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back burner is perhaps the most 
serious threat to Americans’ access 
to care: rapid growth in health 
care costs.

Pessimism abounds. Most ob-
servers see rising costs as an in-
exorable force, blame advancing 

technology, and con-
clude that only by 
rationing beneficial 
care or making dra-
conian price cuts can 

we slow the growth of health care 
costs.

But a careful look at variations 
in spending growth and spending 
patterns among U.S. regions re-
veals a more optimistic picture. 
By learning from regions that have 
attained sustainable growth rates 
and building on successful mod-

els of delivery-system and payment-
system reform, we might, with 
adequate physician leadership, 
manage to “bend the cost curve.”

The graph shows per capita 
Medicare spending from 1992 
through 2006 in five U.S. hospi-
tal-referral regions. During this 
period, overall Medicare spending, 
adjusted for general price infla-
tion, rose by 3.5% annually. But 
there was considerable variation 
among regions. Per capita infla-
tion-adjusted spending in Miami 
grew at an annual rate of 5.0%, as 
compared with just 2.3% in Salem, 
Oregon, and 2.4% in San Francisco. 
In dollar terms, the growth in per 
capita Medicare expenditures be-
tween 1992 and 2006 in Miami 
($8,085) was nearly equal to the 

level of 2006 expenditures in San 
Francisco ($8,331). A total of 26 
hospital-referral regions (including 
Dallas) had more rapid spending 
growth than Miami, and 18 re-
gions (including San Diego) had 
slower growth than Salem.

Three of the regions included 
in the graph — Boston, San Fran-
cisco, and East Long Island, New 
York — started out with nearly 
identical per capita spending, but 
their expenditures grew at mark-
edly different annual rates: 2.4% 
in San Francisco, 3.0% in Boston, 
and 4.0% in East Long Island. Al-
though such differences may ap-
pear modest, compounding leads 
to enormous differences in spend-
ing levels over time. By 2006, per 
capita spending in East Long Is-
land was $2,500 more than in 
San Francisco — which translates 
into about $1 billion in additional 
annual Medicare spending from 
this region alone.

What’s going on? It is highly 
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The expansion of health insurance coverage in 
the United States is likely to be on the front 

burner of health care reform efforts in the new 
presidential administration. But boiling on the 
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Medicare reimburse-
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unlikely that these differences in 
growth could be explained by dif-
ferences in health. Marked region-
al differences in spending remain 
after careful adjustment for health, 
and there is no evidence that 
health is decaying more rapidly in 
Miami than in Salem.

The variations allow us to rule 
out two overly simplistic explana-
tions for spending growth. First, 
“technology” is clearly an insuffi-
cient explanation: residents of all 
U.S. regions have access to the 
same technology, and it is implau-
sible that physicians in the regions 
with slower spending growth are 
consciously denying their patients 
needed care. Indeed, evidence sug-
gests that the quality of care and 
health outcomes are better in 
lower-spending regions and that 
there have been no greater gains 

in survival in regions with greater 
spending growth.1 Second, it is 
difficult to blame regional differ-
ences entirely on the current pay-
ment system, since all our evidence 
on regional growth comes from 
populations in the fee-for-service 
system. Other research has em-
phasized the role of managed care 
in moderating the growth of 
costs,2 but this story cannot ex-
plain the rapid growth in Miami, 
where roughly half of Medicare 
enrollees are covered by Medicare 
Advantage plans.

The causes must therefore lie in 
how physicians and others respond 
to the availability of technology, 
capital, and other resources in the 
context of the fee-for-service pay-
ment system. A recent study by re-
searchers in our group provides 
further insight.3 Using clinical 

vignettes to present standardized 
patient care scenarios to physi-
cians throughout the country, the 
researchers found that physicians 
in high- and low-spending regions 
were about equally likely to rec-
ommend specific clinical interven-
tions when the supporting evidence 
was strong. Those in higher-spend-
ing regions, however, were much 
more likely than those in lower-
spending regions to recommend 
discretionary services, such as re-
ferral to a subspecialist for typical 
gastroesophageal reflux or stable 
angina or, in another vignette, 
hospital admission for an 85-year-
old patient with an exacerbation 
of end-stage congestive heart fail-
ure. And they were three times as 
likely to admit the latter patient 
directly to an intensive care unit 
and 30% less likely to discuss pal-
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liative care with the patient and 
family. Differences in the propen-
sity to intervene in such gray areas 
of decision making were highly 
correlated with regional differenc-
es in per capita spending.

What do these findings suggest 
in terms of approaches to reduc-
ing health care costs? First, phy-
sicians have an opportunity to lead. 
Physicians are still almost entirely 
responsible for determining what 
treatments their patients receive 
and where they obtain their care. 
And although the increasingly 
commercial behavior of some phy-
sicians may threaten the public 
perception of the profession, pa-
tients still largely trust their own 
doctors. Leadership is needed at 
three levels. In their practices, phy-
sicians can help patients under-

stand when a more conservative 
path is likely to be as safe as a 
more intensive and higher-cost 
path. In their communities, phy-
sicians have the credibility to ar-
gue against the need for further 
growth — whether through hos-
pital expansion, the construc-
tion of new imaging centers, or 
the recruitment of more special-
ists to oversupplied regions 
(www.dartmouthatlas.org provides 
spending, hospital, and workforce 
data for each U.S. hospital-referral 
region). And physicians can support 
changes in the health care system 
that will help their patients and 
communities get the best possible 
care at the lowest possible cost.

