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of their quality — but not for 
income, because they would not 
be allowed to keep any net in-
come. In addition, capital im-
provements would require approv-
al, and groups would be held 
harmless for any losses due to 
adverse selection by patients with, 
or at high risk for, expensive 
conditions. Capitated prepayment 
of the groups would allow a 
central public agency to control 
the country’s total medical expen-
ditures. This agency would estab-
lish standards for group organi-
zation, administrative operations, 
and accountability but would 
leave individual medical care de-
cisions where they belong — in 
the hands of physicians and pa-

tients. Private insurance plans and 
employers would have no role in 
this system.

Achieving reform of this kind 
would be a major task that would 
probably have to be carried out in 
stages. The opposition by vested 
interests and conservative ideo-
logues would be fierce. To per-
suade lawmakers to act, the ma-
jority of the public, the medical 
profession, and the business com-
munity would have to unite in 
advocating this change. But with-
out such a political awakening, I 
believe that the economic incen-
tives and organization of medi-
cal care cannot be changed, and 
the current slide of the system 
toward bankruptcy will contin-

ue. That decline, however, might 
ultimately cause a disaster that 
would generate popular demand 
for real reform.
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Doctors as the Key to Health Care Reform

Getting Past Denial — The High Cost of Health Care  
in the United States
Jason M. Sutherland, Ph.D., Elliott S. Fisher, M.D., M.P.H., and Jonathan S. Skinner, Ph.D.

What seemed to be a golden 
opportunity to achieve bad

ly needed health care reform now 
appears to be threatened. Many 
Americans believe that we simply 
cannot afford to cover the unin-
sured, since doing so would re-
quire taxes to be raised beyond 
the level the public can sustain. 
Others believe that we can slow 
spending growth only by ration-
ing needed care. Neither option 
is attractive. Evidence regarding 
regional variations in spending 
and growth, however, points to 
a more hopeful alternative: we 
should be able to reorganize and 
improve care to eliminate waste-
ful and unnecessary services.1

But not everyone is convinced. 
Some physicians, hospital admin-
istrators, and legislators appear to 

have succumbed to a behavioral 
bias. They know that their patients 
are sick and that sick patients 
need more care than relatively 
healthy ones. They therefore con-
clude that the reason their hospi-
tal or region spends more is that 
their patients are sicker and poor-
er than those cared for by institu-
tions in other regions. Given this 
reverse “Lake Wobegon” effect 
that renders all U.S. patients be-
low average (in Garrison Keillor’s 
fictional town of Lake Wobegon 
“all the women are strong, all the 
men are good-looking, and all the 
children are above average”), they 
argue that any efforts to rein in 
costs will cause harm to the peo-
ple we most want to protect.

And it’s not hard to find exam-
ples of places where this expla-

nation might appear to make per-
fect sense: in Los Angeles, where 
Medicare spends $10,810 per cap-
ita, a somewhat higher percentage 
of the population (15%) is at or 
below the poverty line than in 
Minneapolis (10%), which spends 
$6,705 per capita.

This is too important a mo-
ment to allow physicians or policy-
makers to be confused by be-
havioral biases or distracted by 
one-off examples. Health is in-
deed the most important deter-
minant of health care spending, 
but differences in health explain 
only a small part of the regional 
variations in spending.2

We illustrate by updating our 
earlier Dartmouth Atlas study2 
with 2004 and 2005 data from 
the Medicare Current Beneficiary 
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Survey, a nationally representa-
tive sample of 15,487 Medicare 
enrollees that provides detailed 
information on individuals’ health 
status, income, health care utiliza
tion, and Medicare spending. Med
icare spending data have been ad-
justed for price differences among 
regions with the use of the wage 
index of the Centers for Medi-
care and Medicaid Services. Thus, 
spending in New York City has 
been adjusted downward by 30%, 
and spending in Enid, Oklaho-
ma, adjusted upward by 12%.

Figure 1A shows what clini-

cians know: sick people require 
far more care than healthy people. 
For people who reported that they 
were in excellent health, average 
annual Medicare spending was 
$3,469; for those reporting poor 
health, spending was more than 
six times as high ($21,064). Self-
reported health is also a good 
predictor of death: 2% of people 
who said they were in excellent 
health died by the end of the 
calendar year, as compared with 
21% of those who said they were 
in poor health. Poverty also mat-
ters for health care spending: 

low-income people are sicker and 
tend to account for greater health 
care expenditures (see Figure 1B).

