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How to Tame Health Care Spending? Here’s a
One‑Percent Solution
Maybe the answer isn’t something big, a group of economists is suggesting, but rather many
small tweaks, such as reining in long‑term care hospitals.

By Margot Sanger‑Katz

Aug. 27, 2018

Terence Cardinal Cooke Health Care Center in Manhattan, one of the hospitals that Medicare
classifies as a “long‑term care hospital.” Yana Paskova for The New York Times

The health care system in the United States costs nearly double that of its peer countries, without
much better outcomes. Many scholars and policymakers have looked at this state of affairs and
dreamed big. Maybe there’s some broad fix — high deductibles, improvements in end‑of‑life care,
a single‑payer system — that can make United States health care less expensive.

But what if the most workable answer isn’t something big, but hosts of small tweaks? A group of
about a dozen health economists has begun trying to identify policy adjustments, sometimes in
tiny slices of the health care system, that could produce savings worth around 1 percent of the
country’s $3.3 trillion annual health spending. If you put together enough such fixes, the group
points out, they could add up to something more substantial.
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This is a shift from the kind of research that is typically rewarded by big journal editors and
tenure committees, but it could turn out to have a crucial role in understanding why our health
care system is so expensive, and so unusual.

“I think focusing on the forest misses the fact that there are trees encroaching out of the forest,”
said Fiona Scott Morton, a health economist at the Yale School of Management. “And we need to
start cutting them down.”

A working paper published Monday proposes a possible 1 percent fix. In the 1980s, Congress
carved out a small group of hospitals from its normal rules for payment. These “long‑term care
hospitals,” which treated patients with tuberculosis and chronic diseases, could earn far more
money than traditional hospitals and nursing homes if they cared for patients who stayed with
them for an average of 25 days. Since then, the number of these hospitals has mushroomed, from
a few dozen to more than 400, most run by two for‑profit chains.

For years, analysts and policymakers have wondered about the value of these hospitals, which
tend to treat very sick patients who need a lot of care, such as mechanical ventilation or dialysis.
Several analyses have suggested that Medicare may be overpaying for their services. And
Congress has made some small changes to limit the number of patients who are eligible for such
care.

The new paper, from researchers at the Massachusetts Institute of Technology and the University
of Chicago, took a close look at what happened to patients as new long‑term care hospitals opened
around the country in places that had none.

The study, covering 1990 to 2014, found that when such a hospital opened, the odds increased that
very sick patients leaving a normal hospital would end up going next to a long‑term care hospital,
generating a growing bill for both Medicare and the patients themselves. But the researchers
found no benefit when it came to patients’ chances of dying or going home within 90 days.

The researchers concluded that the health care system could probably save a lot of money —
around $5 billion a year — by paying the long‑term care hospitals the same prices that are paid to
skilled nursing facilities, the places that most long‑term patients end up in when there is no long‑
term care hospital nearby. If they’re right, the savings would probably be in the 1 percent range.

The hospital industry disagrees with the paper’s conclusion and disputes the notion that the extra
money they get is wasteful. The American Hospital Association noted that since the study ended,
Congress has changed the rules for long‑term care hospitals so that fewer of their patients qualify
for the highest payment rates. That means that the study results might be different if they looked
at long‑term hospital care in more recent years.

https://www.nytimes.com/2010/02/10/health/policy/10care.html
http://67.59.137.244/publications/congressional_reports/June04_ch5.pdf
http://www.nber.org/papers/w24946
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Select Medical, one of the large chains of long‑term care hospitals, said in a statement that
measuring only whether the long‑term care patients died or went home did not capture other,
more subtle health benefits that the hospitals provided compared with other options. But the
industry does not collect such measures of quality in a standardized way, making that theory hard
to test.

The National Association of Long Term Hospitals, a trade group, also noted that the paper’s policy
proposals were more extreme than those from other critics, who had suggested more minor
changes to how the hospitals should be paid.

Neale Mahoney, a health economist at the University of Chicago Booth School of Business, who
was one of the working paper’s co‑authors, said the history of long‑term care hospitals fit together
with the economic analysis to suggest that the special hospital payment probably wasn’t
appropriate.

“What’s convinced me that these institutions are a source of waste is a constellation of evidence
rather than one piece of evidence,” he said.

Dr. Jeremy Kahn, a critical care physician and professor of health policy at the University of
Pittsburgh, who has studied long‑term care hospitals extensively, said there are some patients
with particular ailments who benefit from the setting, but agreed with the economists that the
hospitals are a historical accident, defined more by payment rules than patient needs.

“Long‑term care hospitals aren’t to blame here,” he said. “If you see a dollar on the ground, you
will pick it up, and that’s what’s going on here.”

Mr. Mahoney said the economics profession is fond of broad conclusions. The typical paper takes
a narrow case and tries to draw a broader conclusion about how the world works. But he
increasingly thinks that there may be value in thinking small, doing more of what he calls
“forensic economics.”

One of his co‑authors, Amy Finkelstein, says she has been inspired by a colleague who works in
development economics, Esther Duflo, who recently delivered a speech titled “The Economist as
Plumber,” arguing that her colleagues should not look down on tinkering as unworthy of the
profession.

“We may need to do more health care plumbing rather than health care big theories,” said Ms.
Finkelstein, a health economist at M.I.T. “The history of long‑term care hospitals suggests the

industry will always innovate ahead of you, and you may actually have to roll up your sleeves and
find these pockets of waste.”
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The researchers have begun to chat during coffee breaks at conferences and in long phone
conversations. Small possible sources of inefficiency, like drug co‑payment coupons for generic
drugs or high out‑of‑network payments for emergency room care, could start to add up.

The scholars involved in the project know that they are not the first group to think small. The sort
of deep and narrow investigations they are undertaking have long been the focus of groups like
the Medicare Payment Advisory Commission, a group that recommends changes to Congress and
that had even flagged long‑term care hospitals for overhaul years ago. Washington policymakers
and think tanks have long assembled briefing books of options to help them nip and tuck dollars
out of government health programs.

But the new effort by academics may expand the impact of such suggestions. New data about not
just government spending but also private insurance has enabled researchers to examine
spending and inefficiency in the health care system more broadly than ever before. After all, the
health care system is much bigger than just Medicare.

“I think people say that’s too small — it’s not going to change the trajectory — therefore we
shouldn’t spend time on it,” said Ms. Morton, the Yale economist. “And they are forgetting how
many dollars there are.”
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