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Eliminating Wasteful Health Care Spending—
Is the United States Simply Spinning Its Wheels?
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The United States is the most expensive health care system
in the world,! with broad consensus among experts thata con-
siderable portion of that health care spending is wasteful. In
2012, Berwick and Hackbarth? estimated that, at minimum,
wasteful spending accounted
for 21% of total expenditures
in the United States. Since its
publication, the United States
has experimented with several new payment models, hoping
to spur innovations that will curb unnecessary and wasteful
health care spending. In a study in a recent issue of JAMA,
Shrank and colleagues?® took another look at how much prog-
ress we have made. Overall, the results are disappointing.

Shrank and colleagues? estimated that now as much as 25%
of total health care spending in the United States is wasteful,
amounting to approximately $760 billion to $935 billion wasted
annually. That is more than the country spends on primary and
secondary education for all of its children.* Similar to the Ber-
wick and Hackbert study,? the study by Shrank and colleagues®
estimated waste across 6 categories, using a framework from
the Institute of Medicine: failures of care delivery, failures of
care coordination, overtreatment, administrative complex-
ity, pricing failures, and fraud and abuse. Beyond just identi-
fying waste, the authors estimated that $191 billion to $282 bil-
lion per year could potentially be saved with the systemwide
adoption of interventions that reduce waste. For their study,
they examined 54 unique articles or reports from peer-
reviewed literature, government agency documentation, and
the gray literature that were available January 2012 to May 2017.

The study by Shrank et al® offers an important moment to
reflect on the progress or lack thereofin eliminating waste from
the US system. Why has it been so hard? One reason may be
that the national strategy is placing too much emphasis on ini-
tiatives that do not work. Since the passage of the Affordable
Care Act, the federal government has implemented several
value-based programs to target improvements of quality of care,
reduce adverse events, and emphasize care coordination as a
means to reduce unnecessary spending. The goal of value-based
programs is primarily to address inefficiencies in 3 of 6 areas:
failure of care delivery, failure of care coordination, and over-
treatment or low-value care. Shrank and colleagues® estimate
that these areas collectively account for 27% to 37% of total
waste. Unfortunately, most value-based programs have had little
to no meaningful association with changes in cost, quality, or
wasteful spending.

Hospital pay-for-performance programs, for example, in-
cluding the Value-Based Purchasing Program and the Hospital-
Acquired Condition Reduction Program, have not improved pa-
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tient outcomes or reduced complications,>® and there is scant
evidence that they have reduced waste. Another key pro-
gram, the Hospital Readmissions Reduction Program, was
touted as initially successful, but newer evidence suggests that
little if any change in hospital revisit rates resulted, and it is
possible that modest unintended harm occurred.”® Other na-
tional alternative payment models, which are increasingly
being used as a tool to encourage better integration and coor-
dination of care between inpatient and outpatient clinicians,
have had some modest effects. For instance, bundled pay-
ments for episodes of care have reduced expenditures for a few
conditions (primarily low-risk surgeries)®-'° but not for oth-
ers, such as medical conditions.” Federal patient-centered
medical-home demonstrations have also failed to generate any
meaningful savings." The one bright spot has been account-
able care organizations, which appear to have achieved mod-
est savings, largely by avoiding hospitalizations and post-
acute care and primarily in physician-led organizations.!? The
degree to which this represents integrated care is unclear, and
atleast1study' has raised questions about the degree to which
the savings are associated with better risk selection (that is,
accountable care organizations save money by avoiding pa-
tients at high risk). Either way, even the most optimistic read-
ing of accountable care organizations suggest their savings are
just a small fraction of the estimate of waste by Shrank et al®
across these 3 domains. In addition, other studies have found
that targeting care coordination and care management pro-
duceslittle to no savings at all.!* Taken together, although these
value-based programs may improve population health, the evi-
dence that they are taking waste out of the system is lacking.
In fact, they may simply be adding to the quality reporting and
administrative complexities that characterize so much of the
US health care system.'®

Does this mean targeting waste is ill advised? It does not
mean that at all. In fact, we believe that we have spent too little
time tackling the bigger drivers of wasteful spending: pricing
failures and administrative complexity. Shrank and colleagues®
have shown that, collectively, these factors account for 54%
to 65% of wasteful spending. As health care systems have in-
tensified efforts to consolidate, prices for health care services
have increased. Prescription drug spending per capita in the
United States is also almost double that of other countries,! in
part because of a regulatory system that fails to support ad-
equate competition among generic medications and con-
strains payer negotiation among brand-name drugs. But high
prices go far beyond pharmaceuticals and extend to tests, pro-
cedures, and even the salaries of clinicians. Increasing admin-
istrative complexity of the US system is also creating burden,
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burnout, and additional waste. If the United States actually
wants to reduce wasteful spending, it is time to focus in ear-
nest on interventions that address pricing failures and re-
duce administrative complexity.

There are several potential ways policy makers might con-
sider addressing pricing failures, although this would require
considerable policy interventions from federal and state gov-
ernments. First, enhancing cost transparency might help. Ad-
dressing payment discrepancies between hospital outpatient
facilities and office-based practices is crucial and has begun
to happen. Tackling consolidation among physicians and hos-
pitals, which has resulted in high prices without clear improve-
ments in quality or outcomes, is also critical. Third, the Cen-
ters for Medicare & Medicaid Services and the US Food and
Drug Administration could take a series of steps toreduce drug
prices, from opening up more competition to allowing for im-
portation of generic drugs from other countries and poten-
tially even negotiating drug prices directly.

How might policy makers address waste attributable to ad-
ministrative complexity? Ongoing government initiatives are
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trying to improve interoperability and facilitate transfer of in-
formation across health systems to reduce duplication. In ad-
dition, strategies should focus on streamlining processes be-
tween clinicians and payers, standardizing quality measures
and reporting for value-based contracts, and reducing the com-
plexity of prior authorizations. Collectively, these efforts could
potentially generate meaningful savings.

Shrank and colleagues® have reminded readers again of the
large challenges facing the US health care system in its effort
to eliminate waste. Although there is value in value-based
care, the evidence to date suggests that the current national
approach to addressing wasteful spending is having little ef-
fect, largely because it is failing to tackle the largest areas of
waste. Efforts to improve care coordination and care fragmen-
tation are important and may improve care. However, to mean-
ingfully tackle costs and waste, it is necessary to address the
high prices and administrative complexity that plague the US
health care system, because, as the infamous bank robber
Willie Sutton said when asked why he robbed banks, that is
where the money is.
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