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What are the Major Drivers of Health Care Costs? 
 
Major drivers of health care costs include: inappropriate utilization especially of advanced  
medical technology, lack of patient involvement in decision-making, payment system 
distortions that encourage over-use, high prices for health care services, a health care 
workforce that is not aligned with national needs, excessive administrative costs, medical 
liability and defensive medicine, more Americans with declining health status and chronic 
disease, and demographic changes including an increase in elderly persons. This paper 
addresses each of these drivers of health care costs and provides recommendations for 
controlling them. 
 
Why Do We Need to Control Health Care Costs? 
 
Improvements in health care have the ability to provide opportunities for all people to live 
better, healthier lives. However, the rate of increase in U.S. spending on health care continues 
to exceed economic growth at an unsustainable pace. The rate of growth in health care 
spending is the single most important factor undermining the nation’s long-term fiscal 
condition.   
 
Why Should Controlling Health Care Costs be Linked to Promoting Good Health 
Outcomes? 
 
Increasing pressure to control health care costs necessitates that limited healthcare resources 
be used equitably and judiciously. Healthcare expenditures must be correlated with high 
quality and efficiency in the delivery of services to improve health outcomes. This requires 
understanding the benefits and effectiveness of clinical procedures, recognizing the major 
drivers of health care costs, and identifying potential means for achieving savings.  
 
 
Key Findings and Recommendations from the Paper 
 
The key policy options most likely to achieve the greatest cost savings are those that: 
 

• Reduce avoidable, ineffective, and duplicate use of services—including technology that 
does not improve patient care—and encourage clinically effective care based on 
comparative effectiveness research and implementation of information technology. 

o Analyze costs and benefits before new medical technology is allowed to enter the 
market. 

o Coverage decisions should reflect evidence of effectiveness. 
o Benefits should be designed to encourage patient responsibility without deterring 

needed care. 
o Shared decision-making should be encouraged. 



• Pay appropriately for health care services, and encourage adoption of innovative 
models of health care delivery. 

o Pilot test and adopt new models to align incentives with desired outcomes. 
o Accelerate adoption of the Patient-Centered Medical Home. 
o Reimburse physicians for care coordination. 
o Make primary care compensation competitive with other specialties. 

• Ensure accurate pricing of services. 
o Require an independent study to evaluate and address inappropriate regional 

variation in pricing and costs. 
o The federal government should use its purchasing power to negotiate the price of 

drugs covered by public plans. 
o Improve the accuracy of relative values for physician services. 

• Ensure an appropriate physician workforce specialty mix. 
o Establish specific and measurable goals for desired physician workforce. 
o Strategically lift caps on Medicare funded graduate medical education positions. 
o Increased funding for programs that provide scholarships or loan forgiveness to 

primary care physicians who complete a service obligation in underserved areas. 
• Reduce administrative costs. 

o Health insurance claims should be uniform across all payers. 
o Study and reduce administrative burdens on physicians. 
o Establish an on-line platform for all benefit and medical necessity determinations. 

• Reduce costs from medical malpractice and defensive medicine. 
o Study no-fault systems including health courts. 
o Enact caps on non-economic damages. 
o Provide physician immunity from malpractice claims for “failure-to-inform" for 

appropriately administered treatments in conjunction with patient shared 
decision-making. 

• Promote wellness, prevention, chronic care management, changes in unhealthy 
behaviors, and encourage patient responsibility for health and cost-consciousness. 

o Increasing funding for wellness and prevention programs, health promotion, 
public health activities, and support of the public health infrastructure. 

o End agricultural subsidies for products harmful to health, such as tobacco, 
increase taxes on tobacco products, and strengthen regulation of the marketing 
and labeling of tobacco products. Revenue from such measures should be used 
to promote programs to improve population health. 

 
For More Information 
 
This issue brief provides an overview of the ACP position paper, Controlling Health Care Costs 
While Promoting the Best Possible Health Outcomes. The full paper, containing 47 
recommendations for controlling the major drivers of health care costs, is available at 
http://www.acponline.org/advocacy/where_we_stand/policy/controlling_healthcare_costs.pdf.    
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Executive Summary

Public policymakers in the United States, like those in most other countries,
have struggled to find ways to restrain rapidly rising health care costs while 
providing opportunities for all persons to live better, healthier lives. Yet the rate
of increase in U.S. spending on health care continues to exceed the rate of 
economic growth at an unsustainable pace. Pressures to reduce costs in the
United States are intensifying due to current fiscal and economic constraints,
an aging population, and many other factors. The American College of Physicians
(ACP), the nation's largest medical specialty organization representing 129,000
physicians and medical students, is particularly concerned that the high cost of
health care in the U.S. is not correlated with high quality and efficiency in the
delivery of services or improved health outcomes.

Prior to being selected as director of the Office of Management and Budget,
Peter Orszag, then-director of the Congressional Budget Office, declared that the
rate of growth in health care spending is the single most important factor deter-
mining the nation's long-term fiscal condition (1). The Obama Administration
and Congress will need to deal quickly with the mounting fiscal pressure to take
action to reduce the rate of growth in health care spending. This white paper is
designed to help guide public policymakers as they grapple with this Herculean
task. It begins by providing an overview of U.S. health care spending and iden-
tifies the principal payers. It then discusses the major drivers of rising health
care costs and identifies potential means for achieving savings. The paper does
not address environmental factors that may contribute to the costs of health
care. It also does not address long-term care or mental health care, which are
major factors in the costs of health care worthy of a separate study.

In this paper we identify and analyze 10 key drivers of health care costs:
Advancing Technology, Demographics and Declining Health Status, Lack of
Productivity Growth, Inappropriate Utilization, Payment System Distortions,
Consumer Price Insensitivity, Medical Errors and Inefficiency, Medical
Malpractice and Defensive Medicine, Higher Prices, and Administrative Costs.
We then present public policy options to control health care costs generated by
each of these key drivers.

The key policy options most likely to achieve the greatest cost savings are
those that:

A. Reduce avoidable, ineffective, and duplicate use of services,
including technology, and encourage clinically effective care based
on comparative effectiveness research and implementation of
information technology.

B. Pay appropriately for health care services, and encourage adoption
of innovative models of health care delivery, such as the Patient-
Centered Medical Home.

C. Ensure accurate pricing of services.
D. Ensure an appropriate physician workforce specialty mix.
E. Reduce administrative costs.
F. Reduce costs from medical malpractice and defensive medicine.
G. Promote wellness, prevention, chronic care management, changes

in unhealthy behaviors, and encourage patient responsibility for
health and cost-consciousness.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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This paper addresses the maldistribution of health care expenditures and the
need for equitable and judicious use of resources. In addition to the options pre-
sented in this paper, others could be considered that have been used in other
countries, but are not likely to be accepted by the American public, at least until
other approaches have been tried. Accordingly, this paper does not specifically
address approaches, such as global budgets, explicit rationing of services (denial
of services based on health status, age, quality of life for the cost involved, or
other factors), or nationalization of U.S. health care.

ACP has much existing policy that addresses both the drivers of health care
costs and options for controlling them. Existing ACP policies are summarized.
The reader is referred to the full position papers for further details and ration-
ale. This paper contains summaries of existing policies relevant to reducing
costs as well as new ACP public policy positions.

Options for Controlling Costs from Inappropriate Use

Enhance and Coordinate Technology Assessments

1. A coordinated, independent, and evidence-based assessment
process should be created to analyze the costs and clinical benefits
of new medical technology before it enters the market, including
comparisons with existing technologies. Such information should
be incorporated into approval, coverage, payment, and plan benefit
decisions. The assessment process should balance the need to
inform decisions on coverage and resource planning and allocation
with the need to ensure that such research does not limit the devel-
opment and diffusion of new technology of value to patients and
clinicians or stifle innovation by making it too difficult for new
technologies to gain approval.

2. Coverage of tests and procedures should not be denied solely on
the basis of cost-effectiveness ratios; coverage decisions should
reflect evidence of appropriate utilization and clinical effectiveness.

3. Useful information about the effectiveness and outcomes of tech-
nology and public education should be widely disseminated to
reduce patient and physician demand for technologies of unproven
benefit.

Comparative Effectiveness Research

4. Efforts should be made to improve access to information comparing
clinical management strategies.

5. An adequately funded, trusted national entity should be charged with
systematically developing both comparative clinical and comparative
cost-effectiveness evidence for competing clinical management strate-
gies. It should prioritize, sponsor, or produce comparative information
on the relative clinical effectiveness, safety, and cost-effectiveness of
medical services, drugs, devices, therapies, and procedures. 

6. The federal government should have a significant role in funding,
implementing, and maintaining this comparative effectiveness entity.

7. Cost should never be used as the sole criterion for evaluating a 
clinical intervention, but it should be considered alongside the
explicit, transparent consideration of the comparative effectiveness
of the intervention.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes



3

8. Health care payers, physicians and other health professionals, and
patients should consider both comparative clinical and cost-effec-
tiveness information in evaluating a clinical intervention.

9. Employers and health plans should consider adopting value-based
benefit design programs that use comparative research on clinical
outcomes and cost effectiveness developed by an independent 
entity that does not have an economic interest in the benefit 
determinations.

Enhance Use of Health Information Technology

10. Payment policies should create incentives for physicians and other
health professionals and providers to use health information tech-
nologies that have the functions and capabilities needed to
improve clinical decision-making at the point of care, including
functions designed to support care consistent with evidence-based
guidelines, care coordination, and preventive and patient-
centered care.

11. Technical support, training, and funding should be provided to
help primary care practices, especially smaller ones, acquire health
information technologies that have the functions needed to
become Patient-Centered Medical Homes (PCMHs).

Encourage Cost-Consciousness and Patient Involvement in Shared Decision-
Making

12. Health insurance benefits should be designed to encourage
patient cost-consciousness and responsibility without deterring
patients from receiving needed and appropriate services or par-
ticipating in their care.

13. Physicians and other health care providers, including medical
technology and pharmaceutical manufacturers and suppliers of
medical equipment, should provide price transparency on the
goods and services they provide.

14. Physicians should engage patients in shared decision-making and
provide patients with sufficient information about all clinically
appropriate treatment options and risk and risk/benefits, so that
patients can make informed choices.

15. All payers should encourage shared decision-making and pay
physicians for the additional time and resources involved, including
the cost of providing patient-shared decision-making tools and
maintaining a shared decision-making process.

16. Medicare should undertake demonstration projects to develop
implementation models for shared decision-making and for the
development and testing of decision aids.

17. Physicians and patients should engage in advance planning to help
ensure that treatment decisions, including surrogate decision-
making, are in accord with the patient's values and wishes.
Medically appropriate care should never be withheld solely because
of costs.

18. Research should seek to enhance the quality of life for terminally ill
patients and their caregivers, and incentives should be provided for
palliative care programs and hospice services in all settings.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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Certificate of Need Laws and Health Planning

19. Local, state, and regional health planning should be done to iden-
tify health care needs and to appropriately allocate resources to
meet those needs. This planning should be conducted in a way
that promotes public engagement in the development of the plans
and subsequent adherence to them.

20. Research is needed on the effectiveness of Certificate of Need
(CON) programs for reviewing proposed capital expenditures,
acquisitions of major medical equipment, and new institutional
facilities to reduce maldistribution and redundancy and to ensure
that health care resources are best allocated in accord with health
care needs. This research should include exploration of the char-
acteristics of CON programs that have had the greatest or least
beneficial impact on reducing unnecessary capacity with sufficient
public support to be accepted.

Options for Controlling Costs from Payment System Distortions

Pay Appropriately for Health Care Services, and Encourage Adoption of the
Patient-Centered Medical Home and Other Innovative Models of Health Care
Delivery

21. Congress should provide the Secretary of the Department of
Health and Human Services with authority and funding to con-
duct voluntary pilots of innovative models to better align physician
payment with desired outcomes pertaining to quality, cost-effec-
tiveness, and efficient patient-centered care and create a 
fast-track process and timeline for widespread adoption of the
models that are shown to have the greatest positive impact on
these desired outcomes.

22. Medicare and other payers should accelerate adoption of the
PCMH model by transitioning to a coverage and payment structure
for qualifying practices. Payments to qualified PCMHs should
include severity-adjusted monthly bundled care coordination pay-
ments, prospective payments per eligible patient, fee-for-service
payments for visits, and performance-based payments based on
evidence-based quality, patient satisfaction, and efficiency measures.
The monthly bundled care coordination payment should cover
the practice overhead costs of a PCMH linked to the costs of 
providing services that are not currently paid under the present
system. It should also cover the work value of physician and non-
physician clinical and administrative care coordination activities
of the PCMH that take place outside of face-to-face visits. Other
payment models to support care provided through a PCMH
could also be pilot-tested.

23. Physicians and multidisciplinary teams should be paid for care
management and care coordination services provided on a fee-
for-service basis.

24. Fee-for-service payments to primary care physicians should be
increased to be competitive with payments for other fields and
specialties in medicine to ensure a sufficient supply of primary
care physicians that will help save costs in the long run.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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Options for Controlling Costs from Inappropriate Prices

Ensure Accurate Pricing of Services

25. Congress should charge the Institute of Medicine or another
appropriate study group to explore the factors behind regional
variations in health care services and issue a report. The report
should recommend public policy interventions to improve out-
comes and lower the costs of care in areas of the country that have
higher per capita expenditures and poorer outcomes, even after
correcting for differences in demographics and other characteristics
of the population served.

