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The cost of health care in the United States far exceeds that in other wealthy nations across the 

globe. In 2020, U.S. health care costs grew 9.7%, to $4.1 trillion, reaching about $12,530 per 

person.1 At the same time, the United States lags far behind other high-income countries when 

it comes to both access to care and some health care outcomes.2 As a result, policymakers and 

health care systems are facing increasing demands for more care at lower costs for more 

people. And, of course, everyone wants to know why their health care costs are so high. 

The answer depends, in part, on who’s asking this question: Why does U.S. health care cost so 

much? Public policy often highlights and targets the total cost of the health care system or 

spending as a percentage of the gross domestic product (GDP), while most patients (the public) 

are more concerned with their own out-of-pocket costs and whether they have access to 

affordable, meaningful insurance. Providers feel public pressure to contain costs while trying to 

provide the highest-quality care to patients. 

This brief is the first in a series of papers intended to better define some of the key questions 

policymakers should be asking about health care spending: What costs are too high? And can 

they be controlled through policy while improving access to care and the health of the 

population? 

What (or Who) Is to Blame for the High Costs of Care?  
Total U.S. health care spending has increased steadily for decades, as have costs and 

spending in other segments of the U.S. economy. In 2020, health care spending was $1.5 trillion 

more than in 2010 and $2.8 trillion more than in 2000. While total spending on clinical care has 

increased in the past two decades, health care spending as a percentage of GDP has remained 

steady and has hovered around 20% of GDP in recent years (with the largest single increase 

being in 2020 during the COVID-19 pandemic).1 Health care spending in 2020 (particularly 

public outlays) increased more than in previous years because of increased federal government 

support of critical COVID-19-related services and expanded access to care during the 

pandemic. Yet, no single sector’s health care cost — doctors, hospitals, equipment, or 
any other sector — has increased disproportionately enough over time to be the single 
cause of high costs. 
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One of the areas in health care with the highest levels of spending in the United States is 

hospital care, which has accounted for about 30% of national health care spending3 for the past 

60 years (and has remained very close to 31% for the past 20 years) (Figure 1). Although 

hospital spending is the focus of many cost-control policies and public attention, the increases 

are consistent with the increases seen across other areas of health care, such as for physicians 

and other professional services. Total spending for some smaller parts of nonhospital care has 

more than doubled over the past few decades and makes up an increasing proportion of total 

spending. For instance, home health care as a percentage of total spending tripled between 

1980 and 2020, from 0.9% to 3.0%, and drug spending nearly doubled as a proportion of health 

care spending between 1980 and 2006, from 4.8% to 10.5%, and currently represent 8.4% of 

health care spending.1  

 

Figure 1. National health care spending (in billions of dollars), 2000-2020.  
Note: Investments include research and development spending of drug companies and other manufacturers and providers of 
medical equipment and structures. Other Personal Health Care includes other professional and dental services, home health care, 
medical equipment and products, nursing care facilities and continuing care retirement communities, and other health, residential, 
and personal care.  
Sources: AAMC analysis of Centers for Medicare & Medicaid Services. National Health Expenditure Data. 
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/NHE-Fact-
Sheet. Published Dec. 1, 2021. Accessed Feb. 24, 2022. 

The largest areas of spending that might yield the greatest potential for savings — such as 

inpatient care and physician-provided care — are unlikely to be reduced by lowering the total 
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number of insured patients or visits per person, given the growing, aging U.S. population and 

the desire to cover more, not fewer, individuals with adequate health insurance.  

In the past decade, policymaker and insurer interventions intended to change the mix of 

services by keeping patients out of high-cost settings (such as the hospital) have not always 

succeeded at reducing costs, although they have had other benefits for patients.4  

Breaking Down the Costs of Care 
Thinking about total health care spending as an equation, one might define it as the number of 

services delivered per person multiplied by the number of people to whom services are 

delivered, multiplied again by the average cost of each service:  

𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻𝐻ℎ 𝐶𝐶𝐻𝐻𝐶𝐶𝐻𝐻 𝑆𝑆𝑆𝑆𝐻𝐻𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆 = (𝑆𝑆𝑛𝑛𝑛𝑛𝑛𝑛𝐻𝐻𝐶𝐶 𝑜𝑜𝑜𝑜 𝑠𝑠𝐻𝐻𝐶𝐶𝑠𝑠𝑆𝑆𝑠𝑠𝐻𝐻𝑠𝑠 𝑆𝑆𝐻𝐻𝐻𝐻𝑆𝑆𝑠𝑠𝐻𝐻𝐶𝐶𝐻𝐻𝑆𝑆 𝑆𝑆𝐻𝐻𝐶𝐶 𝑆𝑆𝐻𝐻𝐶𝐶𝑠𝑠𝑜𝑜𝑆𝑆) ×

