply don’t need these small insurers who 
aggressively underwrite. The new business model will become 
helping clients find value in the health care system, not 
profiting by protecting the healthy from the sick. There will be 
a powerful incentive to share gains. And across communities, 
again the shining city on the hill, success will be rewarded. Jobs 
will migrate where health care costs are lower, and the beacon 
to the Promised Land will be shone. 
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Arnold Milstein 
The job we’ve gathered to discuss is attainment of urgently 
needed efficiency gains in the United States health care system. 
Our challenge is not simply to reduce per capita spending 
in the U.S. by the 20–40% that the IOM estimates confers no 
health benefit, but also to perpetually and safely lower its 
subsequent annual growth rate by ~2.5 percentage points. 
The latter task is parallel to the auto companies learning to 
reengineer their vehicles every year to obtain about a 2–3% gain 
in fuel efficiency. It is worth noting that this did not occur until 
government CAFE regulations and fuel economy advances by 
competing foreign car companies compelled it. 

Figure 1 portrays the 2.5-percentage-point challenge: the need 
to lower the slope of the per capita health care spending curve. 
The tapeworm’s upper “gum line” is the rate of growth in per 
capita health spending (for 2012, I used the Altarum Institute 
projection); the bottom “gum line” reflects our ability to pay 
for it as measured by the rate of growth in GDP. Warren Buffett 
referred to health care spending growth in excess of GDP as 
a tapeworm inside the American economy. I agree with him. 
It adversely impacts the federal budget, state budgets, and 
the global competitiveness of American workers and private 
employers. 

Figure 1.

There is debate about whether we may have already lowered 
the long-term health spending trend. I’m agnostic on this point, 
since it depends on when you set the baseline for calculating 
the rate of change and how much you think the current 
slowdown is attributable to the severe 2008 financial collapse. 
However, remember Drew Altman’s famous two page article 
in Health Affairs showing that any time the health industry 
is in the crosshairs of public policy, health spending growth 
temporarily levels off. I think we still have a problem, and there 

are many working-class and middle-class Americans debilitated 
by Buffet’s tapeworm as a consequence of our failure to control 
health spending growth safely. 

How do we attain a 2–3% annual increase in miles per gallon of 
health insurance fuel without slowing our rate of health gain? 

The first step is improving our health system’s translational effi-
ciency by closing the wide gap between high-value U.S. health 
care providers and average providers. With the help of Boeing, 
I asked Regence Blue Shield to produce value comparisons for 
individual doctors in Seattle. The two axes in Figure 2 provide 
information on the two components that define value. The 
vertical axis reflects the best available measure of the quality of 
care provided by each doctor. The horizontal axis is an indicator 
of how much health insurance fuel each physician “burned” 
as measured by the total Blue Shield allowable payments for 
all health services per case mix adjusted treatment episode 
attributable to that physician. If we had used a per-patient 
rather than per-episode cost measure, the spread between best 
and average performance would have been similar. An index of 
how any U.S. industry performs is the degree to which service 
sellers such as physicians are clustered at the so-called “price-
performance” or “value” frontier. In Figure 2, the upside-down 
curve is the price-performance frontier for Seattle physicians. 
Instead of a tight distribution of physicians near the value 
frontier, we observe what looks like a buckshot blast. Hence, the 
critical national policy question is, “What will motivate providers 
to cluster at and then more rapidly advance beyond today’s 
value frontier?” 

Figure 2.

As a MedPAC Commissioner, I was persuaded to accept the view 
that we can do better if we bundle up doctors, with or without 
hospitals, into bigger organizations, because they can then 
afford the infrastructure that’s needed to produce more health 
with less money year in and year out. Toyota’s large systems 
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engineering team is one of the ways it excels in gas mileage 
and overall value for money. If we bundle physicians, will we 
get more clustering at the price-performance frontier? Figure 3 
provides information on the cost/quality performance of large, 
multisite physician groups in California. (In this slide, costs are 
measured by risk-adjusted total health care payer-allowable 
spending per enrollee per year.) These risk-bearing doctor 
groups for many years have faced a somewhat value-competi-
tive California HMO insurance market. We do not observe tight 
clustering at the value frontier. This indicates that that we’re not 
close to where we need to be even in California, where half of 
those insured through the private market are in HMOs, which 
to varying degrees have transferred insurance and quality risk 
to larger-scale health care providers capable of leveraging 
scale. The intensity of competition for value among these larger 
“systems” has so far failed to deliver frontier clustering. Though 
the HMO market is a big segment of the California private 
insurance market, HMO revenues still represent only a minority 
of revenue for most doctors and hospitals. Thus, there may be a 
signal strength problem created by our wholly unharmonized 
U.S. health care payer system. 

Figure 3.

Even if we could move more doctors, whether as individuals or 
groups, to the value frontier, it would still not solve the dynamic 
problem of health spending growth exceeding growth in GDP 
by 2–3% annually. However, a move to the frontier, at least on 
a one-time basis, would do a world of good. I estimate it would 
reduce per capita spending in the U.S. by at least 15% to 20%. 
Since the gap in the tapeworm’s jaws is about 2.5% a year, this 
would flatten per capita health growth for a good 10 years. At 
that point, to avoid societally divisive forms of income-based 
rationing, we will need to induce America’s doctors, hospitals, 
biomedical tech companies, and health plans to produce more 
health and better patient care experiences with about 2–3% less 
health insurance fuel each year. 

I and others have spent careers working with doctors and hos-
pitals striving to reduce per capita spending safely. Why haven’t 
we been more successful? We battle four dragons, all of which 
must be slain to remove the initial 15–20% or more of “waste” 
and then perpetually solve the 2–3% growth problem through 
cost-effective innovations in health care delivery (Figure 4). 

Figure 4.

The first dragon is our lack of clinical reengineering skills. We 
haven’t come close to creating a value-competitive health care 
industry that continuously examines its care delivery processes 
and develops better, less expensive approaches attained in 
other industries, such as commercial airlines, and that have been 
subject to significantly more pressure for value.

The second dragon is poor and misaligned incentives, which 
other speakers at this symposium have addressed. Under our 
current fee-for-service-based system, health care organizations 
are penalized if they safely prevent the need for costly services 
or introduce less costly ways of delivering care such as patient 
group visits, email visits, or allowing diabetics to see all neces-
sary providers in one visit. Even Kaiser Permanente, which is 
not subject to fee-for-service incentives, is not at the value 
frontier that current science and technology would enable. 
It is much more difficult for Kaiser to continuously study and 
rapidly redesign care if they don’t face a tight, value-competitive 
market. 

The third dragon is the irrational component of our natural fear 
of rationing. Individuals are fearful of any policy, no matter how 
safe, that hints patients might not get the services needed to 
survive and/or function better. It is very easy for opponents of a 
policy, however worthy, to manipulate that fear. As a nation, we 
need to be able to discuss the implications of health care fund-
ing limits and the types of tradeoffs required to slow the health 
care sector’s impairment of funding for K–12 education, worker 
wage growth, and the global competitiveness of U.S. employers. 

The last dragon is our splintered payment system. The ques-
tion of single payer versus multipayer is irrelevant. We need 
harmonized payers. Germany and other countries with higher 
value health systems do it. Under our unharmonized system, 
providers get paid on different bases by different payers and 
face different care guidelines, different criteria for insurance 
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network inclusion, and different payer-provider interfaces. U.S. 
hospitals and physicians face a crazy quilt of mixed signals, 
wasteful administrative costs, and great frustration. 

What policies hold the most promise? One approach is to 
incentivize plan enrollees to use higher-value providers. Let 
me describe the example of a large, self-insured health plan 
sponsored by several big hotels and a large union in Las Vegas. 
The health plan generated value comparisons of physicians, 
similar to those shown in Figure 2. It eliminated from its health 
insurance network doctors that were producing less health with 
more health spending from its network. Though physicians 
objected loudly and publicly, both the employers and union 
stayed the course. Within 2 years, relative to other plans in the 
market and national trends, spending declined by about $85 
million. The majority of the savings did not result from dropping 
the lower-value doctors but from its effect on the practices 
of those that remained in the network. They knew that future 
value comparisons would cause further network trimming, and 
they produced more value. 

Similar efforts are succeeding elsewhere. The Minnesota state 
employee purchasing plan incentivized members to select 
physician organizations, some as small as five or six doctors, 
some large groups like Park Nicollet with and without hospital 
affiliations, that provided primary care and consumed less 
health spending per capita after adjusting for patients’ health 
status. They grouped the doctors according to their value using 
approaches similar to those discussed above, placing them into 
one of three patient cost-sharing tiers. If consumers selected 
doctors from Group A or B they paid less. Within 2 years, 85% 
of members selected either a group A or group B physician. 
Over a 6 year period, average premium increase was limited to 
3.4% before adjusting for inflation. There was no dilution of the 
actuarial value of covered benefits. It’s an exemplary 6 year track 
record. As a MedPAC Commissioner, I suggested that MedPAC 
recommend this be done by CMS for traditional Medicare 
enrollees.

Another promising use of patient incentives is to promote use 
of providers accountable for testing care delivery innovations 
designed to improve value. This is illustrated by a project that 
I implemented with Boeing, a purchaser willing to push their 
health care “suppliers” (the Everett Clinic, Virginia Mason, and a 
large IPA in Renton, Washington) to implement a care delivery 
innovation designed to reduce per capita spending by improv-
ing quality of care for employees with complex chronic illnesses. 
I led a national team’s design of the innovation in 2005 that 
we had named an ambulatory care ICU (A-ICU). It was used to 
treat the Boeing health plan members who were predicted to 
spend the most money: those with severe, chronic illness. The 

A-ICU design intensified upfront care for medically unstable 
patients in an economical way. (It’s the “hot spotting” idea that 
was implemented three or four years before the Gawande 
article was published.) Figure 5 provides information on the 
outcomes that we achieved and provides a sense of the national 
savings opportunities that could derive from such an innova-
tion. Our results after the initial 12 months were much better 
than those achieved by the Medicare demonstrations that also 
targeted individuals with chronic illness. Although many of the 
participants in those demonstrations did reduce hospitaliza-
tions and emergency room use, they may have failed to do so 
economically. We recommended telephonic interactions via 
nurse-supervised health coaches after face-to-face contact 
had established trust, not $150,000 per year advanced-practice 
nurses whose salaries can quickly wipe out savings from 
prevented hospital care. 

Figure 5.