26. The Federal government should take action to reduce the high
cost of prescription drugs in the United States by using its 
purchasing power to obtain the best prices from pharmaceutical
manufacturers covered by publically funded plans, including
Medicare, similar to the prescription drug purchasing process
used by the Veterans Administration. However, ensuring high-
quality and patient safety and support for continued innovation
and research on drugs that can advance medical care must remain
the top priority of any program to address the price of prescrip-
tion drugs. Prescription drug importation is not a long-term 
solution to the high cost of prescription drugs. Efforts to reduce
prescription drug prices should include:

a. Encouraging increased competition among brand-name manu-
facturers

b. Studying the effectiveness of prescription drug substitutes, such
as lower-cost, therapeutically equivalent medications and expe-
diting approval of generic drugs and encouraging their use

c. Negotiating volume discounts on prescription drug prices and
pursuing prescription drug bulk purchasing agreements under
the Medicare program

d. Encouraging pharmaceutical manufacturers to expand their
patient assistance and drug discount programs and increase
patient education for these programs.

27. The accuracy of relative value determinations under Medicare
should be ensured through improvements in the processes for
identifying potentially undervalued and overvalued services, for
recommending new and revised physician work relative value
units, and for determination of practice expenses.

Options for Ensuring an Appropriate Physician Workforce Specialty Mix

28. Congress should charge a federal agency to convene an advisory
group of experts on physician workforce. The advisory group
should include representatives of national membership societies
representing primary care physicians, nursing, physician assistants,
and consumer and patient advocacy groups. It should also develop
specific and measurable goals regarding numbers and proportions
of primary care physicians and other clinicians needed to meet
current and future demands for primary care, including those
associated with expansions of coverage.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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29. Congress should strategically lift restrictions on the number of
residency training positions that Medicare can reimburse for the
direct and indirect costs of graduate medical education to encourage
increased opportunities for the training of physicians in primary
care.

30. The federal government should design and implement policies to
produce immediate, measurable increases in primary care work-
force capacity and to improve the training environment for the
primary health care professions.

31. Appropriations should be increased for scholarship and loan
repayment programs under Title VII and the National Health
Services Corps to increase the number of positions available to
physicians who agree to train in a primary care specialty and com-
plete a reasonable primary care service obligation. New pathways
to eliminate debt should be created for internists, family physi-
cians, and pediatricians who meet a service obligation in a critical
shortage area or facility.

Options for Controlling Administrative Costs

32. Congress should request that the Institute of Medicine or another
appropriate entity conduct a comprehensive assessment of admin-
istrative, paperwork, documentation, and medical review require-
ments imposed on physicians by federal regulatory agencies, pub-
lic and private health plans and state governments. This study
should determine the amount of time typically required by physi-
cians to meet such requirements and identify specific strategies to
reduce the time required. Particular attention should be given to
the administrative burdens imposed on primary care physicians,
such as micromanagement of E&M documentation.

33. Congress should enact legislation to:

a. Require that any new regulatory requirements that would create
added costs to physician practices be accompanied with funding
to offset such costs and establish a moratorium on any new 
regulations that would create additional unfunded costs to
physician practices.

b. Simplify and shorten the physician enrollment process under
Medicare by allowing physicians to use external databases to
submit demographic and credentialing information required to
establish and maintain Medicare participating physician status.

c. Study "real-time" adjudication of claims for physician services.
d. Study opportunities to collaborate with private sector relief and

simplification efforts.
e. Test models that eliminate documentation requirements for

E/M services, pre-authorizations, retrospective medical utiliza-
tion review, and other regulatory and paperwork requirements
for physician practices that qualify as PCMHs or that participate
in other designed programs where the performance of such
practices are measured based on quality, efficiency, and patient
satisfaction metrics.

34. Health insurance forms should be uniform across insurers, 
(e.g., a single durable medical equipment approval form, a single
referral form).
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35. An online platform should be established in which all benefit
information, forms, formularies, and prior approval information
could be accessed and completed online with as little disruption to
medical practices as possible.

36. A standard physician credentialing and re-credentialing form
should be used, with the input of practicing physicians in the
development of the form. The universal credentialing form should
be linked to an electronic database so the re-credentialing form
can be prepopulated with previously submitted data from the
physician.

37. Health insurance companies should be required to disclose fully
and uniformly the portion of health care premiums that is spent
on administration, including the percentage of premium dollars
allocated to marketing, claims processing, other administrative
expenses, profits, and reserves as well as the payment for covered
benefits.

Options for Controlling Costs from Medical Malpractice and Defensive
Medicine

Tort Reform

38. Further studies should be done on the value of professional 
liability insurance reforms, including no-fault systems, enterprise
liability, the bifurcation of jury trials, raising the burden of proof,
shorter statutes of limitation on claims, and elimination of joint
and several liability claims.

39. Professional liability reforms should be considered at both the
state and federal levels including allowing periodic payments of
future damages over $50,000, establishing sliding scales for attor-
neys' fees, and giving states flexibility to develop Alternative
Dispute Resolution programs, including health courts.

40. Legislation should be enacted to establish $250,000 caps on
noneconomic damages for professional liability cases.

41. Offsets for collateral source payments should be allowed in pro-
fessional liability cases.

42. Physicians should be immune from patient malpractice claims of
"failure-to-inform" for appropriately administered treatments
provided by physicians in conjunction with documented patient-
shared decision-making.

Options for Controlling Costs from Declining Health Status and
Demographics

Wellness, Prevention, and Chronic Disease Management

43. Encourage individuals to take responsibility for their own health
through exercise, preventive care, healthy diets and nutrition, and
other health-promotion activities. ACP supports efforts to evaluate
the effectiveness of wellness programs and to encourage employers
to purchase benefit packages that include cost-effective wellness
care. ACP also advocates that Medicare should provide coverage for
preventive care, including appropriate screening services.
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44. Federal and state funding for health promotion, public health
activities, and support of the public health infrastructure should
increase.

45. Public policy should support steps to increase the health and well-
ness of the population, promote changes in unhealthy behaviors,
and reduce the burden of chronic disease, such as obesity, diabetes,
and smoking-related illnesses. Steps should include ending agri-
cultural subsidies for products harmful to health, such as tobacco,
increasing taxes on tobacco products, and strengthening regulation
of the marketing and labeling of tobacco products. Revenue from
such measures should be used to promote healthy nutrition,
smoking cessation, and obesity prevention as well as to promote
healthy nutrition and physical education in our schools and 
communities. Policies should promote community planning that
supports walking, bicycling, and other physical activities for
healthy lifestyles.

46. Public and private health insurers should encourage preventive
health care by providing full coverage, with no cost-sharing, for
preventive services recommended by an expert advisory group,
such as the U.S. Preventive Services Task Force.

47. Employers and health plans should fund programs proven to be
effective in reducing obesity, stopping smoking, deterring alcohol
abuse, and promoting wellness and providing coverage or sub-
sidies for individuals to participate in such programs.

Overview of U.S. Health Care Expenditures
The U.S spends more on health care than any other country. Spending on
health care in the United States has been growing at a faster pace than spending
in the rest of the economy since the 1960s. In 1960, total spending on health
care was 4.7% of the gross domestic product (GDP). Between 1960 and 1999,
real per capita health spending exceeded growth of the GDP by about 2.4% a
year (2). In 1965, when the Medicare program was enacted, national health care
spending was $42.3 billion, 5.9% of GDP. By 2007, national health care spend-
ing was $2.2 trillion, 16.2% of GDP or $7,421 per person (3). By 2017, health
care spending is expected to reach $4.3 trillion ($13,101 per person) and 20%
of the GDP (4). The major components of U.S. health care spending are 
hospitals (31%), physician and clinical services (21%), pharmaceuticals (10%),
and other spending (25%) (5). Prescription drug spending went from 5.8% 
in 2005 to 8.5% in 2006; total spending reached $216.7 billion. The
Congressional Budget Office (CBO) projects that without any changes in 
federal law, total spending on health care will reach 25% of GDP in 2025,
30% by 2035, and 49% in 2082 (6).

High health care costs lead to higher premiums for employers and employees,
increased expenditures for public programs, slower growth in real wages, and
greater out-of-pocket costs for individuals. Rising health insurance premiums
mean more Americans do not have health insurance. A recent study commis-
sioned by the Robert Wood Johnson Foundation attributed much of the growth
in the number of uninsured to rising costs. It noted that "total premiums for
employer plans have risen six to eight times faster than wages, depending on
whether individual or family coverage is picked." The study found that "about
20.7 million workers were uninsured in the mid-1990s. A decade later, it was
26.9 million, an increase of about 6 million." (7)

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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The high cost of health care is particularly alarming considering that it is not
correlated with better health outcomes. International comparisons of measures
of health (life expectancy at birth, infant mortality, and deaths per 100,000 for
diseases of the respiratory system and for diabetes) indicate that health in the
United States is not better than in most other industrialized countries despite
the higher level of expenditure (8).

U.S. Compared with Other Developed Countries

Even after adjustment for higher per-capita income levels, the U.S. spends
$1,645 per capita more on health care than other industrialized countries (9).
It spends a greater share of its GDP on health care than any other country. Data
for 2005 from the Organisation for Economic Co-operation and Development
(OECD) for its 30 member countries show that the United States spent 15.3%
of its GDP on health care, whereas other industrialized countries spent 8% to
11%, with an average of 9.0%. Despite much greater expenditures, the volume
of medical services (e.g., physician and hospital visits) used by U.S. residents is
roughly similar to that of other OECD countries (8).

As a wealthy nation, the United States can devote more of its national
income to health care than other countries. However, despite high spending,
surveys by the Commonwealth Fund on patient primary care experiences found
that the U.S. health care system ranked last on patient safety, patient-
centeredness, efficiency, and equity. Of 51 indicators of quality of care, the U.S
ranked first on only six indicators, including effectiveness of care, but was last
or tied for last on 27 (10). Detailed comparative analysis of health care in the
United States and 12 other developed countries is provided in the ACP position
paper, Achieving a High Performance Health Care System with Universal Access:
What the United States Can Learn from Other Countries (11).

Major Drivers of Health Care Costs and Options for Cost Control
A recent report from the Synthesis Project and the Center for Studying Health
Systems Change identifies the top drivers of growth in health care spending as
advancing technology, declining health status, and lack of growth in productivity
(including inappropriate utilization) (12). It characterizes as a myth that demo-
graphic factors (aging baby boomers) account for much of the growth in health
care spending. In this paper, we also address controlling costs from payment 
system distortions, demographics, lack of patient involvement in decision-making,
controlling costs from medical errors and inefficiency, medical malpractice and
defensive medicine, administrative costs, and higher prices and salaries.

In the following sections, we address each of the major cost drivers, discuss
preferred options for controlling the costs attributable to each, and present
ACP policy positions.

Cost Driver: Inappropriate Utilization and Advancing Technology

Technology is broadly defined to include the drugs, devices, and medical and
surgical procedures used in health care, as well as measures for prevention and
rehabilitation of disease (13). According to an analysis by the Kaiser Family
Foundation, at least half of the growth in medical spending in recent years is
attributable to technological change (14). Technological progress has been seen
as accounting for as much as 75% of the increase in U.S. health care expendi-
tures over time (15). A recent review by the Congressional Budget Office also

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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found that "The general consensus among health economists is that the large
increase in health care spending over the past several decades was principally the
result of the emergence of new medical technologies and services and their
adoption and widespread diffusion by the U.S. health care system."(16) The
myriad benefits of technological innovation in health care have included
increased life expectancy, reduced disability among the elderly, and reductions
in mortality from many diseases, including heart attacks, strokes and breast
cancer. These health care improvements, and their associated indirect savings
in reducing potential lost economic output, more than offset their direct costs.
However, the high costs of many new technologies make it imperative that
these resources be used wisely (17).

It must be recognized that although the high use of new technology is a
factor, it is also high prices that produce profits to investors and manufacturers
and prompt vigorous lobbying to remove barriers to technology use. The price
in Europe or Canada for many of the same technology-dependent services is far
less, corresponding profits are less, and utilization is less, but clinical outcomes
are similar or better.

As the Institute of Medicine (IOM) has observed, "new pharmaceuticals,
medical devices, biologics and procedures are introduced constantly, and the
pace is quickening." The use of technology is determined primarily by physi-
cians and hospitals. Yet, as the IOM also notes, "there is a lack of reliable and
practical information about what works best at either the level of the individual
patient or the level of the population as a whole."(18) Greater availability of
technology is associated with greater per capita utilization and higher spending
(19). As an example, treatment of myocardial infarction has been transformed
from a single form of treatment of a week in the coronary care unit with phar-
macologic intervention, to multiple possible modalities of therapy, including
thrombolytic therapy, angiography, angioplasty or coronary bypass surgery.
These innovations require more capital, labor and other expenses associated
with increased knowledge. Early adoption is associated with higher introductory
prices and costlier new technologies tend to replace, or are used in addition to,
older, less expensive ones (20).

The process of owning and operating medical equipment for imaging and
minor surgeries has changed over time. Many outpatient centers and even
smaller physician-owned centers now provide services, such as CT and MRI
scans. Yet prices for these services reflect the high prices when the technology
was new, even though the equipment now has become ubiquitous. To cover the
cost of leasing an MRI machine, an office needs to perform approximately four
scans per day per scanner. The U.S. has approximately 54% more CT scanners
and 40% more MRI machines per million of population than other developed
nations. Only Japan has more scanners per capita than the U.S. However, in
Japan prices are low, incentives to intervene are lower and profits are therefore
lower; thus, high capacity and use does not generate high costs. The excess
capacity and high prices in the U.S. translates into some $40 billion of addi-
tional cost to the U.S. health care system (9). 

