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Class Takeaways
COST

• Cost effective ≠ Cost Saving
• Cost = utilization * cost per unit
• Health care costs = health care revenue
• Prevention in the medical system is not cost saving (except immunizations and contraception)

• Most costs concentrated in a small number of patients 
• Price differences are usually unrelated to quality differences

FINANCE
• Health insurance is wealth transfer from the healthy to the sick, who in turn 

transfer that wealth to the health care system
• A country’s health care system is a product of its culture, values and resources
• Health care systems are “path dependent”
• There is no “perfect” way to pay providers

MANAGEMENT 
• Government can enable or disable markets
• Disruptive innovation is key to increasing value
• We need to try many interventions simultaneously and iterate
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It’s the prices stupid!  The US has a cost per unit problem – not a 
utilization problem.



Triple AimIron Triangle 
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Improved 
population health 

Lower cost Improved 
patient 
experience 

Quality 

Lower cost Access

Kissick, 1994

Improving one will adversely 
impact at least one of the other two 

Berwick, 2008

Must simultaneously 
pursue three aims 



Elements of Health Care Cost
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-Provider pricing 
leverage
-Service mix
-Level of care 

-Oversupply
-Patient demand
-Provider self-
referral
-Prices with  high 
margins

-Planning 
-Claims 
processing 
-Program 
administration

-Duplicative 
processes
-Excessive comp 
and costs

~85-90% ~10-15%



Interventions that work
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Unit Cost Utilization Admin 
Costs Total Costs  +x =

~85-90% ~10-15%

• Provider 
steerage

• Price 
regulations

• Monopsony 
purchasing

• Antitrust 
enforcement 

• Cost sharing
• Prior 

authorization
• High acuity 

care 
coordination

• Removing 
steps and 
layers

• Public Health Interventions



• What is the hypothesis for cost savings? 
– Is it aimed at a high risk population ?

• What is the likely timing for savings? 
• Are there offsetting new costs? 
• How will you measure savings? 

• Beware
– Regression to the mean
– Non-comparable control groups
– Reporting bias
– Publication bias
– Short followup
– Small numbers 
– Outright lies!  
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Toolkit: How to evaluate proposed 
interventions to lower health care cost
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Selected Resources
• Kaiser Family Foundation

– www.kff.org
– www.kaiserhealthnews.com

• Commonwealth Fund
– www.cmwf.org

• Health Affairs
– www.healthaffairs.org

• www.managinghealthcarecosts.blogspot.com Link
• www.vox.com Link
• www.washingtonpost.com/wonkblog Link
• www.nytimes.com/upshot Link
• www.theincidentaleconomist.com Link
• www.statnews.com Link

www.kff.org
www.kaiserhealthnews.com
www.cmwf.org
www.healthaffairs.org
www.managinghealthcarecosts.blogspot.com
www.vox.comLink
www.washingtonpost.com/wonkblog
www.nytimes.com/upshot
www.theincidentaleconomist.com
www.statnews.com


Appendix Slides:  

Twenty Observations on Managing Health Care 
Costs 

(2016)
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Observation One: Sick people are 
expensive to care for!

We need programs to better manage those with serious 
illness, and a regulatory framework to discourage risk 
shifting and patient dumping

Source: actual employer 
data, 2015

Note it is more typical for 
top 1% to be 25-30% of cost 
and top 5% to be 50-60% of 
costs
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Observation Two: The problem in the US 
is cost per unit, NOT utilization  

So – efforts to lower cost per unit are critical to lowering 
overall health care costs  

Source: NY Times June, 2013
http://www.nytimes.com/2013/06/02/health/colonoscopies-explain-why-us-leads-the-world-in-health-expenditures.html?_r=0

http://www.nytimes.com/2013/06/02/health/colonoscopies-explain-why-us-leads-the-world-in-health-expenditures.html?_r=0
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PWC: Hip Index 2016 (statistics from IFHP, 2014 calendar year claims  h/t Stijn de Jonge
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Observation Three: We are too sedentary, too fat, 
and smoke less than we used to, but still too much.

Excess Lifestyle Costs
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Cost

Source: Hill et al Self-Reported Health Risks 
Linked to Health Plan Cost and Age Group Am 
J Prev Med 2009;36(6):468–474

We should look to public health interventions (not medical 
interventions) to address modifiable lifestyle risks
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Observation Four: We don’t like to make 
tradeoffs!

