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Objectives

• Understand that increased health care 
expenditures are not associated with improved 
outcomes

• Outline the possible societal benefits to excess 
health spending

• List the three dominant sources of excess cost in 
American health care

• Touch on potential policy strategies to reduce 
health care spending while maintaining or 
improving outcomes
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https://www.bloomberg.com/news/articles/2019-02-24/spain-tops-italy-as-world-s-healthiest-nation-while-u-s-slips


We’ve added 40 years to life expectancy. 
Who cares how much health care costs?

JAMA 2014, PMID: 25322201





https://tincture.io/u-s-healthcare-spending-outcomes-in-five-charts-epicfail-in-the-2017-oecd-
statistics-9d997e66249b, accessed 4/16/19

Americans spend about $1 trillion per year more on doctors, 
hospitals, and drugs than #2 (adjusted per capita)

https://tincture.io/u-s-healthcare-spending-outcomes-in-five-charts-epicfail-in-the-2017-oecd-statistics-9d997e66249b
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https://www.cbo.gov/system/files/2019-06/55342-2018-budget.pdf


Most excess spending is private

JAMA 2018, PMID: 29536101



Do we get anything from our outsize 
spending?

• #1 (by far) in clinical trials1

• #1 (by far) in Nobel Laureates in Medicine2

• #1 in patents3

• (probably) #1 in medical innovation overall4

1https://clinicaltrials.gov/ct2/search/map, accessed 
1/3/17;2https://www.worldatlas.com/articles/countries-with-the-most-nobel-laureates-in-
physiology-and-medicine.html, accessed 1/3/17; 
3http://martinprosperity.org/media/GCI%20Report%20Sep%202011.pdf, accessed 1/3/17; 
4http://www.saworldview.com/scorecard/the-2016-scientific-american-worldview-overall-
scores/, accessed 1/3/17

https://clinicaltrials.gov/ct2/search/map
https://www.worldatlas.com/articles/countries-with-the-most-nobel-laureates-in-physiology-and-medicine.html
http://martinprosperity.org/media/GCI%20Report%20Sep%202011.pdf
http://www.saworldview.com/scorecard/the-2016-scientific-american-worldview-overall-scores/


Why is medicine so expensive here?



Americans don’t have worse habits

Adapted from Health Aff 2010, PMID: 20930036
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JAMA 2018, PMID: 29536101

Americans don’t consume more 
health care



JAMA 2018, PMID: 29536101

US: 43% primary care docs 
(the mean of 11 other 
countries)



Three reasons:

1. We pay ~3x what other countries do for 
drugs

– 17% of excess health care spending

JAMA 2018, PMID: 29536101; https://aspe.hhs.gov/pdf-report/observations-trends-
prescription-drug-spending, accessed 4/8/19; Ann Intern Med 2020, PMID: 31905376

https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


1JAMA 2017, PMID: 29114831; 
2http://www.modernhealthcare.com/article/20180407/NEWS/18, accessed 4/18/18; 
3https://healthpolicy.usc.edu/research/global-burden-of-medical-innovation/, accessed 2/12/18

Everything we buy costs more

US per-capita drug 
spending $1,443 (versus 
$680 for other 11 
countries)2

U.S. consumers:

• 27% of global income

• ~78% of global pharma
profits3

http://www.modernhealthcare.com/article/20180407/NEWS/18
https://healthpolicy.usc.edu/research/global-burden-of-medical-innovation/


JAMA 2018, PMID: 29536101



https://www.healthaffairs.org/do/10.1377/hblog20170307.059036/full/, accessed 4/8/19

Research and Development do not 
Account for High US Drug Prices

https://www.healthaffairs.org/do/10.1377/hblog20170307.059036/full/


JAMA 2020, PMID: 32125401; http://www.theairnet.org/v3/backbone/uploads/2019/02/Tulum-
Lazonick.FCINIS-20190215.pdf, accessed 3/19/19

(earnings before interest, taxes, depreciation, and amortization)

http://www.theairnet.org/v3/backbone/uploads/2019/02/Tulum-Lazonick.FCINIS-20190215.pdf


