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This monograph is the result of a meeting held in Washington, DC, on July 12, 2016. 
It is the sixth such meeting organized by the Altarum Center for Sustainable Health 
Spending (CSHS) and was supported by the Robert Wood Johnson Foundation for 
the fifth consecutive year. We are grateful to the foundation for its continued support 
that has imparted continuity, visibility, and prestige to the event. Of course, the 
content is solely the responsibility of the authors and does not necessarily represent 
the views of the Robert Wood Johnson Foundation. 

In particular, we thank Katherine Hempstead, our Robert Wood Johnson Foundation 
program officer, for her guidance, wisdom, and enthusiasm. The foundation’s support 
of our Health Sector Trend Reports—products that are linked to the symposium 
funding—stimulates us to track important developments and keep pace with 
emerging changes affecting the health economy.

We received valuable advice guiding the entire symposium project from our 
colleagues Charles Roehrig and George Miller. Superb editorial input and formatting 
was provided by Audrey Hughes. We also thank our center’s National Advisory 
Committee for their expertise, support and general counsel.

Please note: We have edited the July 12, 2016 presentations for clarity, and have 
added links, some of which stem from activities occurring following the symposium. 

A complete (4-hour) video of the event is available at: www.altarum.org/cshs/
meetings. This site also contains the materials for all of our previous meetings.

For any questions or comments, please contact: 
Paul Hughes-Cromwick 
paul.hughes-cromwick@altarum.org 
(734) 717-9539.

PREFACE AND ACKNOWLEDGEMENTS

http://altarum.org/publications/health-sector-trend-report-september-2016
http://altarum.org/research-centers/center-for-sustainable-health-spending/cshs-national-advisory-committee
http://altarum.org/research-centers/center-for-sustainable-health-spending/cshs-national-advisory-committee
http://www.altarum.org/cshs/meetings
http://www.altarum.org/cshs/meetings
mailto:paul.hughes-cromwick%40altarum.org?subject=
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Joseph R. Antos, PhD, is the Wilson 
H. Taylor Scholar in Health Care and 
Retirement Policy at the American 
Enterprise Institute (AEI), where his 
research focuses on the economics of 
health policy—including the Affordable 
Care Act, Medicare, the uninsured, and 

the overall reform of the health care system and its financing. 
He also studies the impact of health care expenditures on 
federal budget policy.

Before joining AEI, Antos was assistant director for health and 
human resources at the Congressional Budget Office (CBO). 
He has also held senior positions in the US Department of 
Health and Human Services, the Office of Management and 
Budget, and the President’s Council of Economic Advisers. 
He recently completed a seven-year term as health adviser to 
CBO, and two terms as a commissioner of the Maryland Health 
Services Cost Review Commission. In 2013, he was also named 
adjunct associate professor of emergency medicine at George 
Washington University.

Antos has a Ph.D. and an M.A. in economics from the 
University of Rochester and a B.A. in mathematics from Cornell 
University.

Katherine Baicker, PhD, is C. Boyden 
Gray Professor of Health Economics 
in the Department of Health Policy 
and Management at the Harvard T.H. 
Chan School of Public Health.  She is 
a research associate at the National 
Bureau of Economic Research, an 

affiliate of the Jameel Poverty Action Lab, a nonresident senior 
fellow of the Brookings Institution, and an elected member of 
the Institute of Medicine.

Professor Baicker serves as a Commissioner on the Medicare 
Payment Advisory Commission; as Chair of the Massachusetts 
Group Insurance Commission; on the Congressional Budget 
Office’s Panel of Health Advisers; as a Director of Eli Lilly; on 
the Editorial Boards of Health Affairs, and the Journal of Health 
Economics; she has served as Chair of the Board of Directors 
of AcademyHealth. From 2005–2007, she served as a Senate-
confirmed Member of the President’s Council of Economic 

Advisers, where she played a leading role in the development 
of health policy.

Professor Baicker’s research focuses primarily on the factors 
that drive the distribution, generosity, and effectiveness of 
public and private health insurance, with a particular focus 
on health insurance finance and the effect of reforms on 
the distribution and quality of care.  Her research has been 
published in journals such as the New England Journal of 
Medicine, Science, Health Affairs, and the Quarterly Journal of 
Economics, and has been featured in outlets such as the New 
York Times, the Wall Street Journal, and National Public Radio.  
She is currently one of the leaders of a research program 
investigating the many effects of expanding health insurance 
coverage in the context of a randomized Medicaid expansion 
in Oregon.

She received her BA in economics from Yale and her PhD 
in economics from Harvard.  She has served on the faculty 
of the Department of Public Policy in the School of Public 
Affairs at the University of California, Los Angeles; the Harris 
School of Public Policy at the University of Chicago; the 
Economics Department at Dartmouth College; and the Center 
for the Evaluative Clinical Sciences and the Department of 
Community and Family Medicine at Dartmouth Medical 
School.

Robert A. Berenson, MD, joined Urban 
as an Institute fellow in 2003. In this 
position he conducts research and 
provides policy analysis primarily on 
health care delivery issues, particularly 
related to Medicare payment policy, 
pricing power in commercial insurance 

markets, and new forms of health delivery based on 
reinvigorated primary care practices. 

In 2012, Berenson completed a three-year term on the 
Medicare Payment Advisory Commission, the last two years 
as vice chair. From 1998 to 2000, he was in charge of Medicare 
payment policy and private health plan contracting in the 
Centers for Medicare and Medicaid Services. Previously, he 
served as an assistant director of the White House Domestic 
Policy Staff under President Carter.

CONTRIBUTORS
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Berenson is a board-certified internist who practiced for 20 
years, the last 12 years in a Washington, DC, group practice. 
While practicing he helped organize and manage a successful 
preferred provider organization serving the Washington, DC, 
metropolitan area. He is coauthor of The Managed Care Blues & 
How to Cure Them with Walter Zelman, and Medicare Payment 
Policy and the Shaping of U.S. Health Care, with Rick Mayes. He 
publishes frequently in numerous publications, including the 
New England Journal of Medicine, Health Affairs, New York Times, 
and New Republic. 

Berenson is a graduate of the Mount Sinai School of Medicine, 
a fellow of the American College of Physicians, and on the 
faculty at the George Washington University School of Public 
Health. 

Melinda Buntin, PhD, is the chair 
of the Department of Health Policy 
at Vanderbilt University’s School of 
Medicine. She previously served as 
Deputy Assistant Director for Health at 
the Congressional Budget Office (CBO), 
where she was responsible for managing 

and directing studies of health care and health care financing 
issues in the Health, Retirement, and Long-term analysis 
Division. 

Prior to joining CBO, Dr. Buntin worked at the Office of the 
National Coordinator for Health IT, where she established and 
directed the economic analysis, evaluation, and modeling 
group, while on leave from RAND. At RAND, Dr. Buntin served 
as deputy director of RAND Health’s Economics, Financing, and 
Organization Program, director of Public Sector Initiatives for 
RAND Health, and co-director of the Bing Center for Health 
Economics. Her research at RAND focused on insurance 
benefit design, health insurance markets, provider payment, 
and the care use and needs of the elderly. 

She has an A.B. from the Woodrow Wilson School at Princeton 
and a Ph.D. in Health Policy with a concentration in economics 
from Harvard University.

Amitabh Chandra, PhD, is the Malcolm 
Wiener Professor of Social Policy and 
Director of Health Policy Research at the 
Harvard Kennedy School of Government. 
He is a member of the Congressional 
Budget Office’s (CBO) Panel of Health 
Advisors, and is a Research Associate 

at the IZA Institute in Bonn, Germany and at the National 
Bureau of Economic Research (NBER). At Harvard, Professor 
Chandra teaches undergraduates in Harvard College, graduate 
students at the Kennedy School and Business School, and 
in Harvard’s Executive Education programs. His research 
focuses on innovation and cost-growth in healthcare, medical 
malpractice, and racial disparities in healthcare. His research 
has been supported by the National Institute of Aging, the 
National Institute of Child Health and Development, the 
Robert Wood Johnson Foundation, and has been published in 
the American Economic Review, the Journal of Political Economy, 
the New England Journal of Medicine, the Journal of the 
American Medical Association, and Health Affairs. He is an editor 
of the Review of Economics and Statistics, a former editor of the 
Journal of Human Resources, and serves on the editorial boards 
of Economics Letters and the American Economic Journal.

Chandra has testified to the United States Senate and the 
United States Commission on Civil Rights. His research 
has been featured in the New York Times, the Washington 
Post, CNN, Newsweek, and on National Public Radio. He has 
been a consultant to the RAND Corporation, Microsoft 
Research, the Institute of Medicine and the Blue Cross Blue 
Shield Foundation of Massachusetts. In 2011 he served as 
Massachusetts’ Special Commissioner on Provider Price 
Reform.

Professor Chandra is an elected member of the Institute of 
Medicine, the first-prize recipient of the Upjohn Institute’s 
Dissertation Award, the Kenneth Arrow Award for best paper 
in health economics, and the Eugene Garfield Award for 
the impact of medical research. In 2012, he was awarded 
American Society of Health Economists (ASHE) medal. The 
ASHE Medal is awarded biennially to the economist age 40 or 
under who has made the most significant contributions to the 
field of health economics.

Ceci Connolly, a nationally-recognized 
health care leader, took over as president 
and CEO of the Alliance of Community 
Health Plans in January 2016. In her 
role, she works with some of the most 
innovative executives in the health 
sector to provide high-quality, evidence-

based, affordable care. She is passionate about transforming 
America’s system to deliver greater value to all.

Connolly has spent more than a decade in health care, first as 
a national correspondent for the Washington Post and then 
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in thought leadership roles at two international consulting 
firms. She is a leading thinker in the disruptive forces shaping 
the health industry and has been a trusted adviser to c-suite 
executives who share her commitment to equitable, patient-
centered care.

She is co-author of the book LANDMARK: The Inside Story of 
America’s Health Law and What it Means for Us All, has covered 
six presidential campaigns and numerous natural disasters 
including Hurricane Katrina. She is the first non-physician to 
receive the prestigious Mayo Clinic Plummer Society award 
for promoting deeper understanding of science and medicine 
and in 2001 was awarded a fellowship to Harvard’s Kennedy 
School of Government.

For four years, Connolly served on the board of Whitman-
Walker Health, a $26 million non-profit, community health 
center, serving 15,000 clients a year. She is a founding member 
of Women of Impact (WOI) for Healthcare and serves on the 
national advisory committee of the Altarum Institute Center 
for Sustainable Health Spending. She is a graduate of Boston 
College.

Ezekiel J. Emanuel, MD, PhD, is Vice 
Provost for Global Initiatives and chair 
of the Department of Medical Ethics 
and Health Policy at the University 
of Pennsylvania. From January 2009 
to January 2011, he served as special 
advisor for health policy to the director 

of the White House Office of Management and Budget. Since 
1997 he was chair of the Department of Bioethics at The 
Clinical Center of the National Institutes of Health and a breast 
oncologist. 

Dr. Emanuel received his M.D. from Harvard Medical School 
and his Ph.D. in political philosophy from Harvard University. 
After completing his internship and residency in internal 
medicine at Boston’s Beth Israel Hospital and his oncology 
fellowship at the Dana-Farber Cancer Institute, he joined the 
faculty at the Dana-Farber Cancer Institute. He has since been 
a visiting professor at the University of Pittsburgh School of 
Medicine, UCLA, the Brin Professor at Johns Hopkins Medical 
School, and the Kovitz Professor at Stanford Medical School 
and visiting professor at New York University Law School. 

Dr. Emanuel has written and edited 9 books and over 200 
scientific articles. He is currently a columnist for the New  
York Times.

Tom E. Getzen, PhD, is the former 
Executive Director of iHEA, the 
International Health Economics 
Association, with 2400 academic and 
professional members in 72 countries, 
and emeritus Professor of Risk, Insurance 
and Health Management at the Fox 

School of Business, Temple University, and has been visiting 
professor at the University of Toronto, the Woodrow Wilson 
School of Public Policy at Princeton University, the Wharton 
School of the University of Pennsylvania, and the Centre for 
Health Economics at the University of York.

His textbook Health Economics: Fundamentals and Flow 
of Funds (Wiley; 4th ed., 2010) is used in graduate and 
undergraduate programs throughout the world. His research 
and consulting focus on the macroeconomics of health, 
forecasting medical expenditures, physician supply, price 
indexes, financing, and public health economics.

He is the editor-in-chief for the “HEN-Health Economics 
Network” in collaboration with SSRN, associate editor for 
Health Economics, and a reviewer for a number of medical, 
health services, and economics journals. Professor Getzen 
periodically updates the forecasting model of “Long Run 
Medical Cost Trends” for the Society of Actuaries, and currently 
serves on the National Academy of Sciences IOM Committee 
on Public Health Strategies.

Jeff Goldsmith, is President of Health 
Futures, Inc.  He is also Associate 
Professor of Public Health Sciences at 
the University of Virginia. For eleven 
years ending in 1990, Jeff Goldsmith 
was a lecturer in the Graduate School 
of Business at the University of Chicago, 

on health services management and policy. He has also 
lectured on these topics at the Wharton School of Finance, 
Johns Hopkins, Washington University and the University 
of California at Berkeley. Jeff Goldsmith’s interests include: 
biotechnology, health policy, international health systems, 
and the future of health services. 

From 1982 to 1994, Jeff Goldsmith served as National Advisor 
for Healthcare for the firm Ernst and Young, and provided 
strategy consultation to a wide variety of healthcare systems, 
health plans, supply and technology firms. Prior to 1982, 
he was Director of Planning and Government Affairs at the 
University of Chicago Medical Center and Special Assistant 
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to the Dean of the Pritzker School of Medicine. From 1973 to 
1975, Jeff Goldsmith worked in the Office of the Governor, 
State of Illinois as a fiscal and policy analyst, and Special 
Assistant to the State Budget Director.

Jeff Goldsmith earned his doctorate in Sociology from 
the University of Chicago in 1973, studying complex 
organizations, sociology of the professions, and politics of 
developing nations. He graduated from Reed College in 1970, 
majoring in psychology and classics, earning a Woodrow 
Wilson Fellowship for graduate study in 1971.

Douglas Holtz-Eakin, is the President 
of the American Action Forum and 
recently was a Commissioner on the 
Congressionally-chartered Financial 
Crisis Inquiry Commission. Since 2001, 
he has served in a variety of important 
policy positions. 

During 2001-2002, he was the Chief Economist of the 
President’s Council of Economic Advisers (CEA) (where he had 
also served during 1989-1990 as a Senior Staff Economist.) 
At CEA he helped to formulate policies addressing the 2000-
2001 recession and the aftermath of the terrorist attacks of 
September 11, 2001. From 2003-2005 he was the 6th Director 
of the non-partisan Congressional Budget Office (CBO), which 
provides budgetary and policy analysis to the U.S. Congress. 
During his tenure, CBO assisted Congress as they addressed 
numerous polices — notably the 2003 tax cuts (JGTRRA), the 
Medicare prescription drug bill (MMA), and Social Security 
reform. During 2007 and 2008 he was the Director of Domestic 
and Economic Policy for the John McCain presidential 
campaign.

Dr. Holtz-Eakin built an international reputation as a 
scholar doing research in areas of applied economic policy, 
econometric methods, and entrepreneurship. He began 
his career at Columbia University in 1985 and moved to 
Syracuse from 1990-2001. At Syracuse, he became Trustee 
Professor of Economics at the Maxwell School, Chairman of 
the Department of Economics and Associate Director of the 
Center for Policy Research.

Joanne Kenen, is POLITICO Pro’s 
health care editor. Kenen has covered 
everything from Haitian voodoo 
festivals to U.S. presidential campaigns. 
(Sometimes it’s hard to tell the 
difference.) Since arriving in Washington 
in 1994, she has focused on health policy 

and health politics. She joined POLITICO in September 2011.

Kenen got the newspaper bug in second grade (the Teeny 
Town News), spent way too much time at the Harvard Crimson 
and then found herself in Central America, where she had 
an Inter American Press Association fellowship. She worked 
for Reuters in New York, Florida and the Caribbean and 
Washington. As a Kaiser Family Foundation media fellow in 
2006-07, she wrote about aging and palliative care. She spent 
three years writing and blogging about health policy at the 
nonpartisan New America Foundation.

Her work has appeared in numerous publications including 
The Atlantic, Kaiser Health News, the Washingtonian, CQ, The 
Washington Post, the Center for Public Integrity, Health Affairs, 
AARP’s The Magazine and Bulletin, National Journal, Slate 
and Miller-McCune. She co-authored two books that have 
absolutely nothing to do with health: The Costa Rica Reader 
and a parenting book, The Sleep Lady’s Good Night, Sleep Tight. 
One was adopted in college courses. The other one made 
money.

When she isn’t busy trying to figure out what Congress is up to 
(not that Congress always knows what Congress is up to), she 
can be found in Bethesda, Md., with her husband, Ken Cohen, 
and their two sons. When she needs a break from health 
policy, she writes about her kids, chocolate cake or cross-
dressing female pirates.

Uwe Reinhardt, PhD, is recognized as 
one of the nation’s leading authorities 
on health care economics. 

Dr. Reinhardt has been a member of the 
Institute of Medicine of the National 
Academy of Sciences since 1978. He is 
a past president of the Association of 

Health Services Research. From 1986 to 1995 he served as a 
commissioner on the Physician Payment Review Committee, 
established in 1986 by Congress to advise it on issues related 
to the payment of physicians. He is a senior associate of the 
Judge Institute for Management of Cambridge University, 



Sustainable U.S. Health Spending in the Next Administration 8

CENTER FOR SUSTAINABLE HEALTH SPENDING
SYMPOSIUM MONOGRAPH    OCTOBER 2016

UK, and a trustee of Duke University, and the Duke University 
Health System. 

Dr. Reinhardt is or was a member of numerous editorial 
boards, among them the Journal of Health Economics, the 
Milbank Memorial Quarterly, Health Affairs, the New England 
Journal of Medicine, and the Journal of the American Medical 
Association. 

Dr. Reinhardt earned his Ph.D. from Yale University.

Charles Roehrig, PhD, is Founding 
Director, Altarum’s Center for Sustainable 
Health Spending (CSHS), and an Institute 
Fellow. His research interests include 
timelier tracking of health spending, 
determining its sustainable growth rate, 
and modeling its future growth.

Dr. Roehrig has overseen development of the Altarum Health 
Sector Economic Indicators, which provide monthly tracking 
of health spending, prices, utilization, and employment. He 
developed the Triangle of Painful Choices to illustrate the 
link between the federal budget and the sustainable rate of 
health spending. He also led the development of estimates 
of national health spending by medical condition, including 
spending on prevention, and has extended this research to 
include the impact of disease prevalence on expenditure 
growth.

Dr. Roehrig is currently studying the impact of primary 
prevention on health spending and is modeling the impact of 
business cycles on health spending growth. He also has many 
years of experience in modeling health workforce supply 
and requirements. His work has been published in Health 
Affairs and the New England Journal of Medicine, and he blogs 
regularly for Altarum’s Health Policy Forum and Health Affairs.

In addition to his applied research, Dr. Roehrig has published 
in the field of theoretical econometrics in academic journals 
such as Econometrica and the Journal of Econometrics.

He holds a PhD in economics from the University of Michigan, 
an MS in statistics from the University of Michigan, and a BA in 
economics from Amherst College.

C. Eugene Steuerle, PhD, is a member 
of Altarum’s Center for Sustainable 
Health Spending (CSHS) National 
Advisory Committee and serves in the 
Richard B. Fisher Chair at the Urban 
Institute.

Among his previous positions, he has 
served deputy assistant secretary of the Treasury for Tax 
Analysis, president of the National Tax Association, chair of the 
1999 Technical Panel advising Social Security on its methods 
and assumptions, and vice-president of the Peter G. Peterson 
Foundation.

He is a co-founder of the Urban-Brookings Tax Policy Center, 
the Urban Institute Center on Nonprofits and Philanthropy, 
and ACT for Alexandria, a community foundation.

From 1984 to 1986, he worked as the original organizer and 
economic coordinator of the Treasury Department’s tax reform 
effort leading to the Tax Reform Act of 1986. Among many 
books are Contemporary U.S. Tax Policy (2nd edition).

Dr. Steuerle has served as an advisor to President Obama’s 
debt commission and a member of the Peterson-Pew 
Commission on Budget Reform.

He has also served on the National Committee on Vital and 
Health Statistics and has published many articles on the 
financing of health care, the use of mandates, and the design, 
administration, and economic effect of health insurance 
subsidies.

He has testified many times before Congress and served 
as “faculty” at health reform retreats of by both the Senate 
Finance Committee and the House Ways and Means 
Committee.
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Paul Hughes-Cromwick is the Co-
Director of Altarum’s Center for 
Sustainable Health Spending, where 
he has worked since 2002. He has 
been involved in health care economic 
and policy analyses since receiving 
his master’s degree in 1981. He leads 

outreach activities and business development for the Center, 
which was launched by Altarum as a critical systems issue in 
May 2011.

Before working at Altarum, Mr. Hughes-Cromwick worked 
for the University of Michigan School of Nursing; the Henry 
Ford Health System; the University of Pittsburgh Graduate 
School of Public Health; the State of Connecticut, where he 
was research director for the Connecticut Partnership for Long 
Term Care Insurance; and the U.S. Department of Health and 
Human Services in the Office of the Assistant Secretary for 
Planning and Evaluation. He was chairman of the board at 
Care Choices HMO in Farmington Hills, Michigan, until its sale 
and is currently on the board of trustees of SCL Health System 
in Broomfield, Colorado. He is a member of the American 
Economic Association; AcademyHealth; and the National 
Association for Business Economics, where he served as 
chairman of the Health Economics Roundtable  
from 2009–2015.

Mr. Hughes-Cromwick has a BS in mathematics and 
philosophy from the University of Notre Dame and an MA in 
applied economics from Clark University, where he completed 
all nondissertation requirements toward a PhD. His areas of 
expertise include health economics, health policy analysis and 
forecasting, and health sector economic indicators.

Ani Turner is Co-director of Altarum 
Institute’s Center for Sustainable Health 
Spending, where she studies drivers 
of health spending and the economic 
impact of investments in social and 
environmental factors that determine 
health and life outcomes.

She leads the Center’s monthly tracking of national health 
sector employment and has two decades of experience in 
health workforce modeling and analysis.

Working with government and commercial clients for more 
than 25 years, Ms. Turner has developed forecasting models 
and conducted analyses of health care resources, costs, and 
quality for the U.S. Department of Health and Human Services, 
the U.S. Department of Defense, individual states, and health 
plans.

Current foundation-funded research supports both the 
improvement of the health of underserved people in Detroit 
and the making of the business case for investments in greater 
racial equality.

Ms. Turner holds a bachelor’s degree in mathematics, summa 
cum laude, and a master of arts degree in applied economics 
with a concentration in labor economics, both from the 
University of Michigan.

Erica Muñoz-Rumsey is a graduate 
student intern at Altarum’s Center for 
Sustainable Health Spending. A dual 
student of the University of Michigan’s 
Gerald R. Ford School of Public Policy 
and the Michigan School of Public 
Health, she is working with the Altarum 

team on tracking health spending indicators, providing 
analysis of current health sector trends, and making the 
business case for advancing racial equity. She was a University 
of Michigan Rackham Merit Fellow and Associate Editor of 
the Michigan Journal of Public Affairs. Prior to graduate school, 
Ms. Muñoz-Rumsey worked for three years in healthcare 
access direct service and public affairs in Saint Louis, where 
she was selected as a 2014 “30 Under 30” honoree by the St. 
Louis Business Journal. Ms. Muñoz-Rumsey is a graduate of 
Washington University in St Louis and a native of Iowa.

EDITORS
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SYMPOSIUM AGENDA

With funding from the Robert Wood Johnson Foundation 
Altarum Institute Center for Sustainable Health Spending presents

Sustainable U.S. Health Spending in the Next Administration
Tuesday, July 12, 2016  8:30–2:00
Kaiser Family Foundation Barbara Jordan Conference Center 
1330 G Street NW, Washington, DC

8:30–9:00 Continental Breakfast and Welcome 
Linc Smith, President and CEO, Altarum Institute—Welcome

9:05–10:25 I. The Budget and Future Policy Landscape 
Ceci Connolly, President & CEO, Alliance of Community Health Plans—Moderator 
Douglas Holtz-Eakin, President, American Action Forum 
Jeff Goldsmith, National Advisor, Navigant Healthcare; Associate Professor of Public Health Sciences, UVA 
Joseph Antos, Wilson Taylor Scholar in Health Care & Retirement, American Enterprise Institute 
Eugene Steuerle, Institute Fellow and Richard B. Fisher Chair, The Urban Institute

10:30–11:50 II. Health and Healthcare Cost Factors 
Melinda Buntin, Professor & Chair, Dept. of Health Policy, Vanderbilt University—Moderator 
Amitabh Chandra, M Wiener Professor of Social Policy, Kennedy School, Harvard University 
Melinda Buntin, Professor & Chair, Department of Health Policy, Vanderbilt University 
Charles Roehrig, Founding Director, Altarum Center for Sustainable Health Spending  
Tom Getzen, Emeritus Professor of Risk, Insurance & Health Management, Temple University

11:55–1:15 III. Increased Coverage, Reduced Costs, Greater Efficiency: The Outlook 
Joanne Kenen, Health Editor, POLITICO—Moderator 
Robert Berenson, Institute Fellow, Urban Institute 
Ezekiel Emanuel, Vice Provost for Global Initiatives, University of Pennsylvania  
Katherine Baicker, CB Gray Professor of Health Economics, Chan School, Harvard University 
Uwe Reinhardt, James Madison Professor of Political Economy, Princeton University*

1:15–2:00 Lunch and Informal Discussions

*Unable to attend—see contribution in Appendix A
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WELCOME AND INTRODUCTION

In terms of putting on the show, special thanks to Altarum’s 
own Ken Schwartz, Marijka Lischak, and Dana Loughrey for 
helping to plan and organize the event, as well as Brigitte 
Jones, Alison Gary, Jim Wetherill, David Arbor, Ian Mabley, and 
Maureen Berg for production support—both in terms of the 
meeting handouts and airing the live webcast. Which reminds 
me, welcome to all of our online guests! 

Lastly, a hearty thank you to our three moderators; they will 
have the honor of introducing each of the panelists. But I want 
to give special thanks to them for helping us get organized, 
and keeping us on track today: Ceci Connolly, the President 
and CEO of the Alliance of Community Health Plans; Melinda 
Buntin, Professor and Chair of the Department of Health Policy 
at Vanderbilt; and Joanne Kenen, Health Editor at POLITICO.

I noted that this is the sixth annual symposium, and I would 
like to gratuitously take a moment to share some thoughts 
about this terrific event over the years, because I know that 
Paul Hughes-Cromwick, Ani Turner, Charlie Roehrig, and 
George Miller, all from the Center for Sustainable Health 
Spending, will not praise themselves. Five years ago, in 2011 as 
we were launching the Center, the meeting was not so much 
of a symposium as a working session to gather input from a 
series of invited experts to build the research agenda. Then 
in 2012, Charlie introduced the triangle of painful choices, 
looking at the impacts, issues and implications around 
sustainable health spending in the context of the U.S. Federal 
Budget. 

In 2013, the team and panelists expanded that to look not 
only at public sector spending, but also different trends in the 
private sector and the associated implications. Two years ago, 
we turned our attention to the quest for value: value in health 
care, value-based payment (which is obviously becoming an 
increasingly important issue), and prevention interventions— 
all in the context of sustainable health spending. And then 
last year, we looked at health spending in the context of 
the sustainable growth rate reform, rapidly increasing 
pharmaceutical prices, Medicaid enrollment and policies 
to support the dually-eligible populations, and a variety of 
related issues.

Lincoln Smith
Good morning everyone! I am Linc Smith, President and CEO 
of Altarum Institute. I have the distinct honor of welcoming 
you to Altarum’s sixth annual spending symposium, 
“Sustainable U.S. Health Spending in the Next Administration.” 
The energy and enthusiasm are already building, which 
I expect will be sustained at a very high level given our 
prestigious group of presenters. My role is basic but critical—
to thank important parties, and introduce the moderator for 
our first panel.

First, a hearty thank you to the Robert Wood Johnson 
Foundation and our project officer, Katherine Hempstead. 
The Foundation is underwriting this event, as they have the 
previous four meetings. They are ongoing and generous 
partners, supporting a range of important projects at the 
Institute. For Katherine, who Paul tattled on in confiding that 
she was roughing it in Alaska right now, I am guessing that she 
is not glued to her computer streaming this event, but rather 
is enjoying a well-deserved break. Nonetheless, we want to 
thank you personally for your superb project guidance.

