
The United States spends more 
money on health care than any 

other industrialized country, yet 
Americans are dissatisfied with cer-
tain aspects of our health care system, 
especially the high cost of care. More 
Americans worry about health care  
costs than about losing their jobs, pay-
ing their rent or being the victim of a 
terrorist attack.1 This concern is growing 
quickly: over half of Americans were  
dissatisfied with the cost of health care  
in 2006, up from one third in 2005.2

Consumers see the cost of health  
care reflected in rising insurance 
premiums.3 This growth in insurance 
costs is troubling to Americans, who 
now rank health care second, behind 
the war in Iraq, as a top issue that 2008 
presidential candidates should discuss. 
High costs are the primary concern; 
Americans rank reducing the costs of 
care and insurance above expanding  
coverage to the uninsured, improving 
the quality of care and reducing spend-
ing on government programs.4 

Overall cost growth in the U.S.  
can be attributed to a variety of factors, 
including the growing number of indi-
viduals with chronic disease, expensive 

Most Efficient, Affordable Care

Health  
 for Life Better Health 

Better Health Care

More on Health for Life at 
www.aha.org

residents of many other developed 
nations.5 Further, health care spending  
is growing more rapidly in the U.S. 
than in most other countries.6  To  
help make our health care system  
more affordable, we must identify  
and address the inefficiencies that  
contribute to rising costs.

new medical therapies and procedures 
and variations in care that may not be 
warranted. Perhaps most troubling, 
higher spending in the U.S. relative 
to other countries does not always 
correspond to better health outcomes. 
Despite greater spending, Americans 
have a lower life expectancy than  

Source: Organization for Economic Co-operation and Development. (2006). OECD Health Data. Available at www.oecd.org.

Health care spending per person in the U.S. is higher,    
and is growing faster, than in other countries.

Chart 1: International Health Care Expenditures per Person, 1960-2003
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“ The cost of family health insurance is rapidly 
approaching the gross earnings of a full-time 
minimum-wage worker.” 54

  – Drew Altman, president, Kaiser Family Foundation
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Health care costs, specifically insurance 
premiums and cost-sharing, are becoming 
increasingly burdensome for individuals, 
families and employers. Insurance premi-
ums have risen 78 percent since 2001, a 
rate that outpaces both general inflation 
and growth in workers’ earnings.7 In 
2007, the average health insurance pre-
mium for family coverage is $12,106, of 
which workers pay $3,281 out-of-pocket.8 
Out-of-pocket contributions by workers 
have increased $1,500 since 2001.9 

Rising insurance costs have negative 
consequences for businesses and their 
employees. The majority of Americans 
receive health coverage through their 
employers; as health insurance costs 
continue to rise, employers may restrict 
benefits, increase employees’ cost-shar-
ing or simply drop coverage. Small and 
mid-sized business owners now rank the 
cost of health benefits as their second 
greatest worry after general economic 
uncertainty. Since 1995, the percent-
age of these employers offering health 
benefits has declined from 67 to 41 
percent.10 And, in 2007, nearly half of 
all employers surveyed report that they 
are at least somewhat likely to increase 
employees’ share of health insurance 
costs for 2008.11 

Rising premiums and increased 
cost-sharing make health insurance less 
affordable, potentially leading individu-
als and families to drop coverage. The 
number of uninsured Americans is now 

Sources: Kaiser Family Foundation. (2006). Kaiser/HRET Survey of Employer-Sponsored Health Benefits, 1999-2006.  
Washington, DC. Bureau of Labor Statistics. (2006). Consumer Price Index, U.S. City Average of Annual Inflation, 1988-2006.  
Available at http://www.bls.gov/cpi/.

47 million, a figure that has increased 
markedly since 1987.12 Uninsured 
individuals are much more likely than 
people with insurance to forgo needed 
care and medication and to rely heavily 
on emergency services.13 As a result, they 
may experience poorer quality of life and 
reduced ability to work. 

Businesses also suffer when employees 
lack insurance and forgo care as those 
workers have higher rates of absenteeism 
and lower productivity. Businesses that 
do offer insurance to their employees also 
may find that their insurance premiums 
rise to compensate for providers’ costs 

of caring for the underinsured and 
uninsured. Studies estimate that this 
“cost-shifting” raises employers’ insur-
ance premiums by 8.5 percent.14 

As more individuals are without 
insurance, medical providers increas-
ingly will be called upon to deliver 
care for little or no compensation.15 
Additionally, people with insurance 
who live in communities with high 
rates of uninsured individuals use less 
preventive care, have more difficulty 
seeing specialists and are less likely  
to be satisfied with their health  
care provider.16

Health insurance premiums are growing faster than workers’   
earnings and health care costs.

