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In the United States we devote a substantial amount of our resources to health care. In
2009, the most recent year for which we have audited National Income Account data, we spent $2.5
Trillion dollars on health care – this amounted to $8,000 per capita and 17.6% of our GDP. Since
there is no “money fairy” to pay our medical bills, all $2.5 Trillion came out of someone’s pocket.
There are three mechanisms of extracting money from our pockets to pay for health care: 1) taxes;
2) a reduction in wages for payments made for us by our employer; and, 3) direct monetary
payments. Money from these three sources gets mixed together and then distributed to the various
providers of health care services using many different payment mechanisms (see Figure 1 for a
schematic of health care funds flow). Every country utilizes some combination of these three
sources to pay for health care.
By every measure, more money flows into health care in the US than any other country. In
fact, on the expenditure front, the US is a very significant outlier. However, countries differ not
only in the magnitude of expenditure, but also in how their respective systems operate. When
compared to the US, the health care delivery system in most other countries has significantly
different features:
Significant Differences between the US and Other Countries
1. Tighter price controls in other countries –
almost all providers are paid less than in the US.

4. No underwriting for basic benefits in other
countries – the entire community is a common
risk pool.

2. All must have insurance in other countries –
with few exceptions everyone must be insured.

5. Some limitation of benefits in many
countries – everybody is covered but not
everything.

3. Insurance companies must accept all who
apply for insurance in other countries.

6. Insurance companies are non-profit for
basic benefits in other countries– overhead
less than 1/3 that in the US.
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Comparisons of health care outcomes between the US and other countries have been widely
publicized if not totally sound. Most outcome measures are affected by many more things than
health care. Additionally, since the popular measures do not adequately capture all outputs of the
health care system, efficiency measures may be less than accurate because money devoted to
unmeasured output is classified as waste. As an obvious example, consider daily hospital charges. If
we choose to have single patient hospital rooms large enough to accommodate a guest sleeper, have
cable TV in every room and 24-hour meal service, resources devoted to hospitals will be greater in
the US for every admission than in countries that have a much more Spartan environment. If we
simply compare hospital charges between two countries without acknowledging what is actually
purchased, we are likely to misinterpret differences between the US and other countries. There are
too many confounding variables in health care to be simplistic in our analysis. Merely implementing
another payment system in the US will not automatically move our outcome measures to those of
another country.
It is very likely that the way we pay providers contributes to the cost and outcome
differences we observe between the US and other countries. Fee-for service health care, the
historical method for health care payment in the US, yields a suboptimal combination of resources
spent and services obtained in the health care system because health care is not a typical good for
either the consumer (patient) or the provider (physician, hospital, etc.). Thus, as health care
expenditures have increased over the past thirty years we have seen several attempts at reforming the
“service rendered-payment provided” system in order to decrease expenditures and optimize the
service provided. Recently the definition of “service provided” has been changed from mere
components of health care to reflect a more global service – health outcome. Over the past thirty
years we have seen HMO’s come and go (mostly). In recent history, most health care insurance is
managed care in the form of PPO’s (tightly constrained and not so tightly constrained). Currently
we talk about ACO’s, medical homes, managing populations, global payments, first dollar coverage,
catastrophic coverage, etc., etc. We have clearly not determined the best reimbursement system for
the US. Some concepts seem to stick over time, but no perfect plan has been devised.
The task in front of this panel is to discuss payment reform in both the public and private
sectors of reimbursement. What can we do to create a more meaningful payment system that
rewards providers appropriately and incents the delivery of the services we want? We may not be
able to craft the perfect plan, but we can move the discussion forward. Some questions to consider:
1. What are the services that we want to purchase?
2. How do we place an appropriate value (price) on that service?
3. What role should patients play in the reimbursement system?
4.

How do we align incentives between provider and patient?
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Figure 1. Funds Flow 2009: $2.5 Trillion
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