I want to thank Drew Altman, the President of the Kaiser 
Family Foundation for providing access to this beautiful venue. 
We had the twofer planned in that he was going to be joining 
us as a panelist; but unfortunately last-minute Foundation 
business created a conflict for him. 

Sustainable U.S. Health Spending in the Next Administration
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This year, per the title, we look ahead—a true challenge for 
the panelists. I will say three things that I think are certain 
or at least, pretty likely (though I realize a bunch of health 
economists will say nothing is certain).

First, we have lived through a dynamic time in terms of health 
policy over the last few years, and of course throughout this 
administration. The Obama administration’s time in office 
will certainly be reflected upon as a historic pivot point 
in terms of health policy and probably in terms of health 
spending—whichever way it plays out—with the correlated 
developments including expanded coverage, new payment 
mechanisms, major provider and insurer consolidation and 
many new market entrants. These dynamics will clearly affect 
the trajectory of spending going forward. 

Second, in about six months we will have a new president and 
a new Congress—reconstituted in some way. However those 
elections turn out, change is most certainly coming, and that is 
a key issue that we are hoping the panelists can attack today. I 
am urging you to tell us what is going to happen and be bold 
in doing so. 

Did I did say there were three certainties? The third thing 
is that I am certain we will be here for the seventh annual 
symposium a year from now, to see how all of us did in making 
these predictions! Again, my sincerest welcome, and over to 
you Ceci.

“These dynamics will clearly affect the 
trajectory of spending going forward.”
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Ceci Connolly
Thank you Linc and good morning everyone. I am thrilled 
once again to be joining the Altarum Institute Center for 
Sustainable Health Spending. I love this event and always 
manage to get it on my calendar. It is a true pleasure to be 
back with all of you. 

Looking at today’s agenda, one way to think about the flow 
for the morning is that this group is going start at a pretty 
high and broad level. Our theme is the budget and the future 
policy landscape, very big picture. I hope the analytical 
content may be sprinkled with a dose of politics from my 
illustrious panelists. As the day proceeds, you will be treated 
to an in-depth analysis of specific health care spending trends, 
forecasts, cost factors, etcetera. I am fully expecting a terrific 
half day here with everyone.

I will take a minute to introduce the panelists. Douglas Holtz-
Eakin, is the President of The American Action Forum, formerly 
chief economist at the President’s Council of Economic 
Advisors, a former director of the Congressional Budget 
Office, and he sits on the board of a new Center for Health and 
Economy. We are thrilled to have you with us, Doug.

Jeff Goldsmith is President of Health Futures, Inc., an intriguing 
company which advises venture capitalists and private 
equity on emerging technologies. He is a national advisor 
for Navigant Healthcare, and an associate professor of Public 
Health Sciences at the University of Virginia. Last year Jeff 
wrote a compelling piece in the Health Care Blog, about 
two narratives in health care. Interestingly, neither of those 
narratives is quite right, as Jeff laid out. 

Joe Antos is a scholar at the American Enterprise Institute and 
he also practices what he preaches as a commissioner on the 
Maryland Health Services and Cost Review Commission. 

Joseph Antos 
It’s the reverse.

Douglas Holtz-Eakin
He does the opposite of what he preaches.

Joseph Antos
I do the reverse of research, and that’s regulation!

Ceci Connolly
Let us say that Joe gets a little closer to the ground than do 
many others in this town. Joe has had a long government 
career, including positions at the Office of Management and 
Budget, the Council of Economic Advisors, as well as the 
Department of Health and Human Services. 

Finally, Eugene Steuerle is a fellow and the Richard B. Fischer 
chair at the Urban Institute here in Washington. He writes a 
delightful blog entitled, “The Government We Deserve.” He too 
has served in a number of positions throughout the federal 
government over many years. I am going to start with Doug 
for some opening thoughts on where we are, the big picture 
of health spending and the federal budget, and where we may 
be heading.

PANEL I:  THE BUDGET AND FUTURE POLICY LANDSCAPE
WELCOME AND OVERVIEW

http://thehealthcareblog.com/blog/2015/10/28/who-is-to-blame-for-health-cares-problems-a-tale-of-two-narratives/
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From a policy perspective, we must deal with this, so approach 
the candidates and ask for their plans. Answer on the Trump 
side, nothing; answer on the Clinton side, more of the same. 
Thus, we have this gaping mismatch between what is being 
said on the campaign trail and the budgetary reality. My rule 
of thumb in Washington is that it is very difficult to figure out 
what people want to do and are going to do. The best way to 
figure it out is to appreciate exactly what they must do. 

Someone must deal with this reality, and it matters little what 
they are saying. Trump or Clinton is going to roll into the Oval 
Office and some nerdy guy like Joe Antos is going to walk 
over from OMB and say, “Sir, Madame, we have a problem!” 
which will force the required action. That is where we are, and 
what I find most striking is that there has been no (and we 
can expect no) public education in preparation for the need 
to deal with these large, important pieces of the social safety 
net. This is the teachable moment in American politics; it is a 
presidential election when both candidates have a bull horn 
loud enough for America to hear and pay attention; and yet 
there is no rational discussion on the horizon. 

This means that, for the first term of whoever is elected, 
action will be done continually through the Health and 
Human Services rulemaking process, in the same way that 
has frustrated so many people in this town. It is inevitable. 
Consider the Medicare Part B “demonstration,” and we 
see more of the same. This is a program that affects every 
beneficiary and fundamentally changes the payment rules for 
drugs, the antithesis of a demonstration. We can discuss the 
details of likely targets, but we are going to see pressure to 
control spending, there will not be preparation that leads to 
actual changes in law, and we will end up doing much of it by 
regulation. That will leave us back at it again in 2020 for more 
of the same discussion!

Douglas Holtz-Eakin 
If people want to drink first thing in the morning, I am happy 
to talk. In the spirit of the 2016 race, and the Republican 
nominee, I came unprepared. Nonetheless, the budgetary 
context is quite simple—we are screwed! 

A good way to consider the federal budget in a political sense 
is to roll the Congressional Budget Office (CBO) baseline 
forward to 2024, which is a model for staying on autopilot and 
doing nothing. 2024 is conveniently the last year of the second 
term of whoever would be elected in 2016 and hoped to serve 
two terms. In that year, the federal budget will have a trillion 
dollar deficit, again. It will be well above the 3% of gross 
domestic product (GDP) “safety line” and rising. Of that trillion 
dollar deficit, $730 billion or so will be interest on previous 
borrowing. Over the next 10 years, the federal budget is 
headed into a situation where we’re borrowing to pay off 
previous borrowing. It is an unsustainable budget by any 
metric. It features rising debt relative to GDP, ever increasing 
interest payments, and we must address it.

Inside those trends are items that most everyone in this room 
understands. CBO projects GDP, in nominal terms, rising at 
about 4.1% per year for 10 years, revenues rising at 4.1%, 
and discretionary spending increasing at approximately 2% 
(because of the budget caps). Income support programs in the 
federal budget are rising at about 2% a year. The dire outlook 
is being driven by the large entitlement programs. 

Social Security is growing at 6% a year, Medicare is growing 
at roughly 6.3%, Medicaid is running at a little above 5%, and 
Affordable Care Act (ACA) exchange subsidies are rising at 
around 7.7%. Accordingly, to trace the budgetary distress, you 
go straight to rising federal spending, particularly for federal 
health programs. There are two significant implications. First, 
the topline mismatch between revenues and spending gets 
worse over time. Second, mandatory spending (the autopilot 
programs), are progressively displacing all of our other 
priorities (e.g., national security, basic research, infrastructure, 
education, etc.)— that is, all of the items in the discretionary 
accounts, and the things that our founders recognized as the 
central role of government. This is a fundamental budgetary 
problem in the place where the federal budget genuinely 
invests in the future, and it is getting squeezed out.

HOLTZ-EAKIN—FEDERAL BUDGET REALITIES AND THE MIA POLICY DEBATE

“ ... we have this gaping mismatch between  
what is being said on the campaign trail 

and the budgetary reality.”

https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/reports/51384-MarchBaseline.pdf
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GOLDSMITH—FISCAL RISKS AND OUTLOOK FOR THE U.S. HEALTH SYSTEM

MEDICARE COST PROJECTIONS AND REALITY
PROJECTED AND ACTUAL SPENDING PER MEDICARE RECIPIENT,  IN 2014 DOLLARS

Sources: Congressional Budget Office, Office of Management and Budget, Medicare Trustees

$9,000

$10,000

$11,000

$12,000

$13,000

$14,000

$15,000

$16,000

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024

In 2006, the C.B.O. thought health
care costs would grow very strongly
through 2016.

Aug. ‘07

Sept. ‘08

Aug. ‘09

Aug. ‘10 Aug. ‘11

Aug. ‘12

May ‘13

Aug. ‘14

Actual Costs

Affordable Care Act passes

New 10 year projections 
are much lower.

Projected Costs

FIGURE 1.

Jeff Goldsmith
Unaccustomed as I am to public 
speaking (at least in this town), it is 
good to be here. I guess I am the token 
optimist on this panel! I will offer some 
thoughts about this marvelous pause 
in health cost growth that we have 
experienced in the last seven years, on 
whether we can expect continued relief 
on the cost front, and on the factors 
that have been driving that pause, and 
whether they are sustainable.

If Medicare cost growth had continued 
along CBO’s 2006 projected pathway, 
per beneficiary spending in 2013 would 
have been $2,000 higher than it actually 
turned out to be. Each successive 
CBO forecast trended lower than the 
previous one for the next seven years 
(Figure 1). I am going to decompose 
the drivers of this trend into factors that 
have affected the volume of care and 
factors that have affected price and 
discuss where those trends are headed. 
Certain explicit Medicare policies 
contributed to downward pressure on 
hospital admissions: the two midnight 
rule and the focus on reducing 
readmissions. To me, however, those 
effects are dwarfed by three larger 
forces in the health system itself.

FACTOR 1: LACK OF 
TECHNOLOGICAL CHANGE

We have talked for years that hospital 
costs have been driven by new 
technologies. That was certainly the 
case for the thirty years post-Medicare 
introduction, but what I find fascinating 
in observing the marketplace, is that 
technological progress came to a 
crashing halt in the late 1990s.

http://content.healthaffairs.org/content/early/2016/07/15/hlthaff.2016.0459.early
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  The last big clinical productivity breakthrough, generated 
by IT, was the electronic intensive care unit (eICU) VISICU, 
invented at Johns Hopkins and now owned by Phillips, 
rolled out in 2000. 

  The dominant clinical IT platforms, e.g., EpicCare and 
Cerner Millennium, are 20 years old. 

In the IT world, these expensive platforms are the Jurassic era 
technology. They employ Windows 95 vintage user interfaces 
where you cannot find the data you need or see what you 
have inside the system, and unwieldy data bases which 
require expensive add-on clinical data repositories and utilities 
to accomplish “population health” applications.

When contemplating the huge cost spike from the mid-1990s 
to the early 2000s, the cause should be obvious. We put these 
cool new tools and technologies into the hands of the most 
entrepreneurial and optimistic generation of physicians our 
country has ever seen. It is surprising that we did not see 
15-20% annual growth in cost because of that alone. The 
extended technological pause and the absence of exciting 
new products since 1998 is, more than any other factor, 
responsible for the soggy hospital admissions trend (Figure 
2). Consider what is happening to iPhone unit sales as product 
innovation has largely ceased. 

Indeed, the hospital of 2016 is essentially unchanged 
technologically from the hospital of 1998, as itemized below: 

  The last major new imaging technology platform was PET, 
available in 1993. 

  The last major “must have” imaging tool was the 64-slice 
CT scanner, with marketing beginning in 1998.

  The last major innovation in radiation therapy was 
intensity-modulated radiation therapy (IMRT), also in 
adopted in 1998. (I consider the proton beam to be a $150 
million hood ornament.)

  The last major advance in interventional cardiology and 
radiology were stents and coils, which were introduced in 
1998-2000; the coated stents that came out in 2003 were 
somewhat of a flop. 

  The last major innovation in surgical technology was the 
da Vinci robot, available in 2000. 

  The last major logistical innovation in the hospital world 
was the Pyxis Unit Dose system, which began being 
marketed in 1995. 

HOSPITAL ADMISSION TRENDS
2000-2014

Source:  Citicorp
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FACTOR 2: EFFECT OF THE 2008 CRASH ON  
BOOMER DOCTORS 
On the physician side, this entrepreneurial baby boom 
generation of doctors would ordinarily have been retiring by 
the early part of the 2000s (Figure 3). Doctors over the age 
of 55 still represent 40% of those practicing in the United 
States, and another 30% fall in the 45–54 age range. Consider 
what happened to doctors when the crash hit. The recession 
obviously hurt our entire country, but for the boomer doctors 
it was a special problem. With an average income of $270,000 
per year, they were certainly not among the 100 neediest 
cases, but the crash nuked the value of their retirement 
portfolios, their medical real estate, and made it impossible 
for them to sell their practices, imaging centers or surgical 
facilities. They also could not sell their practices to younger 
colleagues burdened with medical school debts. In other 
words, the customary exits to their practices were walled in by 
the crash.

And to compound this problem, cash flow dried up because 
technocratic policymakers in Washington were steadily 
increasing the complexity of practicing medicine by adding 
multiple check-the-box requirements to Medicare through so-
called “value based purchasing” and “meaningful use.” Private 
practices stopped hiring new doctors. The young doctors 
emerging from training, carrying $200,000 in debt, found 
that the only place hiring in most communities was their local 
hospital. 

So, instead of retiring, the older doctors took their foot off 
the gas. That is a metaphor I heard repeatedly when talking 
to physician colleagues of approximately my vintage. They 
accelerated the withdrawal from hospital practice, reduced 
their referrals for hospital care, or, after fighting the hospital 
administration for 30 years, turned around and asked them 
for jobs or for increased subsidies for covering ER and ICU 
call after hours! Instead of exiting practice altogether, many 
physicians shifted from working 70 hours a week on their own 
nickel, to working 40 or fewer hours a week on someone else’s 
nickel. 

Think about this generational transition as a huge subtraction 
per physician effort, financed by the nation’s hospitals. The 
net effect of these changes was that, from 2004 to 2013, the 
number of doctors employed by hospitals rose 76% to about 
122,000, before leveling off in 2014. 
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PHYSICIAN VISITS PEAKED IN 2005

Source: IMS Health, National Disease and Therapeutic Index, Apr 2011
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That was certainly a contributor to this interesting trend 
of physician visits (Figure 4). They peaked in 2005, went 
sideways during the recession (which is itself surprising), 
and then fell off the table in 2009—150 million physician 
visits simply disappeared. I think that was directly 
attributable to doctors reducing their hours from 70 per 
week to 35.
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FACTOR 3: THE AFFORDABILITY PROBLEM
The third factor that suppressed demand was the affordability 
problem. Even after the good works in the Affordable Care Act 
(ACA), 27 million Americans do not have health insurance. 40 
million-plus have insurance, but do not have any cash, so that 
when they get sick they either do not use care or they do not 
pay the bills incurred from that care. 71 million people are now 
on Medicaid, going to 81 million in the next recession. (Doug 
was kind enough not to mention how Medicaid enrollment 
goes up when our economy falters.) The total of those three 
numbers represents more than 43% of the U.S. population.

It is not bullish for any industry if half the country cannot 
afford to use its product without massive public subsidy or 
financial hardship. That is a significant suppressor of demand 
for care. Milliman’s Health Cost index at the beginning of the 
year put the all-in cost of health care for the average American 
family of four—all-in, employer benefits, employee cost-
sharing and out of pocket—at $24,600 dollars per year. 

We all know there’s huge dispersion around that mean, 
which is why we need health insurance. With a median family 
income for a family of four at approximately $53,100, the idea 
that half of American families are at risk for spending half or 
more of their purchasing power on healthcare is not only a 
fiscal problem, it is a serious economic problem. (And even a 
sociologist gets the difference between means and medians!)

There is a major meme now in healthcare promising that 
consumer empowerment will strengthen the role of consumer 
choice in the health system. Is this the empowered consumer 
these activists are imagining (Figure 5)? Eight years after the 
crash, many American families are still broke. A stunning 48% 
of consumers cannot cover an expense of more than $400 
without either borrowing money or selling something. For the 
last six years, we have been engaged in this ghoulish real-time 
economic experiment: cost-sharing for families has risen six 
times as fast as wages (Figure 6). I encourage everyone to 
read Drew Altman’s spot-on blog in which he predicts that 
out-of-pocket medical expense will be a significant emerging 
political issue. The huge shift in health cost risk onto family 
budgets we have seen through the growth in high deductible 
plans has clearly suppressed demand for care.1

1 Editors’ note: Drew Altman’s blog is also the point of departure 
for the final presentation in this monograph, authored by Uwe 
Reinhardt and Tsung-Mei Cheng.

FIGURE 6.

Cumulative Increases in Health Insurance Premiums, General 
Annual Deductibles, Inflation, and Workers’ Earnings, 2010‐2015
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“Consumer empowerment will strengthen the  
role of consumer choice in the health system”

http://www.theatlantic.com/magazine/archive/2016/05/my-secret-shame/476415/
http://blogs.wsj.com/washwire/2016/06/30/the-next-big-debate-in-health-care/
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Providers gave up discounts on the promise of patients 
who never materialized. Many people, including yours truly, 
thought the individual insurance market was going to triple 
to at least 40 million because of the ACA. They predicted a 
disorderly end to the small group market as small employers 
dumped 28 million people into the exchanges. That would be 
followed by the kneecapping of the large group market by the 
Cadillac Tax in 2018. Major employers were getting ready to 
use private exchanges as an off ramp to avoid getting hit by 
the Cadillac Tax. 

The net effect of all this individual market changes: perhaps 
as much as half of the total private insured market would be 
“individualized” by the early 2020’s (accelerated by the next 
recession?). And for reasons I do not understand, it became 
accepted wisdom by industry leaders, despite no discernable 
evidence, that commercial insurance pricing would trend 
toward Medicare rates, taking nearly all the industry’s 
operating margins along with it. If you truly believed that, it 
might make sense for providers to relinquish a third of that 
spread to avoid being excluded from the panels. I think we 
witnessed irrational expectations and behavior by providers 
during the roll out of these exchange products. 

Then there is this phenomenon that Altarum has helpfully 
highlighted, the disinflationary health services price trend 
(Figure 7). Unit price growth in health care (hospital and 
physician/clinical services) has been at or below inflation for 
most of the last five years. Because the physician market is 
more fragmented than the hospital market, they have been 
especially hammered, experiencing negative price growth 
over the last three years. 

Two factors have contributed to the disinflationary health 
services pricing trend:

Providers could not shift costs onto private payers. Medicare 
price reductions came from Congressional action, via both the 
ACA and the budget sequester. However, this time around, 
providers were unable to shift costs on to private payers to 
recoup their Medicare losses. Providers were inhibited by a 
“fear factor” surrounding the emergence of narrow network 
products that health insurers put together for both private 
and public exchanges. The dynamic was very similar to what 
we saw during the late 1990s when the preferred provider 
organizations (PPOs) emerged. Providers were afraid of being 
excluded from closed panels, so they offered 20-30% up front 
discounts on their prices. They thought the whole private 
insurance world was evolving toward narrow networks, and 
away from broad PPO networks.

FIGURE 7.

HEALTH SERVICES PRICING AT HISTORIC LOWS

Source: Altarum/BLS Wholesale Price Index

“It is not bullish for any industry if half the 
country cannot afford to use its product without 

massive public subsidy or financial hardship.” 

http://altarum.org/sites/default/files/uploaded-publication-files/Altarum%20RWJF%20Trend%20Report%20June%202016.pdf
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Less obvious targets include the Part B fee schedule 
“mispricing” that Bob Berenson wrote about in his brilliant 
New England Journal of Medicine article earlier this year. And, 
if the Republicans retain control Congress and add the White 
House, that generous 90/10 match for the newly enrolled 
Medicaid expansion population would look pretty shaky. 

If we truly wish to control health costs, we need to reduce the 
demand for expensive care. To me, this means more robust 
primary care models for the chronically ill that will effectively 
double primary care compensation. We could also profit from 
further increases in federally qualified health center (FQHC) 
capacity, but with the added wrinkle of also capitating them 
for the Medicaid patients they manage. In other words, you 
give them financial responsibility for the total cost of care 
instead of, as we do today, paying them on a per visit basis 
and shifting the risk to health insurers. Finally, we need to 
reallocate spending from acute care to public health and 
social and human services targeted to the social determinants 
of health—the largest of which are homelessness, poor 
nutrition and mental health comorbidities (Figure 8). 

WHAT ACTUALLY HAPPENED
Public exchange enrollment has stalled at about 11 million, 
about half of what the CBO forecast, because exchange plans 
are a poor value without subsidies. Few small employers 
have dropped coverage. The private exchange population 
has leveled off at about 8 million, compared to 40 million 
forecast by Accenture for 2018. Instead of 60 million people in 
public and private exchanges, we see less than 20 million. The 
Cadillac Tax is likely dead, having been postponed by Congress 
in 2015, with a 90 to 10 vote to kill it in the Senate, and both 
Hillary Clinton and Donald Trump expressing their opposition. 
Thus, the pressure is off the large employers to cut their health 
benefits cost, at least until the next recession.

WHAT IS GOING TO HAPPEN?
Here is my risky forecast: I believe the pricing pause Altarum 
has been tracking ends in 2016. The purpose of the extensive 
provider consolidation we have witnessed was to push back 
hard against insurers. Those consolidated providers will realize 
that the narrow network contracts did not generate sufficient 
new business to offset the discounts. When insurers come 
knocking with requests for further large cuts, the provider 
community will say ‘go pound sand.’

Looking forward to the next administration, God help 
whomever, there is a significant likelihood of a recession 
during the next four years. (I am not an economist so I will not 
tell you exactly when it will hit!)  Health programs are going to 
be central to the resulting state and federal fiscal crises, and it 
is far easier to cut Medicaid than Medicare payments than to 
reduce eligibility or benefits. 

There is nothing in the Innovation Center demonstrations 
(ACOs, bundled payments, enhanced primary care) that 
is  remotely of “fiscal grade,” i.e., has any realistic odds of 
generating large budgetary savings. Most of these programs, if 
made mandatory across the entire health system, would result 
in higher, not lower, costs. We cannot look there for salvation. 
Three obvious cost-cutting targets are: Medicare Part B, 
particularly the Hospital Outpatient Prospective Payment 
System rates, imaging technical fees and the perpetual low 
hanging fruit of the indirect medical education (IME) subsidy 
of the teaching hospitals.

LEADING CAUSES OF DEATH FOR ALL AGES
UNITED STATES, 1970-2013

Source: Centers for Disease Control and Prevention, National Center for Health Statistics, National Vital Statistics System.
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http://www.nejm.org/doi/pdf/10.1056/NEJMp1600999
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Joseph Antos
To prepare for this talk I was contemplating what we are 
likely to see over the next four to eight years that could alter 
the current health spending course and, in particular, would 
these events create opportunity or foreclose it? I do not have 
a good answer. But my theme today is, “what you don’t know 
can or cannot hurt you” (not everyone agrees which way that 
goes!). Then I realized it is not only what you do not know, it is 
also what you do not pay attention to, and in this town, what 
you cannot agree on and what you can agree upon. All those 
things can hurt you, so speaking as an economist, I think I 
have covered the universe. 

Figure 1 illustrates a classic case of fiscal myopia. Federal 
budget deficits have dominated our public debate for a long 
time, and they are sure to continue to do so. More disturbing 
than large deficits is our debt situation (Figure 2). A country 
can tolerate high budget deficits if debt is not growing. 
However, thanks to the Great Recession and a weak recovery, 
debt is growing rapidly and a reasonable projection from the 
Congressional Budget Office (CBO) shows no relief for many 
years. The average person might ask “How did that adversely 
affect me? I cannot see it, it must not exist.” That perspective 
creates a major barrier to policy improvements.

ANTOS—HEALTH SPENDING IN THE NEXT ADMINISTRATION:  
FISCAL REALITY VS. POLITICAL REALITY VS. ACTUAL REALITY

FIGURE 1.

Growing deficits

CBO

THE BUDGET AND ECONOMIC OUTLOOK: 2016 TO 2026 JANUARY 2016 147

Figure 1-1. Return to Reference

Total Deficits or Surpluses 
CBO projects that deficits will exceed 4 percent of GDP by 2022 as mandatory spending and interest payments rise while revenues 
remain relatively flat.

Percentage of Gross Domestic Product

Source: Congressional Budget Office.
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Borrowing continues unabated

CBO

THE BUDGET AND ECONOMIC OUTLOOK: 2016 TO 2026 JANUARY 2016 145

Summary Figure 1. Return to Reference

Federal Debt Held by the Public 
Percentage of Gross Domestic Product

Source: Congressional Budget Office.
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Similarly for Medicare. It is not as if we have not known since 
shortly after 1965 that the demographic shift was going to 
occur, but we have been very good at ignoring the issue 
(Figure 3). Once a year, following release of the Trustees 
Report, analysts and policy makers get excited about it, but 24 
hours later it is over and forgotten (like the flu). 

The Affordable Care Act (ACA) made major changes to health 
care and the health system. Contrary to some of my friends 
who may be running for office below the presidential level, I 
believe that the ACA has permanently changed the landscape. 
Even Democrats accept the idea that people should have 
choices among insurance plans although there remains 
an argument about how much. The President seems to be 
moving in the direction that one is plenty. Even Republicans 
accept the idea that no one should be refused coverage 
because of their health condition, although they would prefer 
much less regulation otherwise. 

There are certainly ACA success stories, but exchange 
enrollment has fallen below CBO’s projections (Figure 4). 
That can be called disappointing if you really expected CBO 
to be correct. If not, you cannot be disappointed. Enrollment 
is heavily weighted towards people with large subsidies. Very 
few people who receive no subsidy sign up on the exchanges, 
and overall, very few young people enroll. 

Young and healthy people do not want to be the reason 
why some old guy like me is getting a break on his health 
insurance. The young, healthy individual often believes he 
does not need health insurance anyway. This problem is not 
going to go away, which, I suppose, is another form of myopia. 
The individual mandate has not worked as expected because 
the people who developed it misunderstood the essential 
motivations of these young invincibles; that they would not 
rush to enroll simply because the government and their 
mother said they should. They nod their head and go on their 
way, especially if the cost is higher than it was in the previous 
marketplace, which it is.

Medicare’s demographic future
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U.S. Census Bureau, 2014 National Population Projections: Summary Table 9; Tricia Neuman et al., The Rising Cost of Living Longer: Analysis of 
Medicare Spending by Age for Beneficiaries in Traditional Medicare, KFF, January 14, 2015 

Traditional Medicare, 2011
Age Spending
68 $6,605 
75 $9,760 
80 $11,618 

FIGURE 3.
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The result is skyrocketing premiums, again not exactly a 
surprise (Figure 5). We began with a market that —partially 
for political reasons, partially for lack of information about 
who was going to be participating, and partially due 
to misunderstanding throughout the health insurance 
industry about the details of the ACA and how it actually 
works—resulted in lowball premiums. Again, partly 
marketing purposes, but much of it from mistakes and 
misunderstanding.

This will all catch up to us, and it is a good year for that! 
Why? Because President Obama is not going to be here to 
kick around anymore. It is easier this year than any previous 
year, and perhaps next year as well, depending on who is the 
president, for insurers to dramatically increase premiums.

Like Jeff, I also read Drew Altman’s blog posting, and in some 
sense Drew is correct. He believes that the next big debate 
will concern the adequacy of coverage, as he puts it (Jeff 
refers to it as cost-shifting). I think that Figure 6 inadvertently 
tells a more interesting story: the increase in the deductible 
from 2004 to 2014 was $254; the increase in average weekly 
earnings over that period was $165.

In other words, two weeks of work covers that deductible, 
which is not to say that the unemployed or low income 
individuals would not have trouble. It says that commentators 
will latch onto seemingly impressive statistics and claim the 
sky is falling and we need government to bail us out. It also 
says that people prefer not to know what they are paying. 
Ideally, they want someone else to pay for it. 

Of course they ignore the fact that—at least the middle class 
people who say this—that they are paying for it through 
their taxes; but it is much less obvious. The objection to cost-
sharing from the public is its visibility, and that very visibility is 
the charm to a hard-hearted economist!

Skyrocketing premiums

• Big losses despite generous federal subsidies
– Industry margin: -4.8% in 2014, -9% to -12% in 2015
– >$2.2 B loss on $6.7 B reinsurance payments, 2014

• Different numbers from different analysts

• What really matters is what YOUR increase is and 
what happens to YOUR cost-sharing

5

States Plans Increase
Gaba 28 states + DC All compliant plans 20.1%
Avalere 8 states + DC Silver 12%
Avalere 8 states + DC Lowest cost silver 8%
Avalere 8 states + DC 2nd lowest silver 9%

FIGURE 5.