Chart 2:  Increase in Employer-sponsored Health Insurance Premiums Compared to 
Earnings, Inflation and Total Health Care Costs, 1995-2006
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Consumers Are Unable to Keep Pace with Health Care Costs

“ Health care is our number one expense, next to salary. As baby boomers continue 
to age, it’ll put a tremendous pressure on health care costs.” 55

  – nick Jacobs, administrator, Windber Medical center
“ ”from the f ield
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Improved Efficiency Can Slow Rising Health Care Costs

American health care dollars could be bet-
ter spent. Efficiency can be improved in 
several key areas – including chronic dis-
ease management, technology assessment 
and administrative requirements – to free 
resources for patient care, reduce unneces-
sary spending and improve outcomes. 

Better Manage Chronic Diseases
U.S. health care costs could be reduced by 
better preventing and controlling chronic 
diseases. The burden of chronic disease in 
the U.S. is growing unabated. Currently, 
130 million Americans suffer from one or 
more chronic illnesses,17 and the Centers 
for Disease Control and Prevention 
(CDC) estimates that 70 percent of deaths 
among Americans are due to chronic dis-
ease.18 The medical costs associated with 
chronic disease account for more than 75 
percent of all health care spending.19 

Neither patients nor providers are 
managing chronic diseases well. Fewer 
than 25 percent of hypertension patients 
have well-controlled blood pressure,20 a 
pattern not unique to that illness. The 
American Heart Association estimates that 
half of patients being treated for a chronic 
disease do not adhere to their prescribed 
medication and lifestyle guidelines.21 

Mismanagement of chronic illness 
leads to avoidable, costly use of health 
care services such as hospitalizations and 
emergency services. However, the cur-
rent payment system does not encourage 
physicians to engage in ongoing disease 
management and prevention. Clinicians 
are typically paid for each distinct service 
they provide, and not for ongoing 
management of chronic conditions, such 
as counseling patients about diet and 
exercise.22 New payment structures are 
needed that encourage care coordination 
and improve efficiency.

Chronic disease management pro-
grams may improve patient outcomes 
and reduce costs. Participants in disease 

*Chronic Obstructive Pulmonary Disease

Source: Agency for Healthcare Research and Quality. (1987 and 2000). Medical Expenditure Panel Survey, Household Component.  
Available at http://www.ahrq.gov/data/mepsweb.htm.

The number of people with chronic diseases has risen…

Chart 3: Prevalence of Select Chronic Conditions, 1987 and 2000

*Chronic Obstructive Pulmonary Disease

Source: Agency for Healthcare Research and Quality. (1987 and 2000). Medical Expenditure Panel Survey, Household Component. 
Available at http://www.ahrq.gov/data/mepsweb.htm.

...and the costs associated with treating those diseases has grown.

Chart 4: U.S. Health Care Spending for Select Chronic Conditions, 1987 and 2000
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management programs consistently 
show improved health outcomes, use 
fewer emergency services and experi-
ence fewer hospital admissions.23, 24 Even 
when program costs are included, disease 
management programs for conditions 
such as asthma and diabetes have saved 
money for certain patient populations.25 
Improved disease management can be 
achieved by rewarding providers for care 

coordination. Funding initiatives are 
gaining traction across public and private 
payers. The Centers for Medicare & 
Medicaid Services (CMS) has initiated 
several demonstration projects, includ-
ing the Chronic Care Improvement 
Programs, designed to improve care coor-
dination, and the Wellmark Foundation 
established diabetes care as one of its four 
funding priorities for 2007. 
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Evaluate Medical Innovations  
to Optimize Use
Evaluating and documenting the benefits 
of new medical technology could improve 
efficiency in the health care system. 
Medical innovation – whether in imaging 
and diagnostics, pharmaceutical prod-
ucts, devices, procedures or information 
technology – improves health outcomes 
but can contribute to rising costs.26 More 
than 50 percent of growth in per capita 
health spending in 2002 was accounted 
for by medical technology,27 but the 
health care system does not regularly 
or effectively assess the relative value of 
these new services. 28 

Evaluations of new products or 
procedures can help determine their 
effectiveness and value compared to 
existing technologies.29 A national  
body responsible for conducting these 
objective assessments – for example, 
evaluating the benefit of a new “block-
buster” drug over existing medications 
– could compile relevant data and  
disseminate information.30 Greater 
availability of quality and price infor-
mation for all sectors of the health care 
industry will allow patients and provid-
ers to make more informed health care 
decisions, but educational support will 
be necessary to help many patients use 
this data. 

Source: Martin, A., et al. (2007). Health Spending by State of Residence, 1991-2004. Health Affairs, web exclusive, w651-w663.

Spending patterns vary widely across the U.S.

Chart 7: Personal Health Care Spending per Person, by State of Residence, 2004

Source: Villagra, V. G., and Ahmed, T. (2004). Effectiveness of a Disease Management Program for Patients with Diabetes.  
Health Affairs, 23(4), 255-266.