Partisanship has intensified since I “graduated” from MedPAC 
in 2010; but if you look back over the past 12 years, whether 
the country was being run by Presidents Clinton, Bush, or 
Obama, you will see a convergence in approaches to solving our 
national “2–3% problem.” Figure 6 describes this evolution. The 
vertical axis indicates the gain in value while the horizontal axis 
represents the time path. The ovals represent steps along this 
evolutionary path. Clinton initiated the National Quality Forum 
and gave considerable support to measuring outcomes and 
quality. Tom Scully, then administrator of CMS, and President 
Bush pushed CMS to increase provider transparency. CMS 
began to report publicly on quality of providers under Medicare. 
The ACA does a nice job of propelling these efforts forward 
to where it will exert the most spending leverage: individual 
doctor decisionmaking on both quality and total health care 
resource use. We are now headed, absent political derailment, 

http://www.newyorker.com/reporting/2011/01/24/110124fa_fact_gawande
http://www.newyorker.com/reporting/2011/01/24/110124fa_fact_gawande
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toward being able to compare doctors and hospitals nationally 
on value; i.e., both quality and the total cost of resource use per 
patient per year and/or per hospitalization.

How can the two big buyer groups in the U.S., the private and 
public sectors, make faster progress? The private sector is not 
in a position to ensure that payment reforms actually generate 
savings. Consider Massachusetts. Blue Cross Blue Shield and the 
other payers want to introduce innovative payment methods to 
lower health spending growth. However, Massachusetts payers 
face large market-dominant provider groups, and so far net 
per capita spending has not declined as a result of value-based 
payment. While government-funded programs can unilaterally 
set prices, the private sector has greater ability to incentivize 
movement of patients toward high-value doctors and hospitals. 
I applaud American health insurers who, over the last 7–10 
years, created value-based provider networks. Employers have 
disappointed these insurers, because they often didn’t move 
their employees to value-based network plans. People don’t like 
switching doctors, as we vividly learned in the Las Vegas. 

Figure 6.

If we can engage these two incentive engines—for privately 
funded consumers to shift to more cost effective doctors and 
hospitals and for providers, through bundled payments and/
or shared saving from publicly funded health benefits, to 
generate more health each year while burning less fuel—we 
could then move health care to the same kind of continuous 
process reengineering that occurs in other value-competitive 
American industries. As my colleague Alain Enthoven phrases it, 
“we would finally get faster improvement in health care value 
for money.” Interestingly, though the political parties differ on 
whether consumers or providers should be the main steward of 
health care value, both are likely needed to induce faster value 
improvement. 

As I approached the end of my MedPAC term, my field of vision 
expanded. U.S. doctors and hospitals could produce more health 
with less money and reduce the per capita spending trend by 
about 2–3 percentage points. But getting the needed incentives 
in place is a challenging problem in public perception. 

Here are three bellwethers likely to predict whether we’re going 
to make significant progress in the next 10 years on the federal, 
fiscal, and private-sector problems that Alice Rivlin and Joe Antos 
discussed. First, will value-based payments, whether in the form of 
bundled payments or shared savings, considerably exceed 20% of 
total revenues to American doctors and hospitals? It’s inconceiv-
able to me that any provider would tolerate the continuous pain 
of reengineering their clinical processes to improve value unless 
a very big share of their revenue, whether from government or 
private funding, was conditioned on high value. 

Second, will antitrust enforcement intensify sufficiently to curb 
the doctors and hospitals that coast on their market dominance? 
Somewhat surprisingly, there are health systems that, despite 
their dominant market position, push toward higher value. I’m 
on the Board of Intermountain Healthcare and deeply admire 
its commitment that all of its health plans (Medicare, Medicaid, 
and private) will hold annual per capita premium growth, with 
no thinning of plan actuarial value, to no more than CPI plus 
1% starting in 2015. This generally corresponds to the nation-
ally providential GDP plus 1 target that I referred to earlier. 
Market-dominant providers can coast on their price leverage, or 
they can contribute to their community by continuous clinical 
process reengineering that produces more health with less 
money. 

Finally, will we gradually take away the tax advantage from 
health spending by standing behind the “Cadillac tax”? Standing 
behind it may finally tilt employers, employees, and insurers 
toward value-based, narrow network insurance plans which 
enable consumers to spend less for good care when they use 
doctors and hospitals that score better on a combination of 
quality and low total cost of care. 

Our health system contains the ingredients to eliminate the 
substantial baseline waste in US health care spending and 
then eradicate the tapeworm of 2–3% excess annual health 
spending growth. But whether we can get there politically is to 
be determined. The alternatives will be either fiscally ruinous or 
bitterly socially divisive. 
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Ceci Connolly
When I consider Ascension Health, I think of a health care 
organization that’s truly trying to walk the walk these days, 
which is not always easy. 

Ziad Haydar
Ascension Health is the largest nonprofit health care provider 
in the U.S. We generate $16 billion in annual revenue. However, 
as a Catholic organization, we have a deep commitment to 
those who are poor and vulnerable. As a result, we spend $1.5 
billion on charity annually. We are also extraordinarily diverse, 
hence the depiction of us as a “real-world organization.” In 
certain markets, such as Austin, Texas, where our 12 hospitals 
make up 50% of the market, we are a large regional system. 
Conversely, in other markets, such as the District of Columbia, 
where our Providence Hospital primarily serves those in need; 
and Baltimore, Maryland, where our St. Agnes Hospital provides 
care, we are a small player. 

Many rural hospitals are also part of Ascension Health. Our 
hospitals and health facilities come in all shapes and sizes, 
serving many different populations. Our CFO came to me 
recently and said, “You’re my Chief Medical Officer (CMO). How 
can you and I influence the training and development of the 
CFOs of the future? If you worked to shape your CFO partner 
in each hospital, what would they be like?” I said, “They would 
have to be very schizophrenic.” She replied “Most of them 
already are.” We have a perspective that wants to ‘walk the walk.’ 
We understand the ultimate goal of the health care system. 
Our view is that fee-for-service is not the future; it’s simply not 
sustainable. What matters is producing value and accountability 
for populations. 

We know that we have to reduce our cost structure and look 
at the appropriateness of medical care around the country. 
The unsustainable rate of MRIs and high-contrast CTs are not 
only a cost challenge but also a health risk. We are hurting 
people every year in this country by causing leukemia and 
other radiation-related diseases simply by the excess number of 
radiologic procedures. How do we approach this? What are the 
difficulties we face? In this symposium, we have been talking 
extensively about health care expenditures. Yet, the contribu-
tion of medical technology vendors to our health care cost 
conundrum has not been mentioned. Not to pick on vendors 
who make and sell great products for patients, but they see 
their customer not as the patient or even the hospital but rather 
the physician who is their distribution agent. Consequently, 
vendors spend a lot of money on selling, general and adminis-
trative expenses (SG&A). If that business model were to change, 
and if vendors stopped targeting individual physicians to always 

use the newest technology (the most expensive titanium joints 
that not every 85-year-old needs), considerable savings would 
emerge. Nobody mentions the problem with vendors, perhaps 
because of strong lobbying efforts. I do not understand why 
they are not on the radar screen and why medical technology 
vendors are not identified as health care stakeholders who must 
be held accountable for their contribution to costs and the 
potential source of savings.

As often stated, competing incentives are another aspect of 
our difficulties. Physicians are clearly not all the same. Primary 
care physicians make significantly less money than specialists; 
some of them don’t derive as much pleasure from doing their 
work as they did in the past, partly as a result of the increasing 
hassle with health care plans. Consider an average internist with 
a patient panel of 1,500. Fifty patients belong to an enlightened 
insurance plan which requires the physician to work with a 
case manager who works for the insurer, not the doctor. For 
another plan, he is supposed to work with somebody else. It is 
untenable. Imagine you’re seeing 20 patients a day, with 2 of 
them under a new incentive model with the payer looking for 
value, while the other 18 patients are covered by plans that pay 
fee-for-service. It’s impossible to have double standards in the 
practice: one group of patients governed by one set of expecta-
tions and another group of patients covered by a different set. 
Fee-for-service, the predominant source of payment, presents 
the basic set of incentives. Physicians have learned to adapt to 
fee-for-service. They were told this is market capitalism and that 
if they take care of a simple yeast infection on the phone, they 
would not get paid. However, if they see that person with the 
minor condition in the office, they will be paid. Over time, they 
have learned how to be paid, just like any of us would do to 
make a living. 

An additional complexity of health care spending is the extent 
of competition in local markets. In this country, we believe that 
competition is good and market capitalism is optimal and that it 
will also work for health care. However, there are many markets 
where physicians have formed horizontal monopolies, not 
because they’re evil people but because the market is too small 
to have more than two or three electrophysiologists. 

Take a small city of 500,000 to a million people with two 
hospitals that take care of the whole city. Suppose there are 
three physicians in a given specialty that are in the same 
group and they can very easily punish a hospital by moving all 
their business to another. These are realities that make some 
hospitals extremely different from Geisinger Health System and 
Intermountain Healthcare, or a regional system, or a small niche 
hospital that only has a 5% market share within a cosmopolitan 
area. These difficulties could possibly be solved by incentives as 
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promoted by economists, but I see it as much more challenging 
than a game of changing the incentives. 

We also have additional challenges at the physician level with 
Congress practicing medicine without a license! I am not trying 
to be funny. I read the ACA legislation. Did you notice that it 
specifically cites that it will pay for prostate screening? We all 
know this is often not a necessary or appropriate procedure 
for the population. For certain individuals with a strong 
family history it can be appropriate and can save lives, so you 
cannot cavalierly eliminate paying for it. For some people, it is 
important; but for the majority, it’s not. Good lobbying efforts 
got this screening included in the law, not good medicine. The 
comments expressed earlier at this symposium that advocated 
comparative research are fine, but we don’t need a lot more 
research: We are not acting on what we already know because 
of the mixed incentives created by having choices between fee-
for-service and payment for value. We want to think that both 
systems can co-exist peacefully, but I do not believe they can. 
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Session II. Questions and Answers

Paul Hughes-Cromwick
Audience question: “We’ve talked about structural and culture 
change in Medicare. The U.S. health care system is termed to be 
rationalist and operating from a top-down management. Do you 
feel that a bottom-up management system would operate more 
efficiently?”

