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Questions to review:

1. What is the magnitude of the challenge of the high cost 
of health insurance + medical care in Alaska?
• How do Alaska costs compare to other Western & 

Mountain states? (adjust for demographics, PPP)

• How do U.S. costs & outcomes compare to other 
countries?

• What are the primary drivers of health outcomes?
• What is the opportunity cost of high medical costs without 

commensurate health benefits?

2. What are the primary drivers of high cost / high cost 
growth in Alaska?
• Compare Alaska prices & utilization

• Alaska medical service utilization is generally low; with 
notable exceptions 

• Alaska medical prices are high and have continued to grow 
rapidly (2009-2014 & 2014-2016)

• Compare Alaska across cost & cost growth quadrants

3. What are the sources of excess cost in U.S. / Alaska 
health care?

4. What is the outlook for cost (price * utilization), access 
and quality?
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Summary
• Alaska has high health care costs PLUS excessive cost escalation that significantly 

exceeds personal income growth -- the cost of health insurance grows while wages 
stagnate – and this challenge is more severe in Alaska relative to other states

• What factors are driving the high cost of health care in Alaska *above & beyond* 
the basic factors driving high U.S. health care costs?
– Technology (-), Income (-), Insurance Coverage (+), Demographics (-/+), Relative 

medical price inflation (+/+); medical price inflation in physician and outpatient 
services in Alaska is running markedly higher than other states (and a significant 
portion of the excess price inflation is in Anchorage/Railbelt and is driving excess 
cost growth in health insurance premiums across Alaska’s public and private 
sectors)

• So what?  Do high U.S. health care expenditures provide better outcomes / access?  
Do high Alaska health care expenditures provide better access / outcomes?

– Neither high costs nor high prices correlate with quality / outcomes (U.S. or AK); U.S. 
correlation tends to run high cost = variable quality while G20 correlation tends to 
run high cost = higher quality; 

• Considerations in the evaluation of health sector initiatives
– Alaska:  

• Commercial payer segment

– Alaska Health Care Authority (consolidate public employee health 
plans and medical service procurement, leverage scale to negotiate 
improved value, explore allowing small business/non-profits to buy in, 
accelerate health insurance plan migration toward value based benefit 
design)

– Review and remove barriers to enabling private employers to invest in 
medical travel, e.g., BridgeHealth

• Medicaid

– Alaska prices are higher and the relative prices [Mcaid > Mcare] are 
significantly different from comparison states

• Medicare

– Concerns with coverage, access and cost in Alaska may continue to be 
exacerbated by Mcare>Mcaid pricing

• Consider whether employer sponsored insurance, which is purported by 
providers (hospitals, physician groups) to be paying a significant premium due 
to cost shifting, may benefit from a reset under an All-Payer model, e.g., 
Maryland, which could also help significantly reduce overhead associated with 
excessive uncoordinated regulation of providers
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HOW DO ALASKA COSTS 
COMPARE TO OTHER STATES?

1. Raw data – most recent CMS data release 
(through 2014)

2. Adjust for demographics (age/sex distribution) 
and BLS regional purchase power parity (PPP)
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CMS 
Personal 
Health Care 
Expenditures
AK vs. 
Comparison 
States –

Nominal $, 
before 
adjusting for 
cost of living 
and 
demographics

NB:  2014 = Pre AK Medicaid Expansion
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CMS 
Personal 
Health Care 
Expenditures
AK vs. 
Comparison 
States –

Nominal $ 
ratios to US 
Average, 
before 
adjusting for 
cost of living 
and 
demographics

NB:  2014 = Pre AK Medicaid Expansion
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Demographic & 
regional price 
parity factors

Demographic cost curve
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CMS Personal 
Health Care 
Expenditures
AK vs. Comparison 
States ($/capita) –

Adjusted for 
demographics & 
regional price 
differentials [CPS, 
BLS Regional Price 
Parity, 2014]
-
Residual cost 
differential = 
other local 
differentials 
(∆income, 
∆insurance 
coverage, 
∆medical prices, 
∆technology)

NB:  2014 = Pre AK Medicaid Expansion
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CMS Personal 
Health Care 
Expenditures
AK vs. Comparison 
States $/capita 
ratio –
-
Adjusted for 
demographics & 
regional price 
differentials [CPS, 
BLS Regional Price 
Parity, 2014]
-
Residual cost 
differential = 
other local 
differentials , e.g., 
∆income, 
∆insurance 
coverage, 
∆medical prices, 
∆technology

NB:  2014 = Pre AK Medicaid Expansion
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HOW DO U.S. COSTS & 
HEALTH OUTCOMES 
COMPARE TO OTHER 
COUNTRIES?

