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ABSTRACT

The passage of the 2010 Patient Protection and Affordable Care Act (PPACA) in
the United States put the issues of health care reform and health care costs back
in the national spotlight. DeVoe and colleagues previously estimated that the
cost of a family health insurance premium would equal the median household
income by the year 2025. A slowdown in health care spending tied to the recent
economic downturn and the passage of the PPACA occurred after this model was
published. In this updated model, we estimate that this threshold will be crossed
in 2033, and under favorable assumptions the PPACA may extend this date only
to 2037. Continuing to make incremental changes in US health policy will likely
not bend the cost curve, which has eluded policy makers for the past 50 years.
Private health insurance will become increasingly unaffordable to low-to-middle-
income Americans unless major changes are made in the US health care system.

Ann Fam Med 2012;10:156-162. doi:10.1370/afm.1348.

INTRODUCTION

ealth care inflation slowed during the managed care era of the late

1990s, but it rose sharply after the public backlash against man-

aged care caused many employers to abandon that model. The
sharp increase in health insurance premium inflation that started around
1999 was coupled with declining inflation in household incomes. This
mismatch in rate trends is displayed in Figure 1. As has historically been
the case when health reform policies are being debated by the United
States Congress, the annual rate of inflation for health insurance premiums
in 2009 to 2010 slowed to the lowest level since the late 1990s.!? Despite
this slowing, the annual inflation rate of health insurance premiums still
outpaced US household earnings, which stagnated from 2008 to 2011 and
included an absolute reduction in average household income from $50,300
in 2008 to $49,800 in 2009.*

THE PPACA

The year 2010 marked the historic passage of the Patient Protection and
Affordable Care Act (PPACA), and it also saw the number of persons with-
out health insurance in the United States rise to a historic high of 50.7
million people’ after 5 million Americans lost employment-based health
insurance in the 2007-2009 recession. It is ironic that uninsurance rates
rose on the heels of the PPACA, which was intended to reduce the numbers
of uninsured. Most provisions in the PPACA will be implemented over time,
with some not due to take effect until 2014, not soon enough for the mil-
lions of Americans who lost jobs and associated health care benefits in 2010.
The PPACA kept intact an insurance-based financing system in which
the insurance companies that adjudicate claims and provide some care
monitoring and oversight are separated from the entities that deliver the
care, such as physicians, hospitals, and ancillary services. Although the
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rates in the United States.

Figure 1. Percentage of change in median household income and family health insurance premium
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PPACA set some basic parameters on required benefits
for insurers wishing to participate in state exchange
programs, it preserved the autonomy of private insur-
ers to set rates and to determine cost-sharing amounts
(ie, deductibles, co-payments, and lifetime limits).

In 2005, DeVoe et al highlighted the mismatch
between rising health insurance costs and stagnant
household earnings by projecting that a family health
insurance premium would equal the average US fam-
ily's income by the year 2025.7 Given that these 2005
projections may have captured the period when pre-
mium rates and household earnings were most dispro-
portionate, the passage of the PPACA, and the recent
slowing of health insurance and wage increases, we
updated this projection.

Using methods similar to those used by DeVoe et al
with data from the Medical Expenditure Panel Survey
(MEPS)® and the US Census Bureau,*® we developed
an updated model of insurance premium cost and
household income projections. The model presented in
Figure 2 includes actual premiums and income figures
from 2000 to 2009 and projected trends from 2010 to
2040. From 2000 to 2009, the average annual increase
in insurance premiums was 8.0%; household incomes
rose an average of 2.1%.

If health insurance premiums and national wages
continue to grow at recent rates and the US health
system makes no major structural changes, the aver-
age cost of a family health insurance premium will

equal 50% of the household income by the year 2021,
and surpass the average household income by the
year 2033. If out-of-pocket costs are added to the pre-
mium costs, the 50% threshold is crossed by 2018 and
exceeds household income by 2030.

