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The Elusive Connection Between Health Care

Spending And Quality

Cooper may believe that he has challenged the basic scientific
findings of the Dartmouth group. But he has not.

by Jonathan Skinner, Amitabh Chandra, David Goodman, and Elliott S.

Fisher

ABSTRACT: Richard Cooper has shown a positive association between health care quality
and “total spending” at the state level, but he does not appear to understand the limita-
tions of this total spending measure; simply adjusting for median age causes the significant
positive correlation to disappear. Cooper also finds that some third factor—we think that it is
“social capital’—is the key to explaining health care quality. Cooper may believe that this re-
sult challenges three decades of research by the Dartmouth group. Instead, it supports the
group’s view that improved efficiency—and not more doctors and hospital beds—is central
to improving quality. [Health Affairs 28, no. 1 (2009): w119-w123 (published online 4 De-

cember 2008; 10.1377/hlthaff.28.1.w119)]

ICHARD COOPER has attempted to
Rchallenge Katherine Baicker and

Amitabh Chandrass finding of a nega-
tive correlation between average Medicare
spending and quality measures.! He first rep-
licates the Baicker and Chandra result using
other quality measures from the Common-
wealth Fund, and he finds a similar negative
correlation. He then introduces a new and
largely unproven alternative measure of per
capita health care spending, and he demon-
strates that for this measure, there is a posi-
tive correlation between spending and qual-

ity.

In this response we make two simple
points. The first is that the author’s newly em-
braced measure of per capita health care
spending is a poor measure of health care utili-
zation, given its dependence on the age struc-
ture of the population and on indirect mea-
sures such as hospital business revenue from
patient care and income-support payments to
the disabled. Cooper appears to be unaware of
these important limitations. Medicare data,
which are used by the Dartmouth group, mea-
sure very accurately what doctors and hospi-
tals do for their patients, allowing researchers
to measure the association between the quan-

Jon Skinner (jon.skinner@dartmouth.edu) is the John Sloan Dickey Third Century Professor in Economics in the
Department of Economics, Dartmouth College, in Hanover; New Hampshire. Amitabh Chandra is a professor in
the Kennedy School of Government, Harvard University, in Cambridge, Massachusetts. David Goodman is a
professor of pediatrics and of community and family medicine at Dartmouth Medical School and associate
director of the Center for Health Policy Research at Dartmouth. Elliott Fisher is director of the Center for Health
Policy Research and a professor of medicine and of community and family medicine, Dartmouth Institute for

Health Policy and Clinical Practice.

HEALTH AFFAIRS -~ Web Exclusive

wll9

DOI10.1377/hlthaff.28 1:w119 ©2008 Project HOPE=The People-to-People Health Foundation, Inc.



PERSPECTIVES

tity of health care and health outcomes.

Second, we demonstrate that even if one ac-
cepts these new data, the empirical analysis
documented in Cooper’s paper supports a con-
clusion entirely consistent with our own pub-
lished research: What matters for health care
quality is not traditional health care such as
more hospital beds, intensive care unit (ICU)
days, or specialists. Instead, quality appears to
be associated with “social capital,” or social
networks resulting in well-functioning public
and private organizations.” The policy implica-
tions are straightforward: the solution to poor
quality is not to increase the supply of physi-
cians or specialists or hospital beds, but in-
stead to improve health care systems and in-
centives to ensure that existing physicians and
hospitals provide the best possible quality at
the lowest cost.

Measuring Per Capita Health Care
Spending

Cooper relies on measures of per capita to-
tal health care spending developed by re-
sourceful and imaginative researchers at the
Centers for Medicare and Medicaid Services
(CMS), doing the best they can with limited
data sources.? But it is important to under-
stand exactly how limited these measures are.
The Medicare data include detailed informa-
tion about specific procedures, follow-up vis-
its occurred, number of doctors who saw the
patient, and whether they were specialists or
primary care physicians. By contrast, the CMS
research group is limited to one number in
each year from every hospital and physician or-
ganization: business income based on self-
reported survey data from the U.S. census,
with supplemental information from the In-
ternal Revenue Service. They further adjust as
best they can for cross-border admissions and
treatments (for example, when patients from
Kentucky are admitted to a hospital in
Cincinnati, Ohio).

