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ernment. Many observers believe 
that the delivery system is inef­
ficient enough that spending 
growth can be slowed without 
sacrificing quality. But it will 
not be easy.

Provider-payment reform and 
changing the tax treatment of 
health insurance probably hold 
the greatest potential for slowing 
cost trends. Proposed payment 
reforms would affect only Medi­
care directly — but with the ex­
pectation that other payers would 
follow — and would consist pri­
marily of piloting broader re­
forms that would introduce ele­
ments of capitation and payment 
per episode. How much of a dif­
ference such changes would make 
depends on the degree to which 
Congress grants authority and re­
sources to the executive branch 
or an independent board to im­
plement successful approaches 
more broadly. But even with full 
support, success will also depend 
on whether the ideas for payment 
reform turn out to be worthy.

The reform bills include pro­
visions for advancing health infor­
mation technology and supporting 

comparative-effectiveness research. 
Many experts believe that both 
efforts will improve the quality 
of care, but it is hard to predict 
whether the gains will be sub­
stantial and whether costs will 
rise or fall as a result. The reform 
proposals would also expand pre­
vention efforts, but Congress now 
recognizes that even though pre­
vention may improve health out­
comes, it is unlikely to reduce 
costs.

To avoid increasing the federal 
deficit, both chambers rely on a 
combination of tax increases and 
reductions in the growth of Medi­
care spending and other cuts — 
reductions in the growth of pay­
ments for providers other than 
physicians and payment cuts to 
Medicare Advantage plans. Al­
though some observers have crit­
icized these reductions for dimin­
ishing Medicare benefits, a more 
important criticism is that in the 
absence of reform, these policies 
would probably have been enacted 
to address the budget deficit but 
will no longer be available for 
that purpose. The House has em­
phasized tax increases for high-

income families, and the Senate 
has emphasized taxing health in­
surance plans costing more than 
$21,000 per year for family cover­
age. The Senate approach is likely 
to have a powerful effect on 
health care costs by inducing peo­
ple to shift to less-comprehensive 
insurance.

If combined House–Senate re­
form legislation makes it to the 
President’s desk for signature, en­
actment would be only a start to 
the reform process. Regulations 
will need to be written, organiza­
tions (such as exchanges) will need 
to be built, and midcourse cor­
rections will need to be legislat­
ed to deal with unforeseen conse­
quences. And since only tentative 
steps will have been taken to re­
form care delivery, policymakers 
will inevitably have to return to 
battle on that front.
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High U.S. health care spending 
has been characterized not 

only as a barrier to affordable in­
surance but also as the preeminent 
long-term threat to the economy 
and the competitiveness of Ameri­
can business. The current policy 
discussion in Congress does not 
address this problem. The search 
for government savings with which 
to fund coverage expansions makes 

public programs the main targets 
for spending reductions; opportu­
nities for private-sector savings are 
left out of the equation. We think 
it is useful to consider the cost-
control options available to both 
the public and the private sectors.

Although there is no consensus 
on what should be the target for 
reducing spending, constraining 
increases in health care spending 

to the rate of growth in the gross 
domestic product (GDP) — and so 
devoting a fixed share of national 
income to health care — offers a 
reasonable goal. To achieve this 
goal, spending on health care over 
the next decade would have to be 
reduced by 6.2% from the amount 
the Centers for Medicare and Med­
icaid Services estimates the coun­
try would otherwise spend.1 This 
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proposed reduction provides a 
framework for evaluating the op­
tions now under consideration.

We recently produced quantita­
tive estimates of the likely impact 
of 12 policy options for reducing 
health care spending in Massa­
chusetts,2 and we have extrapo­
lated from that work to produce 
estimates for the country as a 
whole. We identified 8 options that 
evidence suggests have the poten­
tial to reduce spending and are 
broadly applicable to the United 
States. For these options, we devel­
oped high and low estimates of 
cumulative cost savings over 10 
years. The graph lists the options, 
ranked according to their savings 
potential, and shows the percent­
age change in spending that we 
estimate could be achieved if that 
policy alone were implemented. If 
our most optimistic assumptions 
are reasonable, health care spend­
ing can be reduced, but the lower-
bound estimates are far more pes­
simistic, and the substantial spread 

between the two indicates that the 
effects are highly uncertain.

Among the most promising op­
tions are those related to changing 
the payment methods for health 
care services. Fee-for-service pay­
ments, today’s dominant mode, 
encourage higher volume rather 
than better value. Most payment 
reforms under consideration are 
designed to provide incentives for 
both efficiency and quality in care 
delivery.