(𝑆𝑆𝑛𝑛𝑛𝑛𝑛𝑛𝐻𝐻𝐶𝐶 𝑜𝑜𝑜𝑜 𝑆𝑆𝐻𝐻𝑜𝑜𝑆𝑆𝐻𝐻𝐻𝐻 𝐻𝐻𝑜𝑜 𝑤𝑤ℎ𝑜𝑜𝑛𝑛 𝑠𝑠𝐻𝐻𝐶𝐶𝑠𝑠𝑆𝑆𝑠𝑠𝐻𝐻𝑠𝑠 𝐻𝐻𝐶𝐶𝐻𝐻 𝑆𝑆𝐻𝐻𝐻𝐻𝑆𝑆𝑠𝑠𝐻𝐻𝐶𝐶𝐻𝐻𝑆𝑆) × (𝐻𝐻𝑠𝑠𝐻𝐻𝐶𝐶𝐻𝐻𝑆𝑆𝐻𝐻 𝑠𝑠𝑜𝑜𝑠𝑠𝐻𝐻 𝑜𝑜𝑜𝑜 𝐻𝐻𝐻𝐻𝑠𝑠ℎ 𝑠𝑠𝐻𝐻𝐶𝐶𝑠𝑠𝑆𝑆𝑠𝑠𝐻𝐻)  

Could health care spending be lowered by making major changes to the numbers or types of 

services delivered or by lowering the average cost per service?  

Although recent data on the overall utilization of health care are limited, in 2011, the number of 

doctor consultations per capita in the United States was below that in many comparable 

countries, but the number of diagnostic procedures (such as imaging) per capita remained 

higher.5 Furthermore, no identifiable groups of individuals (by race/ethnicity, geographic 

location, etc.) appear to be outliers that consume extraordinary numbers of services.6 The 

exception is that the sickest people do cost more to take care of, but even the most cost-

conscious policymakers appear to be reluctant to abandon these patients.  

In addition to the fact that the average number of health care services delivered per person in 

the United States was below international benchmarks in 2020,7 the percentage of people in the 

United States covered by health insurance was also lower than that in many other wealthy 

nations. Although millions of people gained insurance8 through the Affordable Care Act and 

provisions enacted during the COVID-19 pandemic, 10% of the nonelderly population remained 

uninsured in 2020.9 When policymakers focus on reducing health care spending, considering 

the equation above, and see that the United States already has a lower proportion of its 

population insured and fewer services delivered to patients than other wealthy nations, their 

focus often shifts to the average cost of services. 
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It's Still the Prices … and the Wages  
A report comparing the international prices of health care in 2017 found that the median list 

prices (charges) for medical procedures in the United States heavily outweighed the list prices 

in other countries, such as the United Kingdom, New Zealand, Australia, Switzerland, and South 

Africa.10  

For example, the 2017 U.S. median health care list price for a hospital admission with a hip 

replacement was $32,500, compared with $20,900 in Australia and $12,200 in the United 

Kingdom. In comparisons of the list prices of other procedures, such as deliveries by cesarean 

section, appendectomies, and knee replacements, the U.S. median list prices of elective and 

needed services were thousands of dollars — if not tens of thousands of dollars — more.10 Yet, 

the list price for these services in the United States is often much higher than the actual 

payments made to providers by public or private insurance companies.11 

Public-payer programs (particularly Medicare and Medicaid) tend to pay hospitals rates that are 

lower than the cost of delivering care12 (though many economists argue these payments are 

slightly above actual costs, and providers argue they are at least slightly below actual costs), 

while private payers historically have paid about twice as much as public payers.13 (See another 

brief in this series, “Surprise! Why Medical Bills Are Still a Problem for U.S. Health Care,” for 

more information about public and private payers’ role in health care costs.) However, the 

average cost per service is still high by international standards, even if it’s not as high as list 

prices may suggest. The high average costs are partially driven by the highly labor-intensive 

nature of health care, with labor consuming almost 55% of the share of total U.S. hospital costs 

in 2018.14 These costs are growing due to the labor shortages exacerbated by the COVID-19 

pandemic.  

