
we want.  But in seeking to write an acces-

sible book, one of America’s leading

healthcare scholars may have left too much

of the detail out to win us over. Your Money
or Your Life will serve, nevertheless, as the

standard representation of what I think is

fast becoming an accepted academic view. 

The problem in a nutshell is that Amer-

ica’s healthcare costs are rising much faster

than its national income. The United

States now spends well more than 14 per-

cent of gross domestic product (GDP) on

healthcare—far more than

other developed nations,

whose average is closer to 8

percent. According to current

estimates, the public portion

of healthcare, largely Medicare

and Medicaid, equal a little

more than 4 percent of GDP

today. By 2040, they are pro-

jected to reach nearly 10.5 per-

cent of GDP and by 2060, 13.3

percent. To put it in perspec-

tive, the United States spent a

total of only 5 percent or so of

GDP on healthcare in 1960. 

Can we a≠ord this pace of

growth? Only if we are willing to give up

something else. 

Meantime, the widely heralded arrival

of managed care, led by the rise of HMOs,

helped slow the growth of medical costs

for a time, but failed to reform all manner

of misuse, overuse, and underuse of med-

ical procedures. In addition, enormous

pockets of Americans—some 40 million in

total—remain uninsured. A significantly

higher number go without insurance cov-

erage at some point in their lives. There is

also ample evidence, despite the nation’s

network of emergency public hospitals,

that the uninsured receive poor healthcare.

Some 20,000 non-elderly adult Americans

die each year because they have no insur-

ance, according to one trusted estimate.

Many believe the only answer is to cut

medical spending back sharply. Tradi-

tional scapegoats include expensive high-

technology equipment, costly drugs,

fancy diagnostic procedures, and errors

made by hospitals with little experience

in certain procedures. And, surely, people

generally have too many angioplasties,

undergo too many MRIs, and take too

many drugs. 

Cutler readily recognizes that there is

waste and misuse of services. But even so,

he argues, American medical spending,

including research in high technology and

pharmaceuticals, is worth it. How do you

- December 2000

Quality Care
On the health—and wealth—of the nation

by jeff madrick

s i read David Cutler’s important new book on how to deal

with the nation’s most challenging social problem, I kept

wanting more. Cutler, professor of economics, provides a

needed corrective to misleading ideas about how intractable

the nation’s healthcare problems are. He is determined to

show that practical solutions exist to pay for the healthcareA
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go about analyzing this assertion? Cut-

ler’s research is at the leading edge of

such work, and it is the most interesting

contribution of his book. 

The first step in assessing the worth of

medical spending is to estimate the finan-

cial value of human life. How do you do

that? Many economists have faith that the

market itself can provide the answer. A

good indication of the value of human life

is how much money consumers are will-

ing to pay to extend their own. 

Consider the cost of an air bag. It is es-

timated that air bags save on average one

life in 10,000. Thus, at a rough cost of $300

an air bag, we spend $3 million to save

that life. If the saved person lived, on aver-

age, 30 years more, the market is roughly

valuing one year of additional life, as

ghoulish as it seems, at $100,000. 

Similar analyses are made of how much

people are willing to spend on home fire

alarms, or how much more a dangerous

job must pay to attract workers than a

safe job. Cutler writes that such analyses

suggest that consumers value a year of life

somewhere between $75,000 and $150,000.

Choosing $100,000 as a standard, he then

measures how much we spend on new

procedures and therapies to extend life to

determine a return on investment of sorts. 

Cutler figures, for example, that the na-

tion now spends about $70,000 more than

in 1950 to save a single low-birth-weight

infant. That’s a lot of money. Is it worth

it? As a consequence of the spending, the

survival rate has risen sharply. The sur-

vivors in turn live to an average of 70 years

old. But they don’t live lives as healthy as

those of normal-birth-weight babies.

Moreover, society must pay additional so-

cial costs for the disabilities of these sur-

vivors. Making adjustments for these lat-

ter issues, Cutler figures the value of the

$70,000 investment is nevertheless

$350,000 per low-birth-weight infant.

That is quite a return. 

Cutler presents several other examples.

He finds similarly high rates of return on

spending for antidepression drugs, for ex-

ample. Progress in the treatment of heart

disease has also been especially success-

ful. There are advances in procedures and

therapies such as catheterization and by-

passes. There are new drugs to control

hypertension and high cholesterol. Cutler

figures that the value of life extension 

due to these heart-disease therapies is
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worth four times what is spent on them.

In fact, Cutler says that even though we

do not have data for all new procedures,

the benefits from advances in the treat-

ment of low-birth-weight infants and heart

disease alone are so great that they justify

new expenditures on everything else, even

if all expenditures in other areas do not im-

prove the nation’s healthcare at all. 

Such market-based analytical tools

have inherent problems. Extrapolating the

willingness of consumers to pay now con-

cerning an event of low probability far

into the future is at the least a little shaky.

The rationality of consumers is not always

evident, even in the short run and con-

cerning issues of far greater certainty.

