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Introduction
The rising cost of health care has become one of
the largest sources of stress on American household
budgets in the 21st century. From premiums to
co-pays to prescription drug costs, families are
finding it increasingly difficult to pay for health care.
Since 2000, health care spending
has grown 3.4 times faster than
employee compensation, essentially
canceling out wage growth for most
low- to middle-income families.1
As health care costs have skyrocketed,
controlling them has become an
“extremely important” issue for
voters, second only to strengthening
the economy.2 Many families are
sacrificing spending on basic
necessities like food and clothing
to pay medical bills.3
Just as American household budgets are being squeezed by rising health
care costs, state budgets are also straining under the weight of health
care spending, leading to increasingly tight budgets for what should be
necessities—public education, public health, housing assistance, food
assistance, and income support.
This shift in resources away from “social spending” is having dire and
long-lasting consequences for the nation’s health and community
well-being. A large and growing body of evidence shows that there are
numerous factors besides medical treatment that affect our health.4,5
Some of these factors have been traditionally known as “socioeconomic determinants,” such as housing stability, financial security,
and educational opportunity. Other factors include environmental
quality, strong community ties, and adverse childhood experiences,
or ACEs, such as trauma or neglect.
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Together, these factors can be thought of as vital community conditions,
and they determine one’s health more than access to medical care.4
Yet the U.S. spends only 9 percent of its economy on improving community conditions,
through such programs as housing and income support—far less than most other
wealthy countries.6,7
This limited public financial investment in community conditions has led to worse
health outcomes in America compared to every other high-income country, despite
spending vastly more per capita on health care.8

The U.S. spends less on community conditions than other wealthy countries
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At the same time, high and rising health care costs are also putting pressure on state
budgets to reduce spending in other sectors.

ME DI CAI D S P E N D I N G AS A P E RCENTAG E O F S TAT E S PE NDI NG I N T HE US 9
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The Government Accountability Office (GAO) identifies health care spending as
the major driver of state spending growth, warning of persistent fiscal instability.
The agency predicts that over the next several decades, state spending in all other
sectors will significantly decline to make up for increases in health spending.10

State health expenditures on track to consume greater share of state GDP than all other
expenditures
14
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California is no exception to the state
budget squeeze from health care costs;
from 2007 to 2018, health care spending
rose by 146 percent, consuming 26
percent of the state budget in 2018.11

In 2007, California spent $1.22 on
public health, the environment,
and social services for every
$1.00 spent on health care—
but by 2018, for each dollar
spent on health care only $0.68
went towards public health, the
environment, and social services.
At the same time, California continues
to face the challenge of ensuring that
all people in the state have access to
necessary medical treatment.12 While
access to care is essential, the growing
imbalance between spending on health

care and spending on community conditions
means California is sacrificing potential
long-term health gains for short-term
health stopgaps.
This report examines the links between rising
health costs and spending on community
conditions, providing new evidence that
health care costs are putting pressure on
programs in California that are essential to
community well-being and the state’s health.
In addition, this report describes some of the
current barriers to action as well as potential
solutions. Key to improving health in the
state is to increase funding for community
conditions, a portion of which can be funded
by curbing the waste in health care and
redirecting those savings. California could
improve the health of its residents not only
by rebalancing investments in community
and health care spending within the state
budget, but also through the use of the state’s
convening power and regulation, without
sacrificing the recent gains made in muchneeded access to medical care.

In California, health care spending has eclipsed spending on community conditions
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How is California allocating its
resources for health?
Background
Increasing health care costs over the past few decades have
forced the state of California to sacrifice much-needed
investments in community conditions.
Previous research has shown that California, like other states, has been
responding to rising health care costs by constraining spending on
such community conditions as education, public health, environmental
protections, and social services. A 2017 study by Dr. Linda Tran and
colleagues from the UCLA Fielding School of Public Health found that
the fraction of California’s general fund expenditures spent on public
health and social programs fell from 34.8 percent in fiscal year 1990
to 21.4 percent in fiscal year 2014. At the same time, the proportion
spent on health care increased from 14.1 percent to 21.3 percent.11
Over 25 years, California’s ratio of spending on social services compared
to medical care decreased from 2.5 to a ratio of one-to-one.