Is this the next big debate?

6

Cumulative Increases in Amounts Paid for Cost Sharing and Workers Wages, 2004-14 

2004 2014 Increase
Deductible $99 $353 $254 
Average weekly earnings $529 $694 $165 

Drew Altman, The Next Big Debate in Health Care, Wall Street Journal, June 30, 2016

Kaiser Family Foundation analysis of Truven Health Analytics MarketScan Commercial Claims and Encounters Database, 2004-
2014; Bureau of Labor Statistics, Seasonally Adjusted Data from the Current Employment Statistics Survey, 2004-2014 (April to 
April).

FIGURE 6.

http://blogs.wsj.com/washwire/2016/06/30/the-next-big-debate-in-health-care/
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We have these great new ideas which also happen to be great 
old ideas (Figure 7). Many of these terms, using different 
words, were discussed and investigated long ago in the 
previous version of the Innovation Center. Besides novel 
marketing, will anything actually happen? I try to be optimistic 
and say that the jury is out, but my pessimism runs deep. I 
agree with whoever said that we have already moved to a 
situation of Congress passing its authority to the Executive 
Branch. Any president you can imagine will not relinquish this 
anytime soon. And, Congress cannot get its act together to 
take it back. 

The Innovation Center proposes programs that they call 
demonstrations, but many are mandatory, and may or 
may not be good ideas. Yet, by golly, they are going to 
happen! The Health and Human Services Secretary decides, 
on the basis of a program evaluation (though not always 
rigorous), that the program is sound, and like Nike, just do 
it! I believe it is a serious problem for the country and has 
already boomeranged, and will get worse. The Innovation 
Center has not carefully viewed the overlap among its many 
demonstrations (Figure 8). Rob Mechanic has a wonderful 
paper in the New England Journal that gives a good example 
of how Accountable Care Organizations could lose substantial 
sums because of success with the hips and knees bundling 
demonstration—a collision of payment systems.

Will the next President take us back to the future (Figure 9)? It 
is obviously a mystery for Mr. Trump, but I think it is as well for 
Secretary Clinton. She may be a health policy expert, but that 
is not necessarily an advantage. The next president will have 
much bigger fish to fry than health policy, thus my prediction 
that it will drift—lots of interesting proposals during the 
campaign followed by facing the reality of war, pestilence and 
economic woes after the election.

FIGURE 8.

COMPLEX AND CONFUSING OVERLAPS

Al Dobson, NAACOS 2015 Fall Conference
https://conferences.naacos.com/fall2015/Main_pdfs/Dobson_Al.pdf

Back to the future (1993? 2008?)

• "It was called Hillarycare before it was called Obamacare. I don’t 
want to start over.” 
– Tax credits up to $2500/$5000 if OOP > 5% of income
– Expand coverage

• Cap OOP cost for Rx $250/month
• 3 sick visits without charging deductible

– Repeal Cadillac tax
– Feds control insurance rates
– Medicare for some

• Trump: Repeal and (partial) replace
– Replace tax credits with deduction for premiums
– Expand HSAs
– Medicaid block grant
– State lines

9

FIGURE 9.
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Value-based payment
Delivery system reform

Population health
Precision medicine

Universal coverage
Expanding transparency

Accelerating innovation

FIGURE 7.

http://www.nejm.org/doi/full/10.1056/NEJMp1601464#t=article
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Figure 10 shows the impacts of 
the candidates’ plans on the federal 
budget, courtesy of the Committee for 
a Responsible Federal Budget. I think 
these numbers are way too low since 
they both favor spending much more 
than is indicated here. After all, what 
good is a politician if he cannot spend 
your money? The good news for health 
economists is that we have returned 
to “normal” in other ways (Figure 11). 
I agree with Jeff that the party is over. 
I think we are back to normal, which 
in Washington, unfortunately involves 
significant inertia. 

Rapid health spending growth returns
Year over year growth in health services spending by quarter, 2010 - 2015

Kaiser Family Foundation analysis of Quarterly Services Survey

Peterson-Kaiser Health System Tracker
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Impact on federal budget

10

Clinton1

Trump

1Excludes shift from Exchange plans to Medicare

Committee for a Responsible Federal Budget, Promises and Price Tags: A Fiscal Guide to the 2016 Election, June 27, 2016

FIGURE 10.

“The objection to cost-
sharing from the public is 
its visibility, and that very 
visibility is the charm to a 
hard-hearted economist!”

http://crfb.org/papers/promises-and-price-tags-fiscal-guide-2016-election
http://crfb.org/papers/promises-and-price-tags-fiscal-guide-2016-election
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Ceci Connolly
Thank you Joe. I think whenever you can weave pestilence into 
a health economics talk, we are off to a very strong start this 
morning! Gene, the bar is pretty high!

C. Eugene Steuerle
I am honored to be on this panel. I have a great respect for 
each member, as well as many of you in the audience whom 
I know well. I want to do two things in my talk. First, I want to 
make a case that we should never, ever start a conference on 
health costs by focusing mainly, and certainly not exclusively, 
on this variable called excess cost growth. In many ways it 
is a stupid variable for measuring whether health costs are 
growing, which I will try to prove to you. Second, I will review 
recent Congressional Budget Office (CBO) projections and 
illustrate a different way of looking at the health cost growth 
they are assuming for the economy, and its implications.

I argue that health cost growth measured as an excess over 
gross domestic product (GDP) is a statistically weak variable 
for at least two reasons. First, there is no theory of change 
behind it. Any theory of economic behavior should include 
hypotheses explaining underlying changes. Second, it is 
codetermined. Health costs have been absorbing about 30% 
of per capita GDP growth, thus GDP growth and health cost 
growth are actually codetermined. 

Indeed, when Jeff makes the case that we are not getting 
innovation in health care, he is coincidentally arguing that 

GDP growth will likely be lower as well, unless innovation 
somehow evolves to another sector. But that more likely 
happens if you do not put so much money into the sector with 
weak innovation.

The variable which makes much more sense is the share of 
per capita GDP growth that goes to health. The notion that the 
excess cost over GDP could, for instance, exhibit a constant 
rate of growth is simultaneously an assumption that the non-
health part of the economy is growing at ever-declining rates 
(even going negative). Whereas, the share of per capita GDP 
growth could reasonably be constant over time (though I am 
not suggesting here that it is a constant).

There is an exact mathematical formula describing the 
relationship between these two variables (Figure 1). You can 
calculate how these two variables relate, and how they relate 
to other variables such as the GDP. I will show you why you 
should expect the excess cost growth variable to decline over 
time, whereas you should not expect the share of per capita 
growth to decline over time.

STEUERLE—HEALTH COST GROWTH AND THE FEDERAL BUDGET

Relationship by Formula

Let r = economic growth rate

g = population growth rate

i = initial share of GDP spent on health care

Then  

Excess cost =
(𝑟𝑟𝑟𝑟 − 𝑔𝑔𝑔𝑔)(Share of growth per capita − 𝑖𝑖𝑖𝑖)

𝑖𝑖𝑖𝑖

FIGURE 1.
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We also see employers at times drop (or don’t adopt) 
insurance, gradually shifting people to less expensive types 
of care, including Medicaid. Thus, there are some forces that 
fight against this crazy system which over time do have some 
power to limit how much of per capita growth goes for health 
care.

I explore the relationship between these two variables and an 
initial share of health spending going toward health in Figure 
2. Let us assume health spending starts at 10% of GDP, and 
that 30% of per capita income growth was going to health 
care. Moving across the x-axis health spending’s share of the 
economy grows, and considering the 2.5% GDP growth curve, 
you can trace the natural decline of excess cost growth. As the 
share of GDP spent on health grows, with a constant share of 
per capita income growth going to health care, the health cost 
growth variable would automatically decline. It is what you 
should expect.

Alternatively, consider low GDP growth of 1% per year, which 
is not too far from actual results in the past few years (Figures 
3 and 4). Even if health care absorbs close to 100% of per 
capita income growth, the excess cost growth is still below 
1%. This example, and the formula more generally, say that 
when GDP growth goes down, you should expect the excess 
cost growth to go down unless you assume some (often) 
substantial rate of growth in the share of per capita growth 
that goes to health care.

Why look at the share of per capita income growth? Because 
we have designed the system so that you and I can go to 
the doctor and bargain over what everybody else will pay, 
including government or our private insurance policies. We 
may believe that this situation creates an unlimited demand 
for and supply of health care, but there are counterforces in 
the economy such as a firm that is declining and could only 
spend more on health care if it reduced cash wages. 
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Changes in Select Programs and Tax Subsidies, 2016-2026
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$369 

All other non-interest outlays

Social Security

Tax exclusion for employer-provided health
insurance

ACA health insurance subsidies

Medicaid and CHIP

Medicare

Major Health 
Programs and 
Tax Subsidies:

$693 billion

Billions of 2016 dollars

Source: Author's calculations from Congressional Budget Office, Federal Subsidies for Health Insurance Coverage for People under Age 65: 
2016 to 2026; Congressional Budget Office, Updated Budget Projections: 2016 to 2026; and Office of Management and Budget, Analytical 
Perspectives to the FY2017 Budget.
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Policy is, in technical economic terms, endogenous; it is 
a part of the system. If you tell Congress that excess cost 
growth is slowing, even when its share of per capita growth 
in health care is not slowing, that encourages Congress to do 
less, adding to excess cost growth. We who work in health 
economics and budget economics more generally, need to be 
very careful about the claims we make!

I next want to turn to data from my Health Affairs Blog where 
I have taken CBO’s projections for the next ten years to 
investigate what will happen to the budget. This graph shows 
how the growth in total non-interest outlays are allocated 
(Figure 5). 

We should expect a decline in this “bad variable,” the excess 
cost growth, after any recession (cyclically), because GDP 
growth has fallen. Having already added to negative growth 
of the non-health sectors, they might expect some rebound. 
We should also expect excess cost growth to decline as 
the base of health care costs grow as a share of GDP. In the 
extreme case, if health costs represented 100% of GDP, there 
would be no excess cost growth. Finally, it should decline 
when per capita GDP growth declines, which is currently a 
very important variable. Empirically, per capita GDP growth 
is declining over time, and as that continues, so one should 
expect excess cost growth also to decline. Yet, that does not 
mean there is a slowdown in the share of per capita growth 
that goes to health care. 

I implore you to not start with this excess cost growth variable 
any time you discuss spending in the future, but rather with 
the share of per capita GDP growth that is going to health. 
Moreover, I encourage you to think about the implications 
when you or other health experts say that health cost 
growth has slowed, because Congressional behavior can be 
codetermined with this variable. 

Health Costs, But Not Obamacare, Dominate the 
Future of Federal Spending

Medicare
$369 (37.8%)

ACA health insurance subsidies
$36 (3.7%)

Medicaid and CHIP before ACA
$97 (9.9%)

All other outlays
$429 (43.9%)

ACA expansion of Medicaid and CHIP
$46 (4.7%)

Major Health Programs' Share of the Total Increase in Non-Interest Outlays , 2016-2026
Billions of 2016 dollars

Total increase in annual outlays: $977 billion

Source: Author's calculations from Congressional Budget Office, Federal Subsidies for Health Insurance Coverage for People under Age 65: 2016 
to 2026; Congressional Budget Office, Updated Budget Projections: 2016 to 2026; and Office of Management and Budget, Analytical Perspectives to 
the FY2017 Budget.

FIGURE 5.

“ ... there are some forces that fight against this crazy 
system which over time do have some power to limit 
how much of per capita growth goes for health care.”

http://healthaffairs.org/blog/2016/06/27/health-costs-but-not-obamacare-dominate-the-future-of-federal-spending/
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In addition to the budget, I want to address how much CBO 
projects health cost growth will absorb out of economic 
growth. For every $100 of per capita income growth (in real 
not nominal dollars), I conclude that CBO’s figures imply that 
10 years from now, $20 will go to federal health insurance 
programs. Add other federal health costs to that total, plus 
state and local costs, private costs and other tax subsidies—
which are not technically counted in outlays or even in 
spending—and I come to the conclusion, at least under their 
projection, that there is no slowdown of growth in the share 
of per capita GDP growth going to health care. 

Bottom line, when you come to conferences and talk about 
how much health costs are growing, start with the share of 
per capita income growth that is going to health, not that silly 
excess cost growth variable. There is no theory of change that 
makes the latter a good variable to use for most estimation 
purposes. Secondly, look closely at what is happening in the 
budget, convert the projections to real dollars, and determine 
how much of the growth of both total budget spending and 
economic income would be dedicated to health care. 

CBO estimates that from 2016 to 2026 some 55% of all the 
real growth in spending—not of total spending, but rather 
the growth in spending—will go to health care. Most of 
this growth is not related to the Accountable Care Act. The 
dominant item is Medicare. Drilling down, ten years hence, 
Medicare is expected to spend about $370 billion dollars 
more (Figure 6). Medicaid and CHIP, before considering new 
Obamacare expenditures, are supposed to spend about $143 
billion. ACA health insurance subsidies are roughly $36 billion. 
On the tax side of the budget, tax exclusions are expected to 
grow by $145 billion.

I said that health care was absorbing about 55% of all 
growth. After adding in Social Security (most of the 
residual—an addition of $423 billion), all other non-interest 
outlays are expected to grow not at all. This is in line with 
other presentations which you may have read on the dire 
implications in the budget for infrastructure, investment in 
children (who get negative growth, unless you count a tiny bit 
of health care they receive), and so on.

FIGURE 6.

Changes in Select Programs and Tax Subsidies, 2016-2026

$6 

$423 

$145 

$36 

$143 

$369 

All other non-interest outlays

Social Security

Tax exclusion for employer-provided health
insurance

ACA health insurance subsidies

Medicaid and CHIP

Medicare

Major Health 
Programs and 
Tax Subsidies:

$693 billion

Billions of 2016 dollars
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Perspectives to the FY2017 Budget.
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Ceci Connolly 
Thank you Gene. I want to pick up on a comment by Doug and 
one by Jeff, to see how we may explore them as a panel. Doug, 
you talked about the reasonable forecast that health care 
could represent 20% of GDP by 2024. Jeff, you posited that 
almost half of the country cannot now afford the product, a 
common view. In a wealthy, vibrant society, perhaps spending 
20% on health care is not the worst outcome. Is health care 
sufficiently important to this nation that we should not be 
troubled by that level of investment? If we are troubled by it, 
why, and what other sector should get a bigger share of the 
economy?

Douglas Holtz-Eakin  
I think it is the right question and there is no magic number for 
how much of your budget you should spend on any particular 
item. The fundamental question is, are you getting the proper 
value for your money? Our principal concern is that we are 
spending significant money and not obtaining requisite 
value. This is manifested in measures of technical efficiency, 
and in health outcomes that are not commensurate with 
expenditures, which bothers many analysts. For economists—
whose souls were missing at birth or surgically removed—we 
typically identify value by watching the consumption behavior 
of individuals, that is, the purchasing choices they make 
revealing their preferences. With health care, there is very little 
revelation of value, making it difficult to be certain. 

Closely observing the health market landscape, one should 
be concerned about a product where large subsidies are 
needed to get people to buy it. We have Medicare, Medicaid, 
the Affordable Care Act (ACA) subsidies, CHIP, the exclusion 
of taxes for employer sponsored insurance, the VA, TRICARE, 
federally qualified health centers, and I am probably missing 
something. This product has an enormous amount of 
uncoordinated subsidy being poured into it and revelation of 
value is missing entirely. To me, that is the issue.

Jeff Goldsmith
In addition to the return on investment (ROI) question—for 
the 20% of GDP we are devoting to health care, what are we 
getting back—there is also the opportunity cost question. Do I 
sound like an economist? By investing significantly particularly 
in acute medicine, we are squeezing out investments that 
address the socially determined causes of health problems 
in the first place. This is a tragic misallocation of scarce 
resources. We are not focusing on the main risks. All of this 
fiddling with payment models obscures the fact that we are 
asking our nation’s hospital system to fix 30 years’ worth of 
underinvestment in mental health, public health and human 
services. I think it goes beyond ROI to a question of why we 
are not investing societal dollars in the things that are actually 
driving health cost.

QUESTIONS AND ANSWERS: PANEL I
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Nonetheless, we should be honest and transparent about 
these costs. Like Doug, I think we should more explicitly 
“vote” on health spending compared to other government 
benefits. There are interesting implications for a system in 
which you pay for a sizeable amount of health care through 
redistribution. I have already shown what is happening in the 
budget with education funding and spending on children 
going in a tailspin. All the money is going to health care and 
retirement (outside of interest on the debt), especially over 
the next 20 years. Let me be bipartisan and say that budget 
deficits and resulting interest payments are also growing 
because we do not collect enough taxes to pay our bills, which 
is another factor in this equation. Still, whatever the level of 
total spending, we are not spending on items that may have 
a much greater effect on economic growth, and help younger 
generations. 

Health care also affects the distribution of income in ways 
that most people do not see because of the intense focus 
on the top 1%. According to CBO, there is substantially less 
inequality over time if you count all of the transfers in the 
form of retirement and health care benefits. Yet, the manner in 
which we transfer these dollars and encourage people to retire 
for many more years than they did in the past actually adds to 
the inequality of earnings and wealth. Thus, there are multiple 
subsidiary implications of devoting so much spending to 
health care. The short answer to the original question is yes—
if we desire to spend so much on health we should do it, but 
darn it, we better be honest about our trade-offs in getting 
there.

Joseph Antos 
This conversation is far too narrowly focused on health. There 
are many other things in life that we wish to buy. I do not 
want to be driving on that bridge in Minneapolis when it 
collapses. No amount of health insurance is going to save me 
if I am there. We have a serious difficulty—partly fostered by 
the committee structure on the Hill, partly by the fact that 
human beings have a hard time thinking about more than 
one complicated problem at once—appreciating that this is a 
multipart decision-making process made by people who you 
likely would not entrust to buy you a loaf of bread!

C. Eugene Steuerle
GDP per household exceeds $140,000, and health care 
spending per household is roughly $25,000. Most of the public 
would throw up their hands in disbelief were you to tell them 
they needed on average to cover spending of $25,000 per 
household. Consider even more the reaction among those 
with median cash household income (our income data suffers 
because we do not count many in kind benefits). Imagine 
asking households like these in the middle of the income 
distribution to spend half of their cash income on health 
care (2014 median household income was approximately 
$54,000)! Of course, that is a bit of an exaggeration because 
various redistributions lead to an understatement of income 
(government and employee benefits) and limits on the extent 
to which they will pay either directly or indirectly. 

https://www.census.gov/content/dam/Census/library/publications/2015/demo/p60-252.pdf
https://www.census.gov/content/dam/Census/library/publications/2015/demo/p60-252.pdf
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determinants as a nation, or are we condemned to living in 
our silos in this town, without the possibility of viewing the 
problem holistically? 

Jeff Goldsmith
This is a bitter subject for me because when I visit Canada as 
I do about every two years, I get the obligatory patronizing 
lecture about “you profligate Yanks squandering all this 
money on healthcare.” I tell them that if they had a half a 
million people sleeping under bridges and 20 thousand 
people dying of handgun violence, etc. their health spending 
numbers would not look so great either. Not only are we 
underinvesting in mental health and public health services, 
our society is falling apart. We are failing to provide our 
citizens safe neighborhoods, affordable housing, sufficient job 
opportunities, healthy food, families that can stay together, 
etc. The net effect of these failures results in higher health 
spending! There is not much advocacy for addressing health 
determinants, whereas our health system is extremely well 
organized to advocate for more money. Those who advocate 
for the investments that affect social determinants are 
completely outgunned in Washington and everywhere else.

Joseph Antos 
I have great respect for the health trade organizations. They 
do a good job, but as Jeff said, that is beside the point. One of 
the challenges is how to make dealing with the larger problem 
pay off? If it is a matter of getting Congress to break its 
committee system and move money out of health categories 
and into social service categories, I would bet you are going 
to wait a very long time. From what I have read, I do not have 
much hope that people are correctly considering the problem. 
Many of the initiatives underway fall into the category of good 
PR, which makes me concerned about their existence in five 
years.

C. Eugene Steuerle 
The definition of a pessimist is someone who smells the 
scent of flowers and looks around for the casket. I would not 
use Canada or Western Europe as sound examples of how 
we should develop our social welfare systems. They do a 
number of things better than us, but at least in terms of the 
budget and where their economies are heading as a whole, 
they are facing substantial struggles. I have written a book 
called Dead Men Ruling arguing that almost all the growth 
in government—in our case it is health and retirement, but 

Jeff Goldsmith 
When I talk to trustees of a hospital system or a physician 
community I say, “Now you hear all that talk about the 1%? 
Well that is actually you.” The compensation for doctors, for 
health care executives of any stripe, for us consultants, etc., is 
many times that of the people in the community for whom we 
are caring. That is ultimately not sustainable politically; there 
is significant risk to this health system from a populist political 
cycle—not when we get into a populist political cycle, because 
I think we are already there. It will only take the right incident 
to focus people on the fact that this is a very successful 
economic activity driven by very wealthy participants.

Ceci Connolly 
Jeff, you raised the issue of the impact and importance of 
the social determinants of health. This audience is familiar 
with the OECD data that shows we spend more per capita 
as a nation on health care than any other industrialized 
nation, and we get fair to middling outcomes. You can layer 
on a second chart that indicates these nations spend much 
more on “social” categories, that is, housing, transportation, 
food security, education, etc. Moreover, we have a body of 
research demonstrating that only approximately 20% of 
society’s health is attributable to medical care. A small portion 
is genetics, and a very sizeable share is due to these other 
factors. In fact, there was a marvelous story yesterday in the 
Wall Street Journal about a health system in the Bronx that is 
building an affordable housing complex. They are investing 
in real estate because they know that safe, secure, livable 
housing is going to mean more to the health and well-being 
of their patients than most medical procedures. Do you agree? 
Is there a policy and political path forward to addressing social 

https://www.brookings.edu/book/dead-men-ruling/
http://www.wsj.com/articles/bronx-project-sees-health-in-affordable-housing-1468193372
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The key to dealing with these important issues in the U.S. is 
to recognize the nature of those communal decisions and 
get them made at the right level. The more decentralized, the 
closer to the ground they are in the U.S., the better. The idea 
that the Energy and Commerce Committee will get it right 
is, well, “Joe can answer that!” The casual attitude of “they did 
it in Europe, we should do it here” line of reasoning is very 
misleading and very dangerous. These important issues must 
be addressed differently in the U.S., for good reasons.

Ceci Connolly
Each month Altarum does a magnificent job of putting out 
health care job growth data. We wait anxiously for it, and it 
is widely covered by media. Is health care job growth a good 
thing? Gene, is this a dumb question?

C. Eugene Steuerle
You preluded this question by saying you were going to ask 
me the dumb question; I am not sure if I should be offended! 
I think this is similar to your earlier question, whether more 
spending on health care is a good or a bad thing. Now you 
are asking whether the principle component of health care 
spending, labor, is a good or bad thing. I have no reason to 
say it is bad. Indeed, I think we favor service employment in 
an advanced economy like ours. We know we are spending 
more of our resources on services rather than goods, and 
among the services we most demand will be those related to 
health care. Yet, per earlier comments, many of the services, 
broadly defined, that we might consider as health are not 
counted. The people working at the Y promoting valuable 
access to community facilities and other place-based facilities 
are not counted as health care service providers. Nor are 

similar trends affect Western European governments—has 
been determined by dead policy makers. This obviously 
hijacks the vote from the public as to where current priorities 
lie and where budgetary growth would otherwise go. This 
phenomenon applies to most of the developed world, and 
it creates huge political hurdles to resetting governmental 
budgetary priorities. 

I agree with Ceci. Part of the problem results from our 
definition of health. When we define it as acute health care, 
we do not count prevention or “place-based” policies (a major 
area of work by my colleagues at the Urban Institute). How 
can we create a thriving environment for people in which 
to grow? Young people are not that expensive in the health 
care system, or in general for other benefits. We do not need 
to cut health care, only channel some of the growth toward 
other investments with much higher societal returns. I think 
everyone on this panel agrees with Jeff’s comments that we 
know better areas in which to spend our resources. 

A successful strategy must address this original sin of health 
policy, which goes back to the initial development of health 
insurance (even prior to government involvement). We simply 
cannot have a policy whereby you and I go to the doctor and 
determine what everybody else will pay. It will never work. You 
cannot open the front door, let all the animals come in and 
try to keep shoving them out the back door through these 
additional policies. We must break that cycle by empowering 
some within the system to say “no.” Without dealing with that 
original sin, I do not know how you facilitate these budget 
reallocations.

Douglas Holtz-Eakin 
I cannot compete with pestilence and original sin, but I detest 
this line of thinking. I agree on the premise that there are 
social, behavioral and other contributors to health, in addition 
to the acute medical system. We do the things we value and 
there are some things we value individually, e.g., making a 
trip to the doctor’s office or picking a particular organization 
to deliver acute health care. We can do that. Then, there are 
goods which are shared, by definition, possessing community-
based attributes. For these, we need politics which exist to 
adjudicate what is valuable to society in situations where there 
are shared outcomes; there is no way around it. In Europe, 
it is simply not that difficult. These countries are the size of 
Rhode Island and have the heterogeneity of the Cleavers. 
Ours is a large, complicated country, and thinking that we 
can transplant policies from Denmark to the U.S. is ludicrous. 

http://altarum.org/our-work/cshs-health-sector-economic-indicators-briefs
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Joseph Antos 
Much depends on what is meant by improvements. In terms 
of wasting less money, one of the things you could do is 
eliminate the SHOP exchanges. They are a needless addition 
to what is supposed to be providing affordable health 
insurance options for everyone. There are straightforward 
changes to stabilize insurance markets that people have 
discussed for years. The difficulty is that they require both 
funding and persistence. For example, the Republicans’ 
favorite idea is to separate out the high cost risk pool, and 
this does make sense. Yet, states have tried this and have 
generally failed because once you are in that high risk pool, 
you never get out. It collapses when the state legislature 
inevitably tires of funding it. 

C. Eugene Steuerle 

I do not know whether it is low-hanging fruit. Due to my 
Treasury Department background, I do considerable work on 
what I call the tax side of health reform. Most people think of 
Obamacare only as health reform, but it actually was health 
reform, welfare reform, and tax reform all in one. It tried to 
implement these large additional tax systems that are now 
falling apart. The IRS is not administering them well and they 
are inaccurate. One thing I would suggest, that I think is quite 
feasible, is have a policy that says if you do not have health 
insurance, you lose your personal exemption or some other 
tax benefit more easily administered through the tax system. 
Get rid of the crazy administrative structure surrounding the 
current individual mandate. This type of simplification would 
probably provide more incentive for enrollment and be more 
sustainable. 

many preventative efforts counted as health care. Individuals 
caring for elderly parents in the home are providing health 
but are also not counted. We will likely have much more of this 
employment, broadly defined, in the future, but the process 
is inefficient. We need to vote to decide as individuals what to 
prioritize. As Doug said, more should be done on the ground, 
closer to the people, to control costs. It is very difficult to 
control prices at a federal level.

Jeff Goldsmith 
Ask your doctor what percentage of time he or she actually 
spends doctoring; it may be half of their work week. If 15 or 20 
hours is spent either documenting, typing into the electronic 
record, or jousting on the phone with someone about getting 
paid, what does that tell you about merits of the job growth 
argument? A typical nurse on a floor may spend 40% of her 
time nursing and the rest of the time alligator wrestling with 
her IT and doing data entry. IT spending in healthcare has 
exploded. The biggest winners in the ACA expansion, the 
eight years of Obamacare, are consultants and IT vendors, who 
are basically helping the care system cope with an astonishing 
increase in the complexity of getting paid. Back to the ROI 
question raised earlier, this type of job growth is probably not 
getting us the return on investment that our society needs.

Paul Hughes-Cromwick
This question came from our web audience, before the panel 
began! Is there an easy, low-hanging kind of thing to do to 
improve the ACA? 

Douglas Holtz-Eakin 
This is my moment of self-promotion. American Action Forum 
today put out an insight piece on improving the performance 
of the ACA exchanges. The most important step would be to 
change the age rating band from 3:1 to 5:1. The 5:1 ratio is 
supported by the data where it is roughly a 4.8 to 1 spending 
pattern in those age groups. You must enroll the young 
invincibles, and charging them relatively less is the way to do 
it. While it is more costly initially, once you enroll the young 
people, you take the pressure off the overall upward spiral 
of premiums. Our estimates are that the average premiums 
decline, something other analysts have found. I would quickly 
make this change!

https://www.americanactionforum.org/insight/age-bands-affordable-care-act/
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frankly. Republicans have exactly the same playbook. Their 
end-game is premium support, which is a budget-constrained 
system adjusted for people’s health status. Their bundle is 
Medicare Advantage, one big bundle. Allow people to buy in 
to the fact that someone is going to manage their care and 
then hand over the controls. The quality metrics are in their 
infancy, but include features such as the Medicare Advantage 
Stars Program. I think the mistake would be, agreeing with 
Jeff, that there is a unique end-of-life care concern. Imagine 
the Senate Finance Committee, the HELP Committee, Energy 
and Commerce, and Ways and Means thinking hard about this 
and developing a program. People would live forever, because 
they would screw it up and no one would die!