As the prices, utilization and cumulative costs of drugs and technology
increase in the face of limited available financial resources (public, private and
individual), there is growing pressure to use health care resources more wisely.
But scientific data on clinical effectiveness and cost-effectiveness is often lacking.
The appropriate applications and likely outcomes for many medical interven-
tions are unclear. This "evidence gap" hinders medical care decision-making,
typically leaving physicians and patients without sufficient information for making
informed choices among diagnostic and therapeutic options.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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The IOM advises,

Ultimately, the central challenge is not best expressed as primarily one
of over-use or under-use of services, but one increasingly related to the
lack of available evidence to achieve the right care for any given patient.
Information on which to compare the results from drugs with the same
purpose is often not available. For example, both Lucentis and Avastin
are promising new drugs for treatment of macular degeneration, but
head-to-head information on the relative outcomes is not available—
and one costs about 20 times the amount of the other. Similarly, 
different approaches to radiation therapy—intensity-modulated radio-
therapy and conformal radiotherapy—have very different costs but 
currently inadequate information on which to base clinical judgments.
And the pace of introduction of new genetic prognostic tests is on an
exponential course without the necessary evidence on the results for
clinical decisions and outcomes (18).

The United States lacks a coordinated policy on health technology assessment
and has little regulation of the diffusion of technology. There is no centralized
authority for coordinating assessments of the clinical effectiveness or cost-effec-
tiveness of new technology. Instead, technology assessments in the United
States are conducted by a variety of public and private organizations, including
the Agency for Healthcare Research and Quality (AHRQ), the Medicare
Coverage Advisory Committee, Blue Cross/Blue Shield, and the Department
of Veterans Affairs. Clinical effectiveness evaluations and determinations of
best practices are also made by professional organizations, such as ACP, the
American College of Cardiology, the American Heart Association, and the
American Academy of Obstetrics and Gynecology. AHRQ also contracts with
institutions in the United States and Canada to serve as Evidence-based Practice
Centers that produce evidence-based reports and technology assessments.
Health insurance plans and health maintenance organizations (HMOs) are free
to base coverage decisions on any available evaluations, to make their own
assessments, or to ignore research findings. Likewise, physicians, hospitals, and
patients are free to order or utilize health care technology regardless of evalu-
ations of clinical effectiveness or costs in relation to benefits.

The United States attempted to control the use of health care technology
on a national basis during the 1970s through several mechanisms. The National
Health Planning Act provided funds to states for health planning efforts that
included requirements for health care entities to obtain prior approval through a
Certificate of Need process prior to the purchase of new facilities or major capi-
tal expenditures for new technological equipment. The Office of Technology
Assessment (OTA) also was created as an advisory agency to the Congress. It 
studied a variety of health care topics, including the costs and benefits of screen-
ing tests for several diseases, and produced an extensive review and analysis on
improving evidence about the clinical effectiveness and cost-effectiveness of med-
ical treatments. The National Center for Health Care Technology, established
in 1978, had a broad mandate to conduct and promote research on health care
technology. However, the new Administration and the Congress as well as
opposition from some provider and industry groups resulted in the demise 
of the Center (21) and repeal of the Health Planning Act in 1981. OTA was
eliminated in 1995.

Consequently, access to the latest technology is widely available in the U.S. with
little or no waiting time to anyone with adequate insurance or ability to pay (22).

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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With relatively little restraint on the spread of technology and high profit margins
on the use of much technology, such innovations as tomography, 
magnetic resonance imaging, and neonatal intensive care units are more readily
adopted and more rapidly dispersed in the United States than in other countries.
Rapid diffusion of highly reimbursed health care technologies with undocu-
mented benefits (e.g., coronary calcium scanning) contributes to the rapidly rising
costs of the U.S. health care system, not only from overuse of high-cost tech-
nology but also by the costs of additional testing to follow-up on abnormal tests.
In markets, as currently exist in the United States, where prices (reimburse-
ment) are predominantly determined by regulatory authorities (Medicare and
Medicaid) and political processes, an abundance of available services fails to
drive down high prices and profit margins. Likewise, lack of a free market fails
to raise prices for undervalued services or correct for shortages, such as low 
payments for evaluation and management services and shortages of primary care
physicians (17). In contrast, where a free market does exist for services not 
covered by Medicare or insurance, price competition more normally reacts to
the market influences of supply and demand. For example, charges for LASIK
surgery have dropped dramatically to as low as $199 per eye in some areas
from prices as high as $2500 per eye a few years ago.

Options for Controlling Costs from Inappropriate Utilization and Advancing
Technology

Enhance and Coordinate Technology Assessments

The Institute of Medicine (IOM) defines technology assessment broadly as:

any process of examining and reporting properties of a medical technolo-
gy used in health care, such as safety, efficacy, feasibility and indications for
use, cost, and cost-effectiveness, as well as social, economic, and ethical
consequences, whether intended or unintended (22).

A narrower definition considers it to be "studies of safety, efficacy, outcomes,
and costs, usually performed to inform coverage or benefit design decisions." (23)

At least 45 agencies in 22 countries, including AHRQ for the United States,
share technology assessment information through the International Network of
Agencies for Health Technology Assessment (INAHTA). INAHTA "seeks to
inform health policy makers by using the best scientific evidence on the medical,
social, economic and ethical implications of investments in health care."
Technology assessments collected by INAHTA seek to:

1. Identify evidence, or lack of evidence, on the benefits and costs of health
interventions

2. Synthesize health research findings about the effectiveness of different
health interventions

3. Evaluate the economic implications and analyze cost and cost-effective-
ness

4. Appraise social and ethical implications of the diffusion and use of health
technologies as well as their organizational implications (13).

In Great Britain, the National Institute for Health and Clinical Excellence
(NICE) conducts assessments of health care technology to provide guidance on
effective means for the prevention of and treatment of illness. Technology
appraisals are conducted on the use of new and existing medicines, treatments
and procedures. The incremental costs of new technologies are calculated on
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the basis of quality-adjusted life-years per unit of health benefit. Those with a
score above a certain threshold, such as $50,000 per quality-adjusted life-year,
are not recommended for coverage by the British National Health Service (24).
Australia and other countries also have mechanisms for equitably judging and
deciding on the adoption of new health care technology.

The downside of restricting adoption of technology is that it impedes
advances in medical science and improvements in patient care. Basing insurance
coverage decisions on calculations of benefits using quality-adjusted life-years
results in rationing that limits access for treatments that could be beneficial for
individual patients, particularly for those suffering from rare diseases for which
the calculated economic benefit for society as a whole would be relatively small.

Since 1989, the AHRQ has been the most prominent federal agency sup-
porting various types of research on the comparative effectiveness of medical
treatments (25). The formation of an independent agency in the United States,
insulated from political pressure, has often been proposed to conduct analyses
of clinical and cost-effectiveness of new technology (25-27).

Recommendations

1. A coordinated, independent, and evidence-based assessment
process should be created to analyze the costs and clinical benefits
of new medical technology before it enters the market, including
comparisons with existing technologies. Such information should
be incorporated into approval, coverage, payment, and plan benefit
decisions. The assessment process should balance the need to
inform decisions on coverage and resource planning and allocation
with the need to ensure that such research does not limit the devel-
opment and diffusion of new technology of value to patients and
clinicians or stifle innovation by making it too difficult for new
technologies to gain approval.

2. Coverage of tests and treatments should not be denied solely on the
basis of cost-effectiveness ratios; coverage decisions should reflect
evidence of appropriate utilization and clinical effectiveness.

3. Useful information about the effectiveness and outcomes of tech-
nology and public education should be widely disseminated to
reduce patient and physician demand for technologies of unproven
benefit.

Comparative Effectiveness

Comparative effectiveness research, when utilized by medical decision-makers,
has the potential to reduce overutilization of procedures and services and avoid
use of unnecessary or unproven medical services. When there are no alterna-
tives, studies should determine if a procedure is clinically effective. Savings
result if the research prompts use of less costly services that achieve compara-
ble outcomes. Cost savings are also possible by preventing avoidable adverse
outcomes.

Comparative effectiveness data would be useful for employers and con-
sumers using value-based benefit design for controlling health care costs. This
is somewhat similar to the practice of pharmacy benefit managers in limiting
coverage or reducing co-payments only for those medications, typically gener-
ic drugs, found to be the most cost-effective. Health plans using this model link
the amount of coverage to the value of the technology or service. Those tech-
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nologies, services, or procedures deemed to be of high-value would have little
or no co-payment requirements for patients; those of lower value would require
higher cost-sharing amounts. Products and services not shown to be effective
would not be covered. Health plans using value-based benefits seek to save
money by discouraging the use of services when the benefits do not justify the
costs. Concerns exist about seeking savings by linking coverage and cost-shar-
ing provision to comparisons of the value of alternative medical treatments, the
cost-effectiveness among physicians, and costs among generalists versus spe-
cialists and among physicians and nonphysician providers (28). Concerns also
arise about who determines the values, how they are determined, and the impact
on medical decision-making. Application of value-based benefit design could
also have adverse effects for patients with special needs requiring expensive
technology, such as kidney dialysis patients (29).

Much clinical research is conducted by insurers, health manufacturers,
health care delivery organizations, and professional societies. U.S. pharmaceutical
and biotechnology research companies spent $58.8 billion in 2007 on research
and development (30). Much industry R&D was for Phase 3 and 4 clinical trials,
but relatively little of this was for comparative studies of clinical effectiveness
(18). National expenditures on comparable effectiveness research are miniscule
compared with total health care spending. Total federal government appropri-
ations for all health services research, only a small portion of which is for 
clinical effectiveness research, were about $1.5 billion in 2005 (31). Federal
funding for comparative effectiveness research amounts to less than 0.1% of the
$2 trillion that the nation spends annually on health care. In a recent report on
restructuring the U.S. Department of Health and Human Services, the IOM
recommended that HHS establish "a formal and substantial capability to 
compare the effectiveness of medical interventions and procedures."(32)

After reviewing comparative effectiveness efforts in this country and inter-
nationally, the ACP concluded that, "the United States expends insufficient
funds to develop comparative effectiveness data; that no coordination or prior-
itization of current efforts exists in either the public or private sectors to 
produce comparative effectiveness information; and that the absence of readily
available comparative effectiveness information interferes with the ability of
physicians and their patients to make effective, informed treatment choices
that meet the unique needs and preferences of the patient and facilitate the 
ability of payers to optimize the value of their health care expenditures". (33)
Accordingly, the College asserts that the availability of data on both clinical and
cost-effectiveness in an explicit and transparent form is vital to obtaining value
for health care expenditures (34). Efforts should be made to make information
comparing the effectiveness of different clinical management strategies more
readily available and comprehensible.

The Congressional Budget Office (CBO) estimates that 5% of the nation's
Gross Domestic Product (GDP)—$700 billion per year—is spent on tests and
procedures that do not actually improve health outcomes (35). Although the
potential savings from the development and use of comparative effectiveness
research may be substantial, the CBO warns that it would take several years,
perhaps a decade or more, before additional research on comparative effec-
tiveness could have a noticeable impact on health care spending. The CBO
explains that it would take considerable time to get new research activities
underway, there would be a lag before results were generated, additional time
would elapse before a substantial body of results was amassed, more time and
studies could be needed to achieve consensus on for appropriate conclusions to
be drawn, and "much would depend on how private and public insurers used
that information and whether and how the results were incorporated into the
incentives facing providers and patients."(25)

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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The CBO found that Federal funding for comparative effectiveness
research would need to begin at $100 million in 2010, grow to $400 million in
2014, and remain at that level through 2019. It expects that there would be only
modest changes in medical practice in response to evidence on the effectiveness
of alternative treatments. The net effect would be to reduce total spending on
health care in the United States by an estimated $8 billion over the years
2010–2019 (less than one-tenth of 1 percent). However, reductions in federal
spending on health care—primarily for Medicare, Medicaid, and the Federal
Employees Health Benefits program—would total about $100 million over the
2010–2014 period and about $1.3 billion over 2010–2019. Because of the time
lag between funding research and implementation into practice, CBO projects
the effect would be to increase Federal spending by $490 million during the first
5 years and by $1.1 billion over 10 years. After completion of the 10-year period,
annual reductions in federal health care spending would be slightly larger than
the increased spending on research (36).

The American Recovery and Reinvestment Act of 2009 (H.R. 1) provided
$400,000,000 for comparative effectiveness research (37). Included in this funding
was $1,500,000 for a study by the IOM to develop recommendations on
national priorities for comparative effectiveness research. A final report of the
IOM Committee listing priority topics for comparative effectiveness research
was issued on June 30, 2009 (38).

Recommendations

4. Efforts should be made to improve access to information com-
paring clinical management strategies.

5. An adequately funded, trusted national entity should be charged
with systematically developing both comparative clinical and 
comparative cost-effectiveness evidence for competing clinical
management strategies. It should prioritize, sponsor, or produce
comparative information on the relative clinical effectiveness,
safety, and cost-effectiveness of medical services, drugs, devices,
therapies, and procedures.

6. The federal government should have a significant role in funding,
implementing, and maintaining this comparative effectiveness
entity.

7. Cost should never be used as the sole criterion for evaluating a
clinical intervention, but it should be considered alongside the
explicit, transparent consideration of the comparative effectiveness
of the intervention.

8. Health care payers, physicians and other health professionals, and
patients should consider both comparative clinical and cost-effec-
tiveness information in evaluating a clinical intervention.

9. Employers and health plans should consider adopting value-based
benefit design programs that use comparative research on clinical
outcomes and cost effectiveness developed by an independent
entity that does not have an economic interest in the benefit
determinations.