STAT E SP E N D I N G P E R C A L I FO R NI A R E S I DE NT
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Even spending on education has been
squeezed in California, where about 40
percent of the state budget is allocated to
K-12 and community college (depending
on changes in student attendance and state
revenues).13 Propositions 98 and 111, passed
in 1988 and 1990, respectively, mandate this
spending. Nevertheless, per capita K-12
spending in California still lags behind the
national average when adjusted for cost of
living, and the state has the highest K-12
student-to-teacher ratio in the nation.14
Higher education spending as a share of
the state budget has fallen over the past
forty years, from 18 percent of the budget in
1976-77 to 12 percent in 2016-2017. This has
resulted in significant decreases in funding
per student at California’s largest public
universities, despite Proposition 30 in 2013,
which raised taxes for state schools.15,16 At the
University of California, for example, funding
per student fell from $23,000 in 1976 to about
$8,000 in 2016.16

education. Health care includes Medi-Cal
(California’s Medicaid program), health
care for the incarcerated, state employees’
and retirees’ health benefits, and other
health care services such as state hospitals.
Public health includes the Department of
Public Health as well as services such as
primary, rural, and Indian health clinics and
statewide health planning. Social services
include expenditures for income and job
support programs, housing, food and
nutrition services.

Methods

We determined state contributions to
health care benefits for public employees
and retirees through the California
Public Employees’ Retirement System
(CalPERS) from tables included in the
“Statewide Issues” sections of the 20182019 Governor’s Budget Summary, 2016-17
Governor’s Budget Summary, and 2014-15
Governor’s Budget Summary documents
at ebudget.ca.gov. We classified these
expenditures as spending for “Health Care,”
and removed them from other staff and
program administration expenditures under
“Other Services and Operations.”

The analysis included in this paper looks at
the distribution of California State Budget
expenditures between state fiscal years
2007-08 and 2018-19. For 2007-08 through
2016-17, we used actual total expenditure
amounts reported in enacted State Budgets
from all funds, which include state, federal,
and other sources. For 2017-18 we used
estimated expenditures and for 2018-19 we
used projected expenditures. We obtained
State Budget documents from the California
Department of Finance at ebudget.ca.gov,
between November 2018 and January 2019.
We classified expenditures into the
following categories: corrections, education,
environmental protection, health care,
public health, social services, and other
services and operations. Education
includes both K-12 education and higher
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We classified expenditures at either the
State Agency, Department, or Program level.
Program-level assignment was used when
we could clearly separate expenditures within
a department. For example, we separated
expenditures for health care services for the
incarcerated from other corrections-related
expenditures. We based our classifications on
the dominant type of service provided within
the State Agency, Department, or Program.

We chose to use total expenditures from
All Funds, which includes federal dollars,
rather than total State Funds because the
State Budget documents do not provide State
Fund-level detail below the Department
level. Other recent analyses have examined
state-only expenditures in California.11

Results
Between 2007 and 2018, spending on health care rose 146 percent, from
$48 billion to $119 billion, while spending on social services, public health,
and the environment grew by just 36 percent.
In 2007, California spent $1.22 on public health, environment, and social services for
every $1.00 spent on health care. By 2018, however, the state spent much less on these
community conditions relative to health care: for each dollar spent on health care, only
$0.68 went towards public health, environment, and social services.

Billions

California Budget Spending Over Time
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California’s spending on social services, including direct income support, housing support,
and nutrition services, has increased moderately over the past decade, rising by 36 percent
from 2007-2018. Spending on environmental protections, such as parks and recreation,
water resources, and wildlife conservation services, increased by 34 percent, and public
health spending increased by 46 percent.
As noted earlier, education spending represents a special case in California because the
state mandates that K-12 education and community college receive about 40 percent of
general fund expenditures. From 2007 to 2018, spending on K-12 education increased
by 32 percent, from $66.8 billion to $87.8 billion. Per capita K-12 education spending
increased by 33 percent, from $10,644 to $14,246 per student, as K-12 enrollment
declined slightly from 2007 to 2018.17,18
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Relative Percent Change in California Budget Spending, 2007-2018
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Higher education spending rose by a
larger 56 percent, from $38.4 billion
to $59.8 billion, likely due to increased
funding from Proposition 30 passed in
2012. Including spending on education,
California’s spending on community
conditions increased by 39 percent
from 2007 to 2018.
However, the increase in spending
on community conditions is small
compared to the rapid rise of health
care spending over the past decade.
Health care spending skyrocketed from
$48.3 billion in 2007 to $118.9 billion in
2018, a relative increase of 146 percent.
Total health spending increased from
16 percent of general fund expenditures
in 2007 to 26 percent by 2018.