These analyses do not necessarily di≠eren-

tiate adequately among the desires of

di≠erent individuals. Some value life more

than others, for example, especially at

di≠erent times in life. But such analyses

are at the least suggestive that what we

are spending on medical care is worth it. 

What they do not suggest, however, is

that the nation spends its money in an

ideal way. As noted earlier, Cutler makes

clear that there is much waste in the sys-

tem. What concerns him most is an im-

portant but underreported phenomenon:

the underuse of available medical proce-

dures. People fail to take beta blockers

after a heart attack, for example. Depres-

sion is under-diagnosed, for all the popu-

larity of the new drugs. And so on. Cut-

ler’s answer is that we should not cut

back total spending. Rather, we should

improve the quality of care it is providing. 

But one moment. Why are health out-

comes so good in many countries that

spend far less than the United States

does? Longevity is higher and infant mor-

tality lower in such countries, for exam-

ple. Furthermore, some studies show that

these nations get more bang for their

buck because healthcare providers charge

significantly less. Gerard F. Anderson,

Peter S. Hussey, and Varduhi Petroysan of

Johns Hopkins University and Uwe Rein-

hardt of Princeton argued in a fascinating

piece in the May-June 2003 issue of Health
A≠airs that the high American healthcare

prices result in fewer services being

sought in the United States than else-

where. For example, doctor visits and

hospital days per person were below the

median of other developed nations. 

These researchers claimed the problem

26 September -  October 2004

Controversial Reunioner
The urbane Ernst “Putzi” Hanfstaengl ’09 was Hitler’s crony and foreign press chief

during the Führer’s ascendancy, and played the piano for him soothingly. He later

fell out of favor and fled to the United States, where he worked against the Nazis

for President Franklin D. Roosevelt ’04. In Hitler’s Piano Player: The Rise and Fall of Ernst
Hanfstaengl, Confidant of Hitler, Ally of FDR (Carroll & Graf, $26), Peter Conradi, deputy

foreign editor of the Sunday Times (London), tells of Putzi’s visit to his twenty-fifth

Harvard reunion in 1934. He o≠ered $1,000 to create a traveling fellowship to Ger-

many, but Harvard wanted none of it. Two thousand protesters gathered in Har-

vard Square on Commencement day, some handing out leaflets that read “Give

Hanfstaengl a degree, Master of Torture, drive out the Nazi butcher….”

T
hat wednesday came the cli-

max of his trip, the Harvard pa-

rade. After several days of rain,

the weather was warm and dry.

The celebrations began at noon,

when the seniors in their graduating

caps and gowns and the alumni in their

picturesque costumes gathered for

lunch in the various houses of the uni-

versity. Then…the chief alumni marshal

led the parade from the houses across

Larz Anderson Bridge to the ivy-cov-

ered football stadium for the traditional

confetti battle. It

soon became clear

that thanks to the

huge publicity that

accompanied his de-

cision to participate,

Putzi was to be the

center of attention.

Leading the pa-

rade were the last

few survivors of the

classes of 1869, 1873, and 1878, tottering

their way unsteadily forward. Then

came the class of 1914, in white pants,

orange polo shirts, and black caps; and

those of 1919, wearing white pants, fancy

blue tunics, and blue-and-white caps in

the form of eagles. A group of them held

aloft a placard that read:

1919

for class president
max hanfstangel

for class vice president
adolph keezar

Just how amusing Max Keezar [sic], a

popular Jewish merchant on Harvard

Square, found this juxtaposition of the

names was not clear.

There was worse to come: next into

the stadium were the class of ’24. Dressed

in Bavarian peasant costume, complete

with lederhosen, long socks, and dark

green hats with feathers, they goose-

stepped their way around the stadium,

their right hands stretched out in Nazi

salutes. Behind them they dragged a

huge beer truck, labeled Harvard Beer

and Ale, from which they dispensed

beer all afternoon.

Then came the class of ’09.…Most of

the Naughty Niners were wearing straw

hats, dark coats, and white trousers.

Putzi eschewed the

class uniform in fa-

vor of dark soft hat,

blue coat, and brown

trousers. In his but-

ton hole was a red

carnation. There was

no goose-stepping

or Nazi salutes for

Putzi’s class, al-

though Putzi him-

self gave a few such salutes to friends he

spotted.…

After all the speeches were done, the

seniors, alumni, and guests all rose to

sing “Fair Harvard.” Then, as the last

strains faded out, the sky was suddenly

full of multicolored streamers and tiny

pieces of paper. The annual confetti bat-

tle raged for a full 15 minutes….

…The New York Times published a let-

ter…claiming that Putzi’s presence made

a mockery of the university’s liberal tra-

ditions: “Can any liberal accept and de-

fend a man whose fundamental activity

consists in organizing, abetting and de-

fending persecution and violence ap-

plied in Germany and to be applied in the

United States when the day comes?”….

O P E N  B O O K

Hanfstaengl processes with classmates 
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C H A P T E R  &  V E R S E
A correspondence corner for not-so-famous lost words

James MacKillop writes, “The quota-

tion, ‘The map appears to us more real

than the land’ (sometimes misquoted as

‘The map appears to be…’) is often as-

cribed to D.H. Lawrence. It is not, how-

ever, to be found in his published works.