1. Life expectancy at birth vs. health care costs, 
adjusted for purchase power parity (PPP)

• With & without U.S. in “developed nations”

• Quick look at incremental expenditures on health 
care vs. life years gained over the most recent 
decade with available data
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International Comparisons (OECD)
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International 
Comparisons
incremental $ of health care 
expenditures (PPP adjusted) per 
incremental life year gained (2004-
2014)
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How can 
Iceland pay 

$300 per life 
year gained 
while Alaska 

pays $5600 per 
life year 
gained?

[Hint:  AK has 
extraordinarily 
high medical 

cost escalation 
which bear 

little 
relationship 
with health 

outcomes at 
the aggregate 

population 
level]
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WHAT ARE THE PRIMARY 
DRIVERS OF HEALTH 
OUTCOMES?

1. Perhaps not surprising given the prior international 
comparison of health care expenditures and life 
expectancy with U.S., U.S. studies tend to find 
relatively low associations / contributions to health 
outcomes from access to medical services & health 
insurance coverage – at the total population level. 

2. Drilling down into the data on subpopulations within 
the U.S., access to medical care and health insurance 
coverage provide substantial benefits – which is 
often cited as a way to begin to fill the U.S. life 
expectancy gap in international comparisons



MAFA Page 14 15 Nov 2017

What factors drive health outcomes 
in the U.S.? 
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What is the value of access to health insurance 
coverage for high risk populations, e.g.,  
Medicaid expansion?

Source:  "Health Insurance Coverage and Health - What the Recent Evidence Tells Us", 
Sommers B, Gawande A, and Baiker K, New England Journal of Medicine, June 21, 2017

• Financial protection

• $390 average decrease in amount of medical bills sent to collection, virtual 
elimination of catastrophic out of pocket expenses

• Reduces risk of large unpredictable medical costs

• Access to care and utilization

• 15 pct point increase in rate of cholesterol screening

• 15 – 30 pct point increase in screening for cervical, prostate, breast cancer

• Emergency department and hospitalizations went up in Oregon study; mixed 
evidence from other studies

• Increased access to some timely high-value surgical care

• Chronic disease care and outcomes

• Significant increase in rate of diagnosis of diabetes

• Near-doubling of use of diabetes medications

• Better blood-pressure control among community health center patients

• 30 pct reduction in rates of depressive symptoms

• Increased cancer screening; evidence on timely or effective cancer care is mixed

• Well-being and self-reported health

• 25% increase in patients reporting good, very good or excellent health

• Mortality

• Mixed; 3 state study from early 2000s found 6% decrease in mortality over 5 year 
time horizon [associated with heart disease, infection, cancer]

• MA health insurance expansion study estimated one life saved for every 830 adults 
gaining coverage

• State Medicaid Expansions (under the ACA) study estimated one life saved for every 
239 to 316 adults
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What is the potential opportunity cost of 
high medical care costs in the U.S. / 
Alaska?

• U.S.
– Better Care At Lower Cost (National Academy 

Press, 2013) (see slide 37)
• Unnecessary health care costs and waste exceed the 

budget for the Department of Defense by more than $100 
billion

• Health care waste amounts to more than 1.5X the nation’s 
total infrastructure investment

• The unnecessary costs and waste could be redirected to 
provide insurance coverage [both employer + employee 
contributions] for the entire civilian workforce in the U.S. 

• Alaska
– Extend Better Care At Lower Cost (NAP, 2013) to 

Alaska (2016) (see slide 38)  ~$3.3 billion in 
“excess cost”
• Could be redirected to increase wages statewide by 18%

• Could be redirected to increase annual PFD to $5361 (4.9X 
$1100)
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WHAT ARE THE PRIMARY 
DRIVERS OF HIGH COST / 
HIGH COST GROWTH IN 
ALASKA?

1. Review U.S. cost driver models

2. Estimate Alaska cost drivers relative to U.S. 
benchmarks
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What factors drive health care costs 
above general inflation? 