10

California’s health care paradox

HE A LT H C A R E S PE NDI NG I NC R E A S E D
BY $ 7 0 B I L L I O N

$118.9
BILLION

$48.3

146%
increase

BILLION

2007

2018

Medi-Cal, California’s Medicaid program, saw
the greatest increase, due to higher enrollment
and rising spending per enrollee. From 2007
to 2018, Medi-Cal enrollment increased by 106
percent.19-21 Although federal support covered
most of the cost of the new enrollees under the
Medicaid expansion, it should be noted that
total state spending on Medi-Cal also increased
by 95 percent from 2007 to 2018.22
While Medi-Cal accounted for the lion’s share
of increased spending on health care, spending
also increased for other health care categories,
including state employees and retirees, and
prisoners. Total spending on health care for the
incarcerated increased by 44 percent, and per
capita spending also rose 93 percent, from about $13,000 in 2007 to $25,400 in 2018.23,24
Total spending on health care for state employees and retirees increased by 83 percent,
from $4.3 billion in 2007 to $7.8 billion in 2018. CalPERS accounted for 7 percent of the
total health care spend by the state in 2018. This increase in spending was largely due
to rising spending per beneficiary. The number of CalPERS beneficiaries increased by
12 percent between 2008 and 2017, while per capita spending increased by 43 percent.25
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Health and Health Care:
Why Community Conditions Matter
While California should be lauded for expanding Medi-Cal,
which provides access to needed treatment and care for
millions, and protects enrollees from the financial toxicity
of health care bills, the expanding costs of health care and
relatively meager increase in spending on community
conditions have important consequences.
In many zip codes in the San Joaquin Valley, for example, environmental
factors such as toxic air and water pollutants, and social factors such as
high rates of poverty, food deserts, and low levels of formal education,
lead to disproportionately high rates of chronic health issues and lower
life expectancy.26,27 In Madero, Kings, and Fresno counties, for example,
the rates of asthma-related emergency room visits by young children is
twice that of the state overall.
Health disparities are stark even within counties. In the poorer Edison
neighborhood of Fresno, the rate of hospitalization for diabetes is
39/10,000 people; in the affluent Woodward park neighborhood, the
rate is 1/10,000.28

RAT E OF H OSP I TAL I Z AT I O N FO R DI A B E T E S

39 / 10,000
people

Poorer Edison
neighborhood
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vs.

1 / 10,000
people

Affluent Woodward park
neighborhood

These and many other health disparities can be laid at the feet of poor community
conditions. Lack of access to a steady income, education, good food and clean water,
stable housing, a safe family environment, and community ties have a significant impact
on community health. For example, studies find that lower educational attainment is
associated with lower life expectancy, worse reported health, and higher rates of infant
mortality. Conversely, higher income levels are linked to better reported health status
and lower incidence of chronic disease.5,29,30

Life Expectancy by Zip Code, San Joaquin Valley, California

The impact of community conditions on population health is substantial. In the year
2000, deaths attributable to low education, racial segregation, and poor social supports
were comparable to deaths from heart attack, stroke, and lung cancer.31 A 2019 review of
determinants of health found that the majority of premature mortality can be attributed
to behavioral and social factors; lack of access to health care and poor quality care
contribute less than 17 percent to premature mortality.30
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The causal links between community conditions and health can be both direct and
indirect. For example, substandard housing has a direct effect on health when mold
and roaches trigger childhood asthma, or when residential crowding spreads illness
quickly.32,33 By contrast, a family living in a high-income neighborhood is less likely to
encounter asthma triggers. That family will also have an easier time finding fresh food
and safe places to exercise, setting up their children with good health habits for life.33
The connection between community conditions and health is a continuous function and
consistent across racial and ethnic groups: regardless of your race, your neighborhood
often has a greater impact on life expectancy and health than access to medical treatment.
Investing in community conditions through such programs as providing income support,
educational opportunities, and affordable housing, leads to better health outcomes
(see Health and Financial Benefits of Social Spending). Not only does spending on
social programs make people healthier, but these investments pay for themselves many
times over, through more productive workers, and fewer emergency room visits and
unnecessary hospitalizations.34-36