Erica Muñoz-Rumsey
Thank you for a superb panel this morning. You mentioned 
the tens of millions of Americans that still do not have access 
to insurance. What are the implications of this on health 
spending, now and in the future?

Jeff Goldsmith
That is a tough question. I know that for the Baby Boomers 
that do not have health insurance, the moment they enroll 
in Medicare, there is a big spending spike. That higher 
spending trend moves through five or six years’ worth of their 
experience in the Medicare program. Thinking strategically 
about this, I would look at covering the uninsured Boomers 
as the place to start. We have evidence that particularly as 
people get into that period where they are burdened with 
chronic illness, when they do not have access to medications 
and to regular medical care, society is incurring needless cost. 
Enabling them to buy into Medicare at age 55 would be a 
good starting point.

Douglas Holtz-Eakin 
The fundamental issue is not where the bill shows up, 
rather, how big the bill is. These massive public and private 
insurance regimes pass the bill around. First, the uninsured 
are contributing to the overall use of medical services and 
thus spending. Second, if covered, they will spend more. That 
was the basic idea behind the ACA, cover people so they can 
access the system, use it and spend more. It ultimately comes 
back to the question of the value of the spending.

A larger, more fundamental health reform, is to move to 
a relatively flat benefit that could be spent on any health 
insurance policy. Almost everyone would have insurance, 
though we would still be fighting over its adequacy, and it 
might have to be regulated by the states. With such a benefit, 
how do we ensure a sound distribution? You change the 
income tax to increase rates at the top rather than worrying 
about phase outs of a benefit for the same people. We do not 
need to add this huge additional tax system on health care 
that is basing need for support on income two years before 
the year the insurance is received. The latter fix is a big one, 
and the former is relatively easy. I think the second suggestion 
would go a long way to improving Obamacare and increase 
coverage. If there is a free credit, most people would take it.

Mark Din 
Compassion and Choices
We represent 450,000 people who are deeply engaged on 
end-of-life care. Our folks want high quality and high value out 
of their health care system, particularly Medicare. If you had a 
magic wand, what would you to do promote high quality and 
high value, particularly in regards to end-of-life care?

Jeff Goldsmith
The more books such as Atul Gawande’s Being Mortal, the 
better. The idea that you can address this complex issue 
through incentives and benefit mandates is absurd. I want to 
keep Senate Finance and Ways and Means as far away from 
this issue as humanly possible. They can only do harm.

Douglas Holtz-Eakin 
While not particularly centered on the end-of-life, I think it is 
interesting that despite all the putative disagreements across 
party lines on the future of Medicare, both sides have the 
same three-part strategy: put Medicare on a budget so that 
there is not an endless draw on the treasury and people have 
to make choices; build bundles which also forces decisions; 
and work to ensure quality outcomes. For the Democrats, 
they put Medicare on a budget when they created the 
Independent Payment Advisory Board, which de facto said, it 
cannot get too big, it is constrained. They seem to be bundling 
everything! The Centers for Medicare and Medicaid Services is 
now the “build a better bundle place!” Lastly, they have these 
myriad quality metric initiatives to ensure they get desired 
outcomes. Your group is focused on high quality outcomes 
at the end-of-life, but that should be true everywhere, quite 

http://atulgawande.com/book/being-mortal/
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Jeff Goldsmith 
Medicaid is the de facto long-term care insurance plan for 
the country, which is not sustainable policy. It should be 
unambiguous that it is a Medicare issue and those bundles 
that Doug was talking about absolutely should include long-
term and chronic care. As somebody who used a lot of medical 
care in 2015, I can attest that post-acute care is a wilderness 
from the patient’s standpoint. It is a murky swamp full of 
snapping turtles. Nobody owns the patient’s experience, or 
has focused responsibility for improving their functioning. It 
is an enormous burden that devolves onto families. We could 
do a much better job taking care of folks in that stage of life, 
whether they are recovering from an acute illness or have 
chronic conditions. We are, sadly, nowhere close to a workable 
model.

C. Eugene Steuerle 
I think you have pinpointed an important problem. The long-
term care crisis is going to start growing rapidly about 15 years 
from now when the Baby Boomers hit age 85 and above, and 
we are not preparing for it at all. This is an area where I think 
we need to merge retirement and health policy into one larger 
policy issue. A simple proposal I have had for a long time that 
does not solve but certainly would help alleviate the long-
term care problem is to better backload the retirement and 
Social Security systems. The system has evolved into a middle-
age retirement system so that every year, a smaller share of 
retirement resources go to people in the last 10 years of life. 
That is a ridiculous way to approach issues such as long-term 
care. We can certainly reverse that. By itself backloading might 
slightly disfavor those with lower incomes who have shorter 
life expectancies, thus we would want to make simultaneous 
changes regarding minimum benefits to ensure that the 
system is more progressive on that end. This partial solution 
to the long-term care crisis is unfortunately blocked by our 
inability to engage in meaningful retirement reform.

Ceci Connolly 
Here is a “speed round” question that Joe foreshadowed when 
he suggested that the next president has bigger fish to fry 
than health care. Do you agree, and if so, what will happen? 

C. Eugene Steuerle 
Instead of answering this question, I want to add a footnote 
to the answers to the previous question. For the bundles that 
Doug was mentioning, it is critical to get services such as 
hospice care integrated so that choices over those types of 
items are included.

Joseph Antos 
Not having health insurance is not equal to not having access 
to at least emergency health services. I think the jury is out as 
to whether we can prevent some of the utilization with earlier 
care. The main group lacking health insurance is young people 
without chronic problems who are generally low cost.

Larry McNeely, MPA 
Policy Director 
The National Coalition on Health Care
We have painted a tough picture of the challenges in front of 
us on health spending. In this town, there are those who say 
that one answer is to limit the benefits and federal spending 
in these programs. Others say we need to continue making 
progress on delivery system reform, and if needed, increase 
taxes to devote more revenue to these programs. I doubt 
whether either by themselves is the answer to the pinch that 
we are in. One thing I have not heard discussed, other than 
brief reference to social determinants, is the role of long-
term services and supports. There is an explosion of need for 
those services we are likely to see at the end of this decade 
and going into next as Baby Boomers hit age 85. What are 
the consequences of this for Medicaid and for the rest of the 
entire health system? Does this make the problem more or 
less acute?
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Jeff Goldsmith 
I would certainly be anxious as an incoming president carrying 
a $580 billion budget deficit into the concluding phase of a 
weak recovery. It is clear as the nose on your face that we will 
have a significant fiscal crisis during the next President’s first 
term. All that happy talk we get during Presidential campaigns 
will vanish quickly when fiscal realities intrude. As a person 
that does not live and work in this town, it seems to me that 
the inability of our political system to separate the strong from 
the weak claims on scarce resources is really America’s Achilles’ 
heel.

Douglas Holtz-Eakin 
I agree with Jeff on the probability of a recession being very 
high, and given how weak this recovery has been, when an 
actual recession hits the consequences will be very severe. 
Second, we have serious national security and defense issues. 
The probability of a significant event in that sphere is also 
quite high. The connective tissue goes back to what Gene 
said: the defense budget has been underfunded because of 
the caps, down 25% in real terms in the past five years. There 
is no flexibility to respond on the domestic front, no capacity 
to respond on the national security front, and both of these 
realities pose serious issues.

Ceci Connolly
I want to apologize on behalf of my panelists for the 
somewhat gloomy opening session, but I also owe a great 
debt of gratitude to them for making health economics pretty 
darn fun! Thank you.

C. Eugene Steuerle
If I was advising the next president I would say that if you do 
not confront the broader budget issues—of which health 
care is a major piece—you are already a lame duck. You will 
have almost no achievement during your administration 
and you will spend inordinate time engaged in the same silly 
fights with Congress that you have seen in the last couple 
of decades. I would stress the broader context of asking the 
nation where do we want to go and how do we get there. 
Framing the problem is crucial to talking with the public about 
tough choices. It is not only about winners and losers, because 
the losers scream very loudly. 

The Millennials provide a perfect example. My estimates show 
that government at all levels is scheduled to spend about 
two million dollars on the average newborn in social welfare 
spending over time. A large amount of that is for health 
and retirement support in old age. Much of that represents 
continued growth in the benefits we will eventually give 
them when they get to be above age 65, retire, and receive 
extensive health care. Meanwhile, we are going to give them 
a large increase in student loan debt, which is a disinvestment 
in them and the economy. We are not going to fix our 
infrastructure. We are not going to help them raise their kids. 
If they have trouble getting jobs, we are not going to provide 
them with the job supports that they need. Ask them if that 
is the type of society they want, because that is where our 
current path leads. I would embed the health care issue in that 
broader context, and if you address that issue, you have to 
deal with the health care issue at the same time.

Joseph Antos
I am pessimistic, and Gene’s way of putting it is perfectly 
logical, which is the opposite of what happens here in 
Washington. In Washington, the calculation may well be, “what 
do I have to do to get to the next election?” more than “what 
is required to solve a social problem?” It is depressing to say 
this. Much will depend on who the candidates hire for their 
advisors. If they hire Gene, they are liable to get thoughtful 
and politically impractical solutions. If they hire me, they are 
liable to get no response.

“In a wealthy, vibrant society, 
perhaps spending 20% on health 

care is not the worst outcome.”
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Melinda Buntin 
I was told during the break that Stu Guterman checked that 
the windows are locked so you cannot throw yourselves out 
of them due to the pessimism of the prior panel! I am honored 
to be here, and do love this conference because I think that 
health care cost growth is one of the singular challenges of 
our era. I was surprised to hear that this is the sixth annual 
conference on this topic. If you are feeling gloomy after the 
last panel, I would remind you that for every one of the six 
symposia, there have been panels forecasting that health care 
cost growth was going to come roaring back the very next 
year, and yet here we are again. I am also honored to follow 
Ceci, as I did last year—another woman corralling men. I was 
going to invite Jeff Goldsmith to join our panel so that I could 
corral four men as she did, but then he made that crack about 
health economists! Nonetheless, I think that the subjects he 
raised are ones we will be touching on again in this panel. I 
am going to start introductions with Tom Getzen, who is the 
Founding Director of the International Health Economics 
Association and also the Chair of Altarum’s National Advisory 
Committee. Next is Charlie Roehrig, who was the Founding 
Director of the Altarum Center, recently succeeded by 
Paul Hughes-Cromwick and Ani Turner, and now hopefully 
has more time to develop the types of opinions he will be 
sharing with us. And last, but certainly not least, Amitabh 
Chandra, who is a Professor at the Kennedy School, and given 
the composition of this panel, I am sure is going to found 
something, soon, right? 

PANEL II: HEALTH AND HEALTHCARE COST FACTORS
OVERVIEW

“ ... I think that health care cost growth is 
one of the singular challenges of our era.”
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Robotic surgery (Figure 1b) is another innovation that we 
struggle with. It has been around for some time and in many 
settings it does not work as well as we would have hoped. Yet, 
there is growing evidence that for some conditions it actually 
is better than laparoscopic surgery. We struggle with when to 
use this innovation, in part because it is extremely expensive 
and patients demand it. 

Amitabh Chandra
I am usually the only economist on these panels and I often 
feel like the skunk at a garden party, but today I have a whole 
bunch of skunks with me, which feels pretty good! I am going 
to discuss a challenge to which I do not have many solutions, 
but it is something that I think connects well with the first 
panel, the challenge of innovation. Economists have long 
argued that this challenge is the central cost driver, the reason 
that premiums around the world have been rising. 

It is a dilemma because as a society, we want more innovation, 
new drugs, new devices, and new surgical procedures. We do 
not want the prices accompanying that innovation. I will lay 
out the trajectory of innovation, and one way to do that is to 
look back and analyze four different kinds.

Pure scientists would not call Atripla innovation because it 
is the combination of Non-Nucleoside Reverse Transcriptase 
Inhibitors (NNRTIs) and a known RTI (Figure 1a). You could 
produce this at home, or at a compounding pharmacy. The 
innovation here is that it improves adherence and if I were HIV 
positive, it is much easier to be compliant with Atripla than 
the complicated regimens of the past. As an economist, this is 
a good thing because we are clearly improving outcomes for 
HIV patients.

CHANDRA—THE INNOVATION DILEMMA

Atripla: three antiretrovirals in one daily cocktail

FIGURE 1A.

FIGURE 1B.

“Robotic Surgery—another 
innovation we struggle with.”
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A third kind of innovation—usually seen as the poster child—
is pharmaceutical innovation, and I want to specifically spend 
time discussing Sovaldi (Figure 1c). It is an interesting poster 
child because we should be dancing in the streets about its 
development. Yet, we wonder why it costs so much. I want 
Sovaldi but I do not want to pay the cost. Some say, “It is very 
expensive to develop Sovaldi.” Others respond, “Gilead bought 
the drug very cheaply from Pharmasset so it should cost 
much less.” This does not make much sense. We are okay with 
individuals buying low and selling high on the stock market, 
but not so with the pharmaceutical company buying low and 
selling high. There is a lot of emotion in these debates that has 
not been thought through.

A fourth kind of innovation (Figure 1d) is the kind that 
happens every day in the terrific academic medical centers 
we have in the U.S. Connie Culp was shot in the face as part 
of a murder-suicide by her husband. She was rushed to the 
Cleveland Clinic and they did the world’s first face transplant 
on her. We all want this kind of innovation but what of its 
cost? Connie’s surgery cost millions of dollars and when I tell 
you the story, we all say, we want more surgery like hers. This 
implies that we abide by the large subsidies given to academic 
medical centers so that they are able to do this amazing work.

Thus the theme of the talk: we want these treatments, but 
they are very costly. Not all of the innovation is good; no talk 
by me is going to be complete without a jab at proton beam 
therapy (Figure 2). Some people call this innovation, but I call 
it the Death Star of innovation because nothing so big and 
so useless has ever been developed. We have many proton 
beam centers across the country, including one in Boston 
at the Massachusetts General Hospital (MGH). To realize this 
technology, you build a cyclotron the size of a football field 
and you accelerate a beam of protons to zap the allegedly 
cancerous cells in a man’s prostate. We have no idea if this 
technology works for prostate cancer. We do not even have 
good observational studies and yet, thanks to very careful care 
and feeding by Medicare, we reimburse handsomely for this 
technology. 

FIGURE 1C.

SOVALDI: AN INTERESTING POSTER CHILD

“We should be dancing in the streets 
about its development—yet, we 

wonder why it costs so much.”

FIGURE 1D.

FACE TRANSPLANT AT CLEVELAND CLINIC

Connie Culp was shot in the face by her husband. 
She can talk, smile, smell, and taste food again.
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One truism about healthcare is that if you pay for it, you will 
get a lot of it. Unsurprisingly, many proton centers are opening 
in the U.S. (Figure 3). In 1990, we had one (the nation’s first 
at MGH), and now in 2016, we are on the eve of opening the 
25th such center. This is an example of a technology that—at 
least when it is used for prostate cancer—is relatively easy to 
say “no” to, and yet we have struggled. My view is that if we 
struggle to say “no” to this, consider the truly difficult choices 
we face in medicine.

The reality in medicine is that rarely does it not work; it often 
works only a little. Thus, we confront the question of whether 
that little bit makes it worth its cost. Again, if we are unable 
to say “no” to proton beam therapy, imagine being able to 
say “no” to much more ambiguous treatments. There are a 
raft of oncology therapies that do have some benefit. They 
might even have some benefit for every patient, but how do 
we determine whether that benefit is worth the cost of those 
therapies?

FIGURE 2.

FIGURE 3.

Proton Beam Accelerator Facilities 
Operating, Planned, or Under Construction

0

5

10

15

20

25

1990 1995 2000 2005 2010 2015 2020

Pr
ot

on
 B

ea
m

 A
cc

el
er

at
or

 C
en

te
rs

“The Death Star of innovation— 
nothing so big and so useless 
has ever been developed.”
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Another example of something we struggle with concerns an 
advertisement for a very fancy SOMATOM CT scanner (Figure 
4). John Skinner and I received this in the mail because we 
tweet and write about prostate cancer, so they assume we 
must be urologists. We opened the brochure to find this 
very interesting table (Figure 5). It tells you why you want 
to become a urologist and why you want to buy this fancy 
device. Run it about twice per day, 20 days per month, paid 
about $220 on average by the typical plan, then over five 
years I would break even. The first lesson of economics is you 
never want to break even! Instead, run the machine 5 times 
per day, again for 20 days a month at the same average $220 
rate, and over five years you would make $840,000. But why 
make $840,000 when you can make $2.1 million dollars by, 
per Siemens’ handy guidance, running the machine 10 times 
per day! 

Some people would look at this and say the problem is direct 
to physician advertising, and I would respond that it is only 
part of the problem. The bigger part is that not only does our 
reimbursement system pays handsomely for this technology, 
it is because it pays handsomely, that these technologies are 
developed in the first place. Once they are developed, it is 
very hard to say “no” to them. The real cost of fee-for-service 
is not only the waste and inefficiency in medicine in 2016, it 
is the waste and inefficiency that is sitting in the R&D pipeline 
waiting to be developed. That is an important reason why we 
often struggle with cost growth. 

FIGURE 4.

FIGURE 5.



Sustainable U.S. Health Spending in the Next Administration 43

CENTER FOR SUSTAINABLE HEALTH SPENDING
SYMPOSIUM MONOGRAPH    OCTOBER 2016

I want to consider what that future 
cost growth will look like by spending 
some time discussing the biopharma 
industry. According to IMS (Cortellis has 
similar numbers), there are 6,000-6,500 
molecules in active development, about 
1,000 of those are in the pre-clinical 
stage of discovery and about 500 of 
them are in Phase III trials (Figure 6). 

Somewhere between a quarter and 
a third of all new R&D in biopharma 
is in oncology (denoted in blue). This 
provides hope for those suffering from 
cancer, which is thankfully still a rare 
disease. Many people have cancer, 
but it is not as prevalent as diabetes 
for example. It is interesting to see the 
biopharma companies bet as much 
as they are on oncology. I think one 
reason for this is that we have a hard 
time saying “no” to new oncology 
therapy. It is much easier to gain 
coverage for an oncology treatment 
than for developments in other areas of 
medicine.

This is likely to be a serious challenge 
in the future. We struggle with today’s 
oncology medicines. We complain 
about the cost of Gleevec, Herceptin 
and Erbitux. Figure 7 illustrates 
the floodgates opening of roughly 
four to six new oncology therapies 
arriving each year. Five to six years 
out, physicians and oncologists will be 
dealing with approximately 15 to 20 
oncology therapies arriving every year. 

Oncology is the Largest Area of Focus 
in R&D 

6

Source: IMS Institute for Healthcare Informatics. Innovation in Cancer Care and 
Implications for Health Systems: Global Oncology Trend Report. May 2014. 

Number of active products in the pipeline to date = 6,234

FIGURE 6.

FIGURE 7.

Over the Next 5+ Years, Combinations of Targeted 
and Immuno-Oncology Agents will Account for Many 

NME Launches

7

Expected Combination Regimen Launches in Oncology

Source: IMS Institute for Healthcare Informatics. Developments in Cancer Treatments, Market 
Dynamics, Patient Access and Value. Global Oncology Trend Report 2015. May 2015. 
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I would like to move beyond innovation per se to its cost. 
Prices at launch are quite high (Figure 8). These prices do fall 
over time, but the typical new oncology product retails for 
about $100,000. There are many reasons for this behavior. The 
first and simplest reason is that when a product is launched, 
the plans and the pharmacy benefit managers (PBMs) are 
often negotiating with a monopolist which naturally leads 
to high prices. The second reason is well known. This is an 
industry that suffers from extraordinarily high failure despite 
trying very hard to reduce those failure rates.

The challenge of innovation is not only FDA having to figure 
out what are the right surrogate endpoints to use to approve 
these new drugs. Plans must determine which one of these 
drugs is equivalent to the next set of drugs. Physicians have 
to make sense of multiple therapies, which is extremely 
difficult because they often have access only to their personal 
experience with these drugs, and their patient samples 
are often too small to make sense of this avalanche of new 
innovation.

There is considerable hope in this innovation, but similar to 
other cases, there is probably significant waste, and we should 
strive to separate the waste from the hope. We are not truly 
equipped to do that with the IT and formulary technologies 
that we have at our disposal. 

The biggest challenge for a physician may be to compare 
combination therapy A versus combination therapy B. You 
find that combination therapy A is better, but all the while you 
appreciate that you are operating in the shadow of Medicare 
which pays for both A and B and others, making it that much 
more difficult to decisively pick the winning combination 
therapy. If Medicare’s statutes force it to cover every oncology 
drug that shows up in the compendium, that reimbursement 
theory will spill over to the commercial plans. This is an area to 
which we should devote more attention to determine how to 
undo it.

Annual Cost Of Recently Approved Oncologic Drugs

8

Source: Hirsch BR, Balu S, Schulman KS, et al. The Impact of Specialty Pharmaceuticals as Drivers of Health Care Costs. Health Affairs. 
2014;33:1714-1720.

FIGURE 8.

“The reality in medicine is that  
rarely does it not work;  

it often works only a little. “
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To the extent that biopharma has been moving into areas of 
medicine which are extremely risky, one consequence is that 
manufacturers are no longer fully competing with each other. 
They are far more willing to develop drugs that are multi-
market combination therapies. We have not seen many of 
these thus far but there are more in the pipeline. 

Consider the big biopharma manufacturers such as Roche, 
Merck, BMS, or Novartis and look at the share of combination 
therapies that are multi-manufacturer (Figure 10). There are 
two reasons. First, innovation is very risky and if one company 
is doing it all in the area of Alzheimer’s, they are likely to fail. 
Even a company the size of Roche or Merck cannot absorb 
that risk, so they have to partner with someone else. Second, 
multi-manufacturer therapies are good for pharmaceutical 
companies because they reduce the ability of plans and PBMs 
to play one manufacturer against the other. In the old days, 
if I was Express Scripts or CVS, I could play therapy A against 
therapy B. Now, if therapy A and therapy B are packaged 
as one, I have no one to play them against. These multi-
manufacturer combination therapies may have a whole lot 
of hope in them clinically, but they are likely to be extremely 
expensive, both because they have hope and because we are 
reducing the opportunity for market forces to work.

Nature Reviews showed the graph in Figure 9 displaying 
failure rates for three different disease areas: hepatitis C, 
Alzheimer’s and MRSA. Taking Alzheimer’s as an example, 
for every 120 drugs entering preclinical discovery—before 
human trials have started—only half of one drug will make it 
to FDA registration. You have to start with 200 molecules to 
produce one that is actually successful! This is one reason that 
Alzheimer’s is viewed by researchers as being the graveyard 
for biopharma companies.

Because the failure rate is extremely high, the company that 
actually achieves FDA registration for an HCV or Alzheimer’s 
disease drug will charge very high prices. We do not like that 
as a society, and we love to tell the story of how Gilead bought 
it low and sold it high, but they are dealing with drug failure 
every day. If we want the Alzheimer’s therapy, we have to own 
up to the fact that it will likely be expensive. If we not willing 
to pay this price tag, we face the uncomfortable reality of 
having to inform the manufacturers, which implies we have 
to be willing to walk away from the drug. If, conversely, we are 
saying we want all this innovation, and the company should 
develop the drug, and then we suddenly introduce pricing 
uncertainty, we should be prepared for the consequences. The 
combination of R&D failure risk and pricing uncertainty on top 
will certainly slowdown innovation.

Attrition Profiles Across 
Therapeutic Areas
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Source: Calcoen D, Elias L, Yu X. What Does it Take To Produce a Breakthrough Drug? Nature Reviews Drug Discovery. 2015:(14)161–162.

FIGURE 9.

FIGURE 10.

Potential Combination Therapies 
Launching by 2021
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Source: IMS Institute for Healthcare Informatics. Global Oncology Trend Report 2015. May 2015. 
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I think the 21st Century Cures Act, which is stuck in Congress, 
is also likely to increase innovation. Again, this is good if you 
believe that the innovation is valuable. It allows the FDA, at 
least in theory, to approve drugs on a more liberal basis which 
slows the regulatory time that it takes for drug approval. 

Personalized medicine, while we are excited about it, will 
almost unambiguously increase prices. The minute you have a 
genomic or proteomic marker, the drug probably works better 
in patients with that marker. The manufacturer knows that and 
can charge a much higher price. The personalized medicines 
currently in the market are substantially more expensive 
than conventional therapy. While personalized medicine is 
a positive development, both because the drugs work and 
we do not use them in patients for whom they do not work, 
the beneficiaries are likely to have to pay much more. As I 
said, these multi-market, multi-manufacturer combination 
therapies are also likely to increase prices.

Peter Bach shows the trends of the cost of cancer drugs at the 
time of FDA approval rising exponentially (Figure 11). While it 
looks like it is going up as a straight line, it is actually going up 
exponentially because he put it on a log scale. What will the 
trajectory of that be in the years to come? I believe it is going 
to continue straight up for a number of reasons. The ACA 
offers us two of those reasons: one is expanded market size, 
which we have known since the work of Burton Weisbrod, that 
every time we expand market size, we get more innovation. 
The simple act of insuring more people is sending a signal to 
manufacturers saying, if you build it, we will buy it, thus more 
stuff will be built.

The second reason is that the ACA did wonderful things to 
reform insurance markets. It prohibited lifetime limits and 
annual limits on what plans could pay. Those are important 
changes for patients who are sick. At the same time, it is 
expanding market size because it is providing protection 
exactly where patients need it, but where many of these high 
cost therapies get used. 

• ACA will increase innovation 
• expanded market-size
• reforms increase value of insurance

• 21st century cures act will increase 
innovation

• Personalized medicine will
increase price

• Multi-Manufacturer Combination 
therapies will increase price
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Monthly and Median Costs of Cancer Drugs at the Time of FDA Approval 
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FIGURE 11.

http://web.stanford.edu/~jay/health_class/Readings/Lecture10/weisbrod.pdf
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Then we propose indication-based pricing because we are 
going to pay less when the drug does not work and more 
for the indications where it does work. That is a wonderful 
concept, I am all for indication-based pricing, but that raises 
the cost of drugs, not lower it. Then we consider cost-based 
reimbursement when everything else in the health care 
system is moving us away from this. It is weird to believe that 
accountable care organizations and bundled payments are 
very good ideas, but somehow we should be doing cost-based 
reimbursement for the biopharma industry.

I think we will miss the mark because we are not willing to 
step up to the real challenge, which is to continually ask, is 
this innovation—is this pill—really worth the price that the 
manufacturer is charging? I think that requires formularies and 
a much harder-nosed form of negotiation than simply saying, 
we want to have Medicare negotiate prices. We all know that 
simply asking for a lower price does not get you a lower price, 
you have to credibly threaten to walk away from the drug. I 
think that is the direction we must follow as a country. .

I want to end with a couple of points. First, we have in the 
United States an infinite appetite for innovation and so, 
unsurprisingly, manufacturers deliver exactly what we are 
willing to pay for. We are never willing to say “no” to oncology 
drugs so we get many of them. This is a wonderful for the 
patients who benefit from the drugs, but it is not wonderful 
for the four panelists who preceded me!

Second, we tend to get very excited around these delivery 
system reform efforts. I am one of those people, but they are 
actually quite small in terms of what they can accomplish 
relative to efforts that are directed at spurring the correct 
innovation signals. Those signals might be as simple as 
realizing the insight that we create significant economic 
incentives to manufacturers who can patent a particular 
molecule. We have a system that privileges molecules but 
we do not have a system that privileges non-molecules. 
If someone came up with a prevention for Alzheimer’s—
suppose it required people over the age of 80 to not watch 
television after 9 o’clock (I made this up)— there is no financial 
incentive for anyone to do research on this, other than the 
NIH, and their budget is tiny relative to the ones for all of this 
other innovation. 

The NIH is proud that it does the foundational work for the 
biopharma companies, which I think is exactly the wrong 
thing to be doing. The NIH should be investing in all the things 
for which the biopharma companies do not have incentives. 
Biopharma companies do a good job in the areas in which 
they focus; we need another body to research the things that 
are more preventive. I think the NIH focusing on prevention, in 
addition to what we are doing with the delivery system, would 
make a much bigger difference. 

