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Perspective
The Promise Of Health Care Cost Containment
In the face of rising health care spending, we must redouble our
efforts to establish value for that spending.
by Alan Garber, Dana P. Goldman, and Anupam B. Jena
ABSTRACT: Today the United States may be on the cusp of changing from a cost-unconscious health care system to one that seeks value. The consequences of adopting a valuebased approach to coverage have not been well studied; however, several broad strands of
the health literature suggest that spending could be reduced by as much as 30 percent
without adversely affecting health. [Health Affairs 26, no. 6 (2007): 1545–1547; 10.1377/
hlthaff.26.6.1545]

T

h e d i s s e m i nat i o n of new medical
technologies is often considered to be
the principal controllable driver of
health care spending growth.1 Yet the very
technological innovation that propels spending, it is believed, also confers enormous benefits. According to some estimates, in the
twentieth century, the economic value of improvements in survival in the United States
far outweighed the costs of medical care and
nearly equaled measured gains in all other aspects of material well-being.2 Reconciling
these alternative views of the role of technology is central to the debate about how to control health spending growth.
There can be little doubt about the great
value of medical technology when put to its
best use. Diagnostic tests can lead to earlier
and more effective treatment, but they can also
lead to the diagnosis of clinically undetectable
but costly “pseudo-disease,” which left undetected and untreated would have no bearing

on physical well-being.3 Many interventions to
prevent heart disease are dramatically effective
when used by people at high risk, but the benefits are much less pronounced, and the adverse effects just as great, among people at
lower risk of developing heart disease. Expensive cancer treatments are often very effective
when used as first-line therapy for some cancers but of very limited effectiveness in other
situations, such as salvage therapy for treatment-resistant cancer. Regulatory approval to
market a drug, and coverage decisions, are often based on evidence of effectiveness in clinical situations when the intervention is most
likely to be effective. Following adoption,
however, interventions disseminate well beyond the settings in which their impacts have
been proven.
The variability in benefits that different patients receive from similar interventions is at
the heart of the conflicting views of the value
of medical technology. A medical intervention
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can greatly improve outcomes among a limited variation in the use of medical care, have found
number of patients, while offering minimal or that greater utilization is not associated with
no benefits to others, yet on average be seen as better health outcomes. Elliott Fisher and colhighly beneficial. In the language of econom- leagues have demonstrated that end-of-life
ics, the health benefits on average can be great spending by Medicare beneficiaries varies
while the marginal benefits may be much less widely across regions. Enrollees in higherthan the marginal costs, or even negative. Be- spending regions receive more care but do not
cause average benefit can be large even when appear to live longer or otherwise experience
much—even most—of the use is grossly ineffi- better health outcomes than their enrollees in
cient, average benefit is a misleading measure other regions.5 Katherine Baicker and colof efficiency.
leagues obtained similar results for the use of
The risk of aggressive efcaesarean sections across
forts to eliminate inefficiency
counties: Areas with high use
“Medical
is that they may compromise
(and presumably spending)
technologies should
high-value care, if they are
perform more C-sections on
not be covered
oversimplified or excessively
healthy mothers than is the
whose incremental
blunt. However, there is amcase in other areas, with no
ple empirical evidence to sugbeneficial effects on either
costs exceed the
gest that well-designed cost
maternal or neonatal mortalbenefits.”
containment strategies can
ity.6
avoid such risks. Perhaps the
To move from these empirstrongest and earliest such evidence came ical findings to policy requires not only a good
from the RAND Health Insurance Experiment understanding of the effectiveness of care but
(HIE), which randomized families to health also insight into the political and financial barinsurance plans of varying generosity.4 One of riers to adoption of efficient care, as well as the
the HIE’s main findings was that families in ability to implement changes in clinical practhe least generous plan (95 percent coinsur- tice. Technology evaluation efforts have cusance) spent nearly 30 percent less on medical tomarily focused on the provision of informacare, with little or no difference in health. If we tion to control adoption of new, expensive
were to apply this lesson to the nearly $1.5 tril- technologies and invasive surgical procedures.
lion now spent on health care in the United These are logical targets for cost containment
States, the reductions in spending would be because it is easier to control the adoption of a
new technology than to cut back on the use of
remarkable.
The same study, however, also struck a cau- one that has already been disseminated widely,
tious note. The HIE examined many medical and also because even slight reductions in
outcome measures in various subgroups of en- rates of inappropriate use of expensive procerollees. Although there was not compelling ev- dures generate substantial savings.
Payers interested in delivering value will
idence that higher cost sharing led to worse
health outcomes, low-income participants feel strong pressure to ensure not only that the
who were in poor health appeared to be more care they cover improves health, but also that
vulnerable than others to adverse outcomes. the incremental benefits outweigh the costs.
For example, poor people with high blood In a controversial ruling, the U.K. National Inpressure had slightly higher mortality rates if stitute for Health and Clinical Excellence
they had high copayments than if they didn’t. (NICE) determined that the Alzheimer’s medIn addition, the HIE found that participants in ication Aricept did not meet this criterion,
the high-copayment group were as likely to re- even though it might have had clinical benefits
duce “appropriate” as “inappropriate” care, as in early-stage Alzheimer’s. Critics of the coverdefined by groups of medical experts. Numer- age decision argue that Aricept and other
ous other studies, such as the work on regional drugs in its class had important benefits that
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were omitted from the cost-effectiveness
model.7 Although further scrutiny of the NICE
determination may or may not confirm its initial determination, two lessons are clear: (1)
Medical technologies should not be covered
whose incremental costs exceed the benefits,
and (2) the value individuals place on health is
sufficiently high that careful attention must be
paid to accurately determining the true costs
and benefits of technologies under consideration.
Today the United States may be on the cusp
of changing from a cost-unconscious health
care system to one that seeks value. Whether
this is operationalized in formal cost-effectiveness analyses for coverage decision making or
in other forms, such an effort will require
better information. The consequences of
adopting a value-based approach to coverage
have not been well studied. If 30 percent of
care is provided inefficiently, because the care
either is ineffective, is delivered in an inefficient manner, or simply represents care of little value, and if policy changes curtail such
care, the financial consequences will be enormous. The effects on health could be minimal
but are not known with certainty. The HIE
showed that spending can be reduced by 30
percent with limited impact on health; the
quality literature suggests that 30 percent of
care delivered is inappropriate; the variations
literature suggests that there is a 30 percent
difference in end-of-life spending across regions. So the potential to reduce spending is
certainly there.
However, it is important to emphasize that
a broadly applied cost-effectiveness rule could
increase spending in some circumstances,
given the number of future technologies expected to increase costs but also bring substantial health improvements. 8 To get to
greater efficiency in health care, we will need a
more serious commitment to funding research
on appropriate care and on the evaluation of
medical technologies, and we will need to
adopt health care practices that promote
value. Perhaps in the current political environment, it is time to redouble our efforts to promote value in health care.
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