Reducing U.S. health care spending by reducing labor costs could, theoretically, be achieved by 

reducing wages or eliminating positions; however, both of those policies would be problematic, 

with potential unintended consequences, such as driving clinicians away from the workforce at a 

time of growing need.  

Wage reductions, particularly for clinicians, would require a vastly expanded labor pool that 

would take years to achieve (and even then, lower per person wages for nonphysicians may not 

decrease total spending related to health care labor).15 Reducing or replacing clinical workers 

over time would require major changes to policy (both public and private) and major shifts in 

http://www.aamc.org/research-action-institute/surprise-medical-bills
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how health care is provided — neither of which has occurred rapidly, even since the 

implementation of the Affordable Care Act.  

What’s a Policymaker to Do? 
Nearly one in five Americans has medical debt,16 and affordability is still an issue for a 
large proportion of the population, whether uninsured or insured, which suggests that 
policymakers should focus on patients’ costs. This may prove more impactful to the 

individual than reducing total health care spending.  

A majority of the country agrees that the federal government should ensure some basic health 

insurance for all citizens.17,18 Although most Americans consider reducing costs to individuals 

and expanding insurance coverage to be important, no clear consensus about who should bear 

any associated increased costs exists among patients or policymakers. Half of insured adults 

currently report difficulty affording medical or dental care, even when they are insured, because 

of the rising total costs of care and the increasing absolute amount of out-of-pocket spending.19 

Out-of-pocket spending for health care has doubled in the past 20 years, from $193.5 billion in 

2000 to $388.6 billion in 2020.1 These rising health care costs have disproportionately fallen on 

those with the fewest resources, including people who are uninsured, Black people, Hispanic 

people, and families with low incomes.19 Increased cost sharing through copays and 

coinsurance may force difficult spending choices for even solidly middle-class families.  
 

The severity and burden of out-of-pocket spending are hidden by the use of data averages; on 

average, U.S. residents have twice the average household net adjusted disposable income20 of 

many other comparable nations and spend more than twice21 as much per capita on health 

care. Yet, for those who fall outside these averages — average income, average costs, or both 

— the financial pain felt at the hospital, clinic, and pharmacy is very real.  

In any given year, a small number of patients account for a disproportionate amount of health 

care spending because of the complexity and severity of their illnesses. Even careful 

international comparisons of end-of-life care for cancer patients demonstrate costs in the United 

States are similar to those in many comparable nations (although U.S. patients are more likely 

to receive chemotherapy, they spend fewer days in the hospital during the last 6 months of life 

than patients in other countries).22 Similarly, although prevention efforts may delay or avoid the 

onset of illness in targeted populations, such efforts would not significantly reduce the number of 
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services delivered for many years and may lead to an increase in care delivered over the course 

of an extended life span. 

To the average person in the United States, immediate cost-control efforts might best be 
focused on reducing the cost burden for families and patients. Policymakers should 

continue to seek ways to promote better health care quality at lower costs rather than try to 

achieve unrealistic, drastic reductions in national health care spending. Investing in prevention, 

seeking to avoid preventable admissions or readmissions, and otherwise improving the quality 

of care are desirable, but these improvements are not quick solutions to lowering the national 

health care costs in the near term. Long-term policy actions could incrementally address health 

care spending but should clearly articulate the problem to be solved, the desired outcomes, and 

the trade-offs the nation is willing to make (as discussed in two companion pieces).  

The U.S. health care system continues to place a disproportionate cost burden on the patients 

who can least afford it. In the short term, policymakers could focus on targeted subsidies to 

specific populations — the families and individuals whose household incomes fall outside the 

average or who have health care expenses that fall outside the average — whose health care 

costs are unmanageable. Such subsidies could expand existing premium subsidies or triggers 

that increase support for costs that exceed target amounts. Targeted subsidies are likely to 

increase total health care spending (especially public spending) but would address the problem 

of cost from the average consumer, or patient, perspective. Broader policies to ease costs for 

patients could also be considered by category of service; for instance, consumers have been 

largely shielded from the increased costs of care related to COVID-19 by the waiving of copays 

for patients and families. These policies would likely increase national spending as well, but they 

would make medical care more affordable to some families.   
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