As most workers do not currently pay the entire
cost of their premiums, we believed it was also impor-
tant to include another projection: the total cost of
health care for a family. For this estimate (Figure 3),
we calculated the average amount an employee pays
for a family health insurance premium plus out-of-
pocket family health care expenses. Because the MEPS
database does not provide explicit out-of-pocket
expense data for privately-insured families, MEPS
premium data were combined with out-of-pocket esti-
mates obtained from the Milliman Medical Index (out-
of-pocket costs were estimated as a percentage of the
total premium)."

Without major structural changes in the US health
care system, the employee contribution to a family
premium plus out-of-pocket costs will comprise one-
half the household income by 2031 and total income
by 2042. Rising health care costs remain at the core of

this unsustainable rise in insurance premiums.'*'?

PPACA COST MODELING
Experts disagree whether the PPACA will raise private

13,14

insurance costs,'>'* not have much effect,'*'® or lower
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the United States.

Figure 2. Projected annual family health insurance premium costs and average household income in
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costs."”'® For our estimates, we included 2 models:

no effect on the annual increase in health insurance
premium inflation compared with the experience of
the last 10 years (8.0%), and one that assumes a mod-
estly favorable impact of the PPACA on reducing the
growth rate in the cost of private insurance (7.0% )
(Figure 4)."'® Assuming the PPACA actually slows cost
growth, this threshold of insurance premiums exceed-
ing household income is delayed only by 4 years.

THE COST CURVE IS BARELY BENDING

DeVoe et al estimated that the cost of insurance pre-
miums would surpass household income by 20257; our

new projection inches it out to 2033. On first glance,
this change in the projection might be perceived as
progress, which is due in part to a recent slowdown in
the rate of premium increases from 2003 to 2009. Dur-
ing that same period, however, employee contributions
to insurance premiums and out-of-pocket expenses
have grown faster than overall premium costs, sug-
gesting that insurers have slowed the rate of growth in
premiums by shifting more costs onto patients. Even
though patients no longer face double-digit increases
in insurance premiums each year, they now pay higher
deductibles and co-payments and receive fewer cov-
ered services.'”?° In the 2010 Kaiser Family Foundation
and Health Research and Educational Trust employer
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average household income in the United States.

Figure 3. Projected annual family health care costs (premium contribution plus out-of-pocket costs) and
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survey, 30% of employers reported having reduced the
scope of health benefits or increased cost sharing, and
23% increased the share of the premium a worker has
to pay. Among large firms (200 or more workers), 38%
reported reducing the scope of benefits or increas-

ing cost sharing, up from 22% in 2009, whereas 36%
reported increasing their workers' premium share, up
from 22% in 2009."

Health care continues to comprise a growing por-
tion of the total US economy. It has risen from 13.7%
of gross domestic product (GDP) in 2000 to 17.3%
of GDP in 2010.2 From 1960 to 1999, the growth
of national health care expenditures exceeded the
GDP by 2.4% per year.? This same 2.4% differential
occurred from 2000 to 2009.2'2? If health care costs
continue to rise at current unsustainable rates, it is
doubtful that affordable insurance coverage will be
available for low- to middle-income Americans in the
near future. Further, our model did not include the
taxes paid by American workers each year to finance
Medicare and Medicaid—nearly $900 billion in
2009—which may increase with the PPACA 23

It is unlikely that our projections will reach the
crossing point for low to average wage earners,
meaning where more is actually spent on a family
health insurance premium than is earned in house-

hold income. It seems more likely that employers will
increasingly move to defined contributions, thus limit-
ing their contribution to their employees’ health care
costs. A recent survey by the National Business Group
on Health found that most large employers plan to
require employees to contribute a higher percentage of
health care premium costs in 2012.2* Ultimately many
employees will conclude that health insurance is unaf-
fordable, and they will abandon it all together. Perhaps,
some workers in this situation will qualify for Medicaid
under the PPACA, but this insurer switch does noth-
ing to mitigate the underlying health care inflation rate
that makes insurance increasingly unaffordable.