I think it is sad that we are pushing these “something for 
nothing” solutions for biopharma innovations. People love to 
talk about things such as expanding Medicaid rebates, doing 
more in the way of price transparency, or asking Gilead how 
they came up with this price. What will that accomplish? They 
are a monopolist, and these sorts of typical solutions generally 
have no impact on their monopoly position.
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Charles Roehrig
Thank you very much to the Robert Wood Johnson 
Foundation, and our project officer Kathy Hempstead, for 
supporting this symposium for another year. Thank you also to 
Paul Hughes-Cromwick, who is the orchestrator of this entire 
event. 

As the title suggests, my talk will cover a lot of ground, and I 
will warn you in advance, it starts off optimistically, but I have 
a sad ending. I look at the long-term spending path that we 
are on and try to cut through the effect of business cycles and 
other temporary phenomena. We experienced the managed 
care era and then the backlash to it, etc., but I am interested in 
what was happening underneath those episodes. This should 
speak to the future path we might be on, and since I work in 
the Center for Sustainable Health Spending, I ask whether the 
trend is sustainable.

I begin with a chart that uses the “wrong measure” of health 
care spending growth—the excess above gross domestic 
product (GDP)—as was explained by my colleague Gene 
Steuerle (Figure 1). You will notice that Gene is mentioned 
immediately in my notes as having said, since 2013, that we 

should focus on what is essentially the marginal propensity 
to consume, a concept that economists study. I took that 
to heart and discovered, in analyzing the data from 1980 to 
2007, immediately before the recession, that the marginal 
propensity to spend on health care was about 25%. That 
figure fell when government officials changed how GDP was 
measured a few years ago, adding about 3% to GDP. Since 
health spending was unaffected, the health share dropped a 
bit. Obviously, business cycles over this period produced year-
to-year variation, yet the marginal health share kept returning 
to this 25% average trend, while real per capita GDP grew at 
an average of about 2% per year. Removing the noise from 
the system, given the 25% and 2% parameters, the resulting 
excess growth in health spending curve is shown in Figure 1. 

Thus, behind the scenes of this marginal share path, the 
excess cost growth rate has been declining steadily over time, 
right up to 2007. (This is similar to a chart that Gene showed 
where he used a hypothetical share of 30%) Figure 1 says that 
in 2007, we entered the recession with an underlying excess 
growth path of roughly GDP plus 1.3%. What happened next?

ROEHRIG—COVERAGE, SPENDING, JOBS AND SUSTAINABILITY

FIGURE 1.

1

Underlying Path of US Health Spending: 1981-2007

At our 2013 Symposium, Gene Steuerle presented on the share of the growth in real per capita 
GDP spent on health. My research shows that this figure was fairly constant (ignoring business 
cycles) at about 25% between 1980 and 2007. Applying a constant 25% rate to smoothed 
economic growth results in a continually declining excess growth rate as shown above.

We entered the 
recession at 
GDP+1.3
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Figure 2 comes from our monthly health 
spending brief. The most recent recession 
is the widest vertical band shown. 2007 is 
right at the beginning of that vertical band, 
and this data series runs through April 2016. 
After the recession (ending June 2009), from 
2010 through 2013, we witnessed years of 
record low growth in health spending, a rate 
of 4% or less. The black dotted line shows 
annual GDP growth, and you can see how 
steeply that series fell, which is why many 
call it the Great Recession. 

You can also see from the space between the 
three recessions shown here, that in each 
case, we got to about GDP plus zero for quite 
a few years. Nonetheless, our record low 
growth in spending was still GDP plus zero. 
That is, it was not record low growth relative 
to GDP, interestingly enough. We should 
take some pride in controlling health care 
spending, but it was insufficient to produce 
negative excess growth.

The health care spending growth rate 
suddenly spiked up to 5.3% in 2014. We 
estimate a rate of about 5.8% in 2015, and 
it looks to be falling. The optimistic part of 
my presentation is to argue that spending 
growth rose largely because of expanded 
coverage, and with expanded coverage 
leveling off, it is now coming back down. We 
could well return to the record low growth 
rates that we observed in the years before 
expanded coverage kicked in.

I separate out components of health 
spending to focus on health care services, 
which are primarily hospital and physician 
care (but also include dentists, home health 
and nursing homes), and products (Figure 
3). Products represent 13.2% of spending, 
and within this category, prescription drugs 
are about 10%. Thus, products and services 
combined account for over 80% of the 
national health expenditures.

2

Growth in Health Spending and GDP:  1990 to Present

From 2007 to 2013, health spending grew at GDP+1.4. The record low health spending growth 
from 2009 through 2013 averaged about GDP+0, but this is a common occurrence between 
recessions. The gap during recessions drives the long term average up. Spending jumped in 
2014 due to new hep C drugs and expanded coverage, but these effects are already diminishing.

Source: Center for Sustainable Health Spending

FIGURE 2.

3

Components of National Health Expenditures

Over 70% of health 
spending is for services such 
as hospital and physician 
care. About 13% is for 
medical products, dominated 
by prescription drugs. 
Another 8% is for costs of 
administering public 
insurance programs and for 
private insurer revenues in 
excess of benefit payments.  
The remainder is for public 
health, medical research, 
and structures and 
equipment.

Source: National Health Expenditure Accounts, 2014

To understand where we are headed, consider the components of health spending.

FIGURE 3.

Exhibit 7: Year-Over-Year Percent Change in Health Spending
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http://altarum.org/our-work/cshs-health-sector-economic-indicators-briefs
http://altarum.org/our-work/cshs-health-sector-economic-indicators-briefs
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Figure 4 shows national health expenditure 
growth rates (the bars), and the growth rate 
of spending on prescription drugs (the red 
line). In 2010 and in 2012, prescription drug 
spending grew at 0%! This is the period 
when blockbuster drugs such as Lipitor and 
Plavix went off patent. Prescription drugs 
played a major role in keeping the rate of 
growth in total health spending very low in 
those years.

In 2014 prescription drug spending 
growth jumps to 12%. 2014 coincided with 
expanded coverage, but I do not think that 
is the main reason growth spiked as high as 
it did. The hepatitis C drug Sovaldi, which 
has already been mentioned, was released 
in December of 2013, and started selling in 
2014, followed by Harvoni later that year. 
That played a major role in pushing up the 
prescription drug spending growth rate. 
It has fallen to below 10% in 2015, and we 
have it at about 7% now, and still declining. 
This too is optimistic.

Figure 5 shows interesting spending data 
for hepatitis C medications. These are 
quarterly data from company reports. In 
early August, Gilead will release their next 
public report, providing U.S. sales of Sovaldi 
and Harvoni, their two important hepatitis 
C drugs. The chart shows a peak in quarterly 
sales starting in the second quarter of 2014, 
and running through the third quarter of 
2015, at $3.5 billion, then it drops to $2.6 
billion and most recently it falls to $2.2 
billion. In 2014, these drugs alone added 
$12.4 billion to health spending. Between 
2014 and 2015, the total grew by only an 
additional billion, which explains why the 
growth rate would be slower from 2014 
to 2015. In 2016, it is on a path to actually 
decline by almost $5 billion. This specialty 
prescription drug pattern may not be 
the dominant factor for overall spending, 
but it is important and it kicked in before 
expanded coverage, to push up prescription 
drug spending.

4

Health Spending with Rx Component

Source: Center for Sustainable Health Spending analysis of NHEA.

Prescription drug spending was a major contributor to slow overall growth during 2010 
through 2013 and to the acceleration in 2014 and 2015. Growth peaked in 2014 at 12.2% 
and has since declined to about 7%.

FIGURE 4.

5

Company Quarterly Sales of Hepatitis C Medications

Source: Center for Sustainable Health Spending analysis of company reports.

The spike in Rx spending growth in 2014 coincides with the introduction of expensive new treatments 
for hepatitis C. Company sales of these drugs increased by $12.4 billion between 2013 and 2014.  
The lower Rx spending growth rate in 2015 (9.5%) coincides with a much smaller increase in 
company sales in 2015 ($1 billion). Sales are on pace to fall by $4.7 billion between 2015 and 2016!

FIGURE 5.

Exhibit 7: Year-Over-Year Percent Change in Health Spending
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What about services? Figure 6 presents 
quarterly data starting in 2013. The 
vertical bars are the percent change 
compared to the same quarter of the 
previous year for non-elderly adults 
with health insurance coverage. This 
tracks the path of expanded coverage, 
and it peaked over the period of second 
quarter (Q2) of 2014 through Q2 of 
2015. It is now falling and in Q1 of 2016 
we see only marginally more insured 
than a year earlier. The red line is the 
rate of increase in spending on health 
care services. It was running around 3% 
coming into 2014, and peaked around 
Q1 2015. Visually it appears to be 
lagged by between a quarter and two 
quarters. With the decline in expanded 
coverage, we can expect to see services 
spending returning toward 4% growth; 
it is already almost there in Q1of 2016, 
when you do smoothing (averaging) 
with previous quarters. Services 
spending appears to be coming back 
to the low rates that we have recently 
become accustomed.

One noteworthy caveat concerns the 
very strong job growth recorded right 
up to the current data. This has puzzled 
us and made us wonder whether 
spending is poised to accelerate. 
However, a close look shows that the 
growth rate in jobs actually fell in Q1 
of 2014 and may now be leveling off in 
Q1 2016 (Figure 7). It could be that the 
effects of expanded coverage took a 
few months to take hold, first in terms 
of spending, and subsequently in the 
way that spending turned into hiring, 
thus a delayed effect of expanded 
coverage on hiring.

6

Growth Rates for Health Services Spending and Coverage

Source: Center for Sustainable Health Spending analysis of Health Reform Monitoring Survey 
and Quarterly Services Survey.  Growth rates are relative to the same quarter previous year.

As expected, increases in coverage were accompanied by increases in spending. The lag 
between increased coverage and increased spending appears to be between one and two 
quarters. Coverage growth peaked in Q3 2014 and has declined close to zero in Q1 2016.

FIGURE 6.

7

Growth Rates for Health Jobs and Coverage

Source: Center for Sustainable Health Spending analysis of Health Reform Monitoring Survey, 
Quarterly Services Survey, and BLS data. Growth rates are relative to the same quarter previous year.

Jobs in health care services have also been driven up by expanded coverage, but more 
gradually, and with a greater lag, than spending.  

FIGURE 7.
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Recent health care jobs data shows a 
peak in March of 2016, which might 
be slowly heading back down (Figure 
8). I am optimistic that the jobs story 
does not contradict what we are 
seeing with services spending. As a 
test of that hypothesis, Ani Turner, 
Katherine Hempstead, and I analyzed 
the acceleration in health care jobs and 
tracked it against the percentage point 
increase in the insured population by 
state. The idea being that states that 
had seen the largest increase in the 
insured population would show the 
highest increase in health care job 
growth (Figure 9). While the data is 
quite noisy, the weighted regression 
shown here is statistically significant. 
It says that where you find a zero 
percentage point increase in the 
insured population, you would have 
zero acceleration in job growth. This 
tends to confirm the theory that the job 
growth is due to expanded coverage, 
only that is happens with a delay.

What are the implications for future 
health spending growth? It looks like 
health services growth rates are coming 
down toward the 4% range experienced 
earlier. Less growth through expanded 
coverage should reduce the rate of 
growth in prescription drug spending 
because part of that acceleration was 
due to expanded coverage. Hepatitis C 
drug spending is also showing negative 
growth which should continue to lower 
the growth rate in prescription drug 
spending. 

8

We are Still Waiting for a Slowdown in Health Job Growth

Source: Center for Sustainable Health Spending analysis of BLS data.

Data through June 2016 suggest that year-over-year growth in health jobs peaked in March 
2016 and has begun a slow decline.  

Growth in Health Care Services Jobs: Year-over-Year

FIGURE 8.

9

Acceleration in Health Jobs & Expanded Coverage:  States

Source: Center for Sustainable Health Spending analysis of BLS and ACS data.

This is a plot of the acceleration 
in health jobs versus expanded 
coverage by state. The 
measure of acceleration 
compares the pre-acceleration 
rates of June 2013-June 2014 
to the post acceleration rates of 
June 2014-March 2016. 
Expanded coverage compares 
2014 to 2013. We will update 
this to 2015 coverage when 
ACS data are released this Fall.

The data are noisy but show a 
statistically significant 
relationship between expanded 
coverage and acceleration in 
health jobs. (this updates the 
chart from the HA blog)

http://healthaffairs.org/blog/2015/11/20/expanded-
coverage-appears-to-explain-much-of-the-recent-
increase-in-health-job-growth/

FIGURE 9.
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The diagonal lines represent different rates of excess growth 
in health spending starting in 2017 and running to 2035. The 
triangle represents areas in which taxes are higher than they 
have ever been, spending on national defense and other 
non-health is lower than it has ever been, and the growth rate 
in health spending relative to GDP is lower than it has ever 
been (these boundaries refer to 10 year moving averages to 
eliminate short run extremes associated with business cycles). 

We are squeezed at all angles in this triangle, yet we must 
end up somewhere inside it in 2035. It is called the triangle 
of painful choices precisely because, without coercion, we 
would not choose to be anywhere in it. If you pick point A, you 
have the highest taxes that we have paid as a share of GDP 
and the lowest amount available for national defense and 
other non-health care spending. Worse, to achieve even that 
“wonderful” outcome, you have to be at a GDP minus 4 health 
care spending rate, starting in 2017.

We are returning to low growth rates but, unfortunately (as 
was mentioned in the first panel), we are due for a recession 
within the next few years. The gap between recessions since 
1945 has been sequentially (in years): 4; 4; 4; 3; 10; 3; 5; 8; 10; 
and 7. In July, we entered year eight since the end of the last 
recession. In the first term of the next administration you 
would reasonably expect a recession and when it hits, nominal 
GDP will grow very slowly (or even go negative), while health 
care spending growth will barely change, culminating in a 
sizeable increase in the excess growth rate. I am guessing 
that we are sitting at around GDP plus one as our underlying 
path now. That is probably optimistic compared to what most 
forecasters say. 

I will end with what we have called the triangle of painful 
choices that quantitatively addresses what was discussed in 
the first panel (Figure 10). This shows the percent of GDP 
collected in tax revenues on the x-axis, from 17% to 26%. The 
vertical axis is the percent of GDP that the federal government 
has available to spend on national defense and other non-
health spending categories, primarily safety net programs, 
infrastructure, education, etc.

10

Is Our Current Path Sustainable in the Long Run?        
The Triangle of Painful Choices

In this triangle, taxes 
are at record highs, 
defense & other non-
health spending are at 
record lows, and health 
spending growth is less 
than GDP+1.

The triangle explores the rate of excess growth in national health 
spending (starting in 2017) that would be consistent with a small primary 
budget surplus (0.5% of GDP) in 2035, assuming social security to be at 
6.3% of GDP. Assumes per beneficiary cost trends are equal for payers.

This chart shows options for a  
small primary budget surplus in 
2035 that is consistent with a 
stable debt-to-GDP ratio. Federal 
tax revenues and spending are 
shown as a percentage of GDP.  
Even with health spending 
growing at GDP+0 we will face 
record high taxes and record low 
defense and other non-health 
spending.

http://healthaffairs.org/blog/2016/06/2
3/health-spending-growth-still-facing-
a-triangle-of-painful-choices/

FIGURE 10.
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We obviously have no hope of getting to point A. If you want 
to increase tax revenues and go out to point B, then we could 
manage GDP plus 1, which is roughly where we are currently. 
Yet, this means we have raised taxes by five-eighteenths, 
which I do not think anybody will agree to. Or, you could go to 
point C and keep taxes at their historically high level, but then 
you have cut defense and other non-health spending to less 
than half of what they have been traditionally.

In the future, I will produce a version of this in which health 
spending is measured as a share of the growth in real per 
capita GDP rather than these excess growth rates (it could be 
a revealing version of this). The main point is that we face very 
tough choices in the future, and I do not see any evidence that 
these hard decisions will be approached in an incremental, 
methodical manner. Jeff Goldsmith said that it will take a 
cataclysmic event of some kind to force us to pay attention. 
That is my sad ending.  

“It is called the triangle of  
painful choices precisely because,  
without coercion, we would not 

choose to be anywhere in it.”
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Thomas E. Getzen
Now that I have stepped down as head of the International 
Health Economics Association, I do some consulting and 
devote more time to my work with the Society of Actuaries 
(SOA), maintaining the long-term medical cost trend models. If 
Jeff Goldsmith is right, when you go from being an economist 
to being an actuary, you have to have more personal skills, 
right? I thought I would put a human face on health care cost 
increases (Figure 1). This is Avery Watts, the poster child for 
AstraZeneca in their push to get a seven year increase in the 
length of one of their patents. Avery has a rare disease, a form 
of genetically conditioned hyperlipidemia. AstraZeneca finally 
did trials on kids and found they could put indications for this 
condition on their high-cholesterol drug Crestor in an attempt 
to qualify it as an orphan drug and add another seven years of 
patent protection.

Questionable tactic? Amitabh stressed the critical role of 
technology. Does extending the Crestor patent for seven years 
count as innovative technology? Well, for me, it does. While 
this one hopefully will not happen, patent extensions are on 
of the millions of factors that go into cost increases and these 
factors all get called “technology.” We have proton beams, we 
have Sovaldi, and when we put these things into the models, 
we say in addition to demographic and economic factors, 
the main driver of rising health care cost is “technology.” The 
SOA model takes economic and demographic factors from 
the Census Bureau, or the Congressional Budget Office (CBO), 
or other data sources, and then everything remaining is 
“technology”—it is the sole unique factor in the SOA model.

Should a seven year patent increase counts as technology? 
If not, what does? When I consider technology, I think of the 
truly innovative scientific breakthroughs. If the proton beam 
had worked better, that would count. Sovaldi clearly does, 
but what of those million other factors? The more time that I 
spend on this model and working with macroeconomists, the 
more I realize there is confusion or at least unfamiliarity with 
the terms used in our models. A common term used, if I am 
a macroeconomist, is total factor productivity, a complicated 
output divided by another complicated input. We do not 
really know what productivity really is (!), but we think of it 
as measuring the impact of technology. We invest in new 
IT, which is a clear increase in technology; and ask where its 
impact will show up. It shows up as a change in total factor 
productivity (or maybe not). 

If you are a management type, you might be thinking of 
efficiency. If you work in health services research, you will 
emphasize system or structural factors. If you work at the 
CBO, you analyze excess cost growth in attempting to explain 
and analyze the health care spending slowdown into cyclical 
and structural (permanent) components. As a statistician, 
you might simply say it is the residual, everything you cannot 
explain. If Steve Heffler from the Office of the Actuary, or 
Harvard’s Joe Newhouse were here, they would say “what we 
are calling technology is the residual, it is everything else.” 
That may not seem terribly helpful as a means of studying the 
residual, but in fact we can measure and track it.

GETZEN—COST FACTORS DO NOT EQUAL HEALTH

New York Times:  AstraZeneca Pushes to Protect Crestor
from Generic Competition

by ANDREW POLLACK JUNE 27, 2016

FIGURE 1.

https://en.wikipedia.org/wiki/Total_factor_productivity
http://web.stanford.edu/~jay/health_class/Readings/Lecture10/newhouse_medical_costs.pdf
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It seems obvious that digging deeper into the residual would 
be the central analytical direction, but it is very difficult to do 
so. I have spent 30 years on this. I have analyzed the number 
of hospital beds, physician supply, aging, disease incidence, 
different morbidity factors, obesity, etc., and they are all 
secondary to the black box that we call technology. They are 
also hard to use if you want to project ten years out. We can 
get obesity or disability rates, but they do not track very well 
to spending. Despite heroic efforts we end up with a black 
box. That box is excess cost growth. We know it is trending 
down, and it may seem odd to hear that the residual must 
decline, but as we heard this morning, this is necessary for the 
system to become sustainable. 

Figure 2 shows the excess cost growth rate since 1930. Costs 
grew but they tracked a growing economy from 1930 up to 
about 1955. We developed all kinds of new medicine and it 
cost more, but our economy was growing fast enough that 
additional technology did not make medical costs grow faster 
than wages. Then boom, the 1960s came along. I went to 
college and (sometimes!) remember the ‘60s. You might think 
that the increase in medical costs was due to Medicare, but the 
rise starts well before Medicare. It was the Health Professions 
Education Act of 1963 and many new medical schools. It was 
the Hill-Burton Act of 1946 and extensive capital investment. It 
was a 10-fold increase in the NIH budget followed by another 
10-fold increase. We did a multi-pronged, U.S. infrastructure 
investment in health care back in the ‘60s. It was gigantic, it 
was powerful, it got amazing results—and it cost a lot.

Since then, the excess cost rate has been falling in the United 
States, and we see similar behavior in other countries. Every 
one of the Organization for Economic Cooperation and 
Development (OECD) countries, experienced a growth spike 
somewhere between 1960 and 1975. The big difference in 
the United States is that we did not come back down and 
reduce cost growth as fast as other countries did. We had more 
trouble with cost control probably because we did not want to 
knock little Avery Watts off the beam, or we wanted the latest 
and greatest technology and we were willing to pay for it. In 
the U.S. health system “plumbing,” we do not have a single 
tap. When the plumber comes into my house, he turns off this 
tap, and throughout the house the water is off. With health 
care, we have a zillion different taps, thus controlling costs is 
that much more difficult. Still, excess costs have been recently 
contained to some extent, and this will likely continue, though 
with a bumpy, near-term ride. 
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Figure 6:  Excess Medical Cost Growth Rate (smoothed)

15 year moving average 

FIGURE 2.

“We had more trouble with cost 
control [than other OECD countries]

because we did not want to knock 
little Avery Watts off the beam—

Or we wanted the latest and 
greatest technology and we 

were willing to pay for it.”
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If the government announced tomorrow that they had 
found a vaccine to prevent Zika, or a cure for AIDS, I would 
enthusiastically celebrate, but as a health provider financial 
steward, I would say now I can spend more on other maladies. 
I am not sending money back! Controlling the budget is 
ultimately up to the people on the Hill, in state legislatures, 
and more broadly the vocal and voting public.

I am used to talking to a group of people that does not pay 
much attention. They are called sophomore economics 
students. They walk in and they have one core question that 
is crucial to their lives: is this on the midterm? With a follow-
up, what is the answer? Okay, this is on the midterm—not 
the economics midterm—but rather, it will show up in the 
2018 midterms. We need an answer for the theme of this 
symposium—what exactly is sustainable health spending? 

Now that I am a consultant, instead of talking to college 
sophomores, I talk to CEOs or perhaps a Congressman. The 
same principle applies, you need to make it simple enough 
for them, which is usually somewhat below the college 
sophomore level. I will say simply: sustainable health care 
spending is GDP plus 1% or less. Health care cannot grow 
much faster than wages or you run into trouble. It is that 
simple.

Figure 3 shows the year-on-year percentage rate increase in 
health care jobs and total jobs. The big dip, of course, was the 
recession. Health care job growth fell—but not by very much. 
During the recession, health care continued to be the great 
hope for people who wanted to get a job, because there was 
still growth in our sector. When health care jobs are growing 
3% year on year, whereas the total job growth—with all the 
ups and downs—is averaging 1–2%, we are facing a pretty 
significant cost increase, at least in the near term. There is no 
way we can add that many new staff people and that much 
labor cost, without it showing up in spending. I am guessing 
that spending will move up in real terms at the end of this year 
or in early 2017.

What will we do about it? I do not think that continuing to 
shift the burden to patients is going to work that well. It has 
been problematic so far, and if the median family budget 
is $53,000 a year, there is simply no way that you can shift 
enough costs to the patient. I do not think the responsibility 
should lie with Geisinger or Mayo or Trinity (part of which was 
Catholic Health East when I was on the board). My board role 
was to get more money and spend it on health care; it was not 
to save money. The last thing I ever heard was that we needed 
to increase efficiency to enable us to return money to the 
government (or insurance companies)!
expect (better than 70% probability)  a bump in cost 

during the next 2 years 
FIGURE 3.
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How are we going to do it? The answer is above my 
paygrade! Nonetheless, it comes down to policy, politics, 
public perception, all of those things and more, and it is 
extraordinarily tough. We probably will have to insert extra 
teeth into CMS (Centers for Medicare and Medicaid Services). 
That gets complicated when CMS announces a demonstration 
which then stealthily transforms into a new regulation, while 
pretending it is not going to be mandatory. Either way, we 
want and need somebody to regulate spending.

We have got to get Congress to do its job; that is not easy 
and I will leave that for another day. We have to increase the 
percentage of battles won in the trenches. I think we will win 
the battle preventing an extension of AstraZeneca’s patent on 
Crestor. We may even do something on proton beams, but we 
must go from winning 20% of those little myriad cost battles 
to winning 70%. 

Much of critical health policy takes place under the surface, 
things that happen because of work that people in this room 
do, or at regulatory agencies, or at places like Geisinger as they 
respond to cost pressures. Geisinger truly does think about 
these cost issues and they are prepared. They know that the 
winter is coming (if you watch Game of Thrones). Cleveland 
Clinic is talking about treating more patients with serious 
diseases with a 30% decline in per patient revenues over the 
next ten years. They say that is what planning will take to 
address cost issues. 

My analytical parting comment: good luck!

“In the U.S. health system ‘plumbing,’ 
we do not have a single tap. 

When the plumber comes into my 
house, he turns off this tap, and 

throughout the house the water is off. 

With health care, we have a zillion 
different taps, thus controlling costs 

is that much more difficult.” 
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Melinda Buntin
The danger of being a speaker/moderator is you know 
exactly how behind the panel is, and you have the chance to 
ask your co-panel members interesting questions if you can 
get through your own remarks in time. I will boil down my 
remarks—which are based on ongoing work that I am doing 
with fantastic colleagues at Vanderbilt, with support of the 
Commonwealth Fund—into a few main points. 

First, I want to harp on one issue because I suspect that there 
are many of you who are feeling a little confused. Are you 
supposed to look at excess cost growth or not? Are health care 
costs growing or are they declining? Can the disparate things 
we have heard this morning all simultaneously be true?

As you work to disentangle these items, please remember that 
there are actually two types of P times Q (price times quantity) 
involved when analyzing total health care spending. The first 
is the number of people covered, that is the Q, times the price 
per person. We have seen dramatic shifts in the number of 
people covered over the recent period, and you must abstract 
from that to get at root underlying price growth per person. 
The second is the number of services people are getting times 
the price of those services. We have had divergence across 
sectors in prices over recent years that makes it difficult 
to abstract from national spending to what is going on in 
Medicare, Medicaid and the private sector. 

It is thus important to ask how many people are covered, 
what is the price per person, what group are you considering, 
and has coverage grown? Consider utilization of services, 
how much utilization may or may not have grown and how 
the prices of those services has changed. This is one way to 
reconcile the different numbers discussed today that I hope 
has not led to more confusion. Coverage, prices and utilization 
each matter.

What I would like to add to this conversation derives from 
a significant body of work over the past five years on 
determinants of expenditure growth in the Medicare Program. 
The Medicare Program has seen increases in enrollment with 
the influx of the Baby Boomers, an important dynamic which 
must be appreciated in this context. Medicare is an arena in 
which prices are relatively fixed and have been controlled 
through the Affordable Care Act (ACA), thus utilization is the 
key variable. 

The bottom line from the three most recent years of Medicare 
data is that—accounting for the number of people covered, 
their age and gender composition, and the prevalence of 
their diseases—we should have seen even higher spending. 
The cost per treated person in Medicare went down, and that 
was primarily due to individuals being treated for cardiac 
and endocrine conditions. This is a very big change from the 
prior period when those conditions would have caused cost 
increases.

The second finding is that prices in Medicare truly mattered. 
Fixed and relatively flat prices in Medicare helped to restrain 
per beneficiary spending. In the private sector, in contrast, 
there are indications that factors such as consolidation and the 
economic recovery have led to price increases. In both sectors, 
utilization was remarkably flat. Indeed, we have actually seen 
declines in utilization in the inpatient setting. 

If you believe the ACA uniquely instituted those price changes 
in Medicare, then this could be considered an argument for 
health reform succeeding. If you believe the counterfactual, 
that Congress would have done something in the absence of 
the ACA, then we could debate about that success. In fact, that 
will be the first question that I ask of my panelists. 

BUNTIN—THREE SPENDING FACTORS: COVERAGE, PRICE AND UTILIZATION
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people start to pick away at the scaffolding, for example, 
getting rid of the “Cadillac tax,” because that is exactly the 
wrong approach. The one point about which I disagree 
with the president is the one that concluded my remarks. 
It is extremely tempting when confronted with high cost 
innovation that saves lives to say we can negotiate down 
these prices. I think this is wrong, first because government 
does not know what the right price is, and second, because 
the only way you get the lower price is by threatening to walk 
away from the drug (or device), which I assert the government 
is unwilling to do. Simply telling one of the big biopharma 
manufacturers to give us a 20% discount gets you absolutely 
nothing. There is a naiveté to believing that by asking for a 
lower price you will receive one.