There are two ways in which these state-
level expenditures differ from the Medicare
claims data. First, they include spending for
the under-sixty-five population (and non-
Medicare spending for the over-sixty-five);

second, they create estimates based on institu-
tion-level measures of business income, rather
than patients’ utilization.

We do not expect that the first explana-
tion—including non-Medicare spending in
the overall spending measure—should matter
much for the ranking of state-level health care
use and spending, Consider, for example, three
reasons why Medicare spending and non-
Medicare/under-sixty-five spending should be
similar.

M Differences in cost of living. Doctors
and hospitals charge more in New York or
Connecticut than in Oklahoma. Thus, non-
Medicare spending in New York should be
correlated with Medicare spending in New
York simply because of differences in prices
charged by providers.

M lliness levels. On average, people in
Louisiana experience worse health than peo-
ple in Colorado.* This is true for the under-
sixty-five and over-sixty-five population. Sim-
ply on that basis, we would expect to find a
correlation between state-level spending for
the younger and older populations.

M Practice patterns. Other studies have
shown a correlation between the intensity of
care for the over-sixty-five and the under-
sixty-five populations within the same hospi-
tal, or between fee-for-service Medicare pa-
tients and nonelderly managed care patients.’
This makes sense—physicians in high-Medi-
care-spending regions recommend more ag-
gressive treatments for identical (hypotheti-
cal) patients, and it seems likely that these
practice styles would be reflected in the care
for both a fifty-five-year-old and a seventy-
year-old with congestive heart failure.5

Surprisingly, despite these three factors ar-
guing for a strong positive correlation between
CMS state-level non-Medicare spending esti-
mates and actual Medicare spending data, the
actual correlation is modest or nonexistent.
Thus, one can conclude either that (1) the
CMS data source is not a reliable indicator of
age-sex-race-adjusted health care utilization,
or that (2) state-level spending measures
something entirely different from the health
care utilization that has been the focus of
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Dartmouth research—rates of surgery, physi-
cian visits, hospital days, screening and imag-
ing rates, and so forth.

It is premature to conclude that item 1 is
true; indeed, one might observe substitution
between poor Medicaid reimbursements and a
greater use of Medicare-funded services in re-
sponse. But it is worth noting that the “total
spending” measure reflects quite different fac-
tors from our measures of health care utiliza-
tion in the Medicare claims data. First, it is vir-
tually impossible to adjust for
differences in age across
states, given that one is work-
ing only with aggregated data
from the hospital or physician
practice. Older people ac-
count for far more health care
than younger people, a point
acknowledged in an earlier

“States with high
health care quality
and high ‘total
spending’ possess
some third factor
that is causal for

in comparing cross-state data.

But let’s not reject the new data so quickly,
and instead explore hypothesis 2 above—that
the “total” per capita health care spending
adopted by Cooper does in fact tell us some-
thing about the state, even if it has little to do
with the use of health care per se.

What Can Be Learned From
Cooper’s State-Level Correlations?

Recall that total health care spending is
equal to price times quan-
tity—or, in other words, how
much is paid per procedure (a
factor that varies with cost of
living, profit margins, and lo-
cal wages) times the number
of procedures. Biomedical
theories are based entirely on
the medical procedure—does

. both quality and . ..
study by Anne Martin and q y the stent improve functioning
colleagues.” Thus, states with generous or survival—and not on how

reimbursements.”

older populations should
spend more; indeed, the cor-
relation coefficient between
the median age of the state population and this
new measure of total health care spending is
positive: 045 (p < 0.01). Including median age
in a regression of quality (from the Common-
wealth Fund data) on total per capita spend-
ing (from Martin and colleagues) leads to a ne-
gation of Cooper’s basic result: there is no
longer a significant correlation between qual-
ity and total spending (p = 0.11) after “adjust-
ing” for age effects.?