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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Enhance Use of Health Information Technology to Better Ensure Appropriate
Utilization and Reduce Inefficiency and Medical Errors

The IOM's 1999 Report, To Er is Human–Building a Safer Health System,(39)
suggested that up to 98,000 Americans die each year as a result of medical
errors. The report also highlighted preventable medication errors and other
inefficiencies. The IOM report recommended that systemic changes were
needed to improve the quality and safety of medical care. According to a recent
annual report by HealthGrades, errors are still common at hospitals across the
country (40). The study of Medicare patients found 913,215 patient-safety
events in hospitals between 2005 and 2007 and 97,755 in-hospital deaths among
patients who experienced one or more of those events. These events were esti-
mated to account for more than $6.9 billion in costs. Another IOM report,
Crossing the Quality Chasm–A New Health System for the 21st Century, intro-
duced the notion that many lives could be saved through widespread use of
health information technology (HIT) (41). The IOM report cautioned, how-
ever, "In the absence of a national commitment and financial support to a build
a national health information infrastructure…the progress of quality improve-
ment will be painfully slow."

Numerous studies and policy experts have shown that full adoption and 
utilization of HIT can revolutionize health care delivery by reducing errors,
improving quality of care, and lowering medical costs (41-43). The greatest
cost-reducing effects from the adoption of HIT will probably result from both
improved coordination among providers and from decision support that
improves the use of tests and treatments. This support could decrease variation
among physicians in the use of health care services and thus reduce both base-
line costs and cost trends (44).

Despite all the positive claims about the value of HIT, few physician prac-
tices are able to afford the substantial initial capital investment or the ongoing
costs associated with training personnel and maintaining the technology.
According to a 2006 review by the Robert Wood Johnson Foundation, only
13% to 16% of solo practitioners were able to adopt HIT (45). The National
Ambulatory Medical Care Survey (NAMCS) found that although 23.9% of
physicians were using electronic health records (EHRs), only 9% had systems
that had four or more of the key functionalities of an EHR, as identified by the
IOM (46). Subsequent studies have shown a steady increase in the rate of adoption,
but solo and smaller practices have been slowest among all groups to adopt (47).
The substantial cost of acquiring the equipment is the most-often cited reason.
Adoption of HIT will also require cultural change among physicians, which
could be encouraged through payment incentives.

Adoption of e-prescribing is seen as another major means of reducing med-
ication errors due to misinterpretation of physician handwriting. Electronic
prescribing systems can also help prevent adverse drug reactions by alerting
physicians and pharmacists of apparent errors in dosages and potential drug
interactions. Former Health and Human Services Secretary Michael Leavitt
estimated that widespread use of e-prescribing could save as much as $156 
million over 5 years.

In order to achieve widespread adoption and use of HIT, EHRs, and e-pre-
scribing, the complex issues surrounding financing, practice workflow redesigns,
and provision of ongoing technical support and training must be addressed. The
federal government will need to play several key roles. It must play an essential
role in developing uniform standards for HIT. The federal government will
need to lead efforts to adopt and enforce standards for storing and transmitting
health information (48). It will also need to provide targeted financial assistance
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for the initial start-up costs of solo and small medical practices to acquire the
technology, and financial recognition of the ongoing costs. A study by the
Commonwealth Fund estimated that if the federal government levied a 1% tax
on private insurance and spent an additional 1% of Medicare expenditures on
HIT, there would be an initial net increase in costs of $13.6 billion for the first
5 years, but a net savings of $87.8 billion by the 10th year (28).

The CBO estimates that requiring all physicians to adopt EHR systems, as
a condition for participation in Medicare, would reduce federal deficits by about
$2 billion over 2010–2014 and by $11 billion over 2010–2019. Applying the
requirement to hospitals would reduce deficits by about $5 billion over
2010–2014 and by $23 billion over 2010–2019 (36).

Recommendations

10. Payment policies should create incentives for physicians and other
health professionals and providers to use health information tech-
nologies that have the functions and capabilities needed to
improve clinical decision-making at the point of care, including
functions designed to support care consistent with evidence-based
guidelines, care coordination, and preventive and patient-
centered care.

11. Technical support and funding should be provided to help primary
care practices, especially smaller ones, acquire health information
technologies that have the functions needed to become Patient-
Centered Medical Homes (PCMHs).

ACP has also recommended the use of a secure Web messaging infrastructure
to ensure the highest levels of privacy and confidentiality for electronic com-
munications between physicians and their patients. The College supports the
development of a national process to certify for trustworthiness the content of
Web sites that offer consumer health information. The PCMH model encom-
passes use of evidence-based medicine and clinical decision support tools to
guide decision-making at the point of care.

Further policies concerning the use of HIT and electronic health services
are contained in the ACP position papers E-Health and Its Impact on Medical
Practice (49) and Pay Physicians for Computer-Based Consultations (50).

Cost Driver: Lack of Patient Involvement in Decision-Making

When patients are not fully informed about the full range of treatment options
available to them and do not understand the risks and benefits involved, they
cannot make informed decisions about their medical care. Consequently, they
may receive care that they do not want and would not otherwise have chosen.
The Dartmouth Atlas Project explains that part of the extreme variation in rates
of surgery among regions of the country is because patients typically delegate
decision-making to physicians. There is an assumption that physicians know not
only what is best for the patient medically, but that they also understand the
patient's treatment preferences. However, the researchers report, "studies show
that when patients are fully informed about their options, they often choose
very differently than their physicians." Even when a proposed treatment or
surgery is medically necessary and appropriate based on scientific evidence, the
patient, when fully informed, may choose not to proceed based on his or her
own values and preferences (51).
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Health insurance plans with low coinsurance, low deductibles, and/or low
co-payment requirements insulate patients from the true cost of their care,
causing waste of health care resources and contributing to rising overall costs.
Patients as consumers are often unaware of the actual costs of their care and are
precluded from making fully informed decisions. This also contributes to the
overuse and misuse of health care services. Patients pay out-of-pocket for only
14% of their health care (52); the rest is paid by third-party payers (e.g., private
health insurance, Medicare, Medicaid, VA). In addition, because patients incur
very low out-of-pocket costs for lab test, there is little incentive for them to
question the clinical value of tests ordered. Although more testing may be reas-
suring, unnecessary diagnostic testing can be very costly. "Medigap" insurance
policies that reimburse patients for the cost-sharing costs of Medicare under-
mine the efforts of the Medicare program to encourage cost-consciousness.

Increasingly, consumer cost-sharing is seen as an encouragement for con-
sumers to be more cost-conscious and to use health services more judiciously.
In the short term, a greater share of health insurance costs is shifted from
employers and public programs to employees and beneficiaries. Advocates for
cost-sharing maintain that in the longer-run, more prudent use of health care
services will reduce the rate of increase in health insurance premiums and the
costs of public programs like Medicare and Medicaid.

Others point out that cost-sharing can impose serious financial burdens for
families and result in reduced access to care (53). While catastrophic medical
expenses obviously can cause financial hardships, even insured patients with 
relatively modest levels of out-of-pocket spending can have trouble paying their
medical bills. A 2007 survey by the Center for Studying Health System Change
found that 40% of people with medical bill problems had out-of-pocket expenses
of $500 or less in the previous year, and 59% had expenditures of $1,000 or less
(54). The impact of cost-sharing on constraining health care costs is limited,
since about 5% of the US population account for about half of all health care
expenditures and 10% of the population account for 70% of health care spend-
ing (55). Consequently, high deductibles and co-payments are not likely to
provide strong financial incentives for the sickest patients, who incur most of
the costs, and will have limited impact in reducing overall health care spending.

Many employers and health care plans have increased employee cost-sharing
requirements in an effort to reduce their health insurance costs. The percentage
of workers enrolled in employer-sponsored health plans that were required to
pay a share of their hospital bill increased by more than 60% between 1999 and
2003—from 33.8% to 54.7%. In the same period, the percentage of enrolled
workers required to make co-payments for doctor visits increased from 92.4%
to 95.3%. Co-payment amounts for doctor visits increased substantially. The
percentage with co-payments of less than $10 per physician visit shrank from
57% to 23.5%, while the percentage with co-payments of $10 to $20 per physi-
cian visit almost doubled, rising from 33.4% to 60.8%, and the percentage
paying more than $20 per visit increased from 2% in 1999 to 11% in 2003 (56).

Cost-sharing has also increased for Medicare beneficiaries. Median out-of-
pocket health care spending of Medicare beneficiaries rose steadily from 11.9%
of income in 1997 to 16.1% in 2005. The 25% of beneficiaries with the largest
out-of-pocket expenses in 2005, spent nearly one third (30.7%) of their income
on health care (57).

Controlling Health Care Costs While Promoting The Best Possible Health Outcomes
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Options for Controlling Costs from Utilization Due to Lack of Patient
Involvement in Decision-Making

Encourage Cost-Consciousness

Studies by RAND demonstrated that modest cost-sharing can reduce the total
amount of health care spending per adult (including both insurance and out-of-
pocket payments) with little impact on health outcomes. However, cost-sharing
reduces both appropriate as well as inappropriate use (58). While increased
cost-sharing can help deter patients from excessive and unnecessary use of services,
it can also create a financial burden and a barrier to obtaining needed health
care services. Increased cost-sharing also raises out-of-pocket costs more for
people in poor health, those with chronic conditions, and those requiring 
hospitalization (59). High cost-sharing requirements and high-deductible health
insurance policies also create financial burdens that especially impact low-
income people. Cost considerations also may cause patients to skip preventive
health care services that could prevent more serious health problems and which
ultimately would be more cost-effective. Consequently, cost-sharing provision
must be judiciously applied.

For cost-sharing provisions to work, patients must have better access to
accurate and understandable information so they can make informed decisions.
Health systems should provide easy access to information about the actual
prices of medical services and available treatment options. Patient education
should include information about health, diet and nutrition, and preventive
health care. Patients should have access to treatment options, but also to infor-
mation about the effectiveness of medical tests and procedures. Improved trans-
parency with public access to information about the qualifications and perfor-
mance of physicians, hospitals, and other providers of health care services would
also help patients in their decision-making. The Commonwealth Fund esti-
mates that the use of patient decision aids in Medicare patients before high-cost
procedures would increase the use cost-effective interventions; decrease the
use of unnecessary invasive procedures; and save $9.2 billion over 10 years (27).

Recommendations

12. Health insurance benefits should be designed to encourage
patient cost-consciousness and responsibility without deterring
patients from receiving needed and appropriate services or parti-
cipating in their care.

13. Physicians and other health care providers, including medical
technology and pharmaceutical manufacturers and suppliers of
medical equipment, should provide price transparency on the
goods and services they provide.

Promote Shared Decision-Making

Involving the doctor and patient in shared decision-making is a way to ensure
that treatment decisions are optimally aligned with patient values and preferences,
prevent unwanted treatments and procedures, and avoid potential health care
costs. Many tools have been developed to facilitate the participation of patients
in shared decision-making and to ensure that they are well-informed. These
aids include Internet tools, DVDs, pamphlets, and videos that describe treat-
ment options and prompt patients to participate in decision-making after 
considering possible benefits and harms in light of their own preferences and
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values. Clinical trials have found that decision aids improve people's knowledge
of options, create realistic expectations of benefits and harms, reduce difficulty
with decision-making, and increase participation in the decision-making process
(60). Clinical trials of shared decision-making have shown that patients are less
likely to choose interventions, such as invasive surgery, when they are fully
informed (51).

Informed consent laws generally require only passive patient involvement
in decision-making--reading and signing a consent form. They do not require
that patients be fully informed about treatment options or the pros and cons of
alternative treatments. They also do not encourage patients to be involved in
shared decision-making where there are multiple clinically appropriate choices.
Shared decision-making and the use of patient decision aids may provide greater
legal protection from malpractice litigation by providing proof that patients
have been informed. Acknowledgment of shared decision making by a compe-
tent patient constitutes evidence that the patient has given his or her informed
consent.

Legislation passed in the state of Washington in 2007 formally recognizes
shared decision-making in the state's laws on informed consent and encourages
collaborative efforts to develop, certify, use, and evaluate decision aids. It
endorses informed patient choice as the preferred standard of practice and
empowers the state Health Care Authority (HCA) to implement shared deci-
sion-making demonstration projects. The legislation also provides immunity
from patient malpractice claims of "failure-to-inform."(61)

Involving patients in shared decision-making entails additional costs in
terms of physician time and resources. These costs to the physician should be
reimbursed, but will be more than offset by the potential savings to Medicare
and other health plans from not performing health care services that otherwise
would be provided.

According to the CBO, research indicates that patient-shared decision-
making might be a promising avenue for the Center for Medicare & Medicaid
Services (CMS) to pursue to improve quality and reduce costs in Medicare.
However, it raises questions about designing a workable policy about shared
decision-making and how Medicare should pay for the cost of providing deci-
sion-making tools. It also questions how spending would be affected, and 
concludes that it cannot make estimates of savings at this time (36).

Recommendations

14. Physicians should engage patients in shared decision-making and
provide patients with sufficient information about all clinically
appropriate treatment options and risk and risk/benefits, so that
patients can make informed choices.

15. All payers should encourage shared decision-making and pay
physicians for the additional time and resources involved, includ-
ing the cost of providing patient-shared decision-making tools
and maintaining a shared decision-making process.

16. Medicare should undertake demonstration projects to develop
implementation models for shared decision-making and for the
development and testing of decision aids.
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Advance Planning and Informed Decision-Making for End-of-Life Care

Health care expenditures in the United States at the end of life, particularly dur-
ing the last 6 months, are extremely high. Of all Medicare beneficiaries who die
each year, 5% to 6% of those who die account for 27%-30% of the cost (62).
Average costs at the end of life vary widely among states in both number of hos-
pital days and average number of physician visits per decedent during their last
6 months of life (63).

Patients and their physicians can engage in advance planning to guide deci-
sion-making in the event that the patient loses decision-making capacity.
Written advance directives can be in the form of living wills that describe the
kinds of treatment they would want. Patients may also designate surrogates with
durable power of attorney to make health care decisions if the patient becomes
unable to do so.