Table 1:  Percentage of Average Annual Growth in Real Per Capita Health Spending Attributable to Various Casual Factors, 1960-2007 

 Medicare care productivity =  
economic average 

Medicare care productivity =  
Zero 

 (1)a (2)b (3)a (4)b 

Income elasticity 0.6 0.9 0.6 0.9 

Income effects 28.7 43.1 28.7 43.1 

Relative medical price inflation 5.0 5.0 18.8 11.5 

Demographic effects 7.2 7.2 7.2 7.2 

Change in insurance coverage 10.8 10.8 10.8 10.8 

Technology 48.3 33.9 34.6 27.4 

   Technology-income interaction 27.4 27.4 27.4 27.4 

   Technology residual 26.4 9.9 12.8 0.0 

TOTAL 100.0 100.0 100.0 100.0 
Source:  “Income, Insurance, And Technology:  Why Does Health Spending Outpace Economic Growth?”, Smith, Newhouse and Freeland, Health Affairs 28, No. 5 (2009): 1276-1284, Exhibit 1, please 
see omitted notes for additional details on estimate of technology residual, technology-income interaction and other factors  
a
 Expenditure elasticity = 1.6; income elasticity = 0.6; price elasticity = -0.2 

b Expenditure elasticity = 1.6; income elasticity = 0.9; price elasticity = -0.2 

48

29

11

7
5

U.S. Cost Growth Drivers (1960-2007)

Technology

Income

Insurance

Demographics

Medical price inflation
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How does technology contribute to 
excess cost growth in health care?

Technology drivers

Technology 
~ 50% of 

excess cost 
growth

Monday, November 13:
• Example of a rise in the treated disease prevalence:  recommendation to 

reduce “high blood pressure” treatment threshold for at risk patients from 
140/90 to 130/80; New England Journal of Medicine Catalyst review 
suggests that reduced threshold may not be the most effective way to 
address patient overall health outlooks
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HIGH COST / HIGH COST 
GROWTH QUADRANTS 
(PAYERS)

1. Alaska Cost Growth by CMS Major Payer Category 
(Medicare, Medicaid, Commercial)

2. Dartmouth Atlas of Health, High Cost & High Cost 
Growth Quadrants, Medicare

3. Update Dartmouth Atlas of Health Growth 
Quadrants

4. Medicaid, high cost & high cost growth quadrants

5. Private / Commercial Insurance, High cost & high 
cost growth quadrants
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CMS Personal Health Care Expenditures
AK vs. Benchmarks, 2009-2014 (most recent CMS state data available), by payer

NB:  2014 = Pre AK Medicaid Expansion
CMS nominal $/enrollee is “raw data”.  Demographically normalized & regional price parity 
adjusted comparisons are under development.
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Medicare
Spending per enrollee & annual growth rate (1996-2006)
Dartmouth Atlas of Health Care, data and analysis contemporaneous 
with passage of Affordable Care Act (circa 2010)
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Medicare
Spending per enrollee and cost growth rate (2009-2014)
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Medicaid
Spending per enrollee & cost growth rate (2009-2014)
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Private / Commercial Health Insurance
Spending per enrollee & cost growth rate (2009-2014)
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Private / Commercial Health Insurance
Spending per enrollee & cost growth rate (2009-2014)
Comparable Western & Mountain States
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HIGH COST / HIGH COST 
GROWTH QUADRANTS 
(PROVIDERS)

1. Hospitals & Nursing Homes

2. Physicians & Clinical Services

3. Community Services

4. Pharma
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CMS Personal Health Care Expenditures
AK vs. Benchmarks, 2014 (most recent CMS state data available), by provider

2014 = Pre AK Medicaid Expansion.  The CMS data has been adjusted for demographic and PPP differences between states.
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CMS Personal Health Care Expenditures
AK vs. Benchmarks, 2009-2014 (CMS June 2017 Release)

2014 = Pre AK Medicaid Expansion.  The CMS data has been adjusted for demographic and PPP differences between states.
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Medical care prices
AK & WY Commercial Payments vs. Medicare 
Benchmarks, 2009-2014 
(most recent robust Truven claims dataset available (2014) as of 1st half of 2017)