The health care system is complex and adaptive,
so it is possible that other changes will occur to avoid
a complete meltdown of the system. Accountable
care organizations may squeeze out some efficiencies,
though at this time it is merely a hope. Increased cost
sharing might change some patient expectations and
behaviors. Empowering consumers to choose (and pay
for) services might also increase price transparency,
especially for expensive nonemergent services, such as
outpatient magnetic resonance imaging. Health care
consumerism has limits, however, because one cannot
shop around for surgeons and hospitals when one has
appendicitis.
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Figure 4. Family insurance premiums with and without PPACA assumptions of cost savings.
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THE TIPPING POINT—HOW DO WE BREAK
THE COST CURVE?

What will it take for Americans to face reality? It has
been observed that expensive US health care increases
production costs and makes American manufactured
goods less competitive, which results in lower wages
and fewer jobs in the manufacturing industry. For
example in 2006, General Motors' spent $1,500 more
than Toyota in health care costs per car.>2?° Other
observers have noted that the American health care
industry has continued to grow over the past decade—
as measured by its percentage of the GDP and overall
employment in the industry—while other industries
have declined.?”?® Although job growth in the health
care sector appeals to some planners, others believe
these jobs do not have the economic multiplier effect
observed in other industries.”® We cannot grow a
vibrant economy by repeatedly performing scanning
on each other. It is also well-known that the United
States spends more on health care costs than any other
country in the world but has worse health outcomes
than all other developed nations.?® This great Ameri-
can health care irony continues to worsen. It's beyond

the scope of this essay to list all of the reforms required
to create a vastly more affordable health care system,
but we offer a few thoughts.

Finding ways to reduce the administrative overhead
of US health care could yield cost savings without
compromising quality.3*3' This overhead often includes
profit for US insurance companies not paid in many
other developed countries. For example, Switzerland
has dozens of insurance companies competing for
patients, but they are not allowed to profit from the
primary health insurance product, only the supplemen-
tal policies.’ The recent Dutch experience in fostering
competition between insurers, however, has not led to
a reduction in the rate of growth of health care expen-
ditures.?* Removing all mechanisms to make financial
profit from the health care industry might move United
States closer to a sustainable system in the future.

Primary care remains an inadequately supported
component of the US health care system in spite of
the mountain of data showing areas with more pri-
mary care physicians have better population health at
a lower cost.?*3* Perhaps the patient-centered medical
home (PCMH) movement can make inroads in this
area.* Recent PCMH demonstration projects have
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shown reduced costs and improved quality in health
care systems that increased support for primary care
through PCMH approaches.*® Even so, the evidence
for the impact of primary care in reducing costs existed
long before its rebranding as the PCMH 373

The tipping point may come when patients and
physicians realize that we cannot provide all pos-
sible services to all people, no matter how rare the
benefit or expensive the service. The recent approval
by Medicare of the prostate cancer drug sipuleucel-T
(Provenge), which will cost an estimated $93,000 for
treatment to increase life expectancy by 4 months, is
an example of a very expensive service contributing
to health care inflation. Achieving balance will also
require accepting that more aggressive care does not
always mean better care 3404

For the sake of our children and grandchildren,
let's hope that we find the courage to have the difficult
discussions now and make the right choices to achieve
sustainability. None of the efforts to tweak health care
costs using payment changes has bent the cost curve
during the last 50 years. America needs a deeper dis-
cussion of the very role and importance of the health
care system in our lives, possibly including new expec-
tations of the doctor-patient relationship. Alternatively,
we can choose to continue along the current path,
which will leave the difficult decisions to our children
and grandchildren, who will be crushed by the debt
created by the excesses of this generation.
To read or post commentaries in response to this article, see it

online at http://lwww.annfammed.org/content/10/2/156.
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