Cost Drivers in Health Care
Summary
This Issue Brief catalogues factors that are cited as cost drivers in health
care, without making any assessment of the relative merits of the factors. It
presents the factors within three broad categories, recognizing that it is the
interactions that are critical, and that any categorization is dependent on
judgments about placement.

Overview

This issue brief catalogues cost
drivers in health care. It is not a
formal review of the literature, or
evaluative in any sense; it simply
attempts to capture and catalogue
the variety of factors that have been
identified without comment on the
merits, the interactions, or in some
cases, the conflicting views about
the factors cited. It identifies factors
within three broad categories that
drive spending, starting with overall
societal factors, then the determinants of health, and finally factors
within the health care system itself.
There are several caveats to keep
in mind. There is no “right” level
of spending or rate of increase, but
it is clear that the United States is
at levels and future growth rates
that are viewed by most observers
as too high. While inventories and
research on cost drivers, including
this catalogue, tend to isolate individual factors, it is the interactions
among them that yield the total
health spending result.

Aggregate factors

There are several aggregate, societal factors that are cited as top-line
drivers of total health spending in a
nation.
National per capita income:
higher national income is associated
with relatively higher health spending.
The U.S spending level and growth
rates are comparatively high even
when adjusting for the nation’s higher
per capita income.

Aggregate national demographic and economic factors
Per capita income
Age
Disease prevalence.
Determinants of health of individuals and societies
Individual characteristics (genetics) and personal behaviors
The physical environment in which individuals live and work
The social and economic environment in the community
Health system factors
Demand-side issues: the prevalence of insurance coverage; insurance coverage shortfalls; and the information gaps in health care;
Supply-side issues: overall supply and mix of services; the development, diffusion and pricing of new technology;
Systemic, crosscutting issues:
•
•
•
•
•
•
•

Marketplace structures;
Payment incentives: driving volume, especially of higher cost services;
Fragmented delivery and financing systems
Insufficient evidence-base on multiple aspects of care and costs;
Regulatory issues
Quality and safety
Malpractice litigation risks

The selected bibliography lists a number of sources.

Age: as a population ages, its average health needs and health spending
increase.
Disease prevalence: the relative
health and the prevalence of diseases
in a population, and changes in those
diseases, is a driver of health spending.

Determinants of health

Public health research focuses on a
range of personal, social, economic
and environmental factors outside
what is typically seen as the “health
system.” These are seen as critical

factors that influence health status,
the demand for health care and health
costs, as well as a broader set of
economic consequences of excess
morbidity and shorter lifespans, such
as the impact on productivity.
Individual characteristics and
behaviors: a number of individual
determinants of health are cited.
• Genetics: individuals inherit tendencies to health and health risks,
such as the likelihood of developing particular conditions, that affect
life expectancy.
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• Gender: women and men experience different health care risks over
their lifetimes.
• Individual behaviors: a person’s
diet, physical activity, smoking,
alcohol or other substance use, all
contribute to an individual’s health
status and need for health services.
Physical environment: the physical environment in which individuals
and families live and work is cited as
having an impact on health status. This
includes factors such as the availability
of clean water and sanitation, climate,
exposure to contagious disease and
toxic hazards, the working environment, exposure to violence, and overall
public safety in a community.
Social and economic environment: income and educational disparities are cited as determinants of
health, as are the norms and cultures of
communities and families, including
the norms and culture of the medical
community itself.

