
Introduction to Health Economics

Concepts and Controversies in 
Health Care Reform

David M. Auerbach, MD, MBA
Spring 2019



March 13, 2019

Session 3

The Cost and Affordability of Health Care and Pharmaceuticals





E. C. Schneider, D. O. Sarnak, D. Squires, A. Shah, and M. M. Doty, Mirror, Mirror: How the U.S. Health Care System Compares Internationally at a Time of Radical Change, The Commonwealth 
Fund, July 2017.
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GDP refers to gross domestic product. Data in legend are for 2014.
Source: OECD Health Data 2016. Data are for current spending only, and exclude spending on capital formation of health care providers. 
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Cost of Health Care

US: 18% GDP (2x other industrialized countries)

Why?

• Use (care intensity)

• Price*

(Not: disease burden; age)

• “It’s the Prices, Stupid” (Anderson GF, Reinhardt UE; Health Affairs, 5/2003)

• “Factors Associated with Increases in US Health Care Spending, 1996-2013” 
(Dieleman JL, et al, 7/11/17)









Divergence: Cost; longevity

• Technology (expensive; diminishing impact on outcome)
• Reliance on market forces (but competition limited by consolidation; 

limited regulation)
• Administrative burden
• Lack of universal coverage
• Slow income growth
• Social programs (excluding health care): 
• 1980: US 11% GDP; EU 15% GDP
• 2011: US 16% GDP; EU 22% GDP





Affordability

• “essentially, a sentiment”
• Opportunity cost
• Ability, willingness to pay
• Considerations: income; value of something relative to price

• Health care differs from other services
• Enormous variability in need: individual; over time



Percent of adults who report delaying and/or going without medical care due to costs, 
1998-2016



Percent of adults who report delaying and/or going without medical care due to costs, by 
type of care, 2016



The rising cost of health care is pushing companies to take action



Compensation Remaining after Health Care Expenditures for U.S. Households with 
Various Income Levels



Family Health Insurance Premiums as a Percentage of Median Income, 1999 to 2016



Percent who say they or someone in their household had problems paying 
medical bills in the past 12 months



Financial toxicity of cancer

• More than 42% of the 9.5 million people diagnosed with cancer from 
2000 to 2012 drained their life's assets within two years

Death or Debt? National Estimates of Financial Toxicity in Persons with Newly-Diagnosed Cancer
Adrienne M. Gilligan et. al.
American Journal of Medicine, October 2018



Income-Related Disparities in the Prevalence of High-Burden Total Health Spending 
Before and After Implementation of the Affordable Care Act (ACA)



The Cost Conundrum by Atul Gawande

• McAllen, TX
• Physician culture; practice patterns
• Compare: El Paso, TX

• Regional variation: How much variability would you expect?
• Explanation for high cost of American health care?



Dartmouth Atlas of Health Care

• MediCare Spending
• "... studies comparing similar patients have found that those in higher-

spending regions are more likely to be admitted to the hospital, spend 
more time in the hospital, receive more discretionary tests, see more 
medical specialists, and have many more different physicians involved 
in their care. "
• "The extra care does not produce better outcomes overall or result in 

better quality of care..."



Dartmouth Atlas of Health Care

• Supply-Sensitive Care
• "Supply-sensitive care refers to services where the supply of a specific 

resource has a major influence on utilization rates. The frequency of 
use of supply-sensitive care is not determined by well-articulated 
medical theory, much less by scientific evidence; rather, it is largely due 
to differences in local capacity, and a payment system that ensures that 
existing capacity remains fully deployed. "

• www.dartmouthatlas.org



Moral hazard

• A party insulated from risk may behave differently from the way it would behave if it 
would be fully exposed to the risk. 
• Example of information asymmetry: one party in a transaction has more information than 

another.
• The party with more information about its actions or intentions has an incentive to behave 

inappropriately from the perspective of the party with less information.



RAND HIE: High Deductible Health Plans

• Minimal or no effect on health status for most.
• Exception: Poor and sick -- harmed by reduced utilization.
• HTN less well controlled; annual likelihood of death increased 10% (in 

spite of reduced cost sharing for low-income families).



Health Insurance across state lines

Department of Health and Human Services just announced that it 
wants to encourage selling health insurance “across state lines.”

• Good idea? Bad idea?
• Problems?