Melinda Buntin
In the press briefing about the President’s journal article, the 
Council of Economic Advisers Chairman Jason Furman said 
that it was “borderline absurd to argue at this point that the 
slowdown in health care cost growth was attributable to the 
recession, given where we are in the economic recovery.” Tom, 
if you were talking to Jason Furman, what would you tell him?

Thomas E. Getzen
I would say a big part of the slowdown in health care cost 
growth was an aftereffect of the recession. When we look 
back over the 50 years of spending history, we see significant 
inertia in the health care system. Each recession has effects 
that last about five to six years. Now we are coming out from 
under this economic cycle and some of that inertia is still 
working. Another part of the slowdown involves changes in 
structural factors. Whether or not they are specific to the ACA, 
there are a series of factors such as the stringent Medicare 
reimbursement levels which, due to Medicare representing 
such a large piece of the spending pie, has substantial effects. 
Other payers negotiate in full recognition of the 900 pound 
Medicare gorilla. As Medicare pushes price growth down, 
private prices will tend to follow suit over time. This will lead 
to a continuation in the slowdown in health care cost growth. 
It was happening before the ACA, but the ACA probably 
expanded and accelerated that process.

Melinda Buntin
To be totally on top of current events, July 11th 2016 was, as I 
understand it, the first time in recorded history that a sitting 
president has published an article under his own name in the 
Journal of the American Medical Association. President Obama 
asserts that the ACA helped moderate spending increases. 
Coincidentally, Dr. Chandra had the chance to respond to 
that article. Amitabh, please highlight your views on the 
arguments made in the president’s piece and how they are 
germane to our discussion.

Amitabh Chandra
I thought the president was incredibly thoughtful and 
moderate in his comments about what the ACA had achieved 
and still needs to accomplish. He was far more moderate than 
his cheerleaders in this town and I compliment him for that 
tone. I am one of those who believes that the country is much 
better off with the ACA and the insurance expansion. The true 
legacy of the ACA will be the exchanges because they provide 
a chassis for significant reform efforts to which the first panel 
and this panel have pointed. In particular, exchanges underlie 
reforms to mitigate cost growth in Medicare, and I believe 
that Medicare should move to a premium support system 
where plans and Accountable Care Organizations (ACOs) are 
competing for enrollee dollars on exchanges. I think the ACA 
is virtually impossible to take down now, and that is not a 
political statement. It is difficult to repeal because it has many 
terrific ideas baked into it. I am extremely disappointed when 

QUESTIONS AND ANSWERS: PANEL II
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Melinda Buntin
One of our themes today is technological innovation, whether 
we call it the driver in the future or the residual in the past. 
Arguably we are coming out of a period in which there have 
not been major technological innovations for perhaps a 
record-breaking period of time. If we try to use the past to 
predict the future, what do you think contributed to this 
dearth of innovation in health care?

Thomas E. Getzen
I do not know! In years past, many, many patents were 
obtained. There was a surge in NIH funding and there is a 
multiplier effect that leads to more innovation somewhere 
along the line. As a percentage of GDP, NIH budgets peaked 
all the way back in about 1975 or 1980, and even when the 
country doubled the budget in the 1990s, it only served to 
return us back to where we were. That may have been one 
factor. I think there has been some public disenchantment 
with the “medical innovation of the week” that later turned out 
to have limited effectiveness. Many people were saying “I am 
not any better from these latest bells and whistles.” There are 
two parts of health care that seem to me most critical in the 
future (which ties in with the earlier jobs comments): mental 
health and long-term care (LTC). Those are broad, social issues 
that are growing in importance, and they are not amenable to 
a quick technological fix. We have had mixed experience with 
using drugs in both those sectors. Consider the current serious 
push to raise the minimum wage to $15 an hour, which at 
least one of the presidential candidates has supported. This 
would change the economics on these health care costs. If you 
move the “bad” jobs (or less educated) jobs—in extended care 
facilities or community mental health facilities—from $8 or $9 
an hour to $15 an hour, you are imposing a large cost increase 
for LTC and mental health facilities.

Charles Roehrig 
Has there been less investment in innovation? NIH funding 
has not fallen, but what about private sector investment? As a 
private sector investor, it takes an awfully long time to invent 
something brand new that is going to work and sell. Investors 
peer into the future and notice the public may be less willing 
to pay for innovation and it will be more difficult to get a 
sufficient return on such investments, which might lead them 
to invest less than in the past. I do not know whether that has 
shown up in the amount that pharmaceutical companies and 
device manufacturers put toward innovation.

Melinda Buntin 
Since you brought up jobs, Charlie, and jobs have been such 
an important part of this presidential cycle, I will ask a related 
question. Are the jobs you cite good jobs? Are these the 
types of jobs people want to fight for? What do you think is 
important about the cyclicality of these jobs?

Charles Roehrig
The jobs data that we analyze and report on do not have 
enough detail to specifically answer that question. Would you 
please elaborate, Ani, on your preliminary work?

Ani Turner 
I have been looking at Occupational Employment Statistics 
data which asks establishments about jobs by industry and 
occupation. The data are somewhat lagged and, due to small 
sample sizes, require three-year moving averages. An early 
analysis suggests that the more highly trained occupations 
(advance practice nurses, RNs, PAs and physicians), have all 
been increasing. Within the medical support personnel, it 
varies. The more technology driven occupations (radiology 
techs and anything IT-related), are growing significantly. There 
are other support categories, however, that are declining such 
as transcriptionists and certain activities that are becoming 
automated. Thus, it is a mixture, but from what we are seeing 
so far it is not true that all of the jobs that are being created 
are the lower paying, less educated ones. It is pretty steadily 
the medically oriented, higher trained jobs, and then some 
pluses and minuses in the support categories.

http://www.bls.gov/oes/
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going to look a lot different and some of the therapies we use 
today will be laughable. We will see personalized medicine, 
where the first thing we do is sequence your genome, right 
after we take your blood pressure.

Amitabh Chandra 
If I may return to your earlier question about the ACA, I think 
one of the things that got missed in yesterday’s discussion 
in JAMA—which will prove to be incredibly important in the 
years to come—is that the ACA also created an approval 
pathway for biosimilars. Prior to that, manufacturers of 
large molecule drugs had effectively infinite patent length, 
infinite—and we reduced that to 12 years. People are saying 12 
years is still too long, but we cut it down from infinity, which 
is pretty good! We hear the argument that biosimilars do not 
save as much money as generics, which is true. However, take 
the European experience where they save 20%. It is 20% on 
a $100,000 dollar drug, right? That is a lot of money and is 
something we should cheer in the ACA. It is also a bipartisan 
idea to say we are willing to pay high prices for the innovation 
for a little while, but not infinity.

Melinda Buntin 
To add my conjecture, it may be the case that there was a 
perfect confluence of our understanding of biology, our 
ability to do engineering and the increase in, for example, 
cardiovascular disease and diabetes that emerged because 
of our sedentary or dietary lifestyle that fueled treatment 
innovations and led to this dramatic increase in health care 
costs. We have time for two comments or questions. 

Amitabh Chandra 
Data from, for example, Evaluate Pharma, that tracks R&D 
spending by biopharma companies, shows that investment 
has not declined in any meaningful way. Their view is that 
it will be business as usual in the future. One key reason for 
the episodic slowdowns in innovation is simply the inherent 
nature of scientific discovery. George Church discovers 
CRISPR/Cas9 technology, and from that comes thirty gene and 
cell therapies. A researcher somewhere develops the theory of 
immunotherapy and then 15 years later we get a raft of related 
products. At least on the biopharma side, that is one reason 
why innovation tends to have these episodic cycles. David 
Cutler wrote this terrific piece in the New England Journal of 
Medicine observing the possible end of the blockbuster drug. 
Then along comes Sovaldi, Opdivo, Keytruda and Repatha, 
and these are all likely to be blockbuster drugs. It is very hard 
to predict when trends in innovation will surge and when they 
will disappear. There may have been a slowdown in biopharma 
innovation reflecting the scientific uncertainty, but there was 
absolutely no slowdown in the take up of outpatient services, 
post-acute services and home health. There was significant 
financial innovation by providers because of the negative 
incentives confronting them.

Thomas E. Getzen
Modern Healthcare just this week released their most 
important innovations of the last 40 years and genomic 
sequencing topped their list. Consider that economic 
historians tell us the lag between a real innovation and the 
actual use day to day is anywhere from 30 to 40 years; we 
clearly have not seen all the innovation stemming from gene 
sequencing. I am confident that 30 years from now medicine is 

https://en.wikipedia.org/wiki/CRISPR
http://www.nejm.org/doi/full/10.1056/NEJMp078020
http://www.modernhealthcare.com/article/20160709/40THANNIVERSARY/307099973
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Charles Roehrig 
That is something you would expect to see with a recession 
and since those data only cover through 2012, they do not 
include any expanded coverage years where you would start 
to see those trends being reversed. You had people losing 
jobs, income going down and no health insurance, thus they 
have low income and low spending on health care. Also, high 
deductible health plans will have a much larger impact on 
lower income groups than higher ones. Many lower income 
people will have new Medicaid coverage and some of this 
result stems from Medicaid prices. Our monthly Health Sector 
Economic Indicators price briefs show that Medicaid prices 
have not been going up as quickly as even Medicare prices, let 
alone commercial.

Thomas E. Getzen
Income inequality is a growing issue in the United States and 
across the world. Back in the 1960s we had a commitment 
to equality of access; it was not perfect, there were giant 
holes and people fell through the cracks, but by and large 
it was significant and lifted up the bottom quintile overall, 
and the elderly specifically, in terms of health care spending. 
I am not sure the system we have now will sustain that in 
the future. Last night I was discussing how being in the top 
quintile makes the problems of the bottom three quintiles 
distant. However, if health care costs keep rising, the idea that 
everybody gets the same health care is not sustainable unless 
we have a broad commitment to income redistribution.1

1  Editors’ note: See the presentation by Reinhardt and Cheng that 
was added subsequent to the July 12 symposium.

Edward Salsberg, MPA 
Department of Health Policy  
George Washington University School of Public Health 
and Health Services
I would point out that there has been a fair amount of 
innovation occurring in the organization and delivery of 
services. The ACA put in an incredible amount of funding and 
investment to encourage organizational analysis. My main 
focus is the health care workforce and in that area there have 
been significant developments. We are all familiar with the 
expansion of use of NPs and PAs, but many other positions 
in the workforce area such as care coordinators and patient 
navigators represent exciting innovations. There has also 
been the development of care teams and how to structure 
them, whether in chronic or primary care. Thus, I think it is 
a period of innovation, but not necessarily in the area of 
pharmaceuticals.

Melinda Buntin
I think that is an excellent point and it may be a period of basic 
research in that area where we are trying to figure out what 
works and what does not.

Charles Roehrig
This is a good opportunity to plug the book Joanne Lynn, our 
colleague, has just published. It looks at MediCaring, which 
considers innovations in how to take care of our frail elders—
which will include some of us pretty soon—so I encourage 
you to read it.

Larry McNeely, MPA 
Policy Director 
National Coalition on Health Care
I am interested in how you would react to a study in Health 
Affairs that unpacked between 2004 and 2012, aspects where 
we started to see the spending slowdown. It broke down 
spending by income quintile and found that the bottom 
quintile did indeed see lower expenditures, but expenditures 
continued to rise for the middle three quintiles and rose close 
to 20% for the highest income quintile. Does that change 
the story of what has been happening? Are we truly seeing 
innovation and delivery changes or are we seeing the filtering 
through of additional cost sharing in the past 10 years to the 
extent that it is not only economic effects?

http://medicaring.org/book/
http://content.healthaffairs.org/content/35/7/1189.abstract
http://content.healthaffairs.org/content/35/7/1189.abstract
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Amitabh Chandra
I agree with that point. I am one of these people who thinks 
that government should stay out of the business of setting 
prices, but government is going to have to do more in the 
way of redistribution. There will be much greater need for that 
redistribution in the years to come given the incredible rise in 
incomes at the very top. When income increases, spending on 
health care increases more than proportionately. If incomes 
increase 10%, health care spending does not go up by 10%, 
it may go up 12%. People who are earning $500,000 and 
their incomes are rapidly growing at 5, 6, 7% a year, want to 
consume a lot of the therapies that we talked about. People 
whose incomes are $50,000 would probably not want to make 
those same decisions, but once those therapies are adopted, it 
is extremely difficult to tell them “you earn $50,000 so you do 
not get the therapy that someone who earns $500,000 wants.” 
I think the correct answer is to tax the people who are earning 
$500,000 to pay for the people who are earning $50,000. 
The minute you get taxation in there, however, government 
is going to be tempted to set the prices as well. That is 
the delicate dance that we have to do as part of the social 
contract. I believe we should increase our taxes to pay for the 
poor and the sick, but we should rely heavily on the structure 
of the exchanges to deliver that care to them.

Melinda Buntin
Our panel ended on increasing taxes. That may be worse than 
the prior panel! Thank you all for sticking with us.

“ ... it may be a period of basic research  
in [pharmaceuticals] where we 

are trying to figure out what 
works and what does not.”
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Joanne Kenen
Ceci and I have been doing this symposium together for 4 
years; we think they wanted a pair of matching bookend 
moderators. The panels this morning have been mildly 
depressing. We have heard about imminent recessions, 
the likelihood of national security crises, tax increases, and 
unsustainable spending (which we have heard ever since I 
started covering health care 20 years ago). I guess all of us 
on this panel today should be glad there is mental health 
parity! Nonetheless, there are some areas, at least, in which we 
can point to things that are working. We have covered more 
people. We have reduced cost in some areas and we can argue 
about whether or not we have really improved efficiency. 
We can all agree there is an outlook and we can discuss what 
that is. We begin with Bob Berenson from the Urban Institute, 
recently liberated from three years of MedPAC service, 
followed by Zeke Emanuel who is the Vice Provost of Global 
Initiatives at Penn as well as the Chairman of the Bioethics 
Department and Health Policy. Our panel concludes with the 
inimitable Kate Baicker from Harvard.

PANEL III:  INCREASED COVERAGE, REDUCED COSTS, GREATER EFFICIENCY
OVERVIEW
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That was the actual language in the U.S. HealthCare payment 
model that was common in East Coast HMOs. Now we are 
talking about an upside with maybe 2%! Do we truly expect 
something to happen with that? We have been there. There 
are some lessons that we could have learned as to how to do 
it correctly, but instead we seem to be starting from scratch, 
ignoring important lessons from three decades ago. That is the 
curmudgeonly side of me.

Most of you know these MACRA facts, but I have included 
slides to summarize the key points to which I will be returning 
(Figure 1). The main reason why everybody considered 
MACRA a big victory is that after 17 years of trying, the 
Congress was able to repeal the Sustainable Growth Rate 
(SGR) formula. What they then got was what Congressional 
members called a quid pro quo, and I think they got that 
wrong. Yes, I was a fan of repealing the SGR. When I was on 
MedPAC, we recommended a way of paying for the SGR 
repeal, but the Congress took a different and unnecessary 
pathway after making the budget hole created by the SGR 
disappear. What I am about to discuss—the quid pro quo—was 
not needed for budget scoring; it was and is misguided health 
policy.

Robert Berenson
I will probably not change the tenor of the discussion 
because I want to argue that, despite the fact that we had 
overwhelming bipartisan support with Speaker Boehner 
and Leader Pelosi walking arm-and-arm down the aisle to 
celebrate MACRA (Medicare Access and CHIP Reauthorization 
Act of 2015), I think it is a big mistake. Since our topic here 
is what is facing the next administration, my view is they are 
going to have to take a serious look at how MACRA will play 
out. I think not well. 

There will be some positive news in my presentation that 
is otherwise relatively dour. Two disclaimers or disclosures. 
First, I sit on a committee called the PTAC (Physician-Focused 
Payment Model Technical Advisory Committee), which was 
set up under MACRA as an advisory committee to CMS on 
developing new payment models. I am here speaking not as 
a member of PTAC, and indeed I am quite sure that my views 
do not represent the views of many of the PTAC members. 
Second, increasingly I am viewed by many in this town as a 
contrarian (that is the gentle phrase, the more accurate one 
would be a curmudgeon). I often note as a curmudgeon that 
25 or 30 years ago, as a primary care practitioner, I was being 
paid capitation with a 25% withhold, which I could only get 
back based on my total cost of care. 

BERENSON—WHY MACRA ACTUALLY COMPROMISES  
THE QUEST FOR VALUE-BASED PAYMENT

“Stabilizes” Fee Updates
• Repeals the SGR, averting a nearly 25% cut in fees and 

finally eliminating the annual need for a “doc fix”
• July 2015-2019: Annual fee update 0.5%, 2020-2025: 0%

– Payment increases (and decreases) take place through 
MIPS or an approved alternative payment model (APM)

• After 2025: 0.25% update, but 0.75% if APM participation
• Before 2025, 5 percent bonuses for six years for physicians 

that qualify as participating in APMs that involve more than 
“nominal risk” and are measured on quality equivalent to 
MIPS
– Qualified medical homes count as APMs without risk
– Participants in APMs get out of the MIPS

URBAN INSTITUTE
1

FIGURE 1.

http://healthaffairs.org/blog/2015/04/14/may-the-era-of-medicares-doc-fix-1997-2015-rest-in-peace-now-what/
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The two key parts of the quid pro quo  
are (Figure 2):

1. Setting up a system called the MIPS 
(Merit-Based Incentive Payment 
System), a combination of three 
existing payment incentive programs 
for physicians. Physicians are in a 
pay-for-performance (P4P) program 
based around the collection of either 
physician-specific or group-specific 
performance measures (for those in 
large group practices). 

2. If you want to get out from under the 
MIPS—and most doctors do as they 
understand better how the MIPS will 
work—you agree to be in an eligible 
alternative payment model (APM). In 
the proposed rules that CMS (Center 
for Medicare and Medicaid Services) 
announced two months ago, there 
are definitions of what would qualify 
as an “advanced APM” that qualifies 
physicians for a 5% bonus every year 
until 2025; and then a differential 
update in their fees, if they are in an 
APM, of 0.75% compared to 0.25% 
(Figure 3). These act as incentives for 
physicians to participate in advanced 
APMs.

MIPS became the default, with APMs as the 
objective, and the MIPS payment adjustment 
is significant. Under existing law, physicians 
are about to get hit with significant penalties 
if they do not report. Under the Physician 
Quality Reporting System (PQRS), only 60% 
of physicians have participated after 8 years. 
Physicians figured they would only lose a 
couple of percent by not reporting. By 2022, 
that small punishment becomes 9% and 
there is a reward of at least 9%; it can be 
significantly more than that for particularly 
high performers. We have gone from weak 
pay-for-performance, where physicians 
are in a position to ignore the financial 
incentives, to something that they can no 
longer ignore.

The Merit-Based Incentive Payment System (MIPS)
• Combines the 3 current incentive programs:

– Physician Quality Reporting System (PQRS) – quality
– Value-Based Modifier (VBM) – quality & resource use
– Meaningful Use (EHR)

• Applies to payments after January 1, 2019 – the current programs 
are in use till then and sun-setted

• Applies to all the types of health professionals receiving fee 
schedule $’s 

• Excludes those with too few Medicare patients and those who have 
threshold level of payment through APMs

• May participate through EHR use, qualified clinical data registries 
and/or through group, “virtual” group or affiliation with a facility or 
hospital

URBAN INSTITUTE
2

MIPS payment adjustment
• Negative adjustments capped

– Those at 0-25% of threshold get maximum negative adjustment
• 2019: 4%
• 2020: 5%
• 2021: 7%
• 2022: 9%

• Positive
– Maximum: 3 X annual cap for negative adjustment – so 

theoretically as much as 27% more (I am not kidding)
– Eligible for additional payment if 25% above performance 

threshold
• But total is capped at $500 million / year (2019-2024)

URBAN INSTITUTE
3

FIGURE 2.

FIGURE 3.
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An implication of this and other bits of evidence is that the 
flattening in health care spending, beginning even before the 
2007–9 recession and including Medicare, was achieved the 
old fashioned way by limiting price increases, mostly through 
the ACA (for hospitals, Medicare Advantage plans and other 
providers), not through value-based payment (although 
anticipation of new payment models may have contributed 
to changing behavior and played a role). “Fixing” fee-for-
service can play an important role in achieving better financial 
incentives for high quality and spending restraint, yet this is 
mostly ignored when we discuss value-based payment reform. 
It is Category 1 in the HHS categorization and therefore does 
not get a lot of attention. To their credit, CMS just announced 
some important improvements in the new physician payment 
rule pertaining to fee schedule payments. We need to spend 
much more time figuring out how to use more effectively 
what we have, that is, fee schedules and DRGs, rather than 
mostly just imagining a brave new world of alternative 
payment models—at least until some of the demonstrations 
prove effective. 

2. MACRA UNDERMINES THE EVIDENCE 
REQUIREMENTS THAT THE ACA CORRECTLY 
ESTABLISHED

Under the ACA, the CMS Office of the Actuary, in looking at 
demonstration results, has to determine whether it saved 
money with no diminution in quality, improved quality 
without increasing spending or, ideally, both. This determines 
if a program can be broadly adopted by CMS without having 
to obtain specific statutory authority. I think this is the correct 
approach. 

Things were proceeding, albeit without notable positive 
results, but there has been significant physician and hospital 
participation in many prior and ongoing demonstrations. 
Under MACRA, most advanced APMs—the ones that get you 
out of MIPS and give you extra money—will be implemented 
under demonstration authority, not regular program authority. 
And under MACRA, CMS is instructed to ramp up APMs with 
“expected” or “anticipated” success, not actual demonstration 
of such, as the ACA emphasized.

I will make five main points. 

1.  THE TIMELINES ARE UNNECESSARILY AMBITIOUS 
AND WILL INTERFERE WITH SOLID EVALUATIONS

I support evaluation of alternative payment models because 
I think capitation is where we want to wind up, and I am 
somewhat frustrated that it takes us so long to get there. At 
the same time, the reports of the death of fee-for-service are 
greatly exaggerated. In a recent Modern Healthcare article, 
only 13 hospital systems out of 80 respondents in their survey 
say they derive 10% or more of their patient revenue in 2015 
from risk-based contracts. Two-thirds of the respondents said 
that less than 1% of net patient revenue came from risk-based 
contracts. Len Nichols noted in this article, “Now that they 
are seeing surpluses they aren’t thrilled about volunteering 
into the uncertainty of risk-based contracting.” Yet, under 
scorecards the Administration is keeping, even the hospitals 
which have 1% risk contracting would be given credit for 
being in value-based payment. There is a real disconnect 
between what is actually taking place in the health care 
system, and the hyped up rhetoric about rapid movement into 
both quality and cost-based outcome payment systems.

A Washington Post article last September documented the 
new building boom and rise of many cancer facilities around 
the country. Here is a quote from Patrick Duke, managing 
director at CBRE Healthcare, a consulting group that advises 
hospitals on real estate projects: “The economics of it are 
good…The procedures and the drugs are well reimbursed. It’s 
a big business.” Sounds to me like “medical arms race” business 
as usual.

For physicians, the actual situation is explained by this 
quote from a recent Health Affairs article, “After dropping 
precipitously in the early 2000s, the overall percentage of 
physician office visits covered under capitation experienced a 
long, slow decline after 2007… In 2013, 94.7% of all physician 
office visits were covered under fee-for-service arrangements.” 
In other words, the period in which physician service volume 
increases were the flattest in decades, was also the period 
with the greatest reliance on fee schedule payments to 
physicians—not new payment models.

http://www.modernhealthcare.com/article/20160618/MAGAZINE/306189982/under-construction-risk-based-reimbursement
https://www.washingtonpost.com/national/health-science/a-cancer-building-boom-fueled-by-economics-and-an-aging-population/2015/09/02/a0c8295c-4139-11e5-8ab4-c73967a143d3_story.html
http://content.healthaffairs.org/content/35/3/411.abstract
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It still could be true, but Deming did not believe it. He was 
much more extreme than I about the problems of misusing 
measurement to manage. Nevertheless, the slogan has 
been labeled a truism. We have now been at P4P based 
on “compelling logic” for more than 10 years for hospitals, 
physicians, and other providers. But now behavioral 
economists have weighed in, raising very real concerns about 
the compromise of intrinsic motivation, when you financially 
reward particular performance items, such that overall 
performance declines. There are no evidence-based studies on 
how professionals respond overall, not only to the incentivized 
items. Nor do we know whether organizations like hospitals 
respond differently than professionals to financial incentives. 
There is, nevertheless, strong theoretical concern that a 
regime of robust pay-for-performance actually might reduce, 
not improve, quality overall. In short, in my view the logic 
supporting P4P is anything but compelling.

There are major measurement gaps that cannot be readily 
filled, even though MACRA is giving CMS lots of money to fill 
them. People have been trying to fill measurement gaps for 20 
years. We are stuck using claims data, which defines what we 
can measure in many ways. Clinical registries have improved 
some, but cannot measure most of what we want to in public 
reporting and P4P. And registries use information from 
electronic health records that may not be reliable or valid, 
especially when physicians know the information will be used 
for public reporting and P4P. Small numbers might lead to 
statistically false inferences about performance for physicians 
in small practices. There are also high administrative costs. 
A recent Health Affairs piece projected $15.4 billion dollars 
for only the medical office response to performance 
measurement, not counting what the payers and the other 
“measurement enterprise” participants are doing. And there 
are reports of alarming provider gaming, such as an article 
in Health Services Research about the rise in 31-day mortality 
after heart surgery because what is measured is 30-day 
mortality.

CMS recently announced CPC Plus (Comprehensive Primary 
Care Plus), despite the fact that the initial demonstration 
of CPC was not successful. Here at least they learned some 
lessons from CPC so have reason to expect positive results 
from the modified demo. But they also announced the 
Oncology Care Model, which I think is not well designed , as 
eligible for increased payments as an Advanced APM. Will CMS 
really withdraw approval for these two demonstrations, with 
hundreds of participating oncologists or thousands of primary 
care doctors, if the evaluations find that they have failed either 
the quality or spending reduction criterion required under the 
ACA? I think this puts unreasonable pressure on CMS to adopt 
and continue APMs that have not been proved effective, a way 
of bypassing the ACA-designed evaluation process.

3.  PAY-FOR-PERFORMANCE (MIPS) IS CONCEPTUALLY 
SUSPECT, OPERATIONALLY CHALLENGED, AND 
DOES NOT SEEM TO WORK IN BROAD APPLICATION

You have all heard the phrase “if you can’t measure it, you 
can’t manage it.” It is the theoretical basis for much of public 
policy activity around public reporting and P4P, and is 
very commonly attributed to W. Edwards Deming, a widely 
respected management expert (deceased about 20 years). He 
helped turn around the Japanese economy after World War II, 
and he helped invent total quality management approaches. If 
Deming said it, it must be right! 

One day last fall, I decided to understand why he would have 
said this because it did not make sense to me. I am managing 
things all the time that I am not measuring. It turned out that 
what Deming actually wrote was, “It is wrong to suppose 
that if you can’t measure it, you can’t manage it—a costly 
myth.” This is not merely a quote taken out of context; it is an 
overt misquote.1 I mentioned my JAMA Forum article on this 
to a health policy friend of mine whose husband works for a 
teacher’s union and overhearing the conversation, he jumped 
in, “Wait a second, they have been throwing that quote in our 
face all the time, and it’s not true?” This misquote attributed to 
Deming is ubiquitous, not only infecting health care. 

1  Other consistent Deming quotes (of many available): “The most 
important figures one needs for management are unknown or 
unknowable, but successful management must nevertheless take 
account of them.” Out of the Crisis, 1982, p. 121; “Management by 
numerical goal is an attempt to manage without knowledge of 
what to do, and in fact is usually management by fear.” Out of the 
Crisis, p. 76.

http://www.nejm.org/doi/full/10.1056/NEJMhpr060704
http://content.healthaffairs.org/content/35/3/401.abstract
http://www.hsr.org/hsr/abstract.jsp?aid=49319522092
https://blog.deming.org/2015/08/myth-if-you-cant-measure-it-you-cant-manage-it/
https://newsatjama.jama.com/2016/01/13/jama-forum-if-you-cant-measure-performance-can-you-improve-it/
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This is not trivial. If it were sustained over time, we are talking 
about GDP minus something on a per capita basis, which 
would be a terrific achievement. But spending for physicians 
and other health professionals represents about 20% of total 
Medicare spending. Thus, giving 5% more to physicians to 
play in this program requires that they have to achieve a 1% 
overall savings offset to only break even. Yet, Medicare has to 
share the savings with the doctors—at least 50:50. I do not 
understand from this math why we are enticing physicians to 
move into APMs that may not reduce spending at all, when 
we already had good participation in demonstrations without 
the extra payments. If we knew which APM’s were effective 
that would be one thing, but to move doctors on a promise of 
anticipated success and  a lot of political pressure to approve 
APMs prematurely is a mistake.