Figure 2 shows the relative 
contribution of individual and 
regional factors to the regional 
differences in price-adjusted health 
care spending. Survey respondents 
were categorized into five equal-
sized quintiles on the basis of the 
average intensity of care in their 
region (www.dartmouthatlas.org). 
People in the highest-intensity 
quintile received care costing 
$3,300 more per year than those 
in the lowest-intensity quintile 
(about 50% more per person). The 
graph shows the proportions of 
the regional differences in spend-
ing that are explained by indi-
vidual risk factors. Regional dif-
ferences in poverty and income 
explain almost none of the vari-
ation. Health status does matter 
— it accounts for $593 of the 
$3,280 difference between the 
lowest- and highest-intensity re-
gions, or just about 18%. But that 
leaves more than 70% of the dif-
ferences in spending that cannot 
be explained away by the claim 
that “my patients are poorer or 
sicker.”

Where is the money going? 
The table shows that as compared 
with Medicare beneficiaries in the 
lowest-spending regions, patients 
in the highest-spending regions 
spend more time in the hospital 
(an average of 2.1 days vs. 1.4 
days), have more frequent physi-
cian visits (14.5 vs. 10.7 per year), 
and undergo more magnetic res-
onance imaging (MRI) procedures 
(21.9 vs. 16.6 per 100 beneficia-
ries) and computed tomographic 
(CT) scans (61.4 vs. 46.9 per 100 
beneficiaries). These findings 
are supported by previous re-
search showing that discretion-
ary decisions by physicians seem 
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Figure 1. Relationship among Self-Reported Health Status, Annual Per Capita 
Medicare Spending, and Mortality (Panel A) and Relationship between Income  
and Annual Medicare Spending (Panel B).
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to account for most of the re-
gional variation in spending.3

The implications for health 
care reform efforts are clear. 
Health is indeed a critical deter-

minant of health care spending. 
Efforts to improve the health of 
the public and to reduce the 
burden of chronic illness should 
be pursued. And because caring 
for sicker patients costs more, 
payment reforms will have to be 
carefully designed. Health systems 
such as academic medical centers 
and safety-net providers that care 
for disadvantaged patients or those 
with complex conditions will need 
to be reimbursed fairly with the 
use of careful case-mix adjust-
ment in order to reduce the like-
lihood of harm to either patients 
or the institutions themselves.

But the large regional differ-
ences in spending and utilization 
that are not due to health or socio
economic status also highlight 
the magnitude of the opportunity 
for improving the efficiency of 
health care delivery. And they sug-
gest that substantial savings can 
be achieved without rationing 
beneficial care: patient outcomes 
are no worse in low-utilization 
regions,4 nor do elderly people 
who live there feel as if they’re 
being denied necessary care.5

The key to attaining these cost-

saving goals comes from getting 
the same (or better) outcome at 
a lower cost. Consider a patient 
with worsening heart failure who 
could be treated on an outpa-
tient basis through the adjustment 
of medications. In high-spending 
regions, more such patients than 
in low-spending regions are ad-
mitted to the hospital,3 which 
results not only in more hospital 
days but also in increased risks 
of debility and infection that are 
associated with hospital stays and 
an increased potential for medi-
cation errors when prescriptions 
are rewritten at admission and 
discharge.

Similarly, watchful waiting for 
lower back pain — to see whether 
symptoms resolve instead of send-
ing patients for an immediate 
MRI — could reduce the num-
ber of unnecessary MRIs and sur-
geries. Health care providers are 
also beginning to realize that 
many services could be delivered 
by e-mail or over the telephone, 
thus potentially reducing high 
rates of specialist referrals or 
visits.

These are all good ideas, but 

Figure 2. Proportion of Higher Regional Medicare 
Spending Attributable to Differences in Race, 
Income, Health Factors, and Regional Factors.