…while better ambulatory care could produce significant savings.

Chart 6: Spending on Avoidable Hospitalizations for Select Conditions, in Millions, 2004

Source: Agency for Healthcare Research and Quality. (2007). News and Numbers. Available at http://www.ahrq.gov/news/ 
nn/nn080907.htm. 
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Disease management programs may lower costs and reduce   
inappropriate use of services…

Chart 5:  Costs per Member per Month and Service Utilization per 1,000 Members per 
Month, Disease Management Participants vs. Non-participants, 1987-2001
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Use of new and existing technologies 
varies by physician and location, but more 
care does not always mean better patient 
outcomes. Data show that use of a variety 
of services including physician visits, 
diagnostic tests and hospitalizations is 
linked to geographical location. CMS data 
indicate that national per capita health 
spending ranges from $3,972 to $8,295, 
with the Northeast leading the country in 
health spending.31 However, patients in 
regions of the country where health care 
services are used more frequently have 
outcomes similar to or worse than patients 
living in regions where services are used 
less often.32 The health care system cur-
rently lacks the tools needed to distinguish 
necessary procedures from those that may 
be less useful medically. 

Increase Use of Care Guidelines and 
Patient Support Tools
Improving the availability and use of 
treatment guidelines could encourage 
more efficient care. Care guidelines –  
specific recommendations on the appro-
priate course of care for patients with a 
given condition – are not available for 
some diseases. And, where this informa-

tion does exist, providers are not making 
full use of this knowledge. 

Patients also have difficulty determin-
ing the treatment option that is best 
for them. The Institute of Medicine 
estimates that half of Americans have 
difficulty understanding and acting on 
health information,33 a trend that may 
be more pronounced in the medically 
needy elderly population.34 For example, 
women diagnosed with breast cancer 
often cannot make an informed decision 
as to whether surgery would be their 
best treatment option, either due to lack 
of access to information or inability to 
understand available sources.35 Support 
tools can help patients and providers 
make better use of available information 
and can help providers to inform patients 
more fully about treatment options.36 
Engaging patients in care decisions also 
can improve patient satisfaction. 

Furthermore, educational support 
tools can help patients take their medica-
tions correctly and eliminate costly and 
harmful adverse reactions. For example, 
medication compliance is particularly 
difficult for patients with multiple condi-
tions or prescriptions.37 Many patients 

have difficulty following providers’ direc-
tions and experience medication errors at 
home. Such errors may occur as often as 
1.5 million times every year with associ-
ated costs of $3.5 billion.38 Support tools 
that use graphics, such as calendars with 
photographs of the medications a patient 
should take each day, can help patients 
adhere to their physicians’ treatment 
guidelines and improve outcomes.

Cultivate an Appropriately Skilled 
Health Care Workforce
The size and make-up of the health 
care workforce are important consider-
ations in improving the efficiency and 
affordability of care. A critical shortage 
of skilled health care workers is immi-
nent with the aging of the baby boom 
generation, a shift that will simultane-
ously swell the ranks of those requiring 
care and deplete the pool of skilled 
workers.39 According to the Health 
Resources and Services Administration, 
by 2020, the health care system will  
be short one million registered nurses.40 

Workers also must be aligned with 
patients’ needs in order to achieve 
efficient care delivery. For instance, 

Source: National Committee for Quality Assurance. (2006). The State of Health Care Quality 2006. Washington, DC.

Variation in care leads to high costs and preventable deaths.

Chart 8: Medical Costs and Avoidable Deaths Due to Unexplained Variations in Care, by Condition, 2005
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there is a growing need for long-term 
care workers, yet these caregivers are 
increasingly difficult to recruit and 
retain.41 In addition, a new type of 
caregiver may be warranted as patient 
demands shift toward home care servic-
es and remote monitoring capabilities 
that permit patients to stay in their 
homes longer, rather than move into 
nursing homes or other long-term  
care settings. 

Educational and vocational train-
ing can develop and sustain an appro-
priately skilled workforce. Efforts to 
expose young people to careers in health 
care are underway in several states.42 

Expanding educational offerings in 
math, technology and science, as well 
as skills specific to new settings of care, 
will ensure that the health care workforce 
is prepared to meet emerging patient 
needs for long-term care and at-home 
care. Finally, health information technol-
ogy training will be crucial as electronic 
health records and other technological 
innovations are incorporated into every-
day care, and workers must be able to 
adapt to these technologies.43 