But physicians will need help 
from payers and policymakers. 
Under the current payment system, 

physicians cannot afford the time 
it takes to help patients under-
stand why a test or procedure is 
not needed. Hospitals lose money 
when they improve care in ways 
that reduce admissions, and they 
lose market share when they don’t 
keep pace in the local medical 
arms race. In this race there are 
no financial rewards for collab-
oration, coordination, or conser-
vative practice.

To slow spending growth, we 
need policies that encourage high-
growth (or high-cost) regions to 
behave more like low-growth, low-
cost regions — and that encour-
age low-cost, slow-growth regions 
to sustain their current trends. Our 
ongoing research program (fund-
ed in part by the National Institute 
on Aging) suggests that there 
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Manhattan, NY
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E. Long Island, NY
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Fort Lauderdale, FL
Philadelphia, PA
Chicago, IL
Baltimore, MD
Boston, MA
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Orlando, FL
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$8,279
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$7,742
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$2,397
$2,887
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$3,651
$2,480
$2,942
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3.9%
3.0%
4.0%
5.3%
3.8%
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3.0%
3.4%
2.7%
3.0%
3.6%
3.4%
2.3%
2.8%
3.3%
3.8%
4.4%
2.5%
3.2%
3.1%
4.7%
2.9%
3.6%
3.1%
2.3%
3.5%
2.9%
4.3%

9,000 to 16,352  (57)
8,000 to <9,000 (79)
7,500 to <8,000 (53)
7,000 to <7,500 (42)
5,310 to <7,000 (75)
Not populated

Total Reimbursement Rates for Noncapitated Medicare per Enrollee, 2006, and Annual Growth in Medicare Reimbursements, 1992–2006,  
for the 25 Largest U.S. Hospital-Referral Regions.

Data are from the Dartmouth Atlas Project.
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are two broad and closely linked 
strategies for accomplishing these 
aims: fostering the growth of more 
organized systems of care and im-
plementing fundamental payment 
reform. Consensus is emerging 
that integrated delivery systems 
that provide strong support to cli-
nicians and team-based care man-
agement for patients offer great 
promise for improving quality and 
lowering costs. Most physicians 
already practice within local refer-
ral networks around one or more 
hospitals, which could form local 
integrated delivery systems with 
little disruption of practice.4 Poli-
cymakers would need to remove 
legal barriers to collaboration and 
offer incentives — such as larger 
payment updates or subsidies for 
implementing electronic health 
records — to providers who were 
willing to establish real or virtual 
accountable care systems.5 Our 
volume-based payment systems 
could then be changed to incor-
porate partial capitation, bundled 
payments, or shared savings, 
thereby fostering accountability 
for overall costs and quality of 
care. Although much remains to 
be learned about aligning reforms 

in delivery systems with payment 
reforms, early results from dem-
onstration projects have been 
promising and could provide the 
foundation for national reform.

The good news is that small 
changes in annual per capita 
growth rates have enormous im-
plications for the long-term sol-
vency of Medicare and the sus-
tainability of expanded insurance 
coverage. Using data from the 2008 
Medicare trustees’ report on pro-
jected revenues and total Part A 
and B spending, we estimate that 
Medicare will be $660 billion in 
the hole by 2023. Reducing annual 
growth in per capita spending 
from 3.5% (the national average) 
to 2.4% (the rate in San Fran-
cisco) would leave Medicare with 
a healthy estimated balance of 
$758 billion, a cumulative savings 
of $1.42 trillion.

Such a change would not solve 
the country’s long-term fiscal chal-
lenges. But it suggests that if we 
focus reform efforts on current 
areas of overspending — overuse 
of hospitals and unnecessary vis-
its, consultations, tests, and minor 
procedures — we may be able to 
bend the cost curve while continu-

ing to enjoy the benefits of tech-
nological advances.
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Investing in Health Care Reform
Karen Davis, Ph.D.

Indicating that health care re-
form is integral to his policy 

agenda, President Barack Obama 
has moved swiftly to incorporate 
elements of reform into his eco-
nomic recovery bill and signed re-
authorization of the State Chil-
dren’s Health Insurance Program 
(SCHIP). Enactment of compre-
hensive reform, however, is likely 
to hinge on the development of 
a plan that is affordable to fam-

ilies, employers, and taxpayers. It 
will need to combine expanded 
health insurance coverage with 
investments designed to improve 
care and slow spending growth if 
it is to be sound and sustainable in 
the long term.

The Commonwealth Fund Com-
mission on a High Performance 
Health System, in its new report, 
The Path to a High Performance U.S. 
Health System (Path proposal),1 has 

endorsed a set of health care pol-
icies that would produce savings 
for the system: the creation of a 
national health insurance exchange 
with a choice of private plans and 
a new public-plan option; invest-
ment in systemic changes, such 
as accelerated adoption of health 
information technology and health 
insurance benefits that are based 
on evidence of the comparative ef-
fectiveness of treatment options; 
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