Arnold Milstein
It’s one of the interesting characteristics of the American 
health care system that a tremendous amount of leverage and 
influence exists at the level of the individual physician. Most 
people are subject to what social psychologists refer to as 
strong “familiarity bias.” Those with serious illness are especially 
reluctant to switch doctors lending to them yet more influence. 
I believe that incentives targeted at the individual doctor level 
provide the most leverage, because the entire health care 
supply chain as well as patients are disproportionately subject 
to physician influence. Everything that we’ve heard from this 
session in terms of changing incentives would affect physi-
cians, whether it is payment changes to reward value or new 
consumer incentives to tilt patients toward more cost-effective 
doctors and hospitals. In the Las Vegas example I cited in my 
talk (above), the doctors who remained in the network changed 
their practice, because the powerful signal from a large share of 
the private market (where the margin comes from in physician 
practices) was going to tilt toward a combination of low per 
capita spending and high quality.

Ziad Haydar
I totally agree with Arnie. I want to add a caveat regarding the 
regulatory difficulties as one tries to implement such local 
systems. ACOs are great as a concept. Having implemented a 
couple of them in a few of our markets, I realize that most health 
care systems do not have the actuarial knowledge to run suc-
cessful ACOs. The grassroots leadership of the doctors is limited, 
because the required business and actuarial infrastructure is 
often lacking. Also, it is not easy or pleasant explaining to our 
CEOs and CFOs that ACOs will decrease hospitalizations of the 
enrolled members. The executives also live in this dual business 
model world. We should be committed to moving to ACOs. 
It will provide enhanced knowledge of our patients and their 
utilization of services, which should help to keep them in our 
system rather than seeking hospitalizations elsewhere. This can 
provide some financial incentive to reduce overall hospitaliza-
tions while retaining a greater share of patients within your 

system. Our general counsel tells me that I can’t say that. I reply 
that I’m trying to help the CEOs work with the physicians on 
improving population health, improving quality, and reducing 
cost. He tells me that I have encouraged self-referral and that 
I’m breaking the law when I tell the CEOs that it could work, 
because it will also help you keep all your business inside, and 
that’s a good transition strategy. No joke: I have the CFO and 
the general counsel sitting on the quality committee, because 
everything we do requires significant legal input; that’s the 
reality in which we live. 

Gene Steuerle2

I think there is an interesting distinction between this panel 
and the first panel; i.e., the budget analysts such as Alice Rivlin 
who come to the health arena versus the health analysts who 
consider budget issues. I liken the problem in health care to an 
open-ended system, which in budget terms is unacceptable 
in other domains. For example, public housing or housing 
vouchers constitute a horrible system, with 36% of the people 
who qualify unable to access it. We have these constraints that 
no sane person would tolerate. However, with an open-ended 
system, we continually back out of these hard constraints. I 
worry when we talk about these experiments, value-based 
systems, etc. under an open-ended system, whether they can 
work without the budget constraints that Ziad noted Inter-
mountain Health was self-enforcing by trying to put in budget 
constraints. Isn’t a budget constraint necessary to have people 
adopt incentives? Aren’t you like a house that opens itself to all 
the animals, and the giraffes enter and stick their heads through 
the roof, as do others, and you put some feed out the back door 
to try to coax a few of them to leave so it’s not so crowded?

Len Nichols
The problem is that it’s difficult to appropriately calibrate the 
risk. I believe the future should be one where firm targets are 
set and where the clinicians’ incentives are tied to the target: All 
are rowing in the same direction, toward the Promised Land. 
This will require the clinicians on the ground with their hospital 
partner to cooperate with perhaps two-thirds of the specialists. 
Bringing in the patient turbo-charges this incentive realignment. 
Using incentives to strongly encourage the patient to select 
high-value providers is very important. Look at the way the 

2  Gene Steuerle is the Richard B. Fisher Chair and Institute Fellow 
at the Urban Institute. He is also a member of the CSHS national 
advisory committee.
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survey data has changed over time. Twenty years ago, people 
weren’t inordinately excited about having choice limited. Now 
they’ll do it to save money, because care is so expensive, but 
they need reassurance that, in fact, the choice won’t kill them. 
That’s why the quality metric business is so crucial. The problem 
with the hard “spreadsheet economics” cap is that it’s unrealistic 
about what the system can do and shifts risks too abruptly 
to patients and providers. But a target to which they’re tied 
will happen because they want it to; that’s the only way it will 
happen. 
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III. Sustainable Health Spending: What Does a Viable Path  
Look Like?
Ceci Connolly
We’ve heard the bleak federal budget perspective, but Alice 
Rivlin assured me that work is underway to tackle some of these 
issues, so hope remains. It’s now time for the medicine side of 
this problem of health care spending and the federal deficit. We 
turn to what I posed as the central riddle in my opening remarks; 
i.e., what might be considered a sustainable health spending 
path.

Charles Roehrig 
This symposium emerged naturally out of the research agenda 
we set for our Center for Sustainable Health Spending (CSHS). 
The first thing we set out to do was to measure health spend-
ing, prices, utilization, and employment on a timely basis. The 
second thing was to come up with quantifiable guidelines for 
judging whether that rate of increase in spending is “sustain-
able,” which also enables us to make sense of the data that we’ve 
generated. Our near-term agenda is to forecast short-run health 
spending, analyze the drivers of health care spending growth, 
further investigate prevention and ultimately, advocate for 
change.

This presentation is about defining and quantifying a sustain-
able rate of increase in health spending. The previous panel 
reviewed some promising approaches to achieving sustainable 
spending; mercifully, those items are not my present concern. 
Before beginning, I would like to acknowledge my colleagues 
who have contributed to this effort: Ms. Ani Turner, our Deputy 
Director, who produces our labor brief and also leads our work 
in the health workforce supply and requirements forecasting 
area; George Miller, an Altarum Institute Fellow and a PhD in 
operations research, who is our expert on what the nation 
spends on preventive health, the optimal mix of prevention ver-
sus treatment, and who also produces our spending brief; and 
Paul Hughes-Cromwick, our Outreach Director and producer 
of our price brief. In my role as Center Director, over the past 9 
months, I have been mostly working on quantifying sustainable 
rates of health spending and have written four technical blogs 
on the topic. This presentation has material from those blogs 
and concludes with a new chart from a recent article.

What do we mean by a sustainable rate of increase in health 
spending? After pondering this question, we came up with 
following answer: We consider the nation to have achieved 
sustainable health spending when the projected growth path 
of spending is that which the nation is willing and able to 

pay while meeting access and quality goals. This definition 
introduces elements of choice into the determination of sustain-
ability. Under our definition, if the country is not willing to pay 
for the expected growth rate, then that is an unsustainable 
growth rate, even if it could financially be achieved. When we 
try to operationalize this definition, we immediately run into the 
fact that there are multiple stakeholders who pay for health care 
and who are directly affected when spending goes up. These 
stakeholders include federal and state governments, who must 
balance spending priorities with revenue realities; employers 
who offer insurance and face competitive pressures, which, in 
many cases, are now international in scope; and families and 
individuals, whether insured or uninsured, who must pay for 
premiums or for care out of pocket. 

We decided to focus primarily on sustainability from the 
perspective of the federal government. This is in part because 
of the ACA, through which the federal government essentially 
guarantees that it will make health insurance affordable by 
subsidizing the premiums of an adequate health insurance 
(as actuarially specified by the government). Thus, if spending 
increases are affordable by the federal government, as it pays 
for Medicare and Medicaid and as it lives up to its commitment 
to making health insurance affordable through the exchange 
subsidies, then those spending increases should also be sustain-
able to individuals. This definition leaves state governments 
and employers to be determined. We’re, in effect, determining 
what’s sustainable for the federal government, looking at that 
rate of growth, and then asking whether that rate is likely to be 
sustainable for state governments and employers.

Here are the assumptions that lie behind this analysis. First, 
I picked 2035 as the point where we need to balance the 
noninterest federal budget (so-called “primary budget”) while 
paying for health care and non-health care items—clearly 
the long term but not so far out to seem irrelevant. Second, 
I’m not taking a stand on what level of tax revenues will 
prevail (a central ingredient to determining the government’s 
affordability); instead, I’m looking across a historical range and 
gauging the implications of different revenue streams on health 
spending sustainability. Predicting the public tax willingness by 
2035 is way beyond my ability. Third, something that should also 
be beyond my abilities (but I’m nevertheless taking a stand on 
them) are federal outlays for nonhealth items. I’m setting these 
to lower-bound levels, which should lend a conservative bias to 
my results. What the federal government will have remaining to 
spend on health care in 2035 is what they take in for revenues 

http://altarum.org/forum/post/us-budget-implications-what-if-massachusetts-health-spending-goal-was-applied-nationally-goal
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minus what they have set aside for nonhealth spending. Fourth, 
I assume a single underlying cost trend that pervades the 
health system. If the system becomes more efficient, it does 
so for Medicare beneficiaries and for those with employer 
sponsored insurance; i.e., it applies across the system. This cost 
trend equalizes the rate of increase in spending per Medicare 
beneficiary and the rate of increase in spending per privately 
employed person. Fifth, I assume the ACA will be implemented 
with full Medicaid expansion, which is necessary for the 
coverage goals in this model. In order to put actual percentages 
on these numbers, it’s important to be specific about assump-
tions governing inflation and the rate of growth of potential 
GDP (PGDP); i.e., what GDP would be with full employment. 
Thankfully, the Congressional Budget Office produces estimates 
of the rate of growth in real PGDP. As a technical matter, there’s 
a catch-up phase, since we’re currently running below PGDP, 
hence actual GDP should grow faster over the next 24 years 
than full employment GDP to catch up to it. That adds about 
0.3 percentage points. Putting these parameters together (GDP 
deflator of 2.1%, real PGDP of 2.2%, and the catch-up of 0.3 
percentage points) implies a GDP growing at an average rate of 
4.6% through 2035.

Using the federal government as a litmus test, the method I use 
to quantify the sustainable rate of increase in health spending 
involves computing what the federal government can afford to 
spend on health care in 2035; solving for the cost trend that will 
hold spending to this level, taking account of population growth, 
aging into Medicare (since the Medicare population is growing 
much faster than the general population), and the expanded 
coverage provisions of ACA; and applying this cost trend 
systemwide to determine growth in national health spending. 

Some explanation is in order regarding my lower-bound estimate 
for the federal nonhealth spending share of GDP. The first bar 
in Figure 1 shows the situation just prior to the recession—an 
important benchmark, since, as GDP growth falls, the recession 
uniformly (positively) distorts these percents. In 2007, 13.5% of 
federal spending was for nonhealth items with the breakout as 
shown. I took the CBO extended baseline projection for 2035, 
which doesn’t provide a breakout between defense and other 
nonhealth items. (The extended baseline is the lower estimate 
from CBO; they also have the alternative fiscal scenario that gives 
a higher number.) Social Security grows from 4.2% to 6.1%. The 
combination of national defense and everything else drops from 
9.3% to 7%, a historically low rate. As an aside, note that some of 
these nonhealth items affect social determinants of health, and 
significantly higher or lower spending would have a potential 
health impact and would likely affect health spending.  