Although many patients may wish to avoid extraordinary or resuscitative
care when they are terminally ill and the outcome is unlikely to improve or 
stabilize their health status, only 29% of patients have living wills and only 50%
of terminally ill patients have advance directives to guide their doctors and
families about their wishes. Seventy-eight percent of patients with life-threat-
ening illnesses prefer to leave decisions about resuscitation to their physicians
and families. Even when there is a living will, 62% of patients do not give them
to their physicians, 64% of dying patients' living wills do not apply to their 
clinical situation, 30% of surrogates incorrectly interpret their loved ones' 
written instructions, and 25% of patients receive care contrary to their
expressed wishes. In addition, 29% of patients change their minds about life-
sustaining treatment over time (64).

Providing information on treatment options and the associated costs could
better enable patients and their families to make informed decisions, preferably
in advance of life-threatening circumstances, to avoid unwanted treatments
and reduce financial burdens. However, more research is needed on alternative
mechanisms to improve the quality of life of the dying patient and their
family-caregivers. Research should focus on end-of-life care that emphasizes
dying with dignity and should examine alternative care services, including home
care, psychological services, massage physical therapy, and appropriate sedation.

ACP ethics policy asserts that informed adults with decision-making capacity
almost always have the legal and ethical right to refuse any recommended life-
sustaining medical treatment. The patient has this right regardless of whether
he or she is terminally or irreversibly ill. Physicians should routinely raise the
issue of advance planning with competent adult patients during outpatient 
visits and encourage them to discuss their values and preferences with their 
surrogates and family members. Accordingly, ACP supports legislation, such as
the Life Sustaining Treatment Preferences Act of 2009 (H.R. 1898), proposed
by Rep. Earl Blumenauer, that would provide Medicare coverage for physician
consultations regarding advance planning for orders about life-sustaining treat-
ments. When patients lack decision-making capacity, treatment should conform
to what the patient would want on the basis of written or oral advance directives.
If these instructions are not available, care decisions should be based on the best
evidence of what the patient would have chosen or, failing that, on the best
interests of the patient. High-quality patient support programs should be devel-
oped and promoted to encourage appropriate use of resources focusing on
quality of life. The College maintains that the prior existence of advance direc-
tives should not jeopardize the provision of medically appropriate care, if the
care is consistent with agreed-upon limits. ACP further advises that individual
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physicians should not in any way be reprimanded by reviewing bodies for abiding
by the wishes of patients when providing appropriate care to individuals who
have exercised advance directives (65).

ACP also has serious ethical and other concerns about physician-assisted
suicide. ACP ethics policy notes, "Doctors cannot give to individuals the con-
trol over the manner and timing of death that some seek. But, throughout their
lives, including as they face death, medicine must strive to give patients the care,
compassion, and comfort they need and deserve." Consequently, ACP does
not support legalization of physician-assisted suicide (66).

Recommendations

17. Physicians and patients should engage in advance planning to help
ensure that treatment decisions, including surrogate decision-
making, are in accord with the patient's values and wishes.
Medically appropriate care should never be withheld solely
because of costs.

18. Research should seek to enhance the quality of life for terminally ill
patients and their caregivers, and incentives should be provided
for palliative care programs and hospice services in all settings.

Certificate of Need Laws and Health Planning

The National Health Planning and Resource Development Act of 1974 (P.L.
93-641) created a national health planning program to replace previous over-
lapping and duplicative health planning programs that had been created since
the Hill-Burton Act of 1946. The 1970s national program involved local,
regional, state, and federal planning agencies in a regulatory process to improve
the accessibility and quality of health care. It sought to ensure the appropriate
allocation of health resources at the state and local levels by development and
adherence to plans reflecting state and local health care needs. Cost controls
were sought by reducing duplication of health care resources, restricting con-
struction of new hospitals and other health care facilities, and limiting capital
equipment expenditures. Medicare and Medicaid funding for services provid-
ed at health care facilities was contingent on obtaining a Certificate of Need
(CON), reflecting review and approval from state and local planning agencies.
The national program was controversial. Proponents claimed that the program
was needed to efficiently allocate scarce health care resources to improve access
and quality of health care and to help constrain upwardly spiraling health care
costs. The Institute of Medicine found,

"The most persuasive case for health planning rests with the divergence of
interests of autonomous providers and the broader public. The public inter-
est is not well served when individual institutions, no matter how good
their intentions, are free to pursue their own goals and to expand services
for their own patients and physicians. There will be unnecessary and costly
duplication of services, as well as gaps in services…" (67)

Critics said the program failed to keep health care costs down, created
additional bureaucratic hurdles, and stifled competition. They asserted that it
protected existing facilities and prevented competition and innovation for access
to low-cost, high-quality care. The national program ended in the 1980s when
it was not reauthorized during the Reagan Administration, which sought to
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reduce the regulatory role of government. By the beginning of the 21st century,
some states were reconsidering reinstituting or reinvigorating CON programs
to limit capital investment in hospitals in response to construction of physician-
owned specialty facilities, which posed a competitive threat to community 
hospitals (68). Thirty-six states and the District of Columbia currently have
CON laws, and many state and regional health planning agencies continue to
function (69).

Recommendations

19. Local, state, and regional health planning should be done to iden-
tify health care needs and to appropriately allocate resources to
meet those needs. This planning should be conducted in a way
that promotes public engagement in the development of the plans
and subsequent adherence to them.

20. Research is needed on the effectiveness of Certificate of Need
(CON) programs for reviewing proposed capital expenditures,
acquisitions of major medical equipment, and new institutional
facilities to reduce maldistribution and redundancy and to ensure
that health care resources are best allocated in accord with health
care needs. This research should include exploration of the char-
acteristics of CON programs that have had the greatest or least
beneficial impact on reducing unnecessary capacity with sufficient
public support to be accepted.

Cost Driver: Payment System Distortions

Health insurance plans and governmental programs in the United States 
generally pay for episodic, acute care health care services on a fee-for-service
basis. This creates incentives for physicians to generate more visits and to 
perform more diagnostic tests and procedures to increase income. Services
involving new technology are highly reimbursed and highly profitable, while
services where payment is predominantly for the physician's time (evaluation and
management) are poorly reimbursed. Services provided by primary care physi-
cians are systematically undervalued in terms of their work, practice expenses,
and value to patients. While increasing the volume of services is encouraged,
there are few incentives for efficiency or accountability. Lack of awareness by
both patients and physicians of the spending implications of clinical decisions
further contributes to increasing health care utilization and rising costs (70).

Payment and reimbursement do not reflect the increasing shift in health
care delivery from acute to chronic care. Coordinated care management, proactive
or planned care, cross-discipline management, and even some preventive care
services are often not covered by insurance or are poorly reimbursed.

By paying more for the time and expertise required to provide procedures
delivered by specialists compared with the same level of time and expertise for
evaluation and management services by primary care physicians, payment 
systems foster distortions in the specialty mix of physicians. These payment 
disparities produce huge inequities in earnings that favor procedural specialists
over primary care physicians. Primary care physicians on average earn sub-
stantially less than other medical specialists (71). These earnings disparities act
as a strong disincentive for younger physicians, who typically have student debt
of $140,000 or more, to choose primary care. The economics of primary care
practices are so adverse that many established primary care physician practices
are struggling to remain open.
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Currently, the average primary care physician earns approximately 55% of
the average earnings of nonprimary care physicians (72). Not surprisingly, these
payment distortions and the resulting disparities in potential career earning
play a significant role in the career plans of young physicians. Annual surveys
of graduating medical students have shown a declining interest in entering
careers in primary care and an increasing preference for entering specialty
training. While 12.2% of the graduating students were planning on entering
training for general internal medicine in 1999, only 5.1% of the graduating class
of 2007 had such plans (73). Pediatrics and family medicine have experienced
a similar trend. According to a recent study in the Journal of the American
Medical Association, only 2-% of fourth-year medical students plan to go into 
primary care internal medicine (74). Two recent studies project shortages of 
primary care physicians for adults from 35,000 to 46,000 by 2025 (74-75).

The growing shortage of primary care physicians will soon reach crisis pro-
portions. Access to health care services provided by primary care physicians will
become even more difficult if health insurance coverage is extended to the 47
million Americans who are currently uninsured. This will have huge, adverse
implications for access, quality, and cost of care. The United States already has
a much lower proportion of primary care physicians to specialists than other
industrialized nations that score better on measures of cost and quality (76).
This imbalance between specialty and primary care exists even though hundreds
of studies show that the availability of patient-centered primary care is positively
and consistently associated with better quality, reduced mortality, higher patient
satisfaction, and lower costs (77). Yet there are no comprehensive national
strategies to recognize, support, and enhance primary care to the degree nec-
essary to reverse the trend of the declining numbers of primary care physicians.

Options for Controlling Costs from Payment System Distortions

Pay Appropriately for Health Care Services, and Encourage Adoption of the Patient-
Centered Medical Home and Other Innovative Models of Health Care Delivery

Bundling payments and paying for episodes of care would be one means of
reducing incentives to increase the volume of acute care services provided.
Payments could be made prospectively for a comprehensive bundled per
episode case rate. Under Medicare, this could be done by diagnosis-related
groups. For example, comprehensive payments for hip replacements, acute
myocardial infarctions, and coronary artery bypass surgeries could cover acute
care episodes as well as hospitalization and postsurgical care. This payment
would cover all inpatient, physician, and related (e.g., home health) services 
traditionally covered under Medicare Parts A and B for care of the patient from
the time of admission through a period of post hospitalization (in most cases,
90 days). The Commonwealth Fund estimates that these bundled payments
would result in a net cumulative savings to national health spending of $96.4 
billion over 5 years and $229.2 billion over 10 years (26).

Patient-Centered Medical Homes offer enhanced primary care services,
such as care management, care coordination, comprehensive care, patient 
education, and advanced access and are responsible for authorizing and coor-
dinating all specialty referrals. High functioning medical homes also have an
information technology infrastructure to support clinical care and deliver care
using multidisciplinary teams. The Commonwealth Fund estimates that the use
of medical homes in the Medicare population would save $60.0 billion over five
years and $193.5 billion over 10 years (26). However, the CBO estimates that
giving beneficiaries with multiple chronic conditions the option to choose a
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medical home would cost an estimated $2.2 billion over the 5 years 2010–2014
and $5.6 billion over the 10 years 2010–2019. The CBO acknowledges that
medical homes by "improving care could reduce spending by eliminating dupli-
cated services, making more appropriate use of specialists, and averting serious
complications from chronic conditions through better medical management."
However, it also cautions that in other cases, improving care could lead to
increases in spending for chronically ill patients who were not receiving all
recommended care. It concludes that it cannot estimate whether the net result
would be to increase or decrease spending for the Medicare program (36).

ACP advocates providing incentives for comprehensive, coordinated,
patient-centered care. ACP policies in support of the PCMH are presented in
detail in position papers on the Advanced Medical Home (78) and Restructuring
Payment Policies to Support Patient-Centered Care (79). ACP calls for a transition
to a new payment structure that fosters the delivery of care that is patient-
centered, longitudinal, comprehensive, and coordinated. The PCMH offers
the benefits of a personal provider with a whole-person orientation who accepts
overall responsibility for the care of the patient and leads a team that provides
enhanced access to care, improved coordinated and integrated care, and
increased efforts to ensure safety and quality. Under the ACP proposal, pay-
ments for the PCMH would be risk-adjusted and would consist of a blend of
prospective bundled payments for practice overhead and care coordination in
addition to fee-for-service payments for visit-based services and performance-
based payments for achievement of quality and efficiency goals.

Patients with multiple chronic conditions may visit up to 16 different physi-
cians per year. A typical Medicare beneficiary sees two primary care physicians and
five specialists each year, in addition to accessing diagnostic, pharmacy, and other
services (80). The typical primary care physician, however, interacts with 229 other
physicians working in 117 practices to coordinate care provided to patients. For
every 100 Medicare beneficiaries managed by primary care physicians, coordina-
tion services involve 99 additional physicians and 53 practices (81).

Comprehensive and coordinated care can avoid wasteful duplication of
diagnostic testing, potentially dangerous overmedication and drug interactions,
and confusion about conflicting care plans (82). Yet, fee-for-service physician
payment systems pay primarily for face-to-face visits and not for the time
between visits when coordination of services generally occurs. Lacking finan-
cial reimbursement and stressed for time within 15-minute visits, primary care
physicians have financial disincentives to take the time to coordinate services
with other primary care physicians, subspecialists, diagnostic centers, pharma-
cies, home care agencies, acute care hospitals, skilled nursing facilities, and
emergency departments. Additional payments for care coordination with adjust-
ments for the complexity of coordinated care required by the patient would 
create positive incentives for primary care practices to improve between-visit
coordination of care for their patients (83).

In the ACP position paper, Reforming Physician Payments to Achieve Greater
Value in Health Care Spending, (84) the College emphasized the need to design,
test, and evaluate new payment models that align physician payment incentives
with appropriate, high-quality, efficient, coordinated, and patient-centered care.
Accordingly, ACP recommended a process by which multiple innovative 
models can be developed, pilot-tested, and then rapidly expanded. It further 
recommended that the Secretary of Health and Human Services establish 
criteria for determining which physician payment reform models should receive
priority for fast-track funding and implementation so that models shown to be
most effective can be rapidly expanded.
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Many initiatives are being tried and tested to improve performance and
lower health care costs, including public reporting, pay-for-performance (P4P),
value-based purchasing, and quality improvement programs. One model cur-
rently receiving much consideration involves structuring payments to
Accountable Care Organizations (ACOs), in which groups of providers work
together to manage and coordinate care for patients. ACOs could include physi-
cians practicing in groups, networks of physician practices, partnerships or joint
ventures among hospitals and physicians, hospitals employing physicians, inte-
grated delivery systems, or community-based coalitions. Savings are expected
to result from financial incentives in return for greater accountability on the part
of providers for their performance. ACP is currently examining this alternative.