5. THE COMPLEX OF PUBLIC REPORTING, P4P, AND 
APM EXPECTATIONS AND ACTIVITIES DIVERTS 
ATTENTION AWAY FROM EQUALLY OR, ARGUABLY, 
MORE IMPORTANT POLICY ISSUES AFFECTING 
PHYSICIAN CARE THAT DON’T FIT NEATLY INTO THE 
MEASUREMENT/REWARDS FRAMEWORK

Here are two examples of marginalized policy issues:

1. Diagnosis errors. The Institute of Medicine committee on 
diagnosis accuracy issued a report last year documenting 
that 5-15% of interactions with the health care system 
result in a mis- or missed diagnosis, or lack of a timely 
diagnosis. Yet, these lapses are not measurable outside of 
research. There cannot be public reporting. A claim form 
does not say, “I misdiagnosed this CT scan.” This issue does 
not get sufficient attention. Recently I spoke to members 
of the College of American Pathologists about MACRA. 
I asked how many had read the summary or other parts 
of the IOM report. Everybody raised his or her hand. That 
would not be unusual for pathologists—they would be 
interested in diagnosis; that is what they do. My next 
question was how many of their institutions were doing 
anything at all in response to this report. I got two hands 
out of about 150. Hospitals and other providers now 
respond to what they get measured on, not what actually 
matters. My version of the Deming quote would be, “If it is 
not measured, it does not count.” 

The bottom line here is physician and hospital P4P have been 
extensively studied, not only in the US, but internationally. 
Literature reviews of the international literature conclude 
that P4P has not improved care. Yet, MIPS greatly increases 
the financial stakes. The prospect of losing 9% of Medicare 
revenue by 2022 makes it more difficult for physicians to 
simply ignore, leading me to re-use this old Catskill’s joke: The 
food here is terrible—and such small portions!

In fact, I have heard some argue that the unstated purpose of 
MIPS is to make it so objectionable to physicians that they will 
want to move rapidly into alternative payment models. I may 
be a contrarian and a curmudgeon, but I am not so cynical 
that I would create a flawed approach to drive physicians into 
something they otherwise would resist. The CMS proposed 
rule, and other data, suggest that small practices will do very 
badly under MIPS. This could be a back door way of hastening 
the move to large, mega systems rather than preserving 
small practices for all of their strengths and weaknesses.1 
By 2019, every doctor in Medicare will receive a rating of 
their “value,” ranked on a comparative scale with all other 
physicians. I found it amazing that 17 out of 18 doctors in the 
Republican doctor caucus would support a bill under which 
the government is going to put a rating on every doctor. I am 
a liberal Democrat and do not think that CMS has the ability to 
do that or should attempt that. Government should attempt 
to identify substandard physician performance—absolutely, 
but not attempt to distinguish acceptable from good from 
excellent physicians, especially given the current state of 
performance measurement in health care.  

4.  BRIBING PHYSICIANS WITH 5% MORE IN FEES AND 
EXEMPTION FROM MIPS DOES NOT ADD UP TO 
MEDICARE PROGRAM SAVINGS

Physicians get a 5% bonus by moving into an APM. The most 
successful demonstration participants achieve about 1–2% 
savings. Overall they are not achieving that, but let us assume 
we could somehow clone the ones that are doing well. It is 
not the 30% that Dartmouth scholars and others have said 
is waste in the system, but with these payment models, 
perhaps optimistically, we could achieve that 1–2% savings. 

1  Editors’ note: After this conference, Acting Administrator of CMS, 
Andy Slavitt, announced a slowdown in the implementation 
of MACRA, thus “kicking the can down the road” to the new 
administration. He specifically raised concerns about the behavior 
of small practices. See, for example, here.

http://www.nationalacademies.org/hmd/Reports/2015/Improving-Diagnosis-in-Healthcare.aspx
https://blog.cms.gov/2016/09/08/qualitypaymentprogram-pickyourpace/
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2. Inappropriate or unwanted care. We are moving to 
episode-based payments in some of these APMs, but 
they rarely address whether the episode is needed or 
appropriate in the first place. CMS just announced the 
Oncology Care Model, under which the first claim for 
chemotherapy triggers a 6 month episode, yet with no 
attention as to whether that episode—in many cases, 
futile fourth or fifth round chemotherapy—was wanted 
by an informed patient. We create these payment models 
that have ignored this issue of appropriateness and 
unwanted care, which we don’t measure.

My conclusion is that the entire measurement enterprise 
and commitment to P4P has not only negatively affected 
providers—generally diverting their attention from doing 
more worthwhile things—but has crowded out other 
conversations and activities that should happen in the public 
policy arena. 

“Literature reviews of the  
international literature conclude 
that P4P has not improved care. “
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Ezekiel Emanuel  
I may be the token optimist today because, in general, I am 
one! I will admit to you that last Thursday I was rafting in the 
Grand Canyon and was stung by a scorpion three times and 
had pretty severe symptoms (grade 3), including inability to 
focus my eyes. When you survive that you feel that you should 
be an optimist, life is good. As this was happening, I could not 
recall, over this 18-hour ordeal, even one sentence in medical 
school internship or residency about scorpion stings. I have 
checked with three other physicians. No one can remember 
learning anything in medical school or internship and 
residency about that—clear proof that our system is broken!

On some things Bob and I agree, for others we disagree. I want 
to set a different framework for thinking about this issue, and 
I am going to focus only on costs and efficiency, not about 
coverage issues (not that those are any less important). 

First, if we are going to get our hands around the cost 
issue, and also the quality issue—which I think is equally 
important—we need to change the processes of care in this 
country. We do not have an efficient system in the way we 
interact with patients and deliver care. People with the wrong 
skill set are spending too much time treating patients, and 
many people receive inappropriate care that they would 
not want if they understood their options better. We need a 
complete rethink of the processes of care, in the hospital, the 
physician’s office and all other settings.

Second, we need to lower prices. I am a late convert to this 
fact, while Bob is one of the leaders and early advocates of it. 
I was confident that our health care spending problem was 
all about utilization. By unpeeling the data domestically and 
internationally, I have become a convert to the fact that there 
are many places where we can, with no effect on patients, 
dramatically lower the total cost of care by simply lowering 
prices. Consider the last four or five years where we have had 
this moderation in health care costs on a per capita basis. It is 
mainly utilization that has gone down and prices continue to 
exceed a general inflation and continue to drive much of the 
continuing increase. Thus, we do need to lower prices.

If we are going to change the processes of care, and get 
practitioners to think about and negotiate lower prices, we 
clearly need to change the incentives. The financial incentives 
need to change, but also the non-financial incentives at the 
heart of that intrinsic motivation that Bob mentioned. This 
change can occur in three ways. 

First, more risk must be shifted to organizations, and there 
should be a downside for bad care or not keeping the total 
cost of care under control. You have seen pessimistic numbers; 
what I have are anecdotes! Those of you who know me, know I 
hate using anecdotes to try to prove a point, but in this area, a 
survey of 80 organizations is not much more than a collection 
of anecdotes.

EMANUEL—THE PROMISE OF NOVEL INCENTIVES 
FOR ORGANIZATIONS AND DOCTORS TO ACHIEVE HIGHER QUALITY & EFFICIENCY

“As this was happening, I could not 
recall, over this 18-hour ordeal, even one 
sentence in medical school internship or 
residency about scorpion stings—clear 

proof that our system is broken!”
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We need significant study on non-financial incentives 
for doctors, using the knowledge we have of behavioral 
economics. I would begin with non-anonymized, identifiable 
peer comparisons. We are currently engaged in a number 
of research projects trying to test out these non-financial 
incentives to get doctors to change their processes of care and 
to perform better, both on cost and quality metrics. 

Third, and most importantly, we need to figure out how 
to pay doctors differently and to move them to accept risk 
in the game. I agree 100% that pay-for-performance, as 
implemented, has been unsuccessful. The incentive structure 
is too limited, and there are too many items being measured 
that are hard to keep track of and do not seem meaningful 
to doctors. The health policy, health economic and health 
services research community so far has largely failed in 
this endeavor, and the way forward is to try a lot of things. 
It should be a mix of payment models, and elements of 
capitation with incentives for total cost of care and incentives 
for quality, until the best mix is found. We do not know the 
right level at which to reward individual physicians or groups 
of physicians. We need to run multiple experiments and 
gather more data on which payment mix works. The optimist 
in me sees promise in this evolution. Despite the lack of 
information, we are moving in directions that are going to 
force experimentation in these areas. 

Bob and I disagree substantially about the impact and 
value of bundled payments. When we were trying to pass 
the Affordable Care Act, I wanted it explicitly written into 
the legislation that, by 2015, Medicare would have to pay 
for at least five bundles. I lost that battle with CMS (Center 
for Medicare and Medicaid Services) but they are clearly 
moving in the direction of trying bundles, if not perfectly 
then at least very well. The mandatory bundle on hips and 
knees has substantial advantages. First, it broke the previous 
taboo about doing a mandatory demonstration, which is 
exceedingly important as a symbol. It sent shockwaves 
through the medical system. Second, the data we have on 
several places that have implemented the bundles, from the 
ACE demonstration through BPCI, are demonstrating two 
substantial impacts: 

We have been asked by the largest payer in Hawaii, HMSA, to 
convert all the primary care doctors from fee-for-service into 
capitation. It is a small state with specific issues being way 
out there in the Pacific, 6 hours from the California coast, with 
multiple islands. However, it does provide evidence that there 
is interest in trying to change payment models. 

The large Massachusetts health systems such as Partners have 
introduced some risk in almost all of their contracts. 

We are about to do a site visit in New York. While it is true that 
some of New York’s large systems do not want to move away 
from their wonderful current arrangements where they are 
making significant profit, others are simply signing all risk-
based contracts. They will not be 100% risk-based today, but 
as their contracts come due in the next three years, they will 
get there.

I believe there is more moving to risk—both on the 
government side and on the commercial side—than the 
data that Bob showed, but again, at the moment all I have is 
anecdotes. Nonetheless, it is imperative to get organizations 
thinking differently about their processes of care, who they 
hospitalize and under what conditions, etc. 

Second, changing those processes of care will require 
changing non-financial incentives to doctors and partially 
appealing to their intrinsic motivation. We cull doctors in 
our system. We send them through a very severe process of 
natural selection in college, medical school, internship and 
residency. You have to perform at the top in college to get 
to medical school. You have to perform at top in medical 
school to get to the best internship and residency. You have 
to perform at the top of the best internship and residency if 
you want a good fellowship, and then doctors go into practice 
and we presumably forget all about it. Part of the attitude that 
pushes doctors to perform at the top of their class must be 
harnessed through non-financial incentives and brought into 
routine practice. It is shocking to me how little organizations 
use motivators such as social comparisons among doctors in a 
non-anonymized fashion. The organizations I know that have 
used that have seen some substantial improvements. This is 
mostly anecdotal and most of the peer comparisons I have 
seen are not very sophisticated or done very well. The manner 
in which the data is presented to doctors is also not done 
tremendously well. 

https://innovation.cms.gov/initiatives/ACE/
https://innovation.cms.gov/initiatives/bundled-payments/
https://hmsa.com/
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Because of these successes, you will hear CMS announcing 
more mandatory bundles because it is a way of getting more 
specialist participation. This makes me optimistic that we will 
transfer more risk to organizations that will cleverly figure 
out how to be efficient and reduce their costs. Organizations 
will look at some of these non-financial incentives for their 
physicians and try to change how they pay people. That 
will lead health leaders to change their processes of care. 
That change is only going to happen once the low-hanging 
fruit (cheaper implants, moving out of institutions for 
rehabilitation, etc.) savings are achieved. Those are important 
savings, but they occur in prelude to changing processes of 
care.

We have substantial experimentation going on in the system, 
and it makes me optimistic. A majority of organizations 
might not be participating, but we have a many different 
organizations. The next 10 years will reveal the correct non-
financial incentives for doctors, and how to—if not optimally 
at least effectively—transfer risk to frontline physicians. One 
of the advantages of MACRA is that it makes participating in 
MIPS sufficiently undesirable, and participating in alternative 
payment models desirable. It will shift more doctors, 
organizations, and institutions in the direction of APM’s, and 
we will have important evaluation both inside government 
and in the private sector.

All of this, it seems to me, represents a much better direction 
than what we had prior to the ACA. That is not to argue that 
we do not need to keep our eye on how to reduce prices, 
eliminate unnecessary and unwanted treatments, and deliver 
more consistent quality of care. However, I do not see how we 
can do those things without changing the processes of care 
and the financial incentives by moving into innovations such 
as bundled payments. As long as we are engaging in this work, 
with many people evaluating our efforts, we are going to be in 
a better place than we were a decade ago.

On price. Once you provide a bundle for the actual operation, 
you see that organizations take the price of the implants 
seriously, which they had never done before. Orthopedists 
have no interest in implant prices until they are under a 
bundle, then they actually care what the damn thing costs, 
and they will work with the hospital to try to reduce the price. 
One organization we looked at saw substantial savings of, 
on average, $3,000 per implant. That is real money, with real 
prices and there are many other places you could see such 
substantial declines. Stents immediately come to mind as a 
product where there has been no change in quality, but a 
substantial decrease in prices.

For bundles with the 90-day guarantee, a change in the 
rehabilitation sites and moving out of institutions. I agree with 
Bob, especially on the hips and knees bundle, that CMS erred 
when they did not require shared decisionmaking prior to 
getting the operation. Given the evidence we have from 
places like Group Health, shared decisionmaking would likely 
decrease the number of people who would want a procedure. 
Patients would look at the resolution of pain, the time course 
for rehab and say no. In the future, as CMS develops more 
bundles, they need to include shared decisionmaking as a 
requirement. There would be no reimbursement without a 
signed document that has objective data in it.

The cancer bundles are quite important. CMS again focused 
on a specialty and got a quarter of all medical oncologists 
in the United States to sign up for it. This indicates a huge 
interest in moving off the current pay for drugs business, 
into something where they think they can do more. CMS 
made oncologists responsible for the total cost of care, not 
only what they sign, but how their patients get treated. That 
is going to have some important ramifications for which 
drugs are selected, what radiation therapy is done (now the 
oncologist will be on the hook and there is substantial savings 
potential during radiation), and how they approach end-of-life 
care and other issues for their patients. Being responsible for 
total cost of care may change a doctor’s mind as to whether 
they do that fourth or fifth line chemotherapy. That is one of 
the more remarkable implementations. “People with the wrong skill set are spending too 

much time treating patients, and many people 
receive inappropriate care that they would not 

want if they understood their options better.”
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Katherine Baicker 
I will focus today on coverage and how that relates to health 
care spending. I agree that we need fundamental payment 
system reform that focuses on financial incentives as well as 
nonfinancial incentives. Implementing policies in a way that 
is amenable to evaluation is hugely important because there 
are so many things we do not understand well in the health 
care system. There are opportunities on the table to design 
innovation in a way that lets us learn what is working. I also 
cannot emphasize enough the importance of one thing that 
Zeke said: if you go rafting in the Grand Canyon, watch out for 
scorpions!

There are two goals of health reform that we have been 
talking about at length this morning: covering the uninsured 
and controlling spending growth. You could think of those 
as two separate issues or as goals that are joined in some 
way. For the first goal, why do we care about covering the 
uninsured? There are two types of reasons. The first concerns 
redistribution, altruism, and paternalism. We want low 
income people to have access to at least a minimum bundle 
of health care, the same way that we want them to have food 
or housing or other merit goods. This is a social priority. The 
reason I add the word paternalism is that if we truly cared only 
about the overall well-being of low income people, we might 
give them cash, but we may particularly care about certain 
kinds of goods such as health care, food, and housing. That is 
a reason to focus redistribution on expanding access to health 
care for low income populations.

The second reason to care about covering the uninsured is 
more about enlightened self-interest: to provide health care 
to avoid negative effects on the rest of the population such 
as the spread of communicable diseases. This seems like a 
second-order reason relative to the other ones. We may also 
care about providing health care more efficiently and avoiding 
crowding out of scarce resources. If we are in the business 
of redistribution to low income people in the form of health 
insurance or health care, we as taxpayers have a vested interest 
in that being done efficiently. If we are going to cover your 
emergency department visit, we would also like to cover your 
doctor’s office visit that prevents the subsequent emergency 
department visit. That is good for your health and it is good for 
the health care spending that we would incur as taxpayers.

So in principle, if we could cover people more efficiently with 
public programs, we might improve their health and save 
taxpayers money. It is not clear, however, how well that bears 
out in health care spending when we expand health insurance 
either through Medicaid or through private exchanges that 
are subsidized with taxpayer dollars. Spending growth has 
abated in the last few years, and the previous panel offered 
some conflicting interpretations of how those changing trends 
reflect on the Affordable Care Act (ACA). My reading of the 
evidence suggests that surely some share of the slowdown is 
attributable to the economic climate and some is attributable 
to changes in delivery. It is difficult to know which part of the 
change in the delivery of health care can be attributed to the 
law. Some of those system changes seem to have predated 
the ACA, while others were potentially anticipatory effects of 
future provisions in the ACA. But I think it is fair to say that we 
cannot attribute the whole slowdown to economic conditions 
alone, which gives some reason for optimism that health 
system payment reform has the potential to bend the curve 
relative to what it would have been otherwise.

BAICKER—COVERAGE, COSTS, AND VALUE
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These strategies are better than a naïve comparison of 
people who are on Medicaid to the uninsured, but they 
all have limitations. It is worth considering why some states 
expanded Medicaid and others did not, for example whether 
the non-expansion states also spend less on social programs, 
or some of the many other confounding factors that might be 
floating around. 

What would allow for real evaluation would be a randomized 
controlled trial where there are otherwise identical people, 
some of whom are on Medicaid and others who are not. 
Along with a colleague at MIT, Amy Finkelstein, I was one 
of the people who worked on the Oregon Health Insurance 
Experiment, which did exactly that. Oregon had a waiting list 
for its Medicaid program for low income adults who were not 
disabled or otherwise categorically eligible for Medicaid, but 
were eligible for an expansion program that Oregon had in 
place in advance of the ACA expansions. They chose people 
from the list using a lottery, which was seen as the fairest 
way to allocate the limited spots available. A waiver from 
CMS (Centers for Medicaid and Medicare Services) let them 
implement the lottery, which they otherwise would not have 
been able to do. 

That lottery to allocate a scarce number of spots that were 
available in the Medicaid expansion program generated in 
essence a randomized controlled trial. All of the people on 
the waiting list were low income and uninsured. They drew 
names by lottery. The people whose names were drawn were 
allowed to apply for Medicaid, the rest were not. This is a 
solid evidence-based set-up to understand what Medicaid is 
doing to health care expenses on the cost side, and financial 
protections and improved health on the benefit side.

Characterizing the costs and benefits that way is a very 
“economist” thing to do. When you characterize increased 
health care use as a cost of expansion, most people are 
puzzled because they think the whole point of expanding 
health insurance is to give more access to health care, which 
makes it sound like a benefit. We even baked the word 
“benefits” into health insurance to describe this access. But 
nobody actually wants health care, even the “wanted” health 
care let alone the unwanted health care discussed earlier; they 
want better health outcomes. Health care resources are what 
you consume in order to get those better health outcomes. 
The cost of any insurance expansion program is how much 
health care people use along with how much it costs to 
administer it. That is what goes on the resource use side.

That leads us to the question of the relationship between 
those spending trends and health insurance coverage. The 
large drop in the number of uninsured people in the U.S. is 
clearly attributable to the ACA. Subsidized health insurance 
exchange purchases contribute substantially to this, but 
despite the fact that not all states chose to expand, much 
of the increase in coverage seems to be coming through 
Medicaid. The law has been unquestionably successful 
in getting millions of uninsured people into an insurance 
product. Whether that could have been done more efficiently 
is a more complicated question, and leads to other questions 
such as: how is their coverage related to the efficiency of care 
that they have received? Do they get higher quality care? Do 
they get more care? Is it as cost-effective as alternative ways of 
expanding coverage? 

These questions are not as easy to answer as they might 
seem. The uninsured report worse access to health care and 
worse health outcomes than their insured counterparts. They 
have cancers diagnosed at a later stage, they are less likely to 
have a primary physician, they are less likely to have access 
to valuable medicines and more likely to report postponing 
needed care because of the cost of it. All of that makes it 
seem like being insured is crucial to getting high quality care 
and better outcomes. It is easy to be misled by an anecdote, 
though, and while it is helpful to have stories that underpin 
what the evidence show, you need a large collection of 
those and a way to figure out cause and effect to count as a 
solid evidence base. That is hard to come by in the world of 
trying to gauge what Medicaid expansions do. If you look at 
people who are covered by Medicaid versus the uninsured, 
you can get a very misleading picture of their health and 
health outcomes. People who are on Medicaid have a higher 
mortality rate than the uninsured, so it might be tempting 
to conclude that Medicaid is killing them, which would be a 
terrible policy and is not at all what Medicaid does.

One gets on Medicaid by being low income, having a disabling 
health condition, or having very high health expenses. These 
are all independently bad for your health. If you do not take 
these confounding factors into account, you are going to think 
that the Medicaid program is not serving people well, whereas 
if you do consider them, you may get a very different picture. 
There are many strategies for trying to take these things into 
account such as comparing states that expand Medicaid to 
states that do not, or people who are barely above the income 
cut-off to people who are barely below. 

http://www.healthaffairs.org/healthpolicybriefs/brief.php?brief_id=141 
http://www.healthaffairs.org/healthpolicybriefs/brief.php?brief_id=141 
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If you are paying in health insurance premiums and never 
needing any health care, count your blessings, you are 
healthy and that is a wonderful thing. And you still benefitted 
from having financial protection against the unfortunate 
circumstance of being sick. I want to consider the financial 
protection that insurance provides as well as the potential 
improvements in health outcomes.

The results from the Oregon experiment were surprising in 
some dimensions and unsurprising in others. We saw big 
increases in health care use—when you expand insurance, 
people use more care (Figure 1). This is like announcing 
that you have discovered that the demand curve for health 
care slopes down. Yes, it does and economists found this 
profoundly boring. You cut the price of health care from 
something expensive to virtually free and people used a lot 
more of it. 

What goes on the benefit side? A lot of time is spent thinking 
about health benefits, and one of the main advantages should 
be improved health outcomes, but financial protection should 
also be factored in. People frequently talk about health care 
and health insurance as if they are interchangeable, but they 
are not. Insurance is a financial product; it protects you against 
the risk of needing expensive health care. People who are 
fortunate enough to stay healthy pay in premiums and never 
get anything out of it, and that is fine. (Something that always 
bothers me in the public debate about the value of insurance 
is when people suggest that it is a bad deal for all of those 
people who are paying premiums and not getting anything 
out of the system.When I pay my homeowners insurance 
premiums, I never say, “I’ve paid for homeowners insurance for 
years and years and my house did not burn down even once!” I 
say: “Yay, my house didn’t burn down!”) 

FIGURE 1.

RESULTS FROM THE OREGON HEALTH INSURANCE EXPERIMENT: UTILIZATION
Utilization
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What surprised most people (and was read by some 
proponents of expansion as really bad news), was that use 
of the emergency department went up by about 40% for 
people getting Medicaid through the lottery versus the 
control group. There had been much rhetoric about how 
getting insurance coverage was going to get people out of 
the emergency department and into the doctor’s office. It 
was going to prevent those unnecessary visits that are such a 
cost ineffective way of delivering care, and crowd emergency 
rooms for people with real emergencies. Not only did people 
not stop using the emergency department, they started using 
it much more. That was unexpected in a lot of quarters, and 
we saw that over an 18-month period. We are now looking 
further out. 

But some observers were surprised that consumers of health 
care, patients, are so sensitive to the price. Some may also 
have mistakenly thought that the uninsured were getting 
plenty of access to care through uncompensated care, charity 
clinics, or emergency departments, and that total use of 
health care might not change—only who is paying for it. That 
is, in fact, not the case. People went to the doctor more, they 
got more prescription drugs, they got more preventive care, 
and that is what many people were hoping for when they 
expanded insurance. People went to the hospital more which 
might be less unambiguously good news, but we found that 
people were going mainly for planned hospitalizations, rather 
than because of emergencies. For example, a visit to a primary 
care doctor who finds something wrong and a hospitalization 
to take care of an existing health need—perhaps good news.

Financial Strain

2

FIGURE 2.

RESULTS FROM THE OREGON HEALTH INSURANCE EXPERIMENT: FINANCIAL STRAIN
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had trouble paying their bills, and that in general, outstanding 
health care debt prevented them from seeking care (Figure 2). 
We saw large reductions in financial strain and improvements 
in financial stability when people got insurance. They were 
less likely to borrow money from friends or skip paying 
other bills. They were much less likely to have bills turned 
over to collection agencies, which is a very good outcome 
for the individuals in avoiding adverse effects on their credit 
records. That is not only about getting a mortgage or a car 
loan, it is also about renting an apartment or getting a job. 
This is an improvement for providers too. When a bill is sent 
to collection, it is very rarely collected upon. This is bad debt 
where providers are not getting paid for their services and 
people are having adverse outcomes on their credit reports. 

The increase in emergency department visits was not 
concentrated in off-hour times, when you could not get a 
doctor’s office appointment, and it was not concentrated in 
particular conditions. If anything, we saw the greatest increase 
in use of the emergency department for types of care that are 
amenable to primary care, or that could have been prevented. 
Those might be considered more discretionary visits; when 
the price went to zero, people were more likely to go to the 
emergency department in discretionary situations. Which 
goes along with the fact that even though there is a strong 
requirement for emergency departments not to turn away 
uninsured people who need lifesaving care, they are allowed 
to charge patients after they come in. 

People who are uninsured report that they were afraid to go 
to the emergency department because of the bill, that they 

Health Results

3

FIGURE 3.

RESULTS FROM THE OREGON HEALTH INSURANCE EXPERIMENT: HEALTH
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This nuanced information was interpreted in a way that 
was not always consistent with the data. Figure 4 shows 
newspaper headlines, which, to me, are incredibly telling since 
they are each covering the same finding. You can see they 
range from “Medicaid fixed everything” to “Medicaid is the 
worst thing ever.” My favorite is the one that says, “How to Use 
the Oregon Medicaid Study to Your Ideological Advantage.” 
They were not kidding. The evidence that is so important 
for informing good public policy is often used selectively 
to reinforce people’s prior views, an upsetting reality for a 
researcher. On the other hand, I do feel as though we have, 
collectively, moved forward in the discussions concerning 
Medicaid expansion. I have the luxury to tell you about 
my study, but there are many studies that speak to these 
questions, and it is helpful to think about how the debate has 
advanced.

We saw big improvements in financial well-being, but we did 
not see any change in employment. People were no more or 
less likely to get a job or be economically self-sufficient. The 
effect could have gone either way. A new means tested benefit 
could be a deterrent to getting a job because beneficiaries 
would worry they would lose their Medicaid if they got a job. 
We did not see that. On the other hand, if access to Medicaid 
made people healthier, they could be healthy enough to enter 
the workforce and you would see rises in employment and 
earnings. We did not see that. Either neither of those forces 
are in play or they are both in play in equal measure, but there 
was no net change in employment outcomes under expanded 
Medicaid.

The punchline of greatest interest is probably what happened 
to health when Medicaid was expanded. That is what 
everybody is (reasonably) most interested in (Figure 3). We 
saw huge improvements in self-reported health. People were 
more likely to say that their health was excellent, very good or 
good, versus fair or poor. They were less likely to report their 
health had declined. They reported fewer days where their 
regular activities were impaired by poor physical or mental 
health. We also saw huge improvements in mental health. 
There was a 30% drop (9 percentage points) in the prevalence 
of depression as measured by a depression screener. This is a 
substantial improvement in a major health burden faced by 
this population.

What we did not see was any detectable improvement 
in several physical health outcomes that are markers of 
chronic conditions like high blood pressure, diabetes, or high 
cholesterol. We saw small, statistically insignificant point 
estimate improvements in those measures. Interpreting 
those confidence intervals requires nuance. For example, 
we were able to rule out a drop in blood pressure of the size 
that people had hoped for based on prior studies. If there 
are any changes in blood pressure or cholesterol attributable 
to getting Medicaid over the first two years, they are too 
small to detect statistically from this study. That is a tricky 
statement, and it does not fit very well on a bumper sticker. 
The minute you start talking about confidence intervals, you 
lose everyone’s interest—I was going to say everyone except 
your own mother, but you probably lost her at the first slide 
with graphs!