Redirect Administrative and Legal 
Costs to Patient Care
Streamlining costs for non-patient care 

could reduce spending and make health 
care more affordable. The U.S. spends 
valuable resources on administrative and 
legal costs, such as costs related to claims 
processing or record keeping – using funds 
that might be better invested in patient 
care. The U.S. surpasses other industrial-
ized countries in this type of spending.44 
Private insurers spend twice as much on 
administration as public programs do, 
due to costs associated with attracting and 
retaining members, negotiating contracts 
with multiple providers and offering a 
variety of health insurance plans.45 

Inefficient administration further 
raises costs. Duplicative and unnecessary 
medical tests generate needless expenses, 
delay patient care and frustrate providers 
and patients. Patients consistently report 
that laboratory tests have been repeated 
when records or test results were unavail-
able at the time of a physician visit.46 

Spending associated with professional 
liability insurance also contributes to 
administrative costs. Professional liability 
insurance is becoming unaffordable for 
providers, interrupting and constrain-
ing access to care as physicians in certain 
specialties try to limit their exposure  
to lawsuits. Physicians may refuse high-
risk patients, relocate or stop practicing 
if professional liability costs become 
prohibitive, a pattern already apparent 
among obstetricians.47 

As insurance prices rise, providers 
may pass these costs on to consum-
ers. Estimates place the national cost 
of “defensive medicine” – the practice 
of providing extra care to minimize the 
risk of a lawsuit – between $50 billion 
and $100 billion per year.48 Patients may 

 Source: Woolhandler, S., Campbell, T., and Himmelstein, D.U. (2003). Costs of Health Care Administration in the United States and 
Canada. New England Journal of Medicine, 349(8), 768-775.

U.S. health care costs not associated with patient care    
are triple those in Canada.

Chart 9: Cost of Heath Care Administration in the United States and Canada, 1999

“ The United states is twice as expensive with about the same outcome.  
As a consumer, i don’t mind paying more if i’m getting more, but that’s  
just not the case in the U.s.” 56

 

  –  Gerard Anderson, PhD, director, center for Hospital Finance and Management, Johns Hopkins bloomberg school of 
Public Health, comparing the U.s. with canada, Australia, France and britain

“ ”from the f ield

$259

$47 $57
$8

$315

$103
$62

$29

$324

$107

$42
$13

$1,059

$307

insurance
overhead

Employers’ 
costs 

to Manage
Health benefits

Hospital
Administration

nursing 
Home

Administration

Administrative
costs of

Practitioners

Home 
care

Administration

Total

sp
en

di
ng

 p
er

 P
er

so
n

United states

canada



7

HEAlTH For liFE

Seizing upon some of the opportuni-
ties to shift our health care system 
toward one that is more efficient and 
affordable will help all Americans  
get the care they need. Maximizing 
the efficiency of our health care  
system could:

•	 	Ensure	patients	receive	the	most	appropriate	care;
•		 	Improve	outcomes	for	patients	with	chronic	diseases;	
•		 	Ease	the	burden	of	health	care	costs	for	consumers	and	reduce	anxiety	 

about affordability;
•		 	Allow	providers	to	refocus	on	patient	care,	rather	than	administrative	 

and legal costs;
•		 	Help	businesses	maximize	productivity	by	reducing	the	64.7	million	sick	days	and	

$10.6 billion in lost productivity currently attributable to suboptimal health care; 52 
•		 	Ensure	that	the	most	beneficial	technology	is	used;	and
•		 	Control	costs;	a	10	to	20	percent	reduction	in	preventable	hospitalizations	would	

save $4 billion to $8 billion each year.53 

What Will We Gain from affordable, efficient care?

care spending each year,50 or between  
$34 billion and $50 billion out of  
our nation’s $2 trillion in annual  
health spending. 

Reforming the liability system  
could reduce costs for providers and 
curtail the costly practice of defen-
sive medicine. Possible improvements 
include the use of alternative mecha-
nisms, such as mediation to resolve 
disputes, the introduction of “no-fault” 
compensation and the imposition of 
caps on non-economic damages as 
part of malpractice awards.51 Providers 
would be able to treat patients based 
solely on appropriateness of care,  
leading to more efficient use of health 
care services.

see these costs reflected in their health 
insurance premiums and out-of-pocket 
costs. Americans now rank the number of 
malpractice lawsuits second in contribut-
ing factors to rising health care costs.49 

Reducing overall administrative  
and legal costs can redirect providers’ 
attention and resources to patient  
care. Public and private insurers can 
collaborate to develop and imple-

ment best practices for administrative 
procedures such as simplifying and 
standardizing benefit packages to ease 
claims processing, eliminating redun-
dant procedures, and paperwork and 
minimizing the burden of compliance 
and oversight. Lowering administra-
tive spending to the levels achieved in 
Germany or Switzerland would save 
between 1.7 and 2.5 percent of health 
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Professional liability insurance premiums are a growing   
burden for physicians. 

Chart 10: Trends in Professional Liability Premiums by Specialty, 1993-2002 
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