Health system factors

Finally, there are health care and
health system factors that affect costs
and cost increases. Cost drivers within
the health system can be characterized
in different ways, and it is essential
to note again that it is the interaction
among these factors, and those above,
that yield the result. The following
categorizes factors into demand-side
issues, supply-side issues, and systemic issues.
Demand-side issues: Several
features of the health care system are
cited as having an important effect on
the demand for services.
• Insurance effect: private and public health insurance coverage, and
changes in the scope of that coverage, has an impact on the use of
services by lowering the effective
price paid at the point of service by
consumers. At the same time, the
lack of comprehensive insurance
coverage is cited as a factor driving
some cost increases due to delayed
care and treatment for those who
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are uninsured and those with coverage that is inadequate.
• Information shortfalls: a second
factor, sometimes listed as a demand-side effect, is a lack of information. One problem cited is that
of “asymmetrical information” – a
marketplace problem in which the
consumer/patient simply does not
have the expertise to fully evaluate
the clinical situation and risks, and
defaults to the professional expertise and judgment of the physician
or other health professional. In
addition, there is a lack of pricing
transparency and quality information that consumers can rely on to
make choices.
Supply-side issues: Supply-side
issues are also cited as having an important effect on the volume, mix and
price of services.
• Overall service capacity: the
overall supply of health professionals, largely physicians, and of
hospitals and other facilities, affects
the level of spending. Communities with greater supply appear to
have greater spending, which is
described as the phenomenon of
“supply-induced demand.”
• Mix of service capacity: the mix
of services, in particular the mix
of physician specialties, affects the
level and distribution of spending. The relative share of subspecialty providers versus primary
care providers is, in particular, cited
as a factor that affects total health
spending.
• Technology development, diffusion: technology development and
diffusion is most frequently cited
as the most significant contributor
to the level of and growth in health
spending. This includes a number
of features.
o the rate of development and introduction of new technologies;
o the substitution of more expensive technologies for less expensive technologies for the same
clinical problem;

o the diffusion or expansion of new
technologies, and in particular,
diffusion beyond the specific
evidence-based indicators of
clinical value;
o the pricing power of the developers of technology. This includes
the relatively higher prices paid
for technologies in the U.S.
compared with other nations,
and the maintenance of relatively
high prices even as technologies
are broadly diffused beyond the
initial stage of innovation.
• Compensation levels: compensation at multiple levels in health
care, ranging from physician
income levels to administrative
compensation, is cited as a factor
for higher spending in the U.S.

Systemic issues

In addition to the intersection of the
demand- and supply-side issues in
driving health spending, there are a
variety of other systemic issues in
health care that are cited, in combination with other factors, as influencers
of health spending.
• Marketplace issues: different and
conflicting views about overall
market factors are cited. These
include—
o the absence of free-market principles operating in health care
drives up costs, due to insurance
coverage, government regulation,
lack of individual choice, and
lack of pricing transparency;
o alternatively, an unfettered commercial marketplace drives up
utilization and pricing in the
absence of appropriate regulatory
constraints;
o marketplace consolidation and
the absence of countervailing
marketplace power or regulatory
pressures allow entities to raise
prices in local markets; these
price increases have been a recent
focus of attention.
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• Payment incentives: payment in
the still dominant fee-for-service
payment system remains a frequently cited factor. It is viewed as:
o providing incentives for multiple
interventions and increasing
volume of services, rather than
promoting value;
o favoring relatively more expensive specialty care and interventions compared with primary care
services;
o supporting and rewarding a fragmented delivery system.

o there is not a clear pathway in
either the public or private sectors
to develop and use such a range
of comparative evidence on interventions, costs, and value to support appropriate differentiation in
care, coverage and payment.
• Quality and safety: quality problems, including overuse, underuse,
and misuse, and safety problems
with consequences for mortality
and morbidity, are viewed as driving up total spending and lessening
value.

o does not have the capacity for the
care coordination that is necessary
for care or total cost management;

• Malpractice litigation: the risk of
exposure to malpractice litigation
is cited as a factor driving up costs
in part due to the price of malpractice coverage itself, and in part as a
driver of the unnecessary provision
of services arising from “defensive
medicine.”

o leads to the inefficiencies that
arise from less than optimal use
of duplicative resources;

• Regulation: the degree and type of
regulation is cited in multiple and
conflicting ways.

• Fragmented delivery and financing system: this system, which is
both a cause and effect of other
issues—

o leads to higher administrative
costs for payers, providers and
patients.
• Insufficient evidence base: there
is not a sufficient evidence base,
nor a willingness to use available
evidence, in making clinical, coverage and payment decisions.
o there is not a clear evidence-base
for many health care interventions, or comparisons among alternative interventions for similar
conditions;
o there is not a clear evidence base
on costs, or comparisons of the
total costs of alternative interventions;
o there is not a clear evidence-base
for the development and rapid
diffusion of improved approaches
to providing care, lowering costs
and improving value; and

o regulation stifles innovation and
limits entry of competing entities
and products, with the consequence of higher prices;
o regulation increases the administrative costs of compliance;
o a lack of regulation and regulatory enforcement allows entities
to engage in anti-competitive
behavior, allowing ineffective
products on the market, raising
prices or allowing inappropriate
utilization to continue.
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