Figure 1.

Figure 2 displays the results of the estimation. On the horizontal 
axis are tax revenues as a share of GDP. I start with 18.5% because 
that’s the CBO alternative fiscal scenario long-term number and it’s 
very close to the long-term average. I then display the increase for 
1-percentage-point increments. The vertical axis shows sustainable 
rates of spending growth which meet the assumptions above. If, 
for example, taxes are held at 20.5% of GDP, the sustainable health 
spending growth is GDP plus 0% (i.e., GDP+0).

Figure 2.

Figure 1 showed there is 13.1% set aside for nonhealth spend-
ing; thus, at 18.5% revenues, this gives 5.4% of GDP to spend on 
federal health in 2035. To live within that budget, costs must be 
constrained to the point where total national health spending 
is growing at GDP minus 1.4. If taxes equal 20.5%, with the 
same 13.1% for non-health spending, we can afford a cost trend 
that’s equivalent to total national health spending growing at 
the same rate as GDP and staying at 18% of the economy ad 
infinitum. Lastly, to enable health spending to grow at GDP+1, 
22.5% of tax revenues is required. 
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Obviously, one could propose a nonhealth percentage of 12.1% 
and pick up an extra percentage point for health spending. 
(Many other scenarios could be selected.) But I want to focus on 
GDP+0, because it suggests a natural “ground zero” scenario. I’m 
not suggesting that this level is “the answer” to the sustainable 
growth rate puzzle. Rather, I’m selecting this as a heuristic to run 
alternative conceptual scenarios. 

Figure 3 provides historical context on federal tax receipts as a 
percent of GDP. Receipts drop during recessions and with major 
tax cuts. The peak of 20.5% occurred in 2000 with a subsequent 
drop due to the Bush-era tax cuts. The impact of the Great 
Recession is apparent in the most rececent decline. The point 
is that the 20.5% of revenues needed to sustain GDP+0 is a 
historically high reading. 

Figure 3. 

I’ve been talking about the rate of increase we can afford (what’s 
sustainable), but I would like to turn to what’s attainable. It is 
one thing to assert that GDP+0 is the sustainable growth rate; 
it’s another to consider whether we can get there. The previous 
session had valuable discussion on this, which, as I mentioned, 
I thankfully don’t have to address. Figure 4 provides some 
context on feasibility. From the introduction of Medicare until 
the managed-care era, health spending saw average growth of 
GDP plus 3.2%. (This is PGDP, by the way, which I’m using since 
it provides a much more valid representation as we encounter 
recessionary periods.) Managed care came along in 1993 and 
temporarily controlled spending. Spending exploded in the 
2000–2001 time frame, and it is now common to hear analysts 
cite this experience to argue that, while spending growth is now 
low, it was also low in the mid-‘90s; thus, how do we know it 
won’t reaccelerate in the same way? 

Figure 4.

If you combine the managed care period with the backlash, 
the excess spending (the tapeworm, as Arnie Milstein calls it) 
was only eating 1.5% as opposed to the 3.2% observed in the 
prior period. Starting from the middle of 2005 to the present, 
the tapeworm is at GDP plus 0.6%. It’s significant that, as noted 
in Figure 4, from July 2005 through the start of the recession in 
December 2007 (a period of about 2½ years), excess spending 
equaled 0.7%. This second bend in the curve (the first coming 
in the managed care era) occurred about 2½ years before the 
start of the recession, which doesn’t mean that the recession 
isn’t partially responsible for the continued low growth, but it 
suggests that something else happened that wasn’t related to 
the economy. 

I want to dig into GDP+0 a bit more. Figure 5 shows that the 
trend required is 3.2%, if the federal government is going 
to live with 20.5% of GDP in tax revenues and devote 13.1% 
to nonhealth spending. Think of this as the annual rate of 
increased spending per Medicare beneficiary and spending 
per privately insured. If we had a stable population that didn’t 
change year after year, that would produce an increase in 
health spending of 3.2% per year. However, the population is 
growing, and over the 24 years, this adds about 0.8% per year 
to the growth in health spending. The population is also aging 
and that adds about 0.5%. Also, increased insurance coverage 
begins in the 2014 time frame via the Medicaid expansion and 
the exchange subsidies. Distributed over 24 years, that increase 
adds about a tenth of a percentage point to the average annual 
rate. The 4.6% growth in national health spending thus equates 
to a 3.2% cost trend. 

http://www.nejm.org/doi/full/10.1056/NEJMp1205958
http://www.nejm.org/doi/full/10.1056/NEJMp1205958
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Figure 5.

There are two interesting points here. First, this trend rate is 
0.6 percentage points below the growth in per capita GDP. To 
hit GDP+0 with the aging population and expanded coverage, 
you’ve actually got to be below per capita GDP growth. Second, 
it’s also half a percentage point above the likely growth rate 
of median income, which echoes one of Len Nichols’s figures 
comparing premiums with median income. Even at this very low 
trend, if the relationship between GDP per capita and median 
income continues as it has for 30 years (I analyzed three 10-year 
estimates and the result is fairly consistent), median household 
income grows about 1.1% slower than GDP per capita. With 
health spending per person growing faster than median 
income, an employer who has low-wage workers is still going 
to see spending rising faster than wages. Thus, the affordability 
problem remains even at GDP+0 overall!

I promised to talk about a spending path, not only a point-in-time 
number. Figure 6 shows that even if you could hold the cost 
trend at 3.2% per year, each year from 2012 to 2035, the growth 
path would not be stuck at 4.6% per year. This is because over 
that period, neither the population growth nor the aging of the 
population is uniform, and expanded coverage costs all happen 
within a fairly short time frame. The blue bars show what the 
growth rate in health spending would look like to achieve GDP+0 
over this 25-year period: 4.6% for a couple of years, then the 
health insurance exchange and expanded coverage kick-in, which 
pushes the rate up to 6.7%. I centered this effect mostly in 2014, 
with a little bit spilling over to 2015 and 2016. The chart shows 
the decline, then a stable period until the end, where (in the box) 
I shift from individual years to 5-year increments. In those out 
years, due to a combination of less aging and a little less popula-
tion growth, the growth rates fall. If you believe that GDP+0 is the 
appropriate target, you could track health spending against these 
numbers (with some economics caveats, of course). 

Figure 6.

The dotted line is my projection for economic growth based 
somewhat on CBO projections, plus my own assumptions. I 
have the economy lagging as it has been, with slow growth 
continuing until 2014, when a strong recovery sets in. It takes a 
few years to complete the recovery, and by 2019, the economy 
has returned to full employment. There are serious worries 
about whether such a recovery will happen—a central assump-
tion here. In my scenario, GDP accelerates to full employment 
by growing faster than its normal rate; and, during this period, 
we would expect health spending growth relative to GDP to 
be smaller. In 2012 and 2013, spending is going to grow a little 
faster than GDP, since GDP isn’t recovering as fast as we would 
wish. In 2014, GDP growth accelerates back to full employment. 
However, that’s the same year that expanded coverage occurs, 
so they’re both rising, but health spending goes up a little faster. 
This maintains a GDP+1% scenario. 

By 2015, the effect of expanded coverage wanes a bit and GDP 
is still growing faster than normal, implying a GDP+0 outcome, 
even though both health spending and GDP are higher than 
their long-term average rates. Then there is a period where 
health spending grows more slowly than GDP, because GDP is 
still at a higher-than-normal rate and health spending growth 
returns to normal. Finally, in the out years, the “tug of war” 
between the two rates turns into a stalemate. 

Our current data are showing that 2012 spending is growing 
at roughly 4% year over year, the level at which it has been 
hovering since 2009. This suggests, surprisingly, that we’re 
operating below GDP+0 right now. Note, however, that the 4.6% 
parameter should probably be closer to 4.0% because overall 
price inflation has been lower than our long term assumption 
(about 1.5% over the last 36 months). As Tom Getzen will tell 
you, there are lagged effects of inflation on health care, and a 
4.0% GDP growth rate in 2012 would be approximately correct, 
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reflecting the unusually low price inflation. I think we’re entering 
2012 at a rate that would be consistent with sustainable growth 
at GDP+0, 20.5% tax revenues; and, if general price inflation 
returns to a normal 2% level, then I would expect spending to 
rise to about 4.5% and stay on this GDP+0 growth path. If you 
believe the target should be GDP+½, just add a half to each of 
these variables (or subtract a half from the variables if you think 
it should be GDP minus a half, etc.). 

I’ll close by stating my serious concern that the economy is 
very precarious, and if we drift along with prolonged high 
unemployment, we witness the nasty result of PGDP shrinking 
as eventually people and fixed assets become unemployable, 
and the lack of capital investment cuts into long-term labor and 
productivity growth. This is clearly not a pleasant prospect on 
which to end my presentation. 

Donald Marron
It’s good to be here today to talk about health care spending 
and how it fits into the overall budget situation. The agenda for 
today’s talk lists me not as a presenter, not as a discussant, but 
as a reactor! I’m not entirely sure what that means, but I’m going 
to interpret it as “I have the right to use Charlie’s figures.”

I think a lot about federal budget issues, and, like Alice Rivlin, 
I can be very pessimistic when called upon to be pessimistic. 
I can readily prepare charts for you that show scary, long-run, 
exponentially growing things that eventually blow up. I did 
my time at CBO, where they’re very good at making those 
charts. Many of those exponentially growing, exploding charts, 
however, don’t have additional constraints on them that you 
might think exist in the real world. What Charlie’s framework 
tries to do, which is a very good idea, is take this problem and 
impose on it some budget and political-economic constraints 
about how much the government can actually afford and 
how much people are actually willing to spend and then draw 
inferences about how much room there is for federal health 
spending. Obviously, the results are going to be driven by the 
assumptions made on the front end about willingness to bear 
taxes and how much the government spends on other things; 
but, importantly, it provides a framework to think about how an 
actual, empirically sustainable outcome would look.