Sources:  Milliman Analysis of Truven claims data set (2009) for the Alaska Health Care 
Commission Cost Driver Reports, (published November 2011).  
MAFA extension of Milliman Alaska Health Care Commission Cost Driver Analysis for 2009-
2014, based on Truven all commercial payer payments (November, 2016)
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Medical care prices & utilization
State of Alaska Employee (EE) Plan Price / Utilization 
Trends, 2014-2016

NB:  AK Medicaid Expansion in 
September 2015
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Alaska Price / Access Trends
Alaska high price escalation for specialist physician 
services has attracted more physicians per capita than 
other states; ACA price support for primary care flowed to 
states other than Alaska and is associated with increased 
physician supply in other states

1. Some moderation in 
specialty physician 
price escalation may 
be possible without a 
significant impact on 
local supply of 
physicians

2. Some physician 
specialties remain a 
challenge to attract 
and retain.  Other 
physician specialties 
appear to be growing 
well above average 
rates of Western 
states.

Within Alaska
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WHAT IS THE OUTLOOK FOR 
HEALTH CARE IN U.S. & 
ALASKA?

1. Institute of Medicine Study on Sources of Excess 
Cost in the U.S. Health Care System (2010)

2. Application of excess cost study to Alaska health 
care market (2016)

3. Emerging systemic change initiatives highlighting 
potential opportunities to reduce cost and 
improve the delivery of effective care across the 
population (2017)
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Sources of Excess Cost in U.S. Health Care
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Preliminary Estimate of Sources of Excess Cost 
in Alaska Health Care
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Emerging blow back in response to high prices, 
variable quality and access challenges… 

e.g., Jeffrey Sachs, Center for Sustainable Development, Columbia 
University Professor (“America can save $1 trillion and get better health 
care”, CNN, June 27, 2017)

1. Move to capitation for Medicare, Medicaid and tax-exempt private health 
insurance plans

2. Limit compensation of hospital CEOs and top managers

3. Require Medicare and other public providers to negotiate drug prices on a 
rational basis

4. Set maximum prices on drugs for public health emergencies, e.g., HIV, hep C

5. Radically simplify regulatory procedures for bringing quality generic drugs to 
the market

6. Facilitate “task shifting” from doctors to lower-cost health workers for routine 
procedures, especially when new computer applications can support the 
decision process

7. Cap the annual amount of deductibles and cost-sharing by households to a 
limited fraction of household income

8. Use part of the savings to expand home visits for community-based health 
care to combat epidemics of obesity, opioids, mental illness and others.

9. Rein in advertising and other marketing by pharmaceuticals and fast-food 
industries that has created, alone among the high-income world, a nation of 
addiction and obesity.

10. Offer a public plan to meet these conditions to compete with private plans.  
Medicare for all is one such possibility.
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Mark A. Foster & Associates (MAFA)
selected cv excerpts

• State of Alaska, Department of Administration, Public Health Care Authority Study, 2017

• Retired, April 2016; Limited consulting engagements April 2016-current

• Anchorage School District, Executive Director, Office of Management & Budget/Chief 
Financial Officer, 2012-2016

• State of Alaska, Alaska Health Care Commission
– Impact of ACA on Alaska

– Alaska Health Care Markets, History & Outlook

• Alaska State Hospital & Nursing Home Association
– Impact of ACA on Alaska

• Alaska Small Hospital Performance Improvement Network
– Workforce Studies

– Telehealth Project Design & Implementation

• UAA ISER
– Alaska Health Care Markets

– Impact of Affordable Care Act on Alaska

– Census of Alaska Physician Medicare Patient Acceptance 

– Medicare Clinic Business Plan Review; Telehealth Business Models

– Nursing Workforce Supply & Demand Dynamics, Value of UAA Nursing Program

• Alaska Native Tribal Health Consortium
– Impact of Local Water/Sewer Systems on medical cost and outcomes associated with lower respiratory tract 

infections in rural Alaska (ANTHC/CDC)

– Telehealth Business Models (primary care, specialty care including radiology, dermatology, psychology)

• Adjunct Instructor, Danube University, MBA Telematics, 1999-2005

• President/COO, ATU / ACS Long Distance; VP Network Architecture ACS, 1997-1999

• Board Member, Blood Bank of Alaska, 2016-current

• Board Member, Audit Committee Chair, Alaska Power & Telephone, 2004-currrent