ACP has maintained that payments for health care should reflect the value
of the service performed, the expertise and training of the health professional
required, and the related overhead costs (e.g., costs of office practice, malpractice
insurance). The payment structure should not create financial disincentives for
providing the most appropriate health care (84).

Evaluation and management (E&M) services are generally diagnostic and
care management services provided by primary care physicians, although they
can also be provided by subspecialists. They are defined by certain CPT codes
and include visits in physicians' offices as well as in other settings, such as hos-
pitals and nursing homes. They do not include the actual tests or other services
that are furnished during those visits.

E&M services comprise the majority of the work of primary care physicians.
Low payment rates for E&M services account for the relatively low compen-
sation of primary care physicians compared with more procedurally oriented
specialists. ACP has advocated for changes in the current payment system to
promote improved service valuation. Disparities in payments for physician 
services under Medicare can be addressed by increasing relative values for E&M
services under the Medicare Resource-based Relative Value System (RBRVS).
Payments for primary care services provided by physicians in a designated 
primary care specialty could be increased as recommended by the Medicare
Payment Advisory Commission (MedPAC) in June 2008 (85).

The CBO has also identified using the Medicare Economic Index (MEI) to
update physicians' fees for E&M services as an option for controlling health
care costs under Medicare and Medicaid. The MEI measures changes in the
prices of inputs used to provide services (such as physicians' salaries and expenses
related to a physician's practice), minus an adjustment for changes in produc-
tivity.

Increasing fees for E&M services could help reverse the trend of primary
care physicians leaving practice and medical students being deterred from pur-
suing careers in primary care. (See discussion below regarding ensuring an
appropriate physician workforce specialty mix). Since primary care physicians
provide high-quality, cost-effective, and coordinated care, increasing fees for
E&M services would result in patients receiving better care at lower costs (77).
Increasing payments for E&M services will result in increased costs, at least in
the short-run, but longer-term benefits will result from addressing the payment
disparities that directly contribute to the shortage of primary care physicians
and by ultimately making it possible for physicians to spend more time with
their patients.
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Recommendations

21. Congress should provide the Secretary of the Department of Health
and Human Services with authority and funding to conduct volun-
tary pilots of innovative models to better align physician payment
with desired outcomes pertaining to quality, cost-effectiveness, and
efficient patient-centered care and create a fast-track process and
timeline for widespread adoption of the models that are shown to
have the greatest positive impact on these desired outcomes.

22. Medicare and other payers should accelerate adoption of the
PCMH model by transitioning to a coverage and payment structure
for qualifying practices. Payments to qualified PCMHs should
include severity-adjusted monthly bundled care coordination 
payments, prospective payments per eligible patient, fee-for-
service payments for visits, and performance-based payments
based on evidence-based quality, patient satisfaction, and efficiency
measures. The monthly bundled care coordination payment
should cover the practice overhead costs of a PCMH linked to the
costs of providing services that are not currently paid under the
present system. It should also cover the work value of physician
and nonphysician clinical and administrative care coordination
activities of the PCMH that take place outside of face-to-face visits.
Other payment models to support care provided through a
PCMH could also be pilot-tested.

23. Physicians and multidisciplinary teams should be paid for care
management and care coordination services provided on a fee-for-
service basis.

24. Fee-for-service payments to primary care physicians should be
increased to be competitive with payments for other fields and
specialties in medicine to ensure a sufficient supply of primary
care physicians that will help save costs in the long-run.

Cost Driver: Higher Prices

Health Care Prices and Services

Compared with other developed nations, the U.S. health care system is intrinsi-
cally more expensive. A study of the U.S. and six other developed nations showed
that the average price of care for an acute myocardial infarction with angioplasty
is three to four times greater in the U.S. While the average number of hospital days
per year in the U.S. is relative low—second only to Canada—the hospital cost per
day in the U.S. is 4.3 times higher than the average of other developed countries.
There is also significant price dispersion in procedures within geographic markets
that can range from 26% to more than 200% (9). In addition, physician income
for general practitioners as well as specialists and the ratios of physician income to
average wages are higher in the U.S than in most other nations as reported by the
Organization for Economic Cooperation and Development (86).

One explanation for wide variations in utilization is the limited availability
of evidence-based clinical guidelines and the failure of physicians to adhere to
those guidelines that have been developed. Translating clinical research findings
into medical practice often proceeds slowly and requires educational efforts to
promote best practices. Researchers at the Dartmouth Atlas Project have con-
cluded, after analyzing 35 years of research documenting geographic variations
in health care, that "many, if not most, of the clinical decisions doctors make are
driven by local medical opinion and the local supply of medical resources,
rather than sound science or the preferences of well-informed patients."(51)
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Prescription Drugs

In 2006, 7 out of 10 visits to physician offices and hospital outpatient and emer-
gency departments in the United States resulted in the provision or prescription
of at least one medication, accounting for a total of 2.6 billion medications.
Analgesics (pain relievers) were the most common; amounting to 13.6% of all
drugs prescribed, and were most often used during primary care and emergency
department visits (87). The United States spends $792 per capita on prescription
drugs, more than any other country and almost twice the average of $401 per
capita in other industrialized countries in the Organization for Economic
Cooperation and Development (OECD) (88). However, U.S. pharmaceutical
spending is 12.4% of total health spending, which is below the OECD average
of 17.8%. This indicates that U.S. spending on prescription drugs is lower
than that of the rest of the industrialized world, unlike its spending on other
types of health care (89). International comparisons of prescription drug costs
are difficult and should reflect the volume and mix of medicines consumed
(generic, brand name, and over-the-counter drugs), as well as the prices. A
2003 study comparing US drug prices with prices in eight other countries
found that brand-name prescription drugs still under patent were most expensive
in Japan, but the United States was second. In the other seven countries, prices
of prescription drugs on-patent were 24% to 39% less expensive than in the
United States; however, the United States had the second-lowest prices for
generic drugs and the lowest prices for over-the-counter drugs (90). One 
reason that drug prices are higher in the U.S. is that it is an early adopter of
newly launched patent-protected drugs, which are sold at prices higher than
those that are off-patent.

Under current law, drugs available to enrollees in each drug plan under
Medicare Part D are determined by the formulary set by the plan (subject to
certain minimum requirements for inclusion). Prices paid by plans for each
drug are subject to negotiation between the plans and drug manufacturers or
distributors.

Options for Controlling Costs from Higher Prices

Ensure Accurate Pricing of Health Care Products and Services

The Medicare and Medicaid programs currently set prices for covered physi-
cian and hospital services. Medicare also prohibits participating physicians from
billing Medicare beneficiaries for charges above the Medicare approved rates
(balance billing). Private health insurance plans also set limits on the amounts
they will reimburse, and often base their prices on Medicare payment rates. The
national Medicare program does not set prices for prescription drugs and is pro-
hibited by law from using its purchasing power to negotiate prescription drug
prices. Medicaid generally pays lower amounts for physician services and drugs.

One option to reduce prescription drug costs would be for Congress to give
the Secretary of Health and Human Services the authority to negotiate drug
prices for Medicare and Medicaid. The size of the Medicare and Medicaid
populations would give the Secretary greater leverage than pharmacy benefit
managers to negotiate greater discounts from drug manufacturers, and costs to
Medicare and Medicaid could consequently be reduced (91).

ACP has extensive policy regarding physician payment reform. ACP has
worked to better ensure that prices are accurately determined for physician
services reimbursed by Medicare under its resource-based relative value system
(RBRVS). The College has sought to have payments reflect the true resource
costs, including physicians' work, practice expenses, and medical liability costs.
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ACP favors efforts to lower the cost of prescription drugs but prefers that
government not require the use of formularies for covered prescription drugs
(92). More detail on ACP policy on controlling prescription drug costs can be
found in the policy monograph, Prescription Drug Importation as a Policy Option
to Lower the Cost of Medications in the U.S. (91).

Recommendations

25. Congress should charge the Institute of Medicine or other appro-
priate study group to explore the factors behind regional varia-
tions in health care services and issue a report. The report should
recommend public policy interventions to improve outcomes and
lower the costs of care in areas of the country that have higher per
capita expenditures and poorer outcomes, even after correcting
for differences in demographics and other characteristics of the
population served.

26. The Federal government should take action to reduce the high
cost of prescription drugs in the United States by using its pur-
chasing power to obtain the best prices from pharmaceutical man-
ufacturers covered by publically-funded plans including Medicare,
similar to the prescription drug purchasing process used by the
Veterans Administration. However, ensuring high quality and
patient safety and support for continued innovation and research
on drugs that can advance medical care must remain the top pri-
ority of any program to address the price of prescription drugs.
Prescription drug importation is not a long-term solution to the
high cost of prescription drugs. Efforts to reduce prescription
drug prices should include:

a. Encouraging increased competition among brand-name manu-
facturers

b. Studying the effectiveness of prescription drugs, such as lower-
cost, therapeutically equivalent medications and expediting
approval of generic drugs and encouraging their use

c. Negotiating volume discounts on prescription drug prices and
pursuing prescription drug bulk purchasing agreements under
the Medicare program

d. Encouraging pharmaceutical manufacturers to expand their
patient assistance and drug discount programs and increase
patient education for these programs.

27. The accuracy of relative value determinations under Medicare
should be ensured through improvements in the processes for
identifying potentially undervalued and overvalued services, for
recommending new and revised physician work relative value
units, and for determination of practice expenses.
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Cost Driver: Inappropriate Physician Workforce

Numerous studies have shown that the physician workforce specialty mix affects
the quality and cost of health care. Data for 2005 indicated that approximately
37% of new physicians were entering generalist specialties, and 63% were
entering other specialties (93). Interest of medical students in pursuing careers
in primary care has declined to the point where only 2% of fourth-year 
medical students are interested in careers in general internal medicine (94). The
nation now faces shortages in the primary care physician workforce (95). ACP
declared in 2006 that a crisis was looming (96). However, as the "baby boomer"
population ages and incidences of multiple chronic conditions rise, the need for
primary care physicians will increase. An expansion of health insurance cover-
age to millions of currently uninsured individuals will further extenuate the
demand for primary care services. Two decades of research, consisting of over
100 studies, show that the availability of primary care physicians is consistently
associated with better outcomes; fewer preventable hospital, emergency room,
and ICU admissions; and lower per capita health care expenditures (77).

A study of 13 industrialized countries found that primary care–oriented
countries showed better health outcomes even after adjusting for income
inequalities, smoking rates, and other factors. Countries with weak primary
care were found not to perform as well on most major aspects of health, and
stronger primary care systems were associated with lower costs (97).

The preventive care that primary care physicians provide can help to reduce
hospitalization rates (98-99). In 2000, an estimated 5 million admissions to
U.S. hospitals, with a resulting cost of more than $26.5 billion, may have been
preventable with high-quality primary and preventive care treatment. Assuming
an average cost of $5,300 per hospital admission, a 5% decrease in the rate of
potentially avoidable hospitalizations alone could reduce inpatient costs by
more than $1.3 billion (100). It is clear that excessive costs of the U.S. system
are not related to high hospitalization rates (as these rates are lower than in most
comparable countries); costs will not decline if in-hospital technology use is
transferred to outpatient settings even if hospitalization rates are lowered (101).

Options for Ensuring an Appropriate Physician Workforce Specialty Mix

A recent study found that for a population of 775,000, an increase from 35%
to 40% primary care physicians could reduce inpatient admissions by 2500 per
year. At approximately $9000 per admission, this would produce a savings of $23
million for an average standard metropolitan statistical area (projected nationally
this would mean a savings of $8.32 billion per year for the 362 metropolitan 
statistical areas in the United States). The study concluded that higher pro-
portions of primary care physicians were associated with significantly decreased
utilization, with each 1% increase in the proportion of primary care physicians
being associated with decreased yearly utilization of 503 hospital admissions,
2968 emergency department visits, and 512 surgeries for an average-sized 
metropolitan statistical area (102).

Analysis of Medicare data show that increasing the number of primary care
physicians in a state by one per 10,000 population is associated with an increase
in that state's quality rank of more than 10 places and a reduction in overall
spending of $684 per Medicare beneficiary. In contrast, an increase of one
non–primary care specialist per 10,000 population was found to result in a drop
in overall quality rank of nearly 9 places and an increase in overall spending of
$526 per Medicare beneficiary (103).
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Correctional Medicine

In January 2005, the Council on Graduate Medical Education (COGME)
recommended that:

The Nation undertake studies to track overall specialty-specific need,
demand, and distribution and to share this information with the med-
ical education and training community. Specialty-specific need and
demand for physicians are likely to vary over time and by region.
Therefore, a single national goal is inappropriate. Physicians should be
encouraged to select specific specialties with shortages. This selection
could be facilitated by providing physicians information on practice
opportunities by specialties and, where appropriate, should be offered
such fiscal incentives as loan repayment opportunities (93).

Insufficient and inadequate payment by Medicare and other payers is a key
reason why primary care is in crisis. Measures as outlined above—increasing
payments for evaluation and management services, paying for care management
and care coordination, rewarding physicians for high-quality and clinically
effective performance, and encouraging efficient models of health care delivery
like the patient-centered medical home—would help to correct these payment
disparities.

