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health care costs and 
medical technology 

n Health care costs are increasing at an

annual rate of 7% a year, which if sus-

tained will bankrupt Medicare in nine years

and increase the nation’s overall annual

health care tab to $4 trillion in 10 years.

n These rising costs are an important reason

why the number of uninsured has soared,

but the cost problem affects everyone.

n Unlike the problem of the uninsured, the

cost problem has not captured the public

imagination.

n New or increased use of medical technolo-

gy contributes 40–50% to annual cost

increases, and controlling this technology is

the most important factor in reducing them. 

n Universal care is the only tried and effec-

tive way to control costs but will involve a

large cultural shift because cutting the use

of technology will seem wrong—even

immoral—to many. 

n Our dialogue on health reform needs to

move beyond organizational and manage-

ment schemes to an examination of our

fundamental values about life, death, and

how we allocate our resources.

Framing the Issue

Almost everyone knows that this country has a scandalously
large number of people who lack health insurance, now up to 46
million and growing. That number is vivid and evocative. But it
has overshadowed another, more serious issue—that of the steady
escalation of health care costs. Largely due to the use of medical
technology, those costs are now increasing at an annual rate of
7% a year. The Medicare program as a consequence is projected
to go bankrupt in nine years, and overall health care cost to go
from its present $2.1 trillion annually to $4 trillion in 10 years. 

Those rising costs are an important reason why the number of
uninsured keeps going up. Business finds it harder and harder to
pay for employee health benefits, and only 61% of employers
even provide them now (from a high a decade ago of close to
70%); and the employers who do provide benefits are cutting
them and forcing employees to pay more themselves in the form
of copayments and deductibles. The 15% who are uninsured are
surely faced with both health and financial threats. But the cost
problem now threatens everyone else as well, including those
using the Medicare and Medicaid programs. 

Yet even if most people are now aware of the dangers of cost
escalation (and many know it from personal experience), the
problem has not gripped the imagination of the public, the presi-
dential candidates, or the media with the force of the uninsured
(even though recent public opinion polls indicate it is catching
up). There are a number of proposed and detailed schemes for
universal care, but nothing comparable for cost control, which is
implicitly unpopular. That’s because cost control will mean that
just about everyone will be forced to give up something and
accept a different, more austere kind of health care. 

Consider what serious cost control will require: moving from a
7% annual cost growth down to 3%, which is an inflation of
health care costs that is no greater than that of the per annum
rise in general inflation. That amounts to a cost reduction of $1.5
trillion over the next decade, so that health care costs settle in at
$2.5 trillion in a decade. This would represent an enormous and
unprecedented drop in annual costs for a health care system that
has never since World War II seen anything more than a short,
temporary decline from time to time.

There are at bottom only three system-wide ways in the pres-
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ent system to deal with the high cost of health care,
each of which would be unpopular. One of them is
to sharply raise taxes to pay for government pro-
grams such as Medicare, and for private insurance
to do the same with the price of premiums.
Another is to drastically cut benefits, giving people
less care. Still another is to force individuals to pay
more out-of-pocket for their care.

Medical Technology: The Main Cost

Driver

The feature of cost escalation that should catch
our eye most is the role that medical technology
plays. Health care economists estimate that
40–50% of annual cost increases can be traced to
new technologies or the intensified use of old ones.
That makes the control of technology the most
important factor in bringing costs down. Ethics
comes in at this point because medical technology
is highly valued as a beloved feature of American

medicine. Patients expect it,
doctors are primarily trained
to use it, the medical indus-
tries make billions of dollars
selling it, and the media
loves to write about it. The
economic and social incen-
tives to develop and diffuse
it are powerful, and the dis-
incentives so far weak and
almost helpless. Cutting the
use of technology will seem
wrong—even immoral—to
many.

Even among the econo-
mists and others who con-
cede technology’s central
role in the cost problem,
there is considerable
ambivalence about how to
deal with it. Technological
innovation is as fundamen-
tal a feature of American
medicine as it is of our
industrial sector. After all,
that innovation has given us
vaccines, antibiotics,
advanced heart disease care,
splendid surgical advances,
and fine cancer treatments.
And many diseases and
crippling medical conditions

remain that call for yet more innovation. The oppo-
sition to imposing controls on costs is politically
more intransigent than the opposition to providing
universal coverage. In the case of technology, this
opposition is deeply rooted in American culture,
which has an obsession with health unmatched by
any other society. Comparative public opinion sur-
veys in Europe and the United States indicate a
much greater belief in the benefits of technology in
this country. An astonishing 40% of Americans
believe that medical technology can always save
their lives; many fewer Europeans share this fanta-
sy. The old joke that Americans believe death is
just one more disease to be cured is no longer a
joke. No wonder Brookings Institution economist
Henry Aaron—who has prominently called atten-
tion to all the problems of technology—has
nonetheless written that any effort to curb the
introduction of new technologies “beyond what is
required for safety and efficacy would be sheer
madness.”
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Indeed, Congress—with support of physician
groups and the medical industry—killed two federal
agencies designed to assess medical technology
from a scientific and economic perspective. Ever
since the advent of Medicare in 1965 Congress has
not allowed that program to take costs into account
when determining which technologies and treat-
ments it will cover. 

