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Overview of Presentation 

• U.S. health policy context 

• Methods 

• Policy options for cost containment 

• Results 

• Conclusions  
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U.S. Health Policy Context 

• Over the past decade, National Health Spending 
grew 6.6% annually versus  4.1% growth in GDP 

– U.S at $7960 per capita in 2009 already well above 
others in OECD; high growth more widespread 

• Insurance is provided by multiple private and 
public payers 

• Most providers are private and still paid FFS 

• Major health reform recently passed (Affordable 
Care Act, ACA) 
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Causes of High U.S. Spending 

• Tax subsidies for employer-based insurance 

• Rapid dispersion of medical technology 

• Changes in chronic disease prevalence 

• Insurer and provider consolidation 

• Medical malpractice and defensive medicine 

– Alleged, but weaker evidence that this plays a role 
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Cost Containment in the ACA 

• Insurance exchanges to promote competition 

• An excise tax on high-cost employer plans 

• Delivery system and payment reforms 

• Greater emphasis on prevention and wellness 

• Reduce waste, fraud and abuse 

• Medicare payment reductions 

• Independent Payment Advisory Board to slow 
Medicare spending 
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Study Methods 

• Identify reforms that could be strengthened 
and options not considered in the ACA 

• Develop a baseline trajectory for national 
health expenditures (NHE) for 2014-2023 

– $37.5 trillion (projection slightly lower since ACA) 

• Thoroughly review the literature for evidence 

• Make defensible assumptions about each of 
the policy options being studied 
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Cap tax exclusion of employer premiums 

• Historical artifact some see as a root cause of 
excessive coverage and high spending  

• Tax benefits increase as income goes up 

• Potentially large savings in tax expenditures 

– Now, over $3.5 trillion in ten years 

• Assumption is that less generous coverage 
would reduce spending, but no solid estimates 
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Effects of Capping the Tax Exclusion 

• Health Spending in extremely skewed 
– Lower 50% account for 3% of spending 

– Upper 10% account for 65% of spending 

• Assume higher cost sharing causes 10 percent 
reduction in spending by the lower 90%; 25% 
increase in out-of-pocket costs 
– Smaller savings in 90th to 95th percentile 

• Overall, NHE would be reduced by about 1.5% 
– Relatively large, but not a fundamental fix 

 
8 



URBAN INSTITUTE 

Additional Cost Containment Policies (1) 

• Strengthen the insurance exchanges 
– Standardized benefits, fixed employer contributions, 

drug rebates, negotiated premiums 

• Expand care coordination efforts 
– Focus on people with multiple chronic conditions, 

especially those covered by Medicaid and Medicare 
and receiving long-term care 

• Promote disease prevention and public health 
– Increase cigarette tax; reduce asthma exposure at 

home; tax sweetened beverages 
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Additional Cost Containment Policies (2) 

• Improve end-of-life care 
– Respect patient and family preferences; improve 

information about options; better pain management; 
appropriate use of hospice services. 

• Reform medical malpractice system 
– Limit awards to lower premiums and reduce defensive 

medicine 

• Shift from FFS to bundled payments 
– Bundles for procedural or acute episodes, but chronic 

conditions offer more potential savings 
• administratively complex to implement  

– Medicare, Medicaid, exchange plans and some other plans  
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Estimated Impact of Cost Containment Policies 
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Pricing Options for Cost Containment 

• Provide for a Public Plan within the exchange 

– Strong payer to offset provider market  power 

• Impose rate setting within the exchange 

– Negotiate prices with providers  that plans must use 

• Impose rate setting globally 

– Dramatic change that controls prices while curtailing 
access problems for the publically insured 

– Leads to convergence of public and private rates 
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Estimated Impact of Pricing Options 
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Conclusions 

• No one policy option appears to offer the 
“silver bullet” for cost containment 

• If the major policy changes were adopted 
along with some of the others, savings might 
be 5-10% of NHE (estimates are not additive) 

• A cap on the tax exclusion would even 
enhance equity of tax expenditures 

• Some policies could also improve quality and 
promote more efficient care delivery 
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Thank You! 

 

The complete study is available at 
http://www.urban.org/publications/412419.html  
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