However, it could still take many years before these improvements in 
payment have a major impact on changing the physician workforce specialty
mix. A student about to enter college in 2009 would not complete the minimum
requirements for education and training to practice medicine until at least 2020.
The educational path would involve 4 years of college, 4 years of medical
school, and a minimum of 3 years of full-time clinical postgraduate residency
training (minimum 7800 hours).

Control over the supply of different types of physicians is a characteristic of
well-performing health care systems. In the United Kingdom and Canada, coun-
tries with single-payer systems, the government has leverage to manipulate the
health care workforce supply, including controlling both training capacity and
employment opportunities. In the U.S., the federal government's primary policy
for influencing physician supply is through Medicare reimbursement of graduate
medical education residency training positions. The federal government also 
provides limited funding to support primary care training programs (Title VII) and
scholarship programs with service obligations, such as the National Health Service
Corps, Uniformed Services, and Indian Health Service.

One lesson that ACP learned from comparing the U.S. health care system
with health care systems in other countries is that societal investment in the
education of health care professionals not only reduces costs to students but
"can also help achieve a health care workforce that has the right proportion of
primary care physicians and subspecialists, is well trained, and is large enough
to ensure access to care" (11). Concerted action is needed now to avert the
impending crisis in primary care. Otherwise, the supply of primary care physicians
will be insufficient to meet increasing demand. ACP believes that general
internists, who provide long-term, comprehensive care in the office and the
hospital, managing both common and complex illness of adolescents, adults, and
the elderly, should be a crucial component of a high-functioning primary care
system.
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Recommendations

28. Congress should charge a federal agency to convene an advisory
group of experts on physician workforce. The advisory group
should include representatives of national membership societies
representing primary care physicians, nursing, physician assis-
tants, and consumer and patient advocacy groups. It should also
develop specific and measurable goals on the numbers and pro-
portions of primary care physicians and other clinicians needed to
meet current and future demands for primary care, including
those associated with expansions of coverage.

29. Congress should strategically lift restrictions on the number of
residency training positions that Medicare can reimburse for the
direct and indirect costs of graduate medical education to encourage
increased opportunities for the training of physicians in primary
care.

30. The Federal government should design and implement policies to
produce immediate and measurable increases in primary care
workforce capacity and to improve the training environment for
the primary health care professions.

31. Appropriations should be increased for scholarship and loan
repayment programs under Title VII and the National Health
Services Corps to increase the number of positions available to
physicians who agree to train in a primary care specialty and com-
plete a reasonable primary care service obligation. New pathways
to eliminate debt should be created for internists, family physi-
cians, and pediatricians who meet a service obligation in a critical
shortage area or facility.

ACP recommendations regarding a national workforce policy are also provid-
ed in greater detail in the position paper, Creating a New National Workforce for
Internal Medicine (104).

Cost Driver: Administrative Costs

International data for 2005 indicate that the U.S. spends 7.5% of total national
health expenditures on health administration and insurance costs; Germany spent
5.6% and Canada spent 4.2% (105). In 2002, private insurance companies spent
more on administration (12.8%) than Medicare (3%) and Medicaid (6.7%) (106).
Medicare's low administrative costs are due to the relative lack of advertising and
marketing expenses and fewer employees per beneficiary. For private payers, 64%
of administrative expenses are for product design, underwriting and marketing (9).
The large variety of insurers (both public and private) place large administra-
tive burdens on hospitals and physicians, especially for billing.

A recent study in Health Affairs based on a national survey found that physi-
cians reported spending 3 hours a week interacting with plans, and nursing and
clerical staffs spent even more time. The study estimated that the value of the
time practices spend interacting with health plans is $23 billion to $31 billion
each year. For primary care practices, this translates to an average cost of $64,
859 annually per physician, or nearly one third of the income plus benefits of
the average primary care physician, regardless of the size of the practice. For
practices primarily comprising other medical specialists or surgeons, the costs
were even higher; for all U.S. office-based practices, the average cost of dealing
with health plans is $68, 274 per physician per year (107).

32



Controlling Health Care Costs While Promoting The Best Possible Health Outcomes

The United States spends nearly six times the OECD average on adminis-
trative costs. The unique and complex multipayer system in the U.S. involves
health care claims administered by Medicare, 50 distinct and independently
administered state Medicaid programs, and private commercial payers. Most
OECD countries have public single-payer systems, which do not incur all the
costs of advertising and marketing, actuarial costs, premium collection, claims
processing, and profits associated with numerous competing commercial plans.
Administrative and regulatory costs are said to account for over $300 billion per
year, or 24% of all health care expenditures, in the United States (108).
However, these estimates are also very controversial. They include estimates of
costs of insurance advertising and profits. There are also disputes about the
extent of the costs shifted to physicians and other providers of health care in
completing administrative paperwork and otherwise complying with insurance
and regulatory requirements. Nevertheless, intrusive and often irrational admin-
istrative, regulatory review, and paperwork burdens increase the operating
expenses of physician's offices and add to rising health care costs (109).

Options for Controlling Administrative Costs

Reducing paperwork, claims processing, and regulatory requirements could
yield tremendous savings in the costs of health care. In a 1998 policy paper on
the topic of hassles created by insurers, ACP found that physicians are spending
more time on insurance paperwork and less time seeing patients; physicians
believe that insurers question their professional judgment too often; and physicians
have been forced to hire additional personnel to keep up with the abundant
paperwork created by insurance hassles (110).

These problems persist today, and physicians frequently complain that admin-
istrative burdens have gotten much worse. Micromanagement of evaluation and
management services and documentation requirements are a particular problem.

Recommendations

32. Congress should request that the Institute of Medicine or anoth-
er appropriate entity conduct a comprehensive assessment of
administrative, paperwork documentation, and medical review
requirements imposed on physicians by federal regulatory agen-
cies, public and private health plans and state governments. This
study should determine the amount of time typically required by
physicians to meet such requirements and identify specific strate-
gies to reduce the time required. Particular attention should be
given to the administrative burdens imposed on primary care
physicians, such as micromanagement of E&M documentation.

33. Congress should enact legislation to:

a. Require that any new regulatory requirements that would cre-
ate added costs to physician practices be accompanied with
funding to offset such costs and establish a moratorium on any
new regulations that would create additional unfunded costs to
physician practices.

b. Simplify and shorten the physician enrollment process under
Medicare by allowing physicians to use external databases to sub-
mit demographic and credentialing information required to estab-
lish and maintain Medicare participating physician status.
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c. Study "real-time" adjudication of claims for physician services.
d. Study opportunities to collaborate with private sector relief and

simplification efforts.
e. Test models that eliminate documentation requirements for

E/M services, pre-authorizations, retrospective medical utiliza-
tion review, and other regulatory and paperwork requirements
for physician practices that qualify as PCMHs or that participate
in other designed programs where the performance of such
practices are measured based on quality, efficiency, and patient
satisfaction metrics.

34. Health insurance forms should be uniform across insurers, (e.g., a
single durable medical equipment approval form, a single referral
form).

35. An online platform should be established in which all benefit
information, forms, formularies, and prior approval information
could be accessed and completed online with as little disruption to
medical practices as possible.

36. A standard physician credentialing and re-credentialing form
should be used, with the input of practicing physicians in the
development of the form. The universal credentialing form should
be linked to an electronic database so the re-credentialing form
can be prepopulated with previously submitted data from the
physician.

37. Health insurance companies should be required to disclose fully
and uniformly the portion of health care premiums that is spent
on administration, including the percentage of premium dollars
allocated to marketing, claims processing, other administrative
expenses, profits, and reserves as well as the payment for covered
benefits.

Cost Driver: Professional Liability And Defensive Medicine

Allegations of medical errors often are the basis for malpractice lawsuits. To 
protect themselves from such lawsuits, physicians purchase professional liability
insurance. U.S. doctors currently pay an average of $27,500 per year for 
medical malpractice insurance coverage (111).

Defensive medicine is a term given to the provision of medical tests and
procedures that are ordered or performed more to protect physicians from
lawsuits than as value-added services for patients. To reduce the risk of being
sued, with consequent damage to their professional reputation, and the aggra-
vation and costs of resolving malpractice disputes, some physicians perform tests
and procedures in an effort to demonstrate that they have taken all actions that
might be considered appropriate. This response to fear of malpractice litigation
is believed to account for many excessive tests and procedures that are unnec-
essary or have minimal medical benefit.

Average malpractice jury awards escalated from about $347,000 in 1997 to
$637,000 in 2006 (112). Accordingly, professional liability insurance premiums
also rose dramatically, although average premiums have stabilized or declined
modestly since 2006 (113). The health insurance industry estimates that medical
liability costs and defensive medicine account for 10% of health insurance 
premium charges (114).
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Higher malpractice awards and premiums have been associated with higher
Medicare spending, especially for imaging services that are often believed to be
driven by physicians' fears of malpractice litigation. A 60% increase in average
malpractice premiums between 2000 and 2003 was found to be associated with
an increase in total Medicare spending of $16.5 billion, $7.1 billion of which was
for physician services (115).

In a position paper issued by ACP in 2003, the College stated:

The existing professional liability insurance system is in desperate need
of repair. While the U.S. medical malpractice system is designed to
compensate and deter medically induced injury, the current system does
not deter physician negligence, provide timely compensation to injured
patients, or resolve disputes fairly in favor of the injured party.
Additionally, there is growing concern that physicians are defensively
altering their professional practices by refusing to take certain high-risk
patients and ordering medically unnecessary tests for their patients in
order to protect themselves in the case of a lawsuit (116).

Options for Controlling Costs from Professional Liability and Defensive Medicine

Tort Reform

Tort reform could reduce the amount of defensive medicine, malpractice litigation
costs, and subsequently the cost of medical professional liability insurance.
Reductions in malpractice insurance costs could, in turn, lead to lower charges
for health care services and procedures, prompting further savings from lower
rates for health insurance premiums.

Estimates of the costs of defensive medicine vary. A leading study estimated
that limiting unreasonable awards for noneconomic damages could reduce health
care costs by 5% to 9% without adversely affecting quality of care (117). Based
on this study, the Department of Health and Human Services estimated that tort
reform could save $60 to 108 billion in health care costs each year (118).

In 1975, California enacted legislation known as MICRA (Medical Injury
Compensation Reform Act) in response to insurance companies either discontin-
uing medical liability insurance coverage within the state or drastically increas-
ing premiums. MICRA reforms included a $250,000 cap on noneconomic 
damages (i.e., pain, suffering, loss of consortium), eliminating the collateral
source rule that prohibited consideration of other payments plaintiffs receive for
the same injury, limits on attorney fees, and allowing periodic payments for
future damages. Consequently, the availability of liability insurance in California
was assured, and subsequent liability premium in California increased at slower
rates than in other states.

In 2003, voters in Texas passed a constitutional amendment limiting malprac-
tice awards for noneconomic damages to $250,000. As a result, malpractice
insurance rates for physicians in Texas have fallen each year since 2003. The
largest professional liability insurer, the Texas Medical Liability Trust, has also
paid policy holders annual dividends (22.5% in 2009) (119).
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Federal legislation reflecting both the California and the Texas reforms has
been introduced in Congress since 2005, but has yet to be enacted. ACP has
supported the following provisions:

• $250,000 limit on noneconomic awards
• Unlimited recovery for future medical expenses and loss of future earn-

ings (economic) damages
• Limitations on punitive damages
• Periodic payment of future damages
• Elimination of double payment of awards (collateral sources)
• A reasonable statute of limitation on claims
• A sliding scale for attorney's contingency fees
• Proportionate liability among all parties

The College strongly believes that a cap on noneconomic damages is the
most effective way to stabilize malpractice insurance premiums and should be
the centerpiece of any legislative proposal to reform the medical professional
liability insurance system. ACP is opposed to limits on economic damages and
only favors reforms that will not deny injured patients appropriate redress for
physician negligence. ACP contends that defendants should remain jointly
liable for all economic losses, such as medical bills and lost wages, but should
be held liable only for their own portion of the noneconomic and punitive
damages (116). ACP also favors use of alternative means of dispute resolution
for professional liability cases. Accordingly, ACP supports the use of demon-
stration projects to determine the effectiveness of health courts. Also known as
"medical courts," these courts offer a specialized administrative process where
judges, experienced in medicine and guided by independent experts, determine
contested cases of medical negligence without juries (120).

Most recently, the nonpartisan Congressional Budget Office (CBO) found
that enacting professional liability reform would reduce federal direct spending
for Medicare, Medicaid, the Federal Employees Health Benefits Program
(FEHBP), and other federal health benefits programs. CBO identified medical
liability reforms that also included limiting medical malpractice awards to
$250,000 for noneconomic damages; capping awards for punitive damages at
$500,000; replacing the joint-and-several liability rule so that liability awards
reflect only the defendant's share of responsibility; and allowing evidence on
income from collateral sources. CBO estimates that these tort reforms would
reduce overall health care spending and save the federal government approxi-
mately $1.6 billion over 5 years and about $4.3 billion over 10 years (36).
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Recommendations

38. Further studies should be done on the value of professional liability
insurance reforms, including no-fault systems, enterprise liability, the
bifurcation of jury trials, raising the burden of proof, shorter statutes
of limitation on claims, and elimination of joint and several liability
claims.

39. Professional liability reforms should be considered at both the
state and federal levels including allowing periodic payments of
future damages over $50,000, establishing sliding scales for attor-
neys' fees, and giving states flexibility to develop Alternative
Dispute Resolution programs, including health courts.

40. Legislation should be enacted to establish $250,000 caps on
noneconomic damages for professional liability cases.

41. Offsets for collateral source payments should be allowed in pro-
fessional liability cases.

42. Physicians should be immune from patient malpractice claims of
"failure-to-inform" for appropriately administered treatments
provided by physicians in conjunction with documented patient-
shared decision-making.