Real potential savings are in quadrant 2; Real 
potential future cost increases are in quadrant 4

Quadrant 1

Quadrant 4

Quadrant 2

Quadrant 3

Downshifting opportunities:

Physician è NP or PA

Specialty drugè Biosimilar

Health system è Self service

Technology can lower costs -
Not just raise quality!
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Observation Five: There is HUGE 
Utilization Variation

• Effective Care
• Preference Sensitive
• Supply Sensitive Care

www.dartmouthatlas.com

Decreasing variation can 
lower costs (although not as 
much as some claim)

www.dartmouthatlas.com
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Observation Six: There is HUGE Price Variation

Calpers Hip Surgery Prices 2008-10

Sources: 

Reinhardt:  Health Affairs 2006   Link

CalPERS:  National Governors Association 2013  LINK 

Reference pricing and narrow networks can lower average price; each 
has the potential to lead to cost-shifting, too.  Many countries enforce 
uniform prices

Uwe Reinhardt 
called hospital 
pricing in the 
United States 
“Chaos behind 
a veil of 
secrecy”
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Observation Seven: Fee for service is 
toxic (but everything else is difficult)
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Observation Seven: Fee for service is 
toxic (but everything else is difficult)

We need payment reform to move away from fee for 
service payment 
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Observation Eight:
Physicians are more likely to prescribe 
treatment associated with high margins 

for their practices Regulations 
to encourage 
full disclosure 
and to restrict 
self referral 
are 
necessary; 
professional 
self-
regulation 
alone is 
inadequate

http://online.wsj.com/public/resources/documents/urorad-pitch12082010.pdf

http://online.wsj.com/public/resources/documents/urorad-pitch12082010.pdf
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Observation Nine: There is a cultural clash 
between those seeking to preserve the “art” of 

medicine, and those looking to create more 
reliability and cost effectiveness through 

industrial redesign

We will need to sacrifice some of the personal touch to 
get the reliability we (should) demand of health care
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Observation Ten:

Beware simulations, 
models, and other 
projections of medical cost 
savings, especially if there 
isn’t a credible case for 
where savings will come 
from 

The disease management and wellness industries often 
promise (but don’t deliver) huge medical cost savings
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Observation Eleven: We pay a heavy 
economic and noneconomic price in our 

effort to banish uncertainty

Pretest Probability

Post-test Probablility

We should learn to be at peace with uncertainty

Example: 45 year old executive with moderate risk and no symptoms 
has exercise test for cardiac disease

1%

7%

0.3%

Post-test Probability

Positive

Negative
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Observation Twelve: Americans will pay 
more out of pocket for their health care 

Americans already have the highest out of pocket health 
spending in the world, and that hasn’t controlled our total 
costs. 

Increased cost sharing, though, does lower demand.
http://www.kff.org/

http://www.kff.org/
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Observation Thirteen: We “medicalize”
many conditions, driving up cost  

December 13, 2009
Sure, It’s Treatable. But Is It a 

Disorder?
By NATASHA SINGER

VIAGRA and its pitchman, Bob Dole, 
turned erectile dysfunction into a 
modern man’s malady.
Out went impotence, an 
unfashionable condition that nobody 
wanted to discuss with his doctor or 
lover, and in came E.D., an in-the-
know abbreviation for erectile 
dysfunction that neatly dovetailed with 
other pop-cultural acronyms like 
O.M.G. and L.O.L.

We shouldn’t make everything a medical problem!

December 14, 2013
The Selling of Attention Deficit 

Disorder
The Number of Diagnoses Soared Amid a 

20-Year Drug Marketing Campaign
By Alan Schwarz
After more than 50 years leading the 

fight to legitimize attention deficit 
hyperactivity disorder, Keith Conners 
could be celebrating.

Severely hyperactive and impulsive 
children, once shunned as bad 
seeds, are now recognized as having
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Observation Fourteen: 
Talk of the Physician Shortage is Overstated

Training thousands more physicians will raise costs.  If we want 
to drive more medical students into primary care we must pay 
specialists less – we can’t afford to pay PCPs enough more to pry 
them away from higher-paying higher-status specialties !

Source: NEJM, Link Sullivan Cotter Link 
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Observation Fifteen: We are reluctant to 
regulate prices (and when we do, we 

often do it poorly by design)

International Federation 
of Health Plans

See also:
http://managinghealthc
arecosts.blogspot.com/
2016/12/japan-cuts-
price-of-drug-by-50-
us.html

If we want government to regulate prices, we must give 
the power to an independent commission (and make it 
difficult for Congress to overcome commission 
determinations)



Observation Sixteen: Medicare Is Not 
Representative of The Entire Market! 
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http://www.nytimes.com/interactive/2015/12/15/upshot/the-best-places-for-
better-cheaper-health-care-arent-what-experts-thought.htm

http://www.nytimes.com/interactive/2015/12/15/upshot/the-best-places-for-
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Observation Seventeen: Providers must 
consolidate to allow for more integrated 

payment; however, provider consolidation 
increases the cost per unit

From Tom Lee, 11/30/09

Decreasing unit cost will require decrease in provider 
negotiating leverage or price regulation
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Observation Eighteen: We often mistakenly 
think that we can measure the value of 

health care by medical claims alone 

We should view the value of health care in a broader societal 
context. The health care system wasn’t designed to save 
money; it was designed to improve people’s lives.
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Observation Nineteen: You can’t ‘reform’
an industry representing 17% of the GDP 

without angering many, and without 
unintended consequences  

The Republicans are likely to find that you can’t 
“unreform” this industry without pain, either!
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Observation Twenty: There are no magic bullets

Managing health care costs means trying many things 
at once, and effectively measuring the effect of each 
intervention

Reference: Atul Gawande, New Yorker 
“Testing Testing” December, 2009