Pharmaceutical and Health Product 
Manufacturers Account for 7.3% of all 

Lobbying Money Spent in the US

• $4.7 billion of $64.3 billion between 1999 and 
2018

• No other industry accounts for more than 5%

JAMA Intern Med 2020, PMID: 32125357



PBMs have three revenue 
sources:

1. Supply chain fees
2. “Spread pricing” 

(the difference 
between 
manufacturer and 
insurer prices)

3. Manufacturer 
rebates

Mean rebate 10.4% in 
2008→26.1% in 2019

(mean 66% rebate for 
insulin)

https://www.commonwealthfund.org/publications/issue-briefs/2019/aug/reducing-wasteful-
spending-employers-pharmacy-benefit-plans, accessed 3/2/20; JAMA 2019, PMID: 31219507; 
JAMA 2019, PMID: 30840047

2017, Express Scripts revenue = $100 billion; Pfizer revenue = $52 billion

https://www.commonwealthfund.org/publications/issue-briefs/2019/aug/reducing-wasteful-spending-employers-pharmacy-benefit-plans


Three reasons:

1. Excess drug costs (17% of excess health care 
spending)

2. We pay our docs, pharmacists, allied health 
practitioners, and nurses a lot (11% of excess 
health care spending)

JAMA 2018, PMID: 29536101; https://aspe.hhs.gov/pdf-report/observations-trends-
prescription-drug-spending, accessed 4/8/19; Ann Intern Med 2020, PMID: 31905376

https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


JAMA 2018, PMID: 29536081

Mean pay for US 
specialists: $316,000 
($182,657 for all 11 
countries)

Mean pay for US 
generalists: 
$218,173 ($133,723  
for all 11 countries)

Mean pay for US 
nurses: $74,160 
($51,795 for all 11 
countries)



Physicians choose their own prices

• AMA owns the Relative Value Scale Update Committee 
(RUC) to assist CMS with assigning and updating RVUs
– RUC guides ~70% of all physician payment in the United 

States, equal to an estimated $500 billion each year2

– Most of the 31 members are assigned by professional 
societies
• Recommendations made based on survey results of ~2% of 

physicians, updated every ~5-20 years2

• RUC recommendations are accepted without change 
by CMS more than 90% of the time1

– Commercial insurers base their payments on a multiple of 
the CMS Physician Fee Schedule

1N Engl J Med 2019, PMID: 30995374; 2Health Aff 2019 PMID: 31260347  



Three reasons:

1. Excess drug costs (17% of excess health care 
spending)

2. We pay our docs, pharmacists, allied health 
practitioners, and nurses a lot (11% of excess 
health care spending)

3. Much higher administrative cost/complexity 
(8% of excess health care spending)

JAMA 2018, PMID: 29536101; https://aspe.hhs.gov/pdf-report/observations-trends-
prescription-drug-spending, accessed 4/8/19; Ann Intern Med 2020, PMID: 31905376

https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


Isn’t this just “waste?”

• “…by many pedigreed estimates, annual waste 
in US health care equals or exceeds the entire 
annual cost of Medicare plus Medicaid.”

-Don Berwick, MD



Six domains of “waste”

1. Failure of care delivery
– Lack of adoption of best practices

2. Failure of care coordination
– Readmission or unnecessary ER visits

3. Overtreatment/low-value care
– Antibiotics for colds

4. Pricing failure
– What we pay for imaging, testing, etc

5. Fraud and abuse
6. Administrative complexity

JAMA 2019, PMID: 31589283



https://marginalrevolution.com/marginalrevolution/2019/08/are-health-administrators-to-
blame.html, accessed 7/16/20; JAMA 2019, PMID: 31589283

1982: 
DRGs

1996: 
HIPAA

2009:
HITECH

US: 8% admin overhead (3x Canada); 14% overhead if 
insurance-related activities included

10 other wealth countries: average of 3% overhead

https://marginalrevolution.com/marginalrevolution/2019/08/are-health-administrators-to-blame.html


JAMA 2018, PMID: 29466590 

Billing-related costs per encounter

14.5% 25.2% 8.0% 13.4% 3.1%



Ann Intern Med 2018, PMID: 29801050

Average characters per ambulatory progress note in U.S. and international health systems.