Cost Driver: Declining Health Status and Demographics

As the baby boomer generation ages, the U.S. will have a larger proportion of
adults ages 65 and older. Recent data from the Centers for Disease Control and
Prevention (CDC) show that the number of visits to physician offices and 
hospital outpatient and emergency departments increased by 26% from 1996
to 2006, faster than the growth of the U.S. population, which rose by 11%.
According to the CDC, "The rise in visits can be linked to both the aging of the
population, as older people have higher visit rates than younger people in 
general, and an increase in utilization by older persons." It further observed,
"Over the past 36 years, the percent of hospital inpatients who were 65 years
of age and older grew from 20% in 1970 to 38% in 2006. Over the same time
period, the percent of inpatients who were 75 years of age and older grew from
9 percent to over 24 percent"(87).

The implications of an aging population are especially profound for the
Medicare program. The highest percentage of Medicare expenditures is for the
very elderly, reflecting their increasing share of the Medicare population. In
2005, Medicare per capita expenditures were $5,390 for beneficiaries ages 65 to
74, $8,561 for those 75 to 84, and $11,026 for those 85 and older. Medicare
spending also is strongly associated with self-reported health status. Medicare
beneficiaries who report being in poor health account for a disproportionate
share of Medicare spending. Most beneficiaries report relatively good health.
Only 9% report poor health, but they account for 19% of Medicare spending
(121). Although the aging of the U.S. population is often cited as a major 
driver of rising health care costs, a recent review of the literature compiled for
the Synthesis Project indicates that demographics, such as aging, account for a
very small percentage of the growth in health care spending. The review found,
"Despite differences in methodologies, studies consistently conclude that aging
has not been a major factor in driving health care spending and will not become
one, despite aging baby boomers." Aging was found to contribute less than 0.7
percentage points per year of the 9.9% average annual rate of growth in health
care spending between 1960 and 2006 (12). Studies that accounted for high
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spending during the last year of life and projected a continuing trend of increas-
ing life expectancy concluded that the impact of aging was even lower. Instead,
advancing medical technology and the application of new technologies without
restrictions linked to effectiveness was seen as the primary health care cost 
driver. Other more powerful cost drivers were found to be increasing rates of
obesity, changing patterns of obesity treatments, and inefficiencies of the health
care system.

CBO also acknowledges that aging is not the key driver of health care
spending. It estimates that less than one fifth of the projected growth in
Medicare and Medicaid spending is due to aging of the population. CBO attrib-
utes most of the growth to increased utilization (122).

Approximately 35% of U.S. health care costs ($737 billion in 2006) are
related to modifiable health risks (123). Use of tobacco products costs the U.S.
more than $180 billion annually in health care bills and lost productivity (124).
Lifetime health care costs for individuals who smoke are $17,500 higher than
for those who do not smoke (125). Obesity is responsible for at least $90 
billion per year in direct health care costs (126). Smoking causes 462,000 deaths
each year, and obesity causes 216,000 deaths annually (127). Poor nutrition, lack
of exercise, smoking, other behavioral choices, and lack of preventive care 
contribute to or exacerbate many chronic diseases.

Nearly half (45%) of all Americans (133 million people) have a chronic
medical condition, such as cancer, hypertension, heart disease, pulmonary disease,
and diabetes, and about half of these, 60 million people, have multiple chronic
conditions (128). By 2015, an estimated 150 million Americans are predicted to
have one or more chronic conditions (87). Twenty four million Americans have
type 2 diabetes and another 54 million are prediabetic (at high risk for diabetes)
(129, 130). Between 1996 and 2006, the percentage of visits to hospital out-
patient departments made by adults 18 years and older with chronic diabetes
increased by 43% and visits involving chronic high blood pressure increased by
51% (87). Chronic diseases account for 7 in 10 deaths, more than 75 cents of
every dollar spent on health care, and nearly two thirds of the growth in health
care spending over the past 20 years (131).

The costs of chronic disease are staggering, especially for the public programs
of Medicare and Medicaid. Chronic diseases account for 96% of Medicare
expenditures and 83% of Medicaid spending (132). The highest-cost patients
have 3 or more comorbid conditions and high rates of hospitalization. Five per-
cent of Medicare beneficiaries account for 43% of the program's overall spending,
and the costliest 25% of beneficiaries account for about 85% of outlays (36). 
In addition to these direct costs, the U.S. economy loses $1 trillion a year in
indirect costs from lost productivity as workers suffer from chronic diseases
themselves, or care for a loved one who is ill (133).

A recent study found that the U.S. is moderately sicker, on average, than
populations in Japan, Germany, France, Italy, Spain, and the UK. It concludes
that the U.S. has a slightly greater prevalence of cardiovascular disease, infec-
tions, cancer, and CNS and inflammatory and pain-related diseases, which
results in approximately $12 to $14 billion in additional health care costs (9).

Health behavior is estimated to affect 40% to 50% of morbidity and mor-
tality in the United States. A study of national health expenditures found that
approximately 56% of the increase in health care spending between 1987 and
2000 was attributable to the 15 most costly conditions. Of these, heart disease,
pulmonary conditions, mental disorders, cancer, and trauma accounted for
approximately 31% of the increase in spending. Much of the increase was due
to rising numbers of treated cases (e.g., treatment for mental disorders doubled,
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and the number of cases of pulmonary disorders increased 50%). Cost per
treated case, rather than increased prevalence, accounted for most of the growth
in spending for 8 of the 15 conditions with the largest increase in spending.
Population growth also was found to account for 19% to 35% of the growth in
spending for the top 15 conditions. The authors concluded that these condi-
tions accounted for much of the increase in health spending and emphasized the
importance of developing interventions designed to reverse the increase in 
disease prevalence (134). It should be noted, however, that some expenses attrib-
uted to health care costs, such as those associated with treatment of mental 
disorders, may result in increased worker productivity and fewer workdays lost
due to illness, thus yielding net savings to the overall economy.

Although the diagnosis of chronic disease has been rising, many chronic
diseases remain undiagnosed (e.g., 33% of the 18 million Americans estimated
to have diabetes are undiagnosed). Even when diagnosed, chronic illnesses are
often not well-controlled. Only about one third (31%) of Americans with
hypertension have it under control, another third (34%) are treated but their
disease is not controlled, 11% are aware that they have hypertension but are not
under treatment, and 24% are undiagnosed (135).

Risk factors like obesity are also on the rise. Since 1980, obesity rates have
increased 250%, now affecting 71 million Americans. Obesity in the U.S. is 2
to 3 times as common as in some other industrialized countries and underlies
a wide range of serious chronic medical conditions. Obesity has reached ram-
pant proportions in the U.S., with only one third of the U.S. population now
being of normal weight. BMI data for the U.S. show over 64% of U.S. adults
are classified as obese (BMI ≥ 30) or overweight (BMI between 25 and 29.9)
(136). The prevalence of obesity has increased by 61% in the past decade and
has shown no sign of slowing down. Much of this increase has been among
younger individuals, including children, with grave implications for the future.
It is predicted that 1 in 3 children born in 2000 will develop diabetes over the
course of their lives, given current trends in overweight and obesity.

Health care costs of obese workers are up to 21% higher than those of
nonobese workers. Obese and physically inactive workers also suffer from lower
productivity, increased absenteeism, and higher worker's compensation claims.
Health care costs from obesity are estimated to be $92.6 billion per year,
accounting for 9.1% of total U.S. health expenditures (137) and 12% of the
growth in health care spending (12). As the prevalence of obesity has increased
in the U.S., it is expected that obesity will likely overtake tobacco as the lead-
ing preventable cause of mortality (138).

The Partnership to Fight Chronic Disease warns,

If current U.S. health trends continue, the results could be catastroph-
ic for future generations, the health care system and the economy.
Without immediate focus on prevention, the direct and indirect costs
of chronic diseases are predicted to grow substantially. Research has
shown that, if left unchecked, chronic conditions will cost the U.S.
economy over $4.1 trillion annually in treatment expenditures and lost
economic output by the year 2023. Certain diseases, like heart disease
and cancers, will be the most costly (133).
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Options for Controlling Costs from Declining Health Status and Demographics

Wellness, Prevention, and Chronic Disease Management

The U.S. health care system focuses on treating disease rather than on pre-
vention. According to the World Health Organization (WHO), prevention is
the most cost-effective method of reducing chronic disease among at-risk 
persons. WHO notes that worldwide "up to 80% of heart disease, stroke, and
type 2 diabetes and over a third of cancers could be prevented by eliminating
shared risk factors, mainly tobacco use, unhealthy diet, physical inactivity and
the harmful use of alcohol." (139) Many can be avoided or caught at an early
stage through preventive health care, such as diagnostic screenings.

Michael D. Parkinson, MD, MPH, FACPM, former President of the
American College of Preventive Medicine, referred to these data and suggested,
"That's just to start. We would also generate savings equivalent to 3-4 times the
medical care costs of chronic illness through improved worker performance and
productivity" (133).

Many of the most costly conditions could be avoided through the adoption
of healthier life styles. Behavioral changes, such as smoking cessation, adopting
a healthy diet, avoiding overeating, exercising, reducing stress, and obtaining
appropriate mental health care can have a tremendous effect on health and the
utilization health care services. Asthma and other pulmonary diseases could be
reduced by reductions in smoking and improvements in both indoor and out-
door air quality; diabetes and heart diseases also could be reduced by diet and
exercise.

Programs to promote personal responsibility for health, such as promoting
healthy living (better diet, more physical activity, and tobacco cessation) are
being adopted by some employers to improve employee productivity and to
restrain health care costs. Currently, 77% of major U.S. employers offer formal
health and wellness programs, and 71% of them offer incentives to promote
healthy behaviors (140).

Nevertheless, far too little is being invested in improving Americans' health
and effectively preventing and managing common and costly chronic health
problems. Many past and existing policies may have inadvertently contributed to
poor health habits. Agricultural subsidy policies designed to aid farmers result in
the cheap availability of fructose from corn, but since fructose is converted to fat
more easily and faster than glucose, it contributes to rising obesity rates. Zoning
laws that discourage pedestrian transportation and the loss of regular gym classes
at many of our schools may also play a role in rising obesity rates. Employers give
15 minute "smoking breaks" to smokers twice a day, but do not support "walking
breaks" for those who want to remain fit.

A recent study found that investment of $10 per person per year in evidence-
based community programs to increase physical activity, improve nutrition,
and prevent tobacco use could save $16 billion a year within 5 years—a return
of $5.60 for every $1 invested (141). These disease prevention programs include
providing increased access to affordable nutritious foods; increasing sidewalks,
parks, and recreational facilities in communities; and raising tobacco tax rates.
The Commonwealth Fund estimates that increasing the current cigarette tax
from $.39 to $2.39 could generate savings of $190.5 billion over 10 years (27).
The aggregate potential savings from living healthier lifestyles could amount to
at least three quarters of a trillion dollars per year (123).
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Recommendations

43. Encourage individuals to take responsibility for their own health
through exercise, preventive care, healthy diets and nutrition, and
other health-promotion activities. ACP supports efforts to evaluate
the effectiveness of wellness programs and to encourage employers
to purchase benefit packages that include cost-effective wellness
care. ACP also advocates that Medicare should provide coverage
for preventive care, including appropriate screening services.

44. Federal and state funding for health promotion, public health activ-
ities, and support of the public health infrastructure should increase.

45. Public policy should support steps to increase the health and well-
ness of the population, promote changes in unhealthy behaviors,
and reduce the burden of chronic disease, such as obesity, diabetes,
and smoking-related illnesses. Steps should include ending agricul-
tural subsidies for products harmful to health, such as tobacco,
increasing taxes on tobacco products, and strengthening regulation
of the marketing and labeling of tobacco products. Revenue from
such measures should be used to promote healthy nutrition, smok-
ing cessation, and obesity prevention as well as to promote healthy
nutrition and physical education in our schools and communities.
Policies should promote community planning that supports walking,
bicycling, and other physical activities for healthy lifestyles.

46. Public and private health insurers should encourage preventive
health care by providing full coverage, with no cost-sharing, for
preventive services recommended by an expert advisory group,
such as the U.S. Preventive Services Task Force.

47. Employers and health plans should fund programs proven to be
effective in reducing obesity, stopping smoking, deterring alcohol
abuse, and promoting wellness and providing coverage or subsi-
dies for individuals to participate in such programs.

Conclusion
This paper identifies and analyzes the key drivers of health care costs. For each
key cost driver, the College has offered recommendations to achieve reductions.
We submit that savings can be achieved by reducing inappropriate utilization
of services and encouraging clinically effective care based on comparative effec-
tiveness research. A national workforce policy is needed to ensure an appropriate
physician workforce specialty mix, but to achieve this we must pay appropriately
for health care services and encourage adoption of innovative models of health
care delivery, such as the Patient-Centered Medical Home. Administrative costs
and costs from medical malpractice resulting in defensive medicine practices
must be reduced. Perhaps most important, cost savings can be achieved by
encouraging patients to take active responsibility for their health by promoting
wellness, prevention, participation in chronic disease management, changing
unhealthy behaviors, and increasing cost-consciousness.

None of our recommendations in isolation will solve all of the problems
besetting our health care system. However, meaningful cost reductions can be
achieved without sacrificing quality or decreasing access to health care. In fact,
cost controls must be accomplished in order to expand access and to achieve
health care reform. The experience in Massachusetts has shown that increasing
coverage alone does not solve the problem of access or costs. Ensuring a sufficient
supply of primary care physicians offers great promise toward improving access,
cutting costs, and improving quality, but to accomplish this, payment reforms are
necessary, as are other measures, such as expansion of student loan and debt-for-
giveness programs, to attract and retain physicians to careers in primary care.
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