FIGURE 4.
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Social determinants of health and environmental factors 
are critical complements to health care in producing health, 
and there is growing interest in addressing how they drive 
health outcomes. Workplace wellness programs, community 
investments in healthier living spaces, healthier schools, 
access to affordable healthy food, and outdoor space all affect 
outcomes. 

There is also a growing understanding that “silo-ing” off 
spending on health care from the other social programs that 
might also affect health is not a good way to drive coordinated 
improvement. I understand the hazards of only incentivizing 
things you can measure, but if you do not create incentives to 
act across silos, you encourage focus on narrow interventions. 
You want the person who is investing in housing to be 
thinking about health effects, in addition to housing effects. 
You want the person who is investing in health to be 
thinking about the housing conditions in which the patient 
population is living. That suggests having more flexibility 
across public programs, combined with accountability. It is 
easy to say if health care providers could buy asthmatic kids air 
conditioners, we would reduce asthma costs and kids would 
be much healthier, and that is true. However, a rule that allows 
health care providers to buy air conditioners for their patients 
may not promote a very cost-effective program.

As an example, I am working with a team to evaluate a 
program in South Carolina designed to allow this kind of 
flexibility with accountability. The state received a Medicaid 
waiver to provide nurse home visiting services through the 
Nurse-Family Partnership (a long-standing program) for first 
time moms. Medicaid will pay for that home visiting program, 
which is not a typical Medicaid benefit, and there will be a 
“pay-for-success” contract attached to it, based on achieving 
measurable improvements in outcomes such as reducing 
preterm birth and childhood injuries. Continuing funding 
for the program is conditional on achieving those gains, as 
assessed through a randomized controlled trial. Having that 
high quality evidence is crucial to knowing what works and 
enabling innovation in insurance coverage. If there is no 
accountability and robust evaluation of innovation, we will 
never move towards better functioning insurance.

There are many open questions about what happens 
when you expand health insurance and how it affects the 
efficiency of care delivered that are not answered by this 
study. Nonetheless, we can rule out the unduly optimistic and 
unduly pessimistic views of Medicaid. The unduly optimistic 
view is that when you expand coverage, people use health 
care efficiently and effectively. They get out of the emergency 
department, they get preventive care, they join the workforce, 
their blood pressure drops, everybody is better off and we 
save money. That is clearly not the case. When you expand 
insurance people use more health care and that costs money.

The unduly pessimistic view is that Medicaid is such a terrible 
program it does not get people access to high quality care. 
They do not get any better care when they are insured than 
what was available when they were uninsured. If anything 
their health ends up worse because of being on Medicaid. That 
is clearly not true either. People are much better off insured 
than uninsured. Their financial strain goes down, depression 
drops dramatically, and they report higher quality care. If you 
are an individual, you are much better off insured by Medicaid 
than uninsured.

This understanding leaves policymakers with tough remaining 
questions. The benefit that accrues to the people who are 
insured must be weighed against the cost to taxpayers of the 
money that it takes to expand that insurance. When you spend 
more money, you have to raise it somehow, and when you 
raise taxes to pay for a public program, you create deadweight 
loss which creates drag on economic growth. That does not 
mean it is a bad idea to spend money on these programs, 
but you need to weigh that cost against the benefit to the 
people who are newly insured. The findings also suggest 
that there are a number of ways that we might be able to 
improve insurance coverage to deliver even higher value care. 
This study only looks at the effect of this particular Medicaid 
coverage, versus being uninsured, but it hints at the potential 
for a more innovative insurance program to deliver higher 
value benefits. Oregon itself has been experimenting with 
more of a population health focus in its coordinated care 
organizations (CCOs). Some states are experimenting with 
higher emergency department co-pays for non-emergency 
care in their Medicaid programs, to try to get them out of the 
emergency department and into primary care.
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We will always face very tough choices in thinking about 
financial sustainability. The miracle of modern medicine and 
innovation is that you can give an almost infinite amount of 
treatment to people that will potentially improve their health. 
There are simply not enough public dollars to pay for all health 
care for all people that might possibly benefit their health. 
That would be more than 100% of gross domestic product, 
and there are clearly other things on which we would like to 
spend some of our income. The issue we have not seriously 
wrestled with in the public arena is which benefits should 
be covered with public dollars and which should not. That is 
where the future difficult questions lie. We need to consider 
how that affects the development and adoption rates of 
new technologies, but we also need to think about how it 
affects the trade-off between spending on health care versus 
spending on other public goods.

“So in principle, if we could cover people more 
efficiently with public programs, we might 

improve their health and save taxpayers money. 
...

The benefit that accrues to the people 
who are insured must be weighed against 

the cost to taxpayers of the money that 
it takes to expand that insurance.”
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Joanne Kenen 
We will have two audience questions and then I will build on 
my four previous years at this symposium to give a few very 
quick takeaways about what differences I have heard this year.

Paul Hughes-Cromwick
Is anyone looking at the impact of creating cultures and 
systems of patient-centered care, health and well-being, 
instead of management of diseases, symptoms, or finances, on 
the impact of overall health care costs?

Katherine Baicker 
The Robert Wood Johnson Foundation is making a substantial 
investment in a culture of health, and that is a big step further 
along the direction I hinted at, which is the importance of 
non-health care (or social) determinants of health. Most of 
the rising health epidemics that we are going to be wrestling 
with in the coming decades are chronic conditions, such 
as diabetes and high blood pressure, that require behavior 
change day in, and day out, for which, we hope, you are 
only occasionally in your doctor’s office. That means an 
environment that is promoting health is likely to be much 
more successful than any single intervention.

C. Eugene Steuerle 
I recently had the privilege of chairing a National Academy of 
Science Panel. Our committee was devoted to investments in 
children, but more generally on the use of economic evidence. 
The biggest criticism that came up from the people who 
were performing randomized control trials, or other types 
of studies, was that they never complete the full balance 
sheet, thus we never enumerate all of the costs. Every panel 
today has discussed the importance of cost-benefit analyses. 
My analogy is we talk about pushing on air in the balloon, 
and Zeke, you talked about pushing in a little bigger area 
of the balloon to make a bigger indentation, but we are not 
following where it all falls out. In an open-ended system, does 
anything that Bob and Zeke suggest work? Or in the case you 
presented, Kate, I did not see the full costs and benefits. Some 
of the benefits were apparent, but I never saw what the cost to 
the system was and how that money was transferred. In short, 
how are we going to get a measure of the fuller cost-benefit 
analysis that some of you hinted at, but do not currently 
produce?

Ezekiel Emanuel  
I am not sure we are going to get it, to be perfectly honest. 
The incentive, even for CMS (Center for Medicare and 
Medicaid Services), to fully assess at least the health cost is 
not strong enough. In the hip and knee bundle, the benefits 
of return to employment and return to other activities are 
never measured, so we do not know what those economic 
impacts might be. I do not see evaluations that will be truly 
comprehensive and analyze the costs and the benefits that fall 
outside of the claims forms. I do not see that in the short term. 
People do not have an incentive to invest that much money in 
those kinds of evaluations.

QUESTIONS AND ANSWERS: PANEL III
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Ezekiel Emanuel
We have had 10 years or so of these kind of programs, and 
they were heavily lobbied for during the Affordable Care Act 
(ACA) deliberations. Thus far, the data is inconclusive, and 
if we are only now coming to a rigorous evaluation, this is 
good evidence about how long it takes. Moreover, this facet 
represents a very narrow slice of the world. I am glad you are 
doing an evaluation, Kate!

Robert A. Berenson 
I also want to end on a bright note. Zeke and I are not as 
far apart as perhaps suggested in our views on whether we 
should be testing bundles and episodes. I am a big fan of the 
ACA. My problem concerns MACRA (Medicare Access & CHIP 
Reauthorization Act). The ACA set up many demos, and I am 
very happy they are studying bundles. We now know that 
orthopedists and cardiologists can get together and agree 
on which appliance or stent to purchase. They do not need to 
each have their own favored product and manufacturer, and 
they then can use negotiating leverage to obtain better prices. 
One possibility of this emerging data is to expand bundles, 
another is to go back to the Office of the Inspector General, 
who prohibits gainsharing (the hospital cannot share the 
savings with the doctors), and perhaps argue for rethinking 
that policy. I am all for them doing the studies. I am quite 
skeptical about whether episode payments are operationally 
easy to manage on a large scale, and I wish that CMS would 
add an appropriateness/shared decision-making component 
to their demonstrations. But, I am all for testing it.

Katherine Baicker
That is the role of outside evaluators and academics, to keep 
people honest on those cost-versus-benefit calculations. I 
always strive to put items into the costs and benefits buckets 
in the comprehensive way that I would like to evaluate them, 
but often the necessary data are not available. That is one of 
the advantages of the new data sets that are coming on line. 
Being able to link across data sets will facilitate compiling a 
more complete picture of total cost versus total benefit. In the 
Oregon example, you see an increase in health care spending 
of approximately 30%. There are changes in health benefits in 
some places but not others. You observe changes in financial 
well-being. How you then compare the costs and the benefits 
is by using a social welfare function. What you actually value 
is not a question economics can answer, but we should 
nonetheless be giving policymakers all of the inputs they need 
to weigh the costs against the benefits, and then letting them 
apply their social utility function to it.

Ezekiel Emanuel
Consider the data on wellness initiatives. We have many new 
corporations in this space and you would think that they 
would want rigorous evaluations of their wellness programs. 
Yet it is universally accepted that the evaluations we have to 
date are near worthless.

Katherine Baicker
Yes, but I am doing one right now! I am working with a large 
employer, implementing a randomized controlled evaluation 
of a wellness program.

Ezekiel Emanuel
Fine, but then the question is—how broad are the outcomes 
you will analyze?

Katherine Baicker
Really, really broad!
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Third, it struck me that there are issues we heard raised 
repeatedly today that I do not remember receiving attention 
in past years, including the importance of mental health, both 
in terms of the failure of the health care system to adequately 
deal with it, and its role as a social determinant in the complex 
social milieu. Social determinants came up often today and 
there is a far deeper understanding across ideological lines 
that the world we live in does materially affect our health and 
health care. Congress does not know what to do about that, 
but there is more sophistication in understanding it. There 
were several references to how we do not know what to do 
about long-term care or community-based care and we are all 
getting older, some of us faster than others!

Finally, I find it demoralizing to hear that we have made 
so little progress in unwanted or low-value care. If there is 
such a thing as low-hanging fruit in health care, it is why 
we are giving people things they do not want that cost us 
significant amounts of money. Yet we are still doing it, and 
it is both an economic and moral imperative to stop doing 
so. Many if not all of us have been in, or had relatives in, the 
health care system, and such experiences show how broken it 
remains. Next year, in addition to Medicare, we should discuss 
Medicaid’s role in combatting health care cost growth.

Joanne Kenen
I will wrap up by mentioning a few things that struck me. 
First, some advice I gave my reporters when they saw that 
SGR had died, there was this new program, and the story was 
over. I explained that I blame my not-particularly-successful 
foot surgery on all those years of standing in Congressional 
hallways watching them try to fix SGR. I said this thing is called 
MIPS, and you all need to wear very practical, sensible shoes. 
An awful lot of our time over the next year is going to be spent 
watching what MACRA looks like, but it is potentially going 
to have a massive effect on how health care evolves in a few 
years. 

Second, there seemed to be more consensus today, or at least 
a lot less wrestling with one topic that consumed previous 
panels and panelists. Formerly there was much more debate 
about whether the spending slowdown was because of 
the recession or policy changes. Now there is undisputed 
evidence that the slowdown began before the recession. 
Much of the data is showing it happened around 2006. The 
health care spending slowdown was not only due to the Great 
Recession. It certainly was partly due to the Great Recession, 
but that event is now many years ago. System changes have 
made a difference and the argument is now more about 
allocating the causal impact of recession vs. policy changes, 
rather than an either/or debate. I did not hear anyone say, “We 
are getting another recession therefore spending is going 
to slow down.” Instead, I heard the opposite: “We are getting 
another recession and things are going to get worse.”

“ ... there are issues we heard raised repeatedly today 
that I do not remember receiving attention in past 
years, including the importance of mental health, 

both in terms of the failure of the health care 
system to adequately deal with it, and its role as a 

social determinant in the complex social milieu.”
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Uwe Reinhardt and Tsung-Mei Cheng1

This presentation is inspired by Drew Altman’s June 30, 2016 
Wall Street Journal Blog. Altman specifically calls out that, with 
dramatically improved access to health insurance coverage, 
the adequacy of that coverage will spur the next big health 
debate. Drew writes:

With 91% of the population now covered by some form 
of health insurance, and the coverage rate higher in some 
states, the next big debate in health policy could be about 
the adequacy of coverage. That particularly means rising 
payments for deductibles and their impact on family budgets 
and access to care. This is about not just Obamacare but 
also the many more people who get insurance through an 
employer (Figure 1).

Less delicately put, Drew’s question is how far the rationing 
of health care by income class can be pushed in this country. 
This is not a new issue. We have wrestled over it for several 
decades now, albeit in code words. One of us wrote about it 
over twenty years ago:

When America’s leadership class sets out to debate health 
policy, its members invariably preface their deliberations 
with the mantra: “We all want the same things in health 
care. We are merely arguing over the means to that end.” This 
is utter nonsense. … The nation’s leadership class was and 
remains deeply divided over the ethical precepts that should 
govern the distribution of health care (page 33).

The theme of these Altarum symposia has been what can 
be done to make our health system—especially spending 
thereon—“sustainable.” Rationing health care by income class 
could be made a major component of a strategy to keep the 
system “sustainable.” Before exploring that option further, 
however, we should define clearly what is actually meant by 
the “sustainability” of a health-care system. 

1  Editors’ note: Uwe Reinhardt, who was scheduled to be our final 
speaker of the day, was forced to cancel his attendance at the 
symposium. He and Tsung-Mei Cheng graciously submitted this 
presentation subsequent to the event. 

“SUSTAINABILITY” IN U.S. HEALTH CARE 
“Sustainability” is a much-mouthed word, although few 
people using the word actually define it. We can think of at 
least two distinct meanings in the context of health care:

A. Economic sustainability—the ability of the macro-
economy to absorb further growth in health spending. 

 Because spending on health care is part of gross domestic 
product (GDP), it is actually quite difficult to define what 
we mean by “economic sustainability” in health care. It is 
not clear, for example, that more spending on golf courses 
or breweries will add more to future growth in real GDP 
per capita than would more spending on health care 
for hitherto underserved populations. The issue is truly 
what value in other activities we must give up to create 
more value through health care. This is where health care 
technology assessment is relevant.

APPENDIX A
REINHARDT—THE NEXT DEBATE IN HEALTH CARE:  
TRANSFORMING THE ETHICAL STRUCTURE OF U.S. HEALTH CARE

Peterson-Kaiser Health System Tracker
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FIGURE 1.

http://blogs.wsj.com/washwire/2016/06/30/the-next-big-debate-in-health-care/
http://content.healthaffairs.org/content/14/1/33.full.pdf+html
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ETHICAL PERSPECTIVES ON U.S. HEALTH CARE
Alternative approaches to cost containment, even when they 
achieve the same trends in spending, can be vastly different 
in terms of the distributive ethics they imply. That ethic, in 
turn, derives from the theories of a just society (Utilitarianism, 
Libertarianism, Rawlsian theory) that different people hold. 
At the risk of oversimplifying, one can visualize the different 
schools of thought in the U.S. as shown in Figure 2. 

Although anyone can discern these sharply different views 
on the distributive social ethic of U.S. health care, Americans 
are invariably reluctant to debate them openly, because that 
could be divisive (Figure 3).

B. Political Sustainability—the willingness of families in the 
upper-income strata to subsidize through taxes or health 
insurance premiums the health care of families in the 
lower income strata.

 Here the question is whether families in the upper income 
strata are willing to subsidize, for the poor, the same kind 
of health care that they would like to have for themselves. 
If health care were cheap, a roughly egalitarian health 
system for the U.S. would most likely be politically 
sustainable for a long time, because no one along 
the ideological spectrum actually wants low-income 
Americans to go without the kind of health care to which 
high-income Americans aspire. But American health care 
is unusually expensive by international standards, and not 
because Americans are particularly heavy users of health 
care (a few high-tech procedures excepted), or because 
Americans get care of vastly superior quality, but because 
we pay twice or more than do citizens elsewhere for 
identical health care services or products. See here, here  
and here).

Total health spending is the product of health care utilization 
and prices. Under our system of governance, in which 
the sympathy of politicians can be purchased retail, it has 
been very difficult to control prices overall, other than in 
government programs. Indeed, because prices for identical 
services or products vary enormously across the U.S., within 
regions and even within cities, it is difficult to actually measure 
prices in this country. What price is representative? 

Thus, the focus of health care cost containment in the U.S. 
naturally has been, and will continue to be, mainly on health 
care utilization. The question then becomes whose ox is likely 
to be gored in our quest to reduce utilization. That is, who will 
be asked to do most of the belt-tightening in health care? That 
question is the focus of the remainder of this presentation.

To look ahead, our argument will be that—because we 
confront the aging of our population, growing income 
inequality (with many more poor Americans), the most 
expensive health system in the world, and rapid development 
of very expensive new medical technology—our policy 
makers will abandon erstwhile dreams of an egalitarian health 
care system and instead develop platforms that will allow 
policy makers to ration health care by income class, without 
ever openly saying so or debating that policy. By 2030, at the 
latest, these new platforms are likely to be cemented into 
place. 

AMERICANS CONFRONTING THE ETHICAL DIMENSION OF 

U.S. HEALTH CARE 

FIGURE 3.
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FIGURE 2.

http://content.healthaffairs.org/content/14/1/33.full.pdf+html
http://www.vox.com/a/health-prices
http://content.healthaffairs.org/content/22/3/89.full.pdf
http://www.nationalacademies.org/hmd/~/media/Files/Report%20Files/2013/US-Health-International-Perspective/USHealth_Intl_PerspectiveRB.pdf
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We have been busily building these two platforms during the 
past roughly 20 years, brick by brick. 

A.  Varying health insurance by income class. Health 
insurance exchanges—public or private—are the ideal 
platforms for establishing tiers of health insurance quality 
by income class. Obamacare explicitly acknowledges this 
with its metal tiers. The instruments for imposing tiers in 
this regard include:

i. Narrowness of the network of providers;

ii. Narrowness of the drug-formularies;

iii. Limits on services covered; and

iv. Other features of the benefit package.

The oft-proposed conversion of the egalitarian Medicare 
program from its defined benefit structure to a defined 
contribution structure (the “premium support model”) is one of 
the bricks for the desired platform. Likewise, the idea to move 
Medicaid beneficiaries out of that defined benefit program 
onto the insurance exchanges can be interpreted in the same 
way. The conversion of employment-based health insurance 
from defined benefit to defined contribution plans, coupled with 
private health insurance exchanges, is the final brick in the 
strategy. It will, at last, permit the quality of health insurance 
coverage within a company to vary by income level.

B. High cost sharing by patients at point of service. High-
deductible health insurance policies are ipso facto an 
instrument for rationing health care by income class, 
unless the deductible is closely linked to outcome. One 
does not need a PhD in economics to realize that a low-
income family confronted with a high deductible will 
tighten its belt in health care much more than would a 
high income family confronting the same deductible. 
Similarly, under our progressive income tax structure, 
tax-preferred Health Savings Accounts (HSAs) ipso facto 
make health care for high income people cheaper than for 
low-income people—an amazing ethical proposition. 

Instead, we talk about the distributive ethic of our health 
system in code words where, for example, “freedom of choice” 
may be code for “you should make do with whatever financial 
resources you may have, but you are free to deploy them any 
way you want.” 

To the progressives, the very idea of rationing health care 
by income class is anathema—hence their penchant for 
a single-payer system that at least tries to be egalitarian. 
To conservatives, rationing by income of the timeliness, 
amenities, and quality of health care does not seem anathema 
because we routinely apply it to other basic necessities 
such as food, clothing, housing, education, and even the 
administration of justice. Why should health care be any 
different?

Between these more extreme views on the ethics of health 
care is the large group of confused citizens without firm views. 
They tend to slouch toward the conservative view when 
healthy and towards the progressive view after a bout with 
serious illness. 

Correlated with the views on the distributive ethics of health 
care are the views concerning the degree to which the supply 
side of the health care market should be allowed to extract 
the maximum revenue from the rest of society through their 
pricing policies. 

Health policy in the past 40 years has been basically a civil 
war between the two more extreme views on health care, 
although, as noted, we have debated it mainly in code words, 
given our reluctance to confront ethics forthrightly. On the 
ground, this civil war has taken the form of myriad, small 
legislative skirmishes at the federal and state levels, giving 
victory sometimes to one side and at other times to the other. 
Overall, however, the victory has gone to the conservative 
side.

BUILDING THE PLATFORM FOR RATIONING HEALTH 
CARE BY INCOME CLASS
For the structure of a health system designed to ration health 
care by income (at least a good amount of it), we need two 
distinct platforms as detailed below.

A. A platform for varying the quality of the health insurance 
policy by income class.

B. High cost sharing by patients at the point of service, to 
ration health care utilization when illness strikes.
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Sarah Kliff highlights the problem in her Vox article, “This 
study is forcing economists to rethink high deductible health 
insurance.” She writes: 

The idea was that higher deductibles would make patients 
become smarter shoppers: If they had to pay more of the 
cost, they’d likely choose something closer to the $1,529 
appendectomy than the $186,955 appendectomy (yes, some 
hospitals really do charge that much). This would push the 
really expensive doctors to lower their prices so cheaper 
physicians didn’t steal their business. …Turns out they 
didn’t. The new paper1 shows that when faced with a higher 
deductible, patients did not price shop for a better deal. 
Instead, both healthy and sick patients simply used way less 
health care.”

We saw this Health Affairs paper, “Health Spending for Low-, 
Middle-, and High-Income Americans, 1963-2012,” that goes 
along with our thesis on rationing (see Figure 4). It was 
depicted in this article as, “Wealthy spending more on health 
care than poor and middle class, reversing trend.”

1  Editors’ note: this NBER Working Paper is co-authored  
by Amitabh Chandra.

U.S. HEALTH CARE CIRCA 2030
At this time, the gradual transformation of our health-care 
system into one that allows us to ration health care by income 
is not yet complete. 

Part of the problem is that it is not yet politically correct for 
politicians or the policy wonks who advise them to openly 
state that rationing by income class is their goal. The desired 
structure therefore has to be developed quietly so that the 
general voting public does not know what is happening to 
their health system. Indeed, the steps toward this goal are 
often marketed to the voting public in classic Orwellian lingo, 
for example, “Consumer Directed Health Care” (CDHC) that 
will “enable consumers (formerly patients) to sit in the driver’s 
seat in health care to shop around for cost-effective care.” For 
the most part, CDHC has been merely an instrument to ration 
health care by income—a cruel hoax—since solid, consumer-
friendly information on binding prices and the quality of 
health care produced by different providers, is typically rare in 
the United States. 

FIGURE 4.

Our estimates incorporated person-level
weights that allowed extrapolation to the entire
US noninstitutionalized population. The 1963
SHSUE survey was a simple random sample,
with each respondent having equal weight. For
all other surveys, we used SAS software survey
procedures that adjust confidence intervals for
the complex survey design.
Analyses were conducted using SAS, ver-

sion 9.3.
Limitations Several caveats apply to our find-

ings. Although MEPS and its predecessors accu-
rately reflect national trends in medical spend-
ing (and are widely used for analyses of
expenditures for population and disease sub-
groups), they understate total expenditures as
tabulated in the National Health Expenditure
Accounts (NHEA)because of a number of factors
including the exclusion of people in institutions
(for example, nursing homes) and the military,
alternative medicine (for example, acupunc-
ture), and “non–patient care revenues”; and
theunderrepresentationof high-expenditure pa-
tients.14,15 Prior studies examining trends in
health spending by age and sex adjusted for this
discrepancy by scaling their estimates to data
from the NHEA.16 However, such adjustment
was not possible in our analysis because income
data are not available in the NHEA.
Second, the 1963, 1970, 1977, and1980 surveys

recorded charges instead of actual payments for

medical services. Because charges often exceed
actual payments, the pre-1987 surveys probably
overestimate spending. However, this discrep-
ancy would likely be similar across income
groups and should not greatly distort income-
related trends.

Study Results
Per capita health expenditures grew 549 percent
(adjusted for inflation) between 1963 and 2012
(Exhibit 1). As has been widely observed, spend-
ing rose rapidly between 1963 and 1987, surged
again from 2000 through 2004, started slowing
prior to the Great Recession, and slowed further
during and after the recession.
Expenditures for the poorest group grewmore

rapidly than for other Americans from 1963 (be-
fore the implementation of Medicare and Med-
icaid) through 1987, when Medicare accounted
for 24.6 percent and Medicaid accounted for
23.8 percent of the bottom quintile’s expendi-
tures; expenditure growth differed little among
the top four quintiles. By 1977, expenditures for
the poorest quintile exceeded those for all other
Americans by 23 percent.
Between 2004 and 2012, per capita expendi-

tures for the poorest quintile fell at a rate of
$19.27 annually—3.7 percent over the eight-year
period (Appendix Exhibit 2).13 Meanwhile,
health expenditures for thewealthiest groupout-

Exhibit 1

Medical spending per capita, by income group, adjusted for inflation

SOURCES Authors’ analysis of data from the 1963 and 1970 Surveys of Health Services Utilization and Expenditures; the 1977 and
1980 National Medical Care Utilization and Expenditure Surveys; the 1987 National Medical Expenditure Survey; and the 1996–2012
Medical Expenditure Panel Surveys. NOTES Data represent two-year moving averages for years 1996–2012. Data before 1996 are
shown for the survey years only; trends between data points are interpolated. The population was divided in each survey year into
income quintiles; for simplification, the middle three quintiles were combined since they followed similar trends. Online Appendix
Exhibit 8 displays confidence intervals for all estimates (see Note 13 in text).

July 2016 35:7 Health Affairs 1191

 on S
eptem

ber 28, 2016 by H
W

 Team
H

ealth A
ffairs

 by 
http://content.healthaffairs.org/

D
ow

nloaded from
 

http://www.vox.com/2015/10/14/9528441/high-deductible-insurance-kolstad
http://www.vox.com/2015/10/14/9528441/high-deductible-insurance-kolstad
http://www.vox.com/2015/10/14/9528441/high-deductible-insurance-kolstad
http://content.healthaffairs.org/content/35/7/1189.abstract
http://content.healthaffairs.org/content/35/7/1189.abstract
http://www.cnbc.com/2016/07/06/wealthy-spending-more-on-health-care-than-poor-and-middle-class-reversing-trend.html


Sustainable U.S. Health Spending in the Next Administration 90

CENTER FOR SUSTAINABLE HEALTH SPENDING
SYMPOSIUM MONOGRAPH    OCTOBER 2016

CONCLUDING REMARKS
It is not our place to render a value judgement on the merits 
of this development. That is a matter of ideology and of ideas 
of what is a “just society.” Yet, we register our amazement—
almost our admiration—at the ease with which one faction 
of the nation’s elite has been able to further this transition—a 
development of which the voting public hardly seems aware 
(except when illness strikes). It is only recently that the 
American public seems to have lost faith in the wisdom and 
beneficence of the nation’s policymaking elite. We shall see 
how far that elite can push rationing health care by income 
before the American public becomes fully alert to that policy. 

It can be doubted that the general populace of other 
countries—France, Germany, the U.K., Canada—would accept 
this transition with such astounding equanimity. In an honest 
referendum, with full knowledge of what is underfoot, the 
general voting public in the U.S. probably would not support 
a move to ration more and more health care by income either. 
More likely the voting public would opt for a more egalitarian 
system, which can explain why it is not yet politically correct 
for politicians to openly advocate for rationing health care by 
income. Quoting from this polling article:

… the overwhelming favorite was the single-payer plan 
offered by Bernie Sanders. Overall, 58% of respondents 
favored the idea, with just 37% opposing it and another 5% 
having no opinion. In a separate question, Gallup asked 
respondents to choose between putting a single-payer 
system in place versus keeping Obamacare in place, and 
single-payer won by an even broader margin—64% to 32%.

“ ... our policy makers will abandon erstwhile dreams 
of an egalitarian health care system and instead 
develop platforms that will allow policy makers 
to ration health care by income class, without 
ever openly saying so or debating that policy.”

http://www.fool.com/investing/2016/06/19/americans-overwhelmingly-prefer-this-presidential.aspx
http://www.fool.com/investing/2016/06/19/americans-overwhelmingly-prefer-this-presidential.aspx
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