How Community Conditions Impact Health Outcomes

Health Outcomes

Length of Life (50%)

Quality of Life (50%)
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Health Behaviors (30%)

Diet & Exercise
Alcohol & Drug Use
Sexual Activity

Clinical Care (20%)
Health Factors

Access to Care
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Education
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Social & Economic Factors (40%)

Income
Family & Social Support
Community Safety
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County Health Rankings model © 2014 UWPHI
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Physical Environment (10%)

Air & Water Quality
Housing & Transit

Health and Financial Benefits of Social Spending
Social Program

Health Effects

Return on Investment

Earned Income

Having a state EITC is associated

In California, EITC payments

Tax Credit

with a reduced low birthweight

in 2007 contributed $5 billion in

rate by 4-11%.37 A 10% increase

output and added 30,000 jobs to

in the EITC reduced infant

the state economy, for $4.5 billion

mortality by 0.23%.38

in EITC claims.39

Access to affordable housing

Provision of affordable housing

reduces psychological distress,

in Oregon decreased Medicaid

ED visits, and improves

expenditures by 12 percent, an average

reported health of children.

of about $50 per member per month.36

Programs to improve housing

Another housing program that gives

quality reduce asthma ED

supportive housing to chronically

visits in children and increase

homeless saved an estimated $29,000

opportunities for physical

per person per year.40

Housing support

activity.33
SNAP (Supplemental

Access to SNAP in childhood

Every $1 increase in SNAP benefits

Nutrition Assistance

reduces rate of stunted growth

during 2009, when the economy was

Program)

by 6%, reduces heart disease in

in a recession, generated about $1.70

adulthood by 5%, reduces rate

in economic activity.42

of obesity by 16%.41
Early childhood

Early childhood education

High-quality early childhood programs

education

programs lead to reduced

yield an estimated $4 – $9 dollar

hypertension, obesity, illegal

return per $1 invested.45 One early

drug use, and high cholesterol

childhood program for disadvantaged

in adulthood.

children ages 0-5 produced a $13 dollar

43,44

return per $1 invested.44

Implications
Given the influence that community conditions have on health, why has California, and
indeed every other state in the U.S., made the choice to prioritize health care over social
programs, public health, the environment, and even education? These decisions should
not be surprising, given that political discourse on health at the local, state and national
level is rarely framed in terms of community conditions, but rather in terms of access to
health care and affordability. According to a survey from the Harvard T.H. Chan School
of Public Health, more Americans attribute ill health to lack of access to medical care
compared to environmental factors, stress, or personal behavior.46
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For taxpayers and legislators, however, increasing coverage has an additional meaning
—more spending on health care. As health care becomes more expensive, coverage
becomes more difficult to achieve within a limited state budget. In discussions about
coverage, the tension between the need for coverage and the need to control spending
may acknowledge the high cost of health care, but it is usually treated as a given. Rarely
is the topic of rising health care spending by the state framed as potentially limiting the
opportunity to improve health through other forms of public spending (See Stakeholder
Perceptions of Budget Tradeoffs).
This leaves lawmakers and public officials with a dilemma. To the extent that they
recognize the profound importance of community conditions to health, they have
a limited number of options. They can raise taxes in order to broaden coverage and
simultaneously boost spending on community conditions; or they can cut other
programs, such as transportation and law enforcement. Neither of these approaches
holds much appeal for either side of the aisle.
There is a third option: cutting health care costs. There are two paths to lower
health care costs, one of which is reducing Medi-Cal rolls, restricting benefits to
beneficiaries, and/or forcing current and retired state employees to shoulder more
of the burden of their own coverage. These actions would impose a harsh burden on
millions of Californians, increasing medical debt along with rates of unmet medical
needs and ill health, which would worsen health outcomes and could increase health
care spending in the long run.47

