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After spending 15 classes critically reviewing 
programmatic efforts to control health care 

costs, some have asked “Does anything work?”

Medical Efforts Public Health Efforts

More likely to be the 
subject of breathless 
reporting and enormous 
hype

Not nearly so glamorous –
and more likely to save 
money and lives 
simultaneously

http://www.economist.com/node/17647593/print

“New 
needle 
lowers risk 
of spreading 
cancer”

“Checklists 
decreased 
infections in 
an ICU by 
2/3”

http://www.newyorker.com/reporting/2007/12/10/071210fa
fact gawande?currentPage=all

Most likely to save lives at 
very low cost 

Reducing 
salt intake 
could save 
$10-24b a 
year”
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A few simple rules as we think about the 
cost of health care

• Cost effective ≠ Cost Saving
• Cost = utilization * cost per unit
• Health care costs = health care revenue
• Payment reform alone is insufficient to drive higher value in 

health care
• Insurance: Social pooling vs. prepayment for expected care

– It’s not insurable if it’s certain!
• Game Theory

– Nash Equilibrium: Each player is assumed to know the equilibrium
strategies of the other players, and no player has anything to gain 
by changing only his or her own strategy unilaterally (wikipedia) .

• Behavioral Economics: 
– Prospect Theory: We hate losses more than we like gains, and 

consider everything in context
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x + Total Cost
Admin-
istrative

Cost
Unit Cost Utilization =

Interventions:
•Contracting
•Tiers
•Narrow networks
•Price regulation
•Patient Cost-Sharing

Interventions:
•Utilization management 
•Case and disease 
management 
•Prevention
•Supply constraints
•Tort reform
•Benefit design
•Specialist distribution
•Bundled payment
•Provider process redesign
•Transparency

Intervenable
N

on-Intervenable

•Technologic 
innovation
•General Inflation

* Demographic 
changes (ie aging)

Interventions:
•Administrative 
simplification
• Sales/marketing?
•Single payer?
•Profit vs. nonprofit

What influences the total cost 
of health care?
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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

Cost vs. Population 
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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  

http://voices.washingtonpost.com/ezra-
klein/IFHP%20Comparative%20Price%20Report%20with%20AHA%20data%20addition.pdf
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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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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!
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↑ Efficiency
↓ Quality

↑ Efficiency
↑ Quality

↓Efficiency
↓Quality

↓Efficiency
↑ Quality
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Quality and Cost Tradeoffs
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Real potential savings are in quadrant 2; Real 
potential future cost increases are in quadrant 4



Slide 9Slide 9

Observation Five: There is HUGE 
Variation

• Effective Care
• Preference Sensitive
• Supply Sensitive Care

www.dartmouthatlas.com

Decreasing variation 
can lower costs 
(although not as much 
as some claim)
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Observation Six: Fee for service is toxic 
(but everything else is difficult)
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Observation Six: 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 Seven : 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 Eight: 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 Nine: We often promote 
competition that does not generate new 
value for patients, and reject competition 

that could create such new value.

We must create a market for disruptive innovation in 
health care
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Observation Ten: 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!



Slide 16

Observation Eleven: 
Many see a primary care shortage

I see a specialist glut and primary care physicians 
doing things they don’t need to do.   
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Observation Twelve: We are reluctant to 
regulate prices (and when we do, we 

often do it poorly by design)

International Federation 
of Health Plans

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)
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Observation Thirteen: 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 
market power
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Observation Fourteen: We often 
mistakenly think that we can measure the 

cost of health care by medical claims 
alone 

We should view the value of health care ‘holistically.”
The health care system wasn’t designed to save 
money; it was designed to improve people’s lives.
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Observation Fifteen: You can’t ‘reform’ an 
industry representing 17% of the GDP 
without angering many, and without 

unintended consequences  

The Affordable Care Act will need to be modified over 
the coming years, much as Medicare was in the years 
after it was passed
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Observation Sixteen: Americans will pay 
for a larger portion of their health care out 
of pocket over the coming years, and this 

is likely to lower utilization  

Americans already have the highest out of pocket health 
spending in the world, and that hasn’t controlled our total 
costs. Nonetheless, out of pocket spending will increase 
despite the Affordable Care Act 

http://www.kff.org/
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Observation Seventeen:
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
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Observation Eighteen: 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
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Resources

• Kaiser Family Foundation
– www.kff.org

• Commonwealth Fund
– www.cmwf.org

• Robert Wood Johnson Foundation
– http://www.rwjf.org/healthreform/

• www.managinghealthcarecosts.blogspot.com