Might it have come from an interview or

an unpublished work?” Can someone

provide a full citation?

John Palmer hopes someone can iden-

tify “a truly haunting short story” about

a boy who at night could hear the “long

ah” of the ocean surf far below his bed-

room window and who read a fascinat-

ing book that was the focus of the story.

The story opens with the line: “It was a

[?] book, bound in red buckram.”

“the writs of Antigua” (July-August).

Hiller Zobel and William Boyan were

the first to note that the correct refer-

ence is to the island of Tobago, and that

the judicial body in question was the

Court of King’s Bench, not Admiralty.

The chief justice, Lord Ellenborough,

declared, “Can the island of Tobago

pass a law to bind the rights of the

whole world?” in setting aside a judg-

ment of that island’s court against a

nonresident. The citation is Buchanan v.
Rucker 9 East 192 (K.B. 1808).

“snatching…skywest and crooked”
( July-August). From North Carolina,

Jerry Leath Mills o≠ered, “Here in the

South we are always threatening (usu-

ally only rhetorically) to snatch some-

body one way or another. The most fre-

quent form of this locution is ‘I’m going

to snatch you baldheaded’ (i.e., out

from under your own hair). Also com-

mon is ‘I’m going to snatch you 40 ways

from last Tuesday.’ Perhaps closer to

the queried phrase is ‘I’m going to

snatch you sy-goggling’—i.e., so vio-

lently it will leave you walking crooked

or catty-cornered as opposed to

straight. I think ‘skywest and crooked’

would constitute a genuine sy-gog-

gling direction.”

Send inquiries and answers to “Chapter

and Verse,” Harvard Magazine, 7 Ware

Street, Cambridge 02138.

might be that those who buy healthcare

are fragmented and much less powerful

than the large corporate entities that pro-

vide it. This could be used as an argument

for a single-payer system, or something

like it, in which government can bargain

with equal power with private healthcare

providers to hold down costs.

Cutler inexplicably does not deal di-

rectly with these important points—and

as a consequence, he too casually dis-

misses the value of one-payer systems. I

can understand this brevity, given that a

government system in the United States

is politically infeasible. But for e∞ciency
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reasons, the arguments in favor of a one-

payer system require more respect than

Cutler gives them.

Instead, he endorses a system that will

get the market incentives right. The old

fee-for-service system and the newer

managed-care system, he explains, both

failed at this. The fee-for-service system

encouraged expensive high-technology

care. Managed care was designed to re-

duce hospital costs and restrain intensive

services, but not to distinguish ade-

quately between more useful and less use-

ful treatments. 

What is needed, writes Cutler, is to

reward providers according to the quality

of their services. Good hospitals get paid

more, doctors who use the best proce-

dures get paid more, incentives for out-

reach services are increased, and so on.

But how do we establish these specific

guidelines? Can we really measure qual-

ity? Isn’t that like trying to establish in-

centives for the quality of teachers? 

The reader waits to be convinced this

can work, and I think Cutler would have

benefited by devoting more attention to

the successes and failures of experiments

so far. He cites some hopeful examples,

but does not present a comprehensive set

of quality definitions and new formulas

for financial compensation. Without

some attempt at this, his argument re-

mains abstract. 

Just as troubling: he simply punts on

the question of how we implement such

a complex revamping of the system. Cut-

ler says we can either be led by the gov-

ernment or by private enterprise. For

this reader, that is not good enough. A

group of researchers, for example, has

publicly encouraged Medicare to lead

the way. It’s not clear to me that without

government prodding, the private mar-

ket will get it done. 

As for covering the uninsured, Cutler

proposes a plan that “allows all families to

purchase insurance the way government

employees do.” In fact, federal health-in-

surance programs are widely praised. They

pool employee money and allow federal

workers a choice among private insurers’

plans. But where will the money come

from? Cutler proposes that the Bush ad-

ministration’s tax cuts be redirected as

credits to Americans to buy the new insur-

ance. Again, this reader thirsts for more

discussion of the details of costs and the

political practicalities of such a program. 

My doubts about some of Cutler’s asser-

tions notwithstanding, he makes a cogent

case for reform, and one that is admirably

optimistic. His principle is a good one: get

the market incentives right and avoid gov-

ernment if you can. But can we? My sense

is that the nation can go a long way toward

orienting insurance reimbursement to im-

prove the quality of our healthcare, but I

do not think doing so will be easy. If it is to

be done at all, however, I find it hard to

imagine that government will not play a

key part. Cutler would have benefited us

all by putting his impressive body of

knowledge and good mind to the prag-

matic realities of making his ideas work,

not simply telling us they are desirable. I

look forward to a sequel.

Je≠ Madrick, M.B.A. ’71, editor of Challenge

magazine and an economics columnist for the
New York Times, teaches at Cooper Union
and New School University. He is the author of
Why Economies Grow and a forthcoming
history of the U.S. economy since 1970.
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