The vertical bars show the proportion of the differ-
ence in spending between regions in each of the four 
top care-intensity quintiles and the regions in the low-
est quintile that can be explained by differences in 
patients’ race, income, health factors (self-reported 
health, presence or absence of diabetes, blood pres-
sure, body-mass index, and smoking history), and 
regional factors. All models control for age, sex, and 
urban or rural residence. Data are from the authors’ 
analyses of the 2004 and 2005 Medicare Current Ben-
eficiary Surveys.
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Annual Utilization Rates and Spending on Hospital Services and Selected Physician Services  
in Regions with Various Levels of Intensity of Care.*

Type of Care Level of Medicare Spending per Medicare Beneficiary

Quintile 1 Quintile 2 Quintile 3 Quintile 4 Quintile 5

Inpatient days per 
beneficiary

  1.4   1.6   1.8   2.1   2.1

Physician visits per 
beneficiary 

10.7 12.1 13.0 13.6 14.5

MRIs per 100 bene
ficiaries

16.6 17.6 19.3 19.7 21.9

CT scans per 100 
beneficiaries

46.9 54.0 58.7 61.2 61.4

*	Utilization data are from authors’ analyses of the 2004 and 2005 Medicare physician (Part B) claims and Medicare Provider 
Analysis and Review data and represent annual rates of selected services and per-beneficiary spending on physician services 
(adjusted for regional differences in age, sex, and race). The data on computed tomographic (CT) and magnetic resonance im-
aging (MRI) scans are numbers per 100 beneficiaries, not numbers of beneficiaries undergoing these procedures; many bene-
ficiaries undergo multiple scans in a single year.
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they suffer from a common short-
coming: they require more time 
on the part of the primary care 
physician, the nurse, or the spe-
cialist — time that is not cur-
rently reimbursed. Eliminating 
unnecessary care therefore re-
quires reorganizing the delivery 
system to ensure that providers 
aren’t penalized for providing 
what is often the better alterna-
tive for their patients.

Although many of the details 
of the best way to implement pay-
ment reform remain to be worked 
out, we need not let this chal-
lenge stand in the way of action. 
We should recognize that so much 
discretionary care is provided in 
the United States that we could 
easily afford to expand coverage 
without increasing taxes — or 
rationing care — as long as we 
couple coverage expansion with 
a commitment to rapidly test and 

broadly implement successful re-
forms in payment and delivery 
systems. After all, many U.S. re-
gions have already shown that 
they can slow the growth of 
spending while providing high-
quality care.

We should not let denial get 
in the way of acceptance of the 
need to move forward on funda-
mental reform of the U.S. health 
care delivery system. We can’t 
afford the alternative.
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New, but Not Improved? Incorporating Comparative-
Effectiveness Information into FDA Labeling
Randall S. Stafford, M.D., Ph.D., Todd H. Wagner, Ph.D., and Philip W. Lavori, Ph.D.

New technologies, including 
prescription drugs and med-

ical devices, are a major driver 
of increases in U.S. health care 
expenditures, which have grown 
by an estimated 71% since 2000.1 
The U.S. market for drugs and 
devices is regulated by the Food 
and Drug Administration (FDA), 
which scrutinizes clinical trial 
data for evidence of safety and 
efficacy. Although the FDA has 
been criticized for missteps and 
inefficiencies in its approval pro-
cess, these are not the causes of 
increasing health care expendi-
tures. More relevant is FDA over-

sight of the labeling and promo-
tion of medical products.

Despite the potential usefulness 
of labeling information for con-
trolling the unnecessary growth 
of expenditures, the FDA does 
not require the inclusion of state-
ments regarding a product’s com-
parative effectiveness. As a result, 
drug labels may create confusion, 
as manufacturers strive to insu-
late their products from price 
competition through differentia-
tion that is unrelated to health 
outcomes. If the FDA label were 
required to indicate what is and 
is not known about a product’s 

superiority to other treatments, 
then clinicians, patients, and pay-
ers would be less willing to pay 
more for a new treatment with-
out proof that it improved health 
outcomes. In addition, manufac-
turers would have an incentive 
to conduct much-needed active-
comparator superiority trials.

The FDA requires developers of 
new treatments to demonstrate 
that they are safe and effective 
in order to receive approval for 
market entry, but the agency de-
mands proof of superiority to 
existing products only when it is 
patently unethical to withhold ac-
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