There are a variety of budget and other analysts who don’t take 
this approach. There’s also a group of economists, including 
Chad Jones, who ask the question, “How much can the economy 
afford in health spending?” It’s easy to generate results that 
show that the share of GDP going to health care can be 20% or 
30%. Economists can get these results because they are actually 
nonprescriptive about how we use our money. If you view 
the issue as a pure economic problem, then whatever people 

demand over time, including more and more health care, can 
be the right amount. Perhaps several centuries from now, we’ll 
spend 90% of GDP on health, because we have plenty of other 
goods.

The challenge we confront is that health is extremely reliant 
on government financing (I focus on the federal government 
here). For health care to grow unabated, we come face to face 
with how much individuals are willing to bear in tax revenues, 
or give up in terms of other government spending in order to 
allow increased health care spending to occur. Again, we need 
a framework to understand how that nexus will balance. Charlie 
described the framework well, but allow me to quickly describe 
it from my point of view, one that identifies four basic assump-
tions or inputs, where I use “assumption” in the input sense, not 
in the pejorative “He’s making things up” sense. 

First, what revenue levels can we expect? Like most federal 
budget analysts, I think primarily in terms of shares of GDP; thus, 
what share of GDP will the American taxpayers be willing to pro-
vide to the federal government in the long run to spend on its 
programs? To determine how much will be available for health 
care spending, you then need to ask how much the government 
will spend on everything else: Social Security, defense, all other 
noninterest spending. (I’ll return in a moment to the question 
of why interest is interesting.) We need some projections about 
all of the other government spending activities. Then we need 
a judgment of whether there will be a balanced budget in total 
or a primary budget balance and how we will deal with interest. 
Charlie makes the assumption that the government’s going to 
aim for primary balance, so the amount of money the govern-
ment’s willing to spend, excluding interest payments, is going 
to equal revenues. With those three assumptions, you can do a 
bunch of arithmetic and figure out how much spending at the 
federal level will go to health care. 

That analysis gives you federal health spending driven by all the 
things that drive federal spending. If you want to go a fourth 
step, which I will only touch on, you might ask what this implies 
about health spending and the economy as a whole. You could 
take the federal growth of health spending, strip out the aspects 
that relate to the aging population and expanding coverage etc. 
to determine the underlying cost drivers of health spending, 
and then you can make an assumption that this rate will be the 
same in the rest of the health sector and use that to forecast 
what national health expenditures will be. 

That’s the framework. It’s quite straightforward, and it makes a 
lot of sense as a way to frame the problem. And, like any such 
framework, the results you’re going to get are driven by the ini-
tial assumptions you make. In a sense, this framework computes 



Altarum Institute

Sustainable Health Spending and the U.S. Federal Budget 29

federal health spending as a residual: You determine everything 
else, and it spits out how much “room” remains for federal health 
spending. Of course, anything you estimate as a residual means 
that if you have an error or are off in one of your assumptions, it 
flows directly through to your outcome. It’s therefore useful to 
think about stress-testing the various assumptions in this model.

First up are revenues, and Charlie covered the high points. He 
concentrated on the scenario in which federal health spending 
ends up at GDP+0, and, to finance that based on his other 
assumptions, you need tax revenues at about 20.5% of GDP. 
Charlie’s Figure 3 shows revenues back to 1965, a beginning 
year for many such analyses, because it’s the birth of Medicaid, 
the birth of Medicare, and idiosyncratically the birth of me. 
Tax revenues relative to GDP show a strong tendency to hover 
around 18%. If we had this conversation a couple of years ago, 
I would have said taxes really seem to want to oscillate around 
18.3% or 18.4%; but, since then, we’ve had a couple of extraor-
dinarily low years. We have had only one year where we came 
near the 20.5% figure, and that was not a year in which we were 
even trying to hit 20.5%. Rather, it was the year at the end of the 
tech boom, with lots of capital gains and bonuses, seemingly 
everyone founding startups, and ubiquitous stock options. We 
got that high because of extreme conditions. That has not been 
the norm for tax receipts, and since then we’ve fallen substan-
tially due to the weak economy and tax cuts. 

Thus, one question is whether 20.5% of GDP for tax receipts is a 
reasonable future aspiration. As a political-economic projection, 
my sense is that rising health care and Social Security spending 
will inevitably compel approaching that neighborhood, if not 
higher, simply to make the arithmetic work. But I believe it will 
require a fundamentally different tax system from the one we’ve 
traditionally had. Our current tax system won’t scale to that 
reality. Analysts who have laid out plans to get revenues that 
high (e.g., the Domenici-Rivlin task force or the Bowles-Simpson 
commission) both take a hatchet to the existing tax code to 
design something that makes much more sense. While we might 
aspire to achieve revenues of 20.5% of GDP on a persistent 
level in order to have sustainable health care spending growing 
at the rate of GDP, it will require fundamental tax reform to 
change the design of our system so that it’s more efficient to 
bear that higher revenue level. Absent that, the current debate 
in Washington about tweaking tax rates etc. simply isn’t the 
discussion required in order to make this affordable. We will also 
need a different political-economic equilibrium from the one 
we’ve had historically to convince Americans to accept such a 
higher revenue level.

Regarding nonhealth federal spending, I fully endorse using 
2007 for a pre-Recession analysis, an approach I follow in my 

own work. In Charlie’s Figure 1, the dark blue area shows what’s 
happening with Social Security. There is a tendency for research-
ers to get flippant about Social Security and overemphasize 
health care as the problem, but it’s not as though Social Security 
isn’t playing its part. We’re going through a period where, in 
round numbers, Social Security is growing from 4% to 6% of 
GDP. And 2% of GDP is real money! There are certainly error 
bounds around that estimate, but it’s a reasonable projection, 
and we will need some way to finance that. Even with changes, 
the program’s cost will not fall substantially. 

The number that’s more interesting and more controversial is 
the 7% shown in light blue; i.e., spending on everything else 
save interest payments. Think of defense, food stamps, national 
parks, etc., etc. In 2007, that made up a little bit more than 9% of 
overall GDP. In CBO’s extended baseline scenario 25 years hence, 
it’s down to 7%. As best I can tell, that figure has never been 
lower than 8% since before World War II; that is, since the birth 
of the modern economy and the modern government, we’ve 
always spent more than 8% of GDP on these other programs. 
Thus, that projection represents an ambitious or aggressive 
(choose your favorite adjective) vision of a significantly smaller 
“rest of government” relative to the size of the economy than 
we’ve had in the past. 

As Charlie noted, CBO runs another scenario, the extended 
alternative fiscal scenario (EAF); and, in that case, spending 
on the rest of government turns out to be 9.7% in 2035. The 
CBO projections thus provide a very large range for this figure, 
from 7% to 9.7%, and that gap translates directly into what you 
think future tax revenues need to be. If you decide that the 7% 
assumption for other spending is too low and it will actually be 
8% or 9%, you need to move leftward in Charlie’s Figure 2 to 
determine the sustainable level of health care spending, given 
the other assumptions. For example, holding everything else 
constant, if you thought that other spending was going to be 
8% of GDP rather than 7%, you’d need health care growing at 
the -0.7% relative to GDP as opposed to GDP+0. I’m guessing 
that the 7% threshold represents an optimistically low assump-
tion (for a budget perspective). 

Next is the budget balance assumption. Charlie assumes the 
federal government will balance what’s called the primary 
budget deficit in 2035: Strip out interest and equate revenues 
to all other spending. It’s an interesting target benchmark, 
because it is approximately true that if the government runs a 
primary budget balance, the debt will grow at the same rate 
as GDP, and the government will not fall further into debt in 
percent-of-GDP terms, thus avoiding an explosive debt buildup. 
However, under some assumptions, you actually must run small 
primary surpluses to make that work; i.e., revenues have to be 
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slightly larger than noninterest spending. But, roughly speaking, 
aiming for primary balance is a reasonable goal if you’re happy 
with the prevailing level of debt. From my perspective, for this to 
be a reasonable assumption of our 2035 goal, we need to have 
cleaned up the debt problem inherited from the Great Reces-
sion. We must get the debt relative to GDP under control and 
bring it down to a more comfortable level. Of course, people’s 
comfort levels differ. My view is that we should aspire over 
decades to return to the level prevailing in 2007, approximately 
40% of GDP. We have demonstrated empirically that, at this level 
of debt, if there’s a horrible catastrophe, we can still borrow 
tons of money, trillions of dollars, and survive. It’s essentially 
the federal government’s rainy day fund. Our current debt 
trajectory, as Alice Rivlin detailed, is not one I’d be comfortable 
having as the permanent situation for the U.S government. In 
this analytical exercise, we should strive to clean up the problem 
by achieving a reasonable debt level in later years, To the extent 
you think we’re not going to have accomplished bringing the 
debt ratio down by 2035, you will want additional revenues or 
lower spending dedicated to more quickly lower it. 

Put those considerations together and I think the situation 
becomes a little more challenging than the base case Charlie 
has emphasized.

A final point, unrelated to this analysis but important to consider 
when thinking about the long-run structure of the government, 
is that we often talk as though taxes and spending are these 

very distinct categories of activities. We take in money over 
here and call it taxes, and we allocate money over here and 
call it spending. Folks in Washington are much more brilliant 
than that. They’ve managed to make the situation significantly 
grayer. There is enormous spending through the tax code. I’ve 
written considerably about this, and I want to emphasize that 
one of the most important places that we do that is with health 
care. The tax advantages for employer provided health insur-
ance are gigantic: more than $200 billion a year. Consider the 
challenge of reforming taxes to generate increased revenues. 
If you grabbed me off the street and said, “Donald, what’s the 
first thing you would do to raise more revenue and get us to 
20.5% of GDP?”, I would say, “Rethink entirely this tax treatment 
of health insurance.” That’s the obvious answer. Then we can 
start talking about the mortgage interest deduction and carbon 
taxes, etc. That’s the best way to move us toward 20.5%. But 
keep in mind that, in the course of doing that, as a matter of 
political economics, you may be forcing higher health care 
spending over some period, because some of the lost subsidy 
that’s delivered via tax expenditures will prompt political 
leaders to attempt to replace it through the spending side of 
the budget. While it’s convenient to depict the tax and spending 
sides as separable and to make separate assumptions about 
them, I want to emphasize that, under some scenarios, where 
you’re taking steps to change the tax trajectory, you’ve got to 
realize that you may be implicitly affecting the spending side. 
You can’t view them as always being completely separate.
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IV. Roundtable: Are We Already on a Sustainable Health 
Spending Path?
Ceci Connolly
I am very excited about this concluding panel and curious to 
hear its perspectives on whether we are already on a sustainable 
health spending path. I’ll give a shameless plug for the Health 
Research Institute at PwC. We’ve been tracking medical trends 
for the last 7 or 8 years and have also found (similar to Charlie’s 
work) that growth rates have slowed down for a number of 
years. Certainly, some of that reduction in growth is due to the 
recession, but there may be other underlying factors at work. 
Will this reduction in growth continue or will we see spend-
ing growth bounce back up again when economic growth 
accelerates?