Another problem in interpreting these esti-
mated spending measures is that they include
a wide variety of support programs, such as
support for community centers and respite
care for low-income elderly or disabled people,
that we would not normally consider tradi-
tional health care. (This is one important rea-
son why Maine ranks second among the fifty
states in per capita total health care spending,)
Also, these spending measures reflect higher
reimbursement rates for the same procedure—
or a “price” effect rather than a “quantity” ef-
fect. Unlike Medicare data, there is no way for
Cooper to tease out price and quantity effects

E— S

much the insurance company
pays the hospital and cardiol-
ogist for placing the stent.
Why, then, should the price of health care be
associated with quality?

It seems improbable that spending more
per stent, or providing more generous disabil-
ity payments, directly “causes” an improve-
ment in hospital quality measures. More likely,
patterns of reimbursements, utilization, and
the provision of quality are themselves gener-
ated by a third set of factors. Thus, states with
high health care quality and high “total spend-
ing” (and modest Medicare utilization) pos-
sess some third factor that is causal for both
quality and generous reimbursements. But
what is this third factor?

In previous research, the Dartmouth group
has suggested that “social capital” could play a
role: the extent to which residents of a state
participate in civic activities, are well-edu-
cated, trust others, or engage in philanthropic
activities.® These characteristics are also likely
associated with what David Blumenthal and
colleagues have referred to as “professional-
ism,” which would be associated with physi-
cians’ providing high-quality care even in the
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absence of explicit payments for such ser
vices.10

Evidence for this hypothesis can be seen
from the very strong state-level correlation
(0.68, p < 0.01) between a key measure of clini-
cal quality—the use of beta-blockers at dis-
charge for acute myocardial infarction (AMI)
patients in 2000/01—and an index of social
capital based on research by Robert Putnam."
States with high levels of social capital rank
well along a number of dimensions, including
life expectancy and the ability to adopt new
innovations in fields outside of health care,
such as tractors in the 1920s and hybrid corn in
the 1940s.1

This “new view” provides a logical and co-
hesive way of interpreting Cooper’s ad hoc dis-
cussion of the state-level data. States with high
levels of social capital tend to legislate more-
comprehensive support programs for their res-
idents and pay health care providers more,
while the physicians who live in these high-
social-capital states are more likely to adopt
new and effective innovations rather than sim-
ply performing more tests and procedures
with questionable medical efficacy. A correla-
tion could well result between the provision of
human services (including medical care) and
medical quality, but this correlation tells us lit-
tle about causality between total spending and
better health quality, and nothing about the
effects of more intensive health care on health
outcomes.

Conclusion

Beginning with John Wennberg’s research
in the 1970s, the Dartmouth research group has
asked a basic and fundamental question: does
more intensive health care spending yield
better health outcomes? Most recently, a wide
range of studies using detailed individual data
on elderly patients with AMI, hip fractures,
and colon cancer and in the general population
have demonstrated that higher intensity of
care does not improve health outcomes (and in
fact might attenuate survival slightly); nor
does it improve patients’ satisfaction or access
to care.?

By ignoring three decades of research on the

vitally important issue of how to measure
causal effects of health care utilization on
health outcomes, Cooper may believe that he
has challenged the basic scientific findings of
the Dartmouth group—that greater health
care intensity is not associated with better
outcomes. But he has not. Instead, he has cir-
cuitously ended up providing another piece of
evidence supporting the Dartmouth view by
rediscovering the fundamental insight that
what often leads to better health quality is su-
perior “staffing decisions, the availability of in-
formation technology, preventive services, and
other investments that contribute to quality
and system performance.” Thus, improving
health care quality is not a matter of simply
adding more specialists or hospital beds; it is
far more challenging and requires grappling
with barriers to improving productivity in
health care services—better quality at lower
cost.

This study was supported by Grant no. PO1 AG19783
from the National Institute on Aging The authors are
grateful for invaluable assistance from Laura Yasaitis
and Kathy Stroffolino.
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