Changing Values and Seeking Solutions

What then can be done about costs? There are a
number of ideas available to meet the challenge,
few of them rooted in any experience or evidence.
The long-time favorite has been that of eliminating
waste and inefficiency, which I liken to keeping
the dust out of a drafty house located in the middle
of a desert. Medical information technology is a
more recent candidate, along with increased efforts
to advance disease prevention efforts, consumer-
directed health care, and disease management pro-
grams.

These are all attractive ideas, but they share a
common and crippling handicap. In our
messy and fragmented mix of public and
private health care there is no effective
leverage to put in place good but painful
ideas. Government might manage to
implement some of them, but only after
a long and difficult fight. The private sec-
tor has never shown much capacity to do
so and, with its market philosophy, it
would surely resist government’s efforts
to impose cost control mechanisms.

Universal care is the only tried and
effective way to control costs. The
European health care systems do so
effectively by means of a strong govern-
ment hand. They use—among other
tools—price controls, negotiated physi-
cian fees, hospital budgets with limits on
expenditures, and stringent policies on
the adoption and diffusion of new tech-
nologies. The net result is that they keep
annual cost increase within the 3–4%
range, have better health outcomes than
we do, and achieve all of this at signifi-
cantly less cost. With the exception of the
United Kingdom and Italy, there is little
rationing and there are no waiting lists
for care.

These methods work well but are cul-

turally and politically unacceptable here. For me,
that is the fundamental dilemma in trying to think
through the problem. Controlling health care costs
requires a change in culture, not just in the man-
agement of health care. Since many of the effective
means of controlling costs will be painful for us
because of our bemusement with technology,
resistance to change will be formidable. Effective
control will force patients to give up treatments
they may need, doctors to sacrifice to a consider-
able extent their ancient tradition of treating
patients the way they see fit, and industry to
reduce its drive for profit. Hardly anyone will want
to do such things. Liberals will oppose it because,
though they favor universal health care, they are
also children of the Enlightenment, wedded to end-
less scientific progress and technological innova-
tion. Economic conservatives will oppose it as an
interference with market freedom and consumer
choice. Social conservatives will see the necessary
rationing as a form of social euthanasia, killing off
the burdensome in the name of cold-hearted eco-
nomics.
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However, in principle, cost control is a problem
that can be solved. Our health care system indeed
contains waste and inefficiency, enormous and
absurd variation in costs from one geographical
region to the next, a great deal of useless or only
marginally useful treatment, great possibilities in
disease prevention programs, far too few primary
care physicians and geriatricians, and far too many
specialists. The fact that the European countries
can control costs and limit technologies without
harming health is a patent rebuke to our way of
doing things. 

Can we get there from here? There is a huge
economic gap to be closed and no less of a cultural
gap as well. We have become accustomed to live
(and die) with an expensive and disorganized sys-
tem, one that serves many ends other than
health—a system designed for ever-increasing afflu-
ence. It builds upon a model of health and of med-
ical progress that is open-ended and infinite in its
aspirations. Suffering, aging, and death are enemies
to be conquered, at whatever the cost to other
social needs. 

We need a good dialogue on health care reform,
but one that moves beyond organizational and

management schemes. They are important but no
less so than some deeper matters:

n Should death be seen as the greatest evil that
medicine should seek to combat, or would a
good quality of life within a finite life span be
a better goal?

n Do the elderly need better access to intensive
care units and more high-tech medicine to
extend their lives, or better long-term and
home care and improved economic and social
support? 

n Does it make any sense that the healthier we
get in this country, the more we spend on
health care, not less? 

n Should we be spending three times more of
our gross domestic product on health care
than on education, when 40 years ago these
amounts were about the same?

For me, those are rhetorical questions. But for
everyone, questions of this kind are the place to
begin any serious discussion about the control of
costs and technology—and that discussion merits
attention every bit as much as that of the unin-
sured. It will be harder but even more necessary.

Web sites
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• www.cms.hhs.gov – The Centers for Medicare and Medicaid
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materials, faQs, and a newsroom.
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