Joanne Kenen
For many years, I did health care work on the Hill, and one day I 
was talking to Senator Daschle after we had both left the Hill. I 
told him that in retrospect, the one mistake I kept making over 
and over again was to think that the Congress would make 
sense! It seems to me that many of this morning’s recommenda-
tions to get us to a sustainable level of spending depend on the 
Congress actually agreeing on something. I don’t think that’s 
going to happen any day soon. That means that we need to look 
at the world outside of Washington: What are doctors, insurers, 
hospitals, and patients beginning to do? Of great interest to me, 
how does change spread? We’ve gone from islands of excellence 
to maybe archipelagos of excellence, but we don’t have systemic 
excellence. How do we make what works happen elsewhere? 
How do we prevent what doesn’t work from continuing?

David Lansky
I work with the Pacific Business Group on Health (PBGH), and I 
thought I’d start by giving you a flavor of the companies such 
as Boeing, Cisco Systems, Del Monte, General Electric, Intel, 
McKesson, Pitney Bowes, Target, and Wells Fargo, with which 
we work. These companies all share a concern about the 
cost and quality of the care they provide to their employees 
and dependents. Today I propose to drill down on what the 
employers are currently thinking about. We can talk about the 
islands of excellence, but I think it will be terribly challenging 
to discover innovations that may be cost saving and to make 
them sustainable. PBGH has many members that are initiating 
innovative projects in one setting or another, but the impact 
of these projects will be modest. Most of them are not scalable 
without enormous effort. They may be more scalable with public 
support. This highlights the interdependency between public 

policy and private effort, which is an important topic for us to 
discuss. 

We recently had a member retreat, and our member companies 
believe that the risk of employer exit from sponsored health 
insurance is very serious. Imagine the following scenario: Over 
the next 10–15 years, many employers exit the sponsored 
insurance market, and they give their employees some form of 
a defined contribution. This would lead to a rapid escalation of 
enrollment in the subsidized exchanges and maybe into Med-
icaid. How would that affect the scenarios presented earlier in 
this meeting? I haven’t seen any models examining this scenario, 
but I think it’s worth our time to think about the prospects 
of employer exit and what that means for public health care 
funding, as well as quality of care and the nation’s health. Figure 
1 shows the situation facing my members, one of dramatic 
escalation in the total cost of care. As indicated in the figure, 
between 1999 and 2011, overall health insurance premiums and 
the workers’ contributions to the premium grew at the same 
pace and at a very high rate. The impact on both employees and 
the companies has been very substantial over this time period. 
The lower lines indicate that the increase in wages was just 
barely above overall inflation, which in turn was quite low. Wage 
growth has been significantly affected by high premiums, as has 
been profitability, and employers are giving serious thought to 
what options they have to escape these trend lines.

Figure 1.

Employers have exclaimed for 20 years that the system is not 
sustainable. The questions now are (1) “Do they finally mean 
it?” (2) “What would the tipping point be at which, if some 
prominent employers left the market, other employers would 
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feel obliged to follow?” These topics should be added to the 
discussion today: What would be the consequences? Does it 
matter whether employers are kept in the game? Does it matter 
to the federal budget? Does it matter to the country’s well-being 
as a whole? 

There are several benefits of keeping employers engaged. First, 
they are close to the workers and families; understand their 
health needs; and they see them for 8–10 hours per day, so they 
have significant opportunities for direct contact. They under-
stand their employees’ circumstances, their knowledge, and 
their potential responses to health care system changes. Second, 
many employers have started to link their wellness strategies to 
their medical strategies. The opportunity that we talk about (but 
don’t always act on) of dealing with prevention, health improve-
ment, wellness, and community health as strategies to improve 
health is the opportunity most tractable to the employer 
compared to other actors in the health care system. Third, 
employers can manipulate the employees’ benefit structure as 
well as their cost-sharing obligations to incentivize employees 
and their family members to make more effective choices. 
Employees can do this more effectively than public programs 
given their political, social justice, and equity considerations. 
Fourth, they are close to the delivery systems in their commu-
nity. They often sit on the boards of the local hospitals and other 
health care organizations. This gives employers direct leverage 
with the delivery system, if they choose to exercise it (that’s 
another story). Fifth, they are active purchasers; they enter the 
market and get their hands dirty much more so than the broadly 
defined public programs. Sixth, they can pool lives and create 
pressure on providers. Finally, they can amplify their political 
voice and put pressure on the public sector. As advocates, 
they are important players in the marketplace. They have the 
leverage if they choose to exercise it and drive behavior. They 
can implement real-world strategies such as episode pricing, 
capitation, or realignment of medical delivery systems.

Clearly, there are also drawbacks to keeping employers actively 
in the game. First, employers only cover about half of the 
population. Second, they’re extremely fragmented; even the 
very large employers (e.g., Wal-Mart or GE or Verizon) are tiny 
little droplets in the marketplace sea. They are very ineffective at 
putting pressure on the behavior of providers and payers due to 
their fragmentation, lack of collaborative purchasing structures, 
and fear of disrupting employee relationships with doctors and 
hospitals. Third, they have mixed motives, certainly as perceived 
by the employees and by the public. Their shareholders and 
senior management, who may not be as concerned with quality, 
pressure them to achieve cost savings. My members are progres-
sive companies, and they care deeply about quality, and they 

measure it, and they reward it. However, this is not necessarily 
true of your average local dry cleaner or repair shop. Smaller 
employers do not have the same tools to deal with the situation, 
and, probably more importantly, they do not have the same 
level of resources. Fourth, there are varied levels of sophistica-
tion within the employer community. You can’t assume they’re 
all as sophisticated as the companies in the PBGH. Fifth, employ-
ers don’t (and can’t) maintain continuity with their employees 
over time, which, of course, subjects people to churning in the 
marketplace. Finally, we have the historic problems of job lock 
and now the retiree cliff. When you lose your job or retire, you’re 
in tough straits in the current individual market environment.

Are our companies on a sustainable spending path? I would say 
no, period! I don’t think they are, and they are not acting as if 
they are. They’re contemplating making much more dramatic 
changes in their programs than they were 3 or more years ago. 
What would be sustainable? The CPI+0 trend we discussed or 
GDP+0—any kind of bending along those lines is considered 
essential. To remind you of the obvious, my companies are 
essentially the American economy, so they are only going to 
grow at that rate of the overall macro economy. They can’t 
fathom why they should keep taking 2% or 5% out of their rate 
of growth to subsidize another sector of the economy. 

Companies are, of course, very sensitive to premium growth, 
what they’re actually paying as a contribution (whether or 
not they’re self-funded) to the total cost of care. Yet more and 
more, they are concerned with that total cost of care. They want 
a durable reduction in the cost shift from the public payers 
to them. We can argue whether the cost shift is 3% or 20%. 
Whatever the true rate, employers believe they are paying 
much higher premiums than they should to make up for the 
shortages of the low administered prices of the public payers. 
When Congress contemplates changes in the eligibility age or 
changes in the payment structure, the employers see they are 
being asked (told) to pay more; that’s the only message they 
hear when they listen to those conversations. They want the 
public payers to understand what this cost shift means to the 
private sector and to modify their behavior accordingly. They 
feel strongly that public policy must be made comprehensively, 
looking at the cost experience of all payers, not narrowly for the 
Treasury Department expenditures.

They also want to compete on benefits. They actually like the 
role they play in competing for retention and attracting workers 
with their benefit programs, so they would like to continue to 
use reasonable consumer incentives. These are all capitalists! 
They like the idea of developing incentives for consumers 
to seek the high-performing providers (the low-fuel-using 
providers, as Arnie Milstein put it). Employers want to retain that 
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function, but they’re concerned that they may not be able to 
sustain it. 

On a “softer” dimension, they’d like to know that their 
employees will obtain good outcomes when they utilize care. 
To the extent we ratchet down and cannibalize the technology 
and service quality of the health care system, employers will 
not be happy. They want to see a health care system that has 
the capacity to have good outcomes, to have confidence in 
the reliability of the system, and to eliminate the enormous 
variation in cost and quality that exists today. Think of an 
employee randomly walking into one place for a service versus 
another. They’re likely to get dramatically different results 
at dramatically different prices and nobody seems to care. 
Employers are operating in a competitive marketplace, and they 
firmly believe in continuous innovation, driving improvement 
and efficiency. Thus, with respect to health care, they’re now 
beginning to expect an environment with new models of care 
that move away from clinic bricks-and-mortar, practitioners who 
practice at the “top of their license,” competition by ability to 
improve health, and expectation of continuous improvements 
in outcomes and resource use and efficiency. 

They clearly don’t have this today. The cost of premiums con-
tinues to rise at two or three times the general rate of inflation. 
The offer rate, uptake rate, retiree coverage, and the effective-
ness of coverage are each declining. High deductible plans 
are eroding the availability of services for many people with 
moderate and low incomes. Transparency is going nowhere. 
We talk incessantly about transparency and see tiny glimmers 
of light, but the typical Safeway grocery store checkers have 
very little ability to determine where they’re going to get care, 
at what price, and with what result. The pending Massachusetts 
legislation represents a nice model of trying to “amp up” 
transparency. It seems that we’ve been discussing this forever. 
We now have multiple process measures that have made it 
through the measurement enterprise, as they call it today, but 
these measures are not being effectively used for purchasing or 
consumer decisionmaking. After 20 years of trying, we still must 
get much more serious about measuring the quality of health 
outcomes. The Dartmouth Atlas points to the high variability 
between and within care systems. The competitive marketplace 
is, from our point of view, moving in the wrong direction toward 
increased consolidation, hospitals buying other hospitals 
and doctor groups, with the prospect of inordinate market 
power, resulting in higher prices, less innovation, and nearly no 
competition on value.

To achieve our goals, we need progress along seven dimen-
sions: price transparency, including mitigation of the cost 
shift; outcomes measurement and reporting; competition 

on understandable units of service (e.g., episodes properly 
configured or whatever is the unit of service people compete 
on where one can see the price and the result); something that 
is tractable to the consumer, if we’re going to have a consumer 
oriented marketplace; monitoring and transparency of the total 
cost of care; monitoring and transparency of market consolida-
tion; and relaxed regulatory inhibitions on care redesigns 
(mandates, scope of practice, physician licensure by state). I 
can’t find a more eloquent way to say that, but it is critical to 
rethink our regulatory infrastructure to encourage innovation 
using modern technologies and service models that have not 
heretofore been prevalent. 