A “bundled-payment” approach 
would provide a single payment for 
all services related to a given treat­
ment or condition, causing provid­
ers to assume risk for preventable 
costs; this approach has proved ef­
fective in limited demonstration 
projects. Bundled payment pro­
vides a mechanism for reducing 
both the volume of services and 
the prices charged for them. We 
estimate that under optimistic sce­
narios and with broad use of the 
Prometheus model3 of bundled 
payment for six chronic conditions 

and four acute conditions or pro­
cedures requiring hospitalization, 
national health care spending 
could be reduced by 5.4% between 
2010 and 2019. This estimate as­
sumes that providers can achieve a 
reduction of 25 to 50% in the costs 
associated with avoidable compli­
cations by providing higher-qual­
ity, more collaborative care. How­
ever, bundling payments only for 
hospital-based services would re­
duce spending by 0.1%. The Con­
gressional Budget Office (CBO) 
has estimated that bundled pay­
ment would save only $19 billion 
(0.05%) between 2010 and 2019,4 
but it considered only hospital and 
post-acute care services paid for by 
Medicare, and since Medicare al­
ready bundles hospital payment 
through the diagnosis-related-
group system, the savings oppor­
tunities are limited. We find that 
there would be greater opportuni­
ties in bundling payments for the 
treatment of chronic diseases and 
in applying the model to all pay­
ers. The difference between the 
CBO’s estimates and ours illus­
trates the limits of focusing solely 
on savings in the federal budget.

A second possible option for 
payment reform, all-payer hospital 
rate setting, has had a lower pro­
file. This approach involves the 
creation of a regulatory authority 
that would set the prices for hospi­
tal services to be paid by all private 
and public payers. Hospital rate 
setting was widely implemented in 
the 1970s and 1980s but was later 
abandoned by all states except 
Maryland and West Virginia. The 
most likely result, given the previ­
ous experience, is that hospital 
rate setting would not reduce 
spending; our most optimistic es­
timate is a 2.0% reduction in na­
tional health care spending be­
tween 2010 and 2019.

Options for improving the 
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quality and efficiency of health 
care require increased short-term 
spending on infrastructure that 
could eventually lead to more effi­
cient care. Two important infra­
structure-related options are accel­
erating the adoption of health 
information technology (HIT), 
which was funded in the American 
Recovery and Reinvestment Act of 
2009, and expanding primary care 
capacity. We examined several op­
tions for improving primary care 
delivery, including creating medi­
cal homes, increasing the use of 
physician assistants and nurse 
practitioners, and expanding the 
number of retail clinics. Although 
these approaches seem unlikely to 
produce substantial savings by 
themselves, they provide a founda­
tion for other cost-control efforts.4 
For example, HIT adoption could 
facilitate both improvements in 
health services delivery and inno­
vations in payment methods.

Our analysis of the literature in­
dicates that the effect of disease-
management programs on spend­
ing ranges from an increase of 
1.0% to a decrease of 1.3%. Such 
programs typically require up-front 
payments for services for a broad 
population, and there is little evi­
dence of substantial cost offsets.

We also examined “value-
based” insurance designs, in which 
drug copayments for patients with 
certain chronic diseases are re­
duced to give them an incentive 
for taking their medications regu­
larly. Substantial evidence suggests 
that lower copayments lead to bet­
ter adherence to drug regimens 
among patients with chronic dis­
eases, but the effect on total health 
care spending would probably be 
small, since the resulting reduc­

tion in the use of hospital and 
other services would be relatively 
modest.

Overall, our analysis indicates 
that it is possible to reduce spend­
ing on health care services, al­
though numerous political and 
implementation barriers stand be­
tween these policies and actual 
savings. All savings represent lost 
income for somebody, and affected 
stakeholders have successfully 
blocked, weakened, or circumvent­
ed past attempts at cost control. 
Widespread implementation of 
policies is also hampered by the 
heterogeneity of practice settings, 
with their varying data systems, 
organizational forms, and degrees 
of readiness to change. As reflect­
ed in the uncertainty of our esti­
mates, none of these options have 
a strong history of reducing spend­
ing in full-scale national imple­
mentation. Skeptics note that these 
potential savings targets have been 
identified in the past, but solutions 
have eluded us. To achieve sub­
stantial savings, we will need to 
formulate and implement policies 
more effectively this time around. 
And a combination of effective ap­
proaches will probably be needed; 
no single option will hold growth 
to the increase in the GDP.

Although many of the options 
being considered are likely to im­
prove the value of our health care 
system, only some have the poten­
tial to reduce spending. The re­
form legislation moving through 
Congress includes both promising 
and unpromising approaches. Fur­
thermore, formulations of the 
promising options in the current 
bills are unlikely to be as strong as 
those which our highest-savings 
scenarios would require and so are 

also unlikely to achieve those lev­
els of savings.

Because of the considerable un­
certainty surrounding all options, 
better evaluation methods will be 
a critical adjunct to the experimen­
tation that will be required. Today 
we have few nimble mechanisms 
for rapidly assessing the effects of 
a policy innovation. We need to 
develop strategies for effectively 
designing such interventions, eval­
uating them, and then deciding 
within an appropriate time frame 
whether to abandon them or sys­
tematically deploy them nationally. 
Many “reforms” have worked in 
one place, but we have almost no 
examples of their successful repli­
cation. If we can develop a com­
mon set of tools for design, evalu­
ation, and assessment, we will be 
able to move more quickly and ef­
fectively to reject or embrace 
policy solutions on the basis of 
the evidence.
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