Column height represents number of organizations. Dark columns represent 13 organizations outside the United States (140 000 notes from Canada, the United Kingdom, 
Australia, the Netherlands, Denmark, the United Arab Emirates, and Singapore). Light columns represent 254 organizations in the United States (10 million notes).

US notes are ~4x the length of other 
countries’



• 2008 to 2012: 3.1% increase relative to mean outpatient spending in 2012 in practices 
financially integrated with hospitals ($2407 [95% CI, $2400-$2414] per enrollee). 
– Driven almost entirely by price increases; associated changes in utilization were minimal

JAMA Int Med 2015, PMID: 26501217

$75



Roughly half of insurance sold is through a 
broker, with prices affected by commissions 

Higher Rates → Higher Commissions

https://www.propublica.org/article/health-insurance-brokers-cost-commissions-bonuses, 
accessed 4/17/19

https://www.propublica.org/article/health-insurance-brokers-cost-commissions-bonuses


You’re crowned emperor of health 
care for the day. How do you increase 

value?



Health care expenses = Cost x Volume

• So to decrease health care costs, one has to:

– Decrease the price of a service

– Decrease the volume of the service

– or both

– Thus, regardless of the approach, the end result 
must affect price or volume 

Ann Intern Med 2018, PMID: 29809240



In spite of average utilization, we lean on 
employee cost sharing as a primary strategy

EBRI Issue Brief 2010, PMID: 20578430; 
https://blog.shrm.org/sites/default/files/reports/SHRM%20Post%20Recession%20Workplace_FI
NAL-sm.pdf, accessed 7/13/20

https://blog.shrm.org/sites/default/files/reports/SHRM%20Post%20Recession%20Workplace_FINAL-sm.pdf


Three reasons:

1. Excess drug costs (17% of excess health care 
spending)

JAMA 2018, PMID: 29536101; https://aspe.hhs.gov/pdf-report/observations-trends-
prescription-drug-spending, accessed 4/8/19; Ann Intern Med 2020, PMID: 31905376

https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


How do we fix it?

• Make pharmaceutical trade easier (“a 
workaround born of desperation”)

• Allow direct negotiation between CMS and 
drug manufacturers

• Institute value-based payments for drugs

JAMA 2018, PMID: 29536101; JAMA 2019, PMID: 31012911; 
https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557, 
accessed 3/28/19

https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557
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(8% of excess health care spending)
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https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


How do we fix it?

• Fund more residency positions

• Eliminate hurdles for foreign medical grads

• Fund fewer specialist positions

• Enforce rules that doctors cannot be paid for 
simple procedures

• Settle malpractice claims by referencing 
standards of care in other countries

JAMA 2018, PMID: 29536101; JAMA 2019, PMID: 31012911; 
https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557, 
accessed 3/28/19

https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557
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https://aspe.hhs.gov/pdf-report/observations-trends-prescription-drug-spending


How do we fix it?

• Eliminate administrative burdens, particularly 
PBMs

• Reverse consolidation in health systems (i.e., 
anti-trust)

– Too much negotiating power

JAMA 2018, PMID: 29536101; JAMA 2019, PMID: 31012911; 
https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557, 
accessed 3/28/19

https://www.politico.com/agenda/story/2017/10/25/doctors-salaries-pay-disparities-000557


JAMA 2019, PMID: 31589283 



https://www.propublica.org/arti
cle/senators-call-for-disclosure-
of-perks-and-fees-paid-to-
health-benefits-brokers, 
accessed 7/18/20

https://www.propublica.org/article/senators-call-for-disclosure-of-perks-and-fees-paid-to-health-benefits-brokers


“It is difficult to get a man to understand something 
when his salary depends on him not understanding 
it.”
-Upton Sinclair



Questions?

• doublearrowmetabolism.com

• justin@doublearrowmetabolism.com