Figure 2 emerged from our recent meeting. It represents the 
clarity with which employers are thinking today, laser-like and 
knowing exactly what we should do! The good news is that they 
are thinking all these thoughts. The bad news is, we don’t have 
the answers. Figure 3 provides information on the strategies 
that companies will pursue with respect to health benefits over 
the next 10 years. Approximately 46% are going to stay the 
course, which means 54% are seriously considering not staying 
the course. A more dramatic recent survey asked, “Will you 
still be offering health benefits 10 years from now?” Only 23% 
said yes. In other words, 77% indicate that they will pursue a 
different way to interact with their employees with respect to 
health benefits. We certainly can’t sit here and assume that this 
sector of the health care market will stay constant. 

Figure 2. 
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Figure 3.

The policy implication of this somewhat bleak story is that PBGH 
members feel health reform has to address overall medical costs, 
not only government expenditures. The conversation we’re hav-
ing today must be broadened to discuss total expenditures. We 
can’t simply shift costs to employers by increasing the Medicare 
eligibility age or to beneficiaries by increasing deductibles, 
whether the beneficiaries are in the public or private sectors. 
Traditional fee-for-service is an obvious culprit, and we must 
aggressively address the negative incentives to provide more 
volume without regard to appropriateness or quality. Consum-
ers must have incentives to shop wisely for high-performing 
providers (the best value in quality and cost) and create a 
market signal to reward that.

I close with my policy agenda to drive value. We can certainly 
make progress on payment reform (rapid implementation 
of bundled payments and moving to global payments) and 
benefit redesign (use of reference pricing, tiered networks, and 
similar incentives to encourage healthy competition among 
providers) faster and more completely in the private sector 
than in the public sector. Delivery system reform includes 
rapid development of ACOs, PCMHs, and similar delivery 
system innovations. While we haven’t talked much about it, in 
order to address quality, transparency, pricing issues, market 
oversight, and regulatory questions, we need a deeper look at 
our infrastructure—more robust measurement, interoperable 
IT, and increased knowledge assets. We have tools we didn’t 
have 10 years ago, but we aren’t knitting them together very 
well. That is surely something that public policy can further 
stimulate. 

Karen Ignagni
I am firmly in the camp that we are not yet on a sustainable 
path. There are, however, positive signs of life, and I think we 
should reorient how we discuss the health care issue and also 
how we think about it in the context of the political discussion 
here in Washington.

I would like to open with three introductory points. First, it’s 
instructive to think back to health reform’s genesis and recall 
that it was specifically focused on the numbers of people who 
didn’t have coverage, with the expectation that any reasonable 
policy would bring in two-thirds or three-quarters of the unin-
sured. It was the expressed goal. Unfortunately, we did not have 
a similar goal with respect to health care costs, and that’s where 
I think we should start. Is our goal embodied in Charlie Roehrig’s 
sustainability analysis? Is it taking $1 trillion or $2 trillion from 
future expenditure growth? Whatever it is, we need to start 
talking about specific goals, or it’s difficult to get anywhere.

Second, consider that CBO projects into the future, four 
expenditure tranches: Medicare, Medicaid, tax expenditures, and 
insurance subsidies. We’re slated to spend roughly $17 trillion 
over the next 10 years—yes, $17 trillion! Can we take a trillion 
or 2 off that? That’s the conversation we want, a simpler way for 
people to envision cost control because of the way it sharpens 
our thinking and orients our progress toward a clear goal. 

The issue that clears a crowded political room quicker than a fire 
is that, to the extent we have any economic growth, the health 
care sector is fueling it, and we need an improved understand-
ing of the health sector’s effect, positive and negative. Where 
does this lead us? I’m not making a value judgment, but I believe 
few of our leaders are connecting the dots. 

Third, David Lansky discussed the interdependency of public 
and private strategies. This is a crucial prism through which to 
illuminate the discussion of what’s the government role, what’s 
the private sector role, and where do they intersect.

I expand on these themes below. But, I would like to begin 
with a thank you to Len Nichols for the plug on AHIP’s “imple-
mentation map.” We are getting more sophisticated surveying 
developments across the country. Soon we’ll be publishing a 
comprehensive state-by-state update.
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Figures 1 and 2 reiterate dimensions of the cost problem.

Figure 1.

Figure 2.

Regarding changes in reimbursement structures, we are very 
actively negotiating with hospitals to advance prospective 
payment arrangements, ACO configurations and global 
budgets. This is not a one-size-fits-all approach. It depends 
on the ability and interest of the hospital to take risks. Clearly, 
there’s a continuum of possibilities and opportunities there. I’ve 
seen data from health plans with their provider partners who 
are actually showing reductions in the slope of the curve. These 
strategies work. 

Everyone talks about bundling and episodes of care. It’s very 
exciting to observe this moving from items that are widely 
understood (e.g., joints or pregnancy) to a significant effort 
to help plans collaborate with provider specialists in areas 
such as cancer care, beginning to think about incentives, both 
quality and cost, and bundling payments so you’re not paying 

on a piece rate basis. The providers are incented, insurers are 
incented to support them with data, and the delivery system 
moves in the right direction. 

There is also substantial activity around the medical home 
concept. Health plans are putting care coordinators either 
directly in doctors’ offices or virtually uniting doctors who are in 
single or two- or three-person practices with nursing support. 
Using predictive modeling, they know which patients are likely 
to have chronic conditions. This facilitates getting them into 
the system early, making sure that they are managed and their 
disease care processes are organized. For example, if I present 
with asthma I might also have congestive heart failure or 
diabetes. These structures are basic but they work. I’m begin-
ning to see data showing reductions in hospital admissions and 
ER usage etc., representing an exciting opportunity.

Empowering patients is critical. Something fundamental hap-
pened with the Medicare Part D program: We began to develop 
tiering structures for prescription drugs. That methodology is 
being powerfully coupled with investments in infrastructure 
that we are now rolling out to hospitals, doctors, and so on. 
Employers have been urging health plans to do this. The market 
is responding by creating tier 1 plans (highest quality, lowest 
cost), tier 2 plans, etc. It is then possible to create incentives for 
employees and individuals purchasing coverage on their own 
to use tier 1 providers. This has a sentinel effect (as Jack Rogers 
illustrated many years ago), and this concept is still relevant. We 
see it again and again in communities, because hospitals and 
doctors want to be on tier 1. You can think about a productivity 
component layered onto this. 

Consider the situation from a beneficiary point of view. 
You’re incenting people to get health risk appraisals, fill their 
prescriptions, and ultimately avoid ER visits. These demand 
side effects focus on the individual and their ability to spark 
change, coupled with negotiating very different reimbursement 
structures to move away from fee-for-service. We can’t continue 
fee-for-service and hope to solve this problem. 

Empowering patients, in summary, means using value-based 
benefits to improve health and reduce costs, providing more 
information to help make informed decisions, structuring 
benefits to encourage use of effective care through information 
sharing and empowered decisionmaking, encouraging and 
incentivizing healthy behavior—all of which leads to healthier 
choices and lower costs.

I want to discuss some of the challenges we face without dupli-
cating the discussion by David Lansky. Two years ago, in the 
health care debate, we said to most of the other stakeholders, as 
well as members of Congress, that we have a unit cost problem. 
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What are the prices and charges from different actors within the 
delivery system? When we produce premiums, it is the result 
of what we are being charged. We have a unit cost problem 
because the prices continue to grow significantly (which, again, 
clears a crowded Capitol Hill room very quickly, because my cost 
containment is someone else’s revenue reduction). We have not 
been able to cross the Rubicon and attack costs, because any 
time you propose strategies to address it, they can be perceived 
to be acting against job creation and local economic recovery. 

We have to attack the price of care. The reimbursement changes 
I discussed begin to do exactly that, and there are some path-
breaking hospital systems that are very interested in partnering 
to address this issue, because they understand, as we do, that 
this system cannot be sustained the way it is today. 

Productivity is obviously a central issue, especially as it relates 
to variation and patient safety. We have 10 conditions with 
wide variation that the Institute of Medicine and Agency for 
Healthcare Research and Quality (AHRQ) have been investigat-
ing for many years. We need to shrink that variation. It is a very 
simple thing to talk about, a very hard thing to do. Is it hard for 
the health plans? Absolutely not. Two years ago, we proposed a 
process where we would work with specialty societies and other 
clinicians to agree on the best practices, align these structures 
with reimbursement incentives, clean it up, and increase 
productivity. You could do that immediately. But we were told 
very clearly that that was too politically difficult for the provider 
community.

David Lansky correctly noted the reliance on the 500 or so 
process measures. What are the 15 or 20 high-value measures 
that should be used so that doctors and hospitals are not 
tortured with superfluous data as they attempt to deal with 
outcomes and trying to increase productivity? Everybody loves 
to talk about productivity today; health care and education are 
the productivity laggards compared to every other sector. We 
can play a very important role in the health plan community, 
but there has to be the political will to attack this problem. 

Scope of practice is another challenging area. Some hospitals 
have done wonderful thinking regarding how to use nurses and 
other practitioners to fill the gaps due insufficient numbers of 
primary care physicians. How do we get primary care physicians 
to work to the top of their license, and how do we use nurses 
and other practitioners? We need more discussion on this issue, 
and we’ve got to change laws all around the country to facilitate 
this potential efficiency. 

I also want to address consolidation and horizontal integration; 
i.e., large hospital systems eating up smaller, lower-cost hospi-
tals. What are the implications? The health plan gets a call from 

that hospital system with a fantastic reputation that everyone 
wants to go to and says, “Guess what? We have just bought hos-
pital A and B. Now you’re going to transition in hospital A and B 
from 100% of Medicare, by way of reimbursement, to 150 or 160 
or 170 for the privilege of dealing with us.” An overnight change 
that clearly increases cost. That’s the horizontal consolidation. 
On the vertical front, we used to pay for cardiac catheterizations 
on an outpatient basis in physicians’ facilities. With hospitals 
buying physician practices, we are seeing overhead increases 
of 30–40%. Next, visit any large city and most mid-sized cities in 
this country, and you’ll see a building and construction boom 
in the hospital arena. We have a trifecta of overhead changes 
that is impossible to sustain over time. We are not giving this 
sufficient attention in the public policy community. While it’s 
difficult, unless we actually begin to address these fundamental 
issues, we’re not going to make adequate progress. 