The other path to cutting health care costs lies in addressing the waste in
the system, by reducing overpriced or unnecessary health care services.
There is ample evidence for the opportunity to cut waste in health care nationally,
and some evidence that health care costs can be reduced even in California, where
payment rates to many health care providers are low relative to much of the rest of the
country. Cutting waste in the delivery of health care would allow the state to rebalance
its investments in community conditions and health care spending without cutting
enrollment or benefits.
The remainder of this report examines a variety of approaches to curbing health care
costs, some of which also offer the possibility of simultaneously improving the quality
of care and making care safer. These solutions include regulatory actions the state can
take to rein in health care costs, and ways in which the state can partner with and support
organizations that are currently working to improve community conditions and health.
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Stakeholder perceptions of
budget tradeoffs
In a series of interviews with fifteen local
policymakers and state health advocates, we
found that, overall, policymakers and advocates
saw health care access and funding as the biggest
health issues in California.
While the officials and advocates we spoke with had a wide
range of understanding of, and interest in, community
conditions, most felt that they could not or should not be the
focal point of their health reform strategies. The absence of
community conditions in public narratives about health and health care is reinforced
by two key factors: siloed agencies in charge of funding for various aspects of both
health care and health-promoting social, environmental and public health programs;
and health care funding structures and incentives that push toward more health care
spending, not less.
For example, although Medi-Cal spending as a share of California’s budget has grown
significantly, many advocates and policy makers expressed concern that California
trails behind most states in how much it spends per enrollee. Advocates and policy
makers also remain concerned about the more than three million California residents
who still lack coverage. They believe that Medi-Cal must raise payment rates to health
care providers to address the physician shortage in underserved areas.
State and local officials also have several economic incentives to spend more on
health care. For one, the federal government provides matching funds for Medi-Cal,
paying for 50% of the cost for those enrolled before the ACA expansion, and 100% of
the cost to cover new enrollees after 2014 (dropping to 90% after 2016). There are no
obvious economic advantages for state policymakers to reduce health care spending,
because saving money in health care only loses them matching federal funds.
On a local level, policy makers are more interested in capturing state health care
funding than considering tradeoffs with spending on community conditions.
Because most of California’s revenue is raised at the state level, not the local level
(due to limited property tax revenues and the progressive state income tax), local
policymakers have to compete for health care funding from the state. From the
perspective of most local officials and advocacy organizations, it is invariably a
matter of garnering the most dollars from Sacramento, not worrying about the
cost of the care delivered in their locality.
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Local policymakers also do not perceive a tradeoff between health care spending and
spending on community conditions because, most of the time, they must rely on
siphoning off health care dollars to use as seed money for projects that have an impact
on those community conditions. Without using health care funding, there is no other
way to get these projects off the ground, except for grants from foundations or local
business groups, sources that are unstable and often time-limited.

“Getting the ambulance there on time, or the wheelchair for
the kid, or the trauma victim to the right specialist dominates
the experience of any local administrator who must engineer
solutions in perpetual scarcity and the reality of pervasive and
preventable human suffering.”
– Alex Briscoe, former public health director, Alameda County
The one area where local and state policy makers are being forced to acknowledge
and confront directly the high cost of health care is through the lens of retiree health
care obligations to state employees, teachers, firefighters, and other workers. At the
state level, CalPERS’ health care obligations to current employees and retirees are
dwarfed by monies devoted to Medi-Cal, but even so, there has been an intense
debate over the scope, generosity, and eligibility standards for public sector pensions.
The argument that pension costs are too high, the reserves for meeting them too low,
and the terms for vesting in pensions too permissive, has been made by Republicans
and also by some Democrats, and in particular by several mayors. Like the general
debate about coverage, the high cost of health care is acknowledged but treated as a
given. The argument invariably focuses on whether or not other post-employment
benefit obligations can be paid for, rather than on considering ways in which the
underlying costs of providing health care can be reduced.
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California’s options for action
to improve health
Tackling health care waste and price inflation
Nationally, a significant proportion of health care spending
in the U.S. is wasted on a variety of factors and processes
that do nothing to improve the health of patients but
merely drive up costs.
At least 18 percent of health care spending, and perhaps as much as
37 percent, is lost due to a combination of inefficient processes,
excessive administrative overhead, unnecessary care (also called
overuse), and excessive prices.48 Assuming the minimum level of waste
at the national level applies to California’s health care system, that’s
$20 billion of health care spending in the state’s budget that is wasted
each year. These wasteful practices also affect costs for employers,
private insurers, and Medicare.