What needs to be done? First, adoption of payment changes in 
public programs. As we hear repeatedly, we must move away 
from fee-for-service. One of the most important developments 
for Medicaid is the movement toward coordinated care for the 
dual-eligible population to, e.g., move people out of nursing 
homes who want to be at home. Working appropriately with the 
disability groups and with other patient groups and under-
standing their expectations, we have the ability to do this. While 
certainly not the primary justification, it saves money while it 
treats people in their home or in their community. As the Baby 
Boomers move into their retirement years, we will all want to be 
at home, if possible. Moving toward care management of dual 
eligibles is accordingly very important. 

My colleague, Jeff Lemieux, who runs our research center, has 
done a great deal of research looking at Medicare Advantage 
versus traditional fee-for-service over a range of dimensions, 
including readmission. We do a better job because we have 
coordinated care. We partner with the hospitals rather than 
trying to do it by ourselves. Disease management and care 
coordination with hospitals and clinicians work when partner-
ing opportunities are seized. The objective is to ensure that 
people understand their orders when they are discharged from 
the hospital, that they have the support system they need at 
home, and that they have their prescriptions for a few days so 
they don’t have to leave home if they’re not able—all simple 
things. There’s tremendous potential now to broaden disease 
management and care coordination initiatives and move away 
from fee-for-service in the Medicare program. 

Better awareness of “hot spots” is also important. We talk a lot 
about that today, but it is unclear what the resource demands 
of hospitals are and how we can help with reimbursement. 
We’ve been doing a great deal of work looking at different 
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communities, and you can see a very strong correlation between 
rates of increase in health care costs and consolidation. We will 
have much more to say on this issue in future research reports, 
but this is a clear, nationwide phenomenon. 

It’s critical to discuss the needs of hospitals, communities, 
and clinicians. How are we going to address these issues as 
opposed to putting our heads in the sand? We think that there 
is a tremendous opportunity for state engagement, since they 
operate lower to the ground. We have to solve public health 
challenges, and they’re different in every state. We have to 
begin to think about stakeholders working together, and it’s 
very hard to develop a recipe for that in D.C., since it’s too easy 
for stakeholders to walk away, as we saw 2 years ago in a health 
reform discussion. It’s very hard to walk away from a Governor. 
I think that you have more opportunity in that setting to get 
different constituencies working together. 

Finally, I want to discuss specific ACA provisions in terms of 
unintended consequences. We strongly support the goal of 
bringing people into the system, but it will not be sustainable 
unless there’s affordability. Between now and 2014, there 
needs to be much more attention on what products people 
currently have. What are small employers offering? (Large 
employers generally offer most benefits.) Small employers and 

individuals buying coverage on their own are largely focused 
on catastrophic coverage. They are not buying 10 categories 
of coverage or the low-deductible plans in the legislation, 
simply due to affordability. We have to look at the implications 
of transitioning overnight on that small employer and on the 
individual. Secondly, the premium tax in the ACA legislation 
will add just shy of 3% to a small business purchasing coverage. 
From the standpoint of small business, a 3% or 2.5% rise is a 
material increase. Moving from a current catastrophic coverage 
package combined with this tax adds costs to small businesses, 
which further strains their affordability. Thirdly, in 85% of the 
market, older people are paying over five times more than 
younger people—the so-called rating band. In some states it is 
higher. That ratio collapses to 3 to 1 overnight, and it will have a 
significant impact on the cost of coverage for young people. The 
people you need in the pools for them to work are the younger 
and the healthier individuals. 

The implications of those three items on younger and healthier 
people—the young immortals in their 20s as well as those in 
their 30s and early 40s—is significant, since these are the people 
who need to be in the pool. Now that there’s certainty around 
the Supreme Court decision, we want to make sure that people 
are looking at some of these specific factors that need to be 
addressed before health care reform expansion begins in 2014. 
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Session IV. Questions and Answers

Joanne Kenen
We are clearly in the early stages of implementation, where 
there have been many things on hold until the Supreme Court 
decision, and you just alluded to greater certainty. Yet in our 
conversations, we hear people saying that we now need to wait 
for the election. The clock keeps getting pushed back. What are 
you seeing in the private sector regarding moving ahead and 
making up for lost time?

Karen Ignagni
Virtually every health plan across the country has established 
special taskforces to deal with the huge, frequent issuance of 
lengthy regulations on varied components. Any plan that seeks 
to be in the market in 2014 has committed to implementation 
in a very significant way. There was no waiting for certainty pro-
vided by the Supreme Court decision. There are expectations, 
there are markers, and we’ve proceeded accordingly. You haven’t 
heard of any health plan that’s missed a deadline, and there 
have been many, because there has been this significant effort 
to make sure we were doing everything that was expected. 
We’re very focused on delivering what the country is expecting 
of us and following the requirements. You may hear talk of delay 
in the political sphere, but not on the ground.

Joanne Kenen
But there is that intersection, and you can only plan so far. I get 
emails from employer survey groups saying they’re not ready 
with a variety of items, especially the small employers. They 
are on hold for differing issues, and there’s also a connection 
whereby the health plans must work in a state environment, 
which is itself operating in a highly uncertain environment. 

Karen Ignagni
Washington State, for example, has told health plans that they 
want all of the bids for each (Metal) coverage level submitted at 
the beginning of next year. Clearly, you can’t develop your bids 
until you have all of the rules signed, sealed, and delivered. I 
suspect that some of the ‘not ready’ comments come from small 
employers. Many of them are struggling and very concerned 
about transitioning from a single policy offering to 10 categories 
of benefits and a large decrease in deductibles (e.g., from 
$4,000 to $2,000), which has a material impact on their cost of 
coverage. This is compounded by the new premium tax. They 
are justifiably concerned and unsure how to navigate in the 
new system. Conversely, the large employers are very active in 
addressing the cost issues.

David Lansky
For the large employers, I think there are three important dimen-
sions: the Supreme Court decision, the election, and the pace of 
implementation. People tend to underestimate that all employ-
ers have a significant administrative implementation task. For 
2014 in particular, we counted 21 different tasks an employer 
must complete to comply with the law. They have their hands 
full, and, as Karen said, they are proceeding as if it’s going to 
happen. It’s a huge amount of work that they’ve absorbed. The 
second is the Medicaid expansion uncertainty that’s been intro-
duced with the Supreme Court decision. It’s beginning to ripple 
through the employer community, because they realize for 
their low-income, low-wage employees and part-time, seasonal 
employees that this could change the environment in which 
their employees are getting coverage state by state. For a large, 
multistate employer, that’s going to be a nightmare. They’re 
considering their policy position. Will they start advocating that 
the states accept the expansion and reposition themselves from 
where they’ve been in the past? That’s a new wrinkle for them.

Joanne Kenen
What do they need to do?

David Lansky
I think they’re all evaluating their options. I don’t think they’ve 
done the modeling to figure out what it means for them and 
how it fits with their overall positioning on health reform. It’s a 
new question that they weren’t anticipating until a few weeks 
ago. But fundamentally, it doesn’t matter. Their pressures are 
cost, cost, cost, and the ACA as implemented is not expected to 
do much to relieve them of those pressures. They are focused 
on what’s the next generation of both private- and public-sector 
actions that will mitigate the cost trend, on “What can we do 
to mobilize people around seriously changing the health care 
system to become affordable?”

Ziad Haydar
Insurance plans are competing against each other, and when 
insurance plan A works with doctors to help them set up a medi-
cal home for their insured, then insurance plan B avoids these 
doctors and goes to other ones, which creates a nightmare: 
the impossibility of these doctors spreading the medical home 
to all of their patients. What’s your gut feeling, or what does 
your crystal ball tell you, as to whether multiple plans will unite 
to approach these physicians that are already engaged with 
Medicare to convince them to move 80% of their patients who 
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are not on Medicare to do the same thing, to have this practice 
pattern snowball and change everyone’s practice? 

Karen Ignagni 
This is a very important question. In a couple of states, we’re 
seeing exactly this happen, where Medicare is now partnering 
with the private sector. In Pennsylvania, for example, a number 
of health plans are developing medical homes and collaborat-
ing with Medicare. I think we’re going to see much more of this 
around the country. Primary care physicians are very open to it, 
because they want to maintain their own practices, and we have 
the infrastructure and data to connect them virtually. They have 
coverage now where they didn’t have it before. We’ve spent 
a great deal of time talking about how to work more broadly 
within various communities. Add this to the idea of synchroniz-
ing the measures to reduce the number that are torturing them, 
public and private, and you can begin to see a map of how 
to productively go from here to there. The SGR discussion led 
me to this insight. We should be having a conversation about 
how to fundamentally change the reimbursement to solve the 
problem rather than how to sustain SGR or afford it, do away 
with it, or continue with these patches.

Tom E. Getzen
SGR is so popular with the cardiologists I talk to. We’re budget 
people, but he’s a doctor; he’s a provider. We all know we can’t 
get anywhere unless the provider community, the doctors and 
nurses, are behind it. But I walk in, say, “My name is Tom; I’m an 
economist. Ask me how to cut costs by cutting employment 
and cutting your wages!” 

Karen Ignagni
It clears a crowded room, right? There you go. 
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List of Acronyms
ACA Affordable Care Act

A-ICU Ambulatory Intensive Care Unit

ACO Accountable Care Organization

AEI American Enterprise Institute

AHIP America’s Health Insurance Plans

AHRQ Agency for Healthcare Research and Quality

CBO Congressional Budget Office

CER comparative effectiveness research

CMMI Centers for Medicare and Medicaid Innovation

CMO Chief Medical Officer

CMS Centers for Medicare & Medicaid Services

CPI Consumer Price Index

CSHS Center for Sustainable Health Spending

FFS fee-for-service

GDP Gross domestic product

HH Home health

HMO Health Maintenance Organization

IOM Institute of Medicine

IPAB Independent Payment Advisory Board

MedPAC Medicare Payment Advisory Commission

NH Nursing home

NHE National Health Expenditurs

OECD Organisation for Economic Co-operation and Development 

OMB Office of Management and Budget

PBGH Pacific Business Group on Health

PCORI Patient-Centered Outcomes Research Institute

PCP Primary care provider

PGDP Potential GDP

PHC Private health insurance

PPACA Patient Protection and Affordable Care Act

PwC PricewaterhouseCoopers

SG&A Selling, General and Administrative Expenses

SGR Sustainable Growth Rate
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