Prices
An essential part of reducing health care waste will be tackling
overpriced services and products. Drug prices are a well-known source
of unnecessary expense, and market pressures are insufficient to keep
medications affordable. The state currently spends about $38 billion on
prescription drugs and other non-durable medical products.49 Allowing
the state to negotiate drug prices with manufacturers, as Governor
Gavin Newsom has proposed, would be a good first step toward reducing
costs. California could also go a step further and create a state-run
pharmacy benefit manager (PBM) to offer negotiated prices to all
Californians, not just state beneficiaries.50
Prescription medications are not the only source of inflated prices
in health care. Hospital charges and physician fees are often highly
inflated, especially when large hospital systems control market share
and can dictate prices. These prices affect how much CalPERS must
pay for insurance for employees and retirees. A report from the Health
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Care Pricing Project found that monopoly hospitals charge 12 percent more for their
services than hospitals with four or more local rivals.51 Price transparency is often
raised as a means of controlling prices of health care services, and grassroots efforts
like Clear Health Costs, which provide a database of prices patients have paid, can save
individuals money in the short run.52 However, efforts to make hospital and physician
prices transparent have had minimal effect on prices paid by insurers.53
One stronger measure for controlling prices would be enforcing anti-trust laws for
monopoly hospital systems like Sutter Health, which has been accused of overcharging
patients for health care services and failing to meet community benefit obligations.54,55
California policymakers should also consider converting hospital payments to a fixed
total revenue system, often called “global budgeting.” In Maryland, the switch to
global budgeting for all hospitals has saved Medicare over $400 million in five years,
by reducing growth in hospital spending to an average of 1.38 percent, which is
2.2 percent less than the state’s long-term economic growth rate. Bringing California
hospital spending growth down from its current 3.1 percent to 1.38 percent per year
would save about $2.7 billion over five years.56

Excess volume of services
When global budgeting is not in place, spending in health care is the result of price
multiplied by the volume of services. There is increasing evidence that a significant
portion of what is delivered to patients does nothing to improve their health and
often needlessly puts them at risk of serious harm.57 Regardless of how high or low
the price per unit of health care services may be, payers are spending money on care
that is unnecessary and may harm patients unnecessarily. Reducing the volume of
such “low-value care” (health care services that provide minimal or no health benefit
to the patient) is another potential source of significant health care savings. A study
in Washington state examined 48 commonly used health care services, and found
that 47 percent of spending on these treatments were of low value.58 Examples of
these services include MRI for low back pain, routine cardiac stress testing, and PSA
(prostate cancer) screenings. In a year, the state spent $341 million on these lowvalue services.58 As a state with more than five times the population of Washington,
California likely spends more than $1.5 billion on these 48 low-value services alone.
Examples of initiatives to reduce low-value services include case conferences,
electronic medical record prompts, letters to clinicians showing how their delivery of
low value services compares to that of peers, and clinician awareness and education
initiatives.59-61 One such initiative is SmartCare California (SCC), a public-private
partnership led by the Integrated Health Association (IHA) that brings together the
state’s leading health care purchasers, who are working together to get providers to
avoid unnecessary services. (The targeted services are based on recommendations
created by the Choosing Wisely initiative.) Currently, SCC is targeting opioid overuse,
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unnecessary c-sections, and surgical procedures for low-back pain.62 Additionally,
IHA partners with physician specialty groups and large hospital systems on other
commonly overused services, such as reducing preoperative stress testing and
repetitive lab testing.63 These programs are promising steps toward reducing lowvalue care. Future initiatives could focus on reducing unnecessary cardiovascular tests
and procedures (a highly costly category of overuse), unnecessary hospitalizations,
and overscreening for cancer in low-risk populations.64

Improving care delivery processes
California has already embarked on initiatives intended to improve health care
delivery, such as the Medicaid Delivery System Reform and Incentive Program (DSRIP).
The DSRIP pilot in California ran from 2010 to 2015, and was renewed again for
2015-2020. The program gives funding to public hospitals in exchange for achieving
certain metrics, including building health technology infrastructure and primary care
capacity, improving chronic disease management, reducing in-hospital infections, and
integrating health care with human services.65,66
The final evaluation of the 2010-2015 pilot was encouraging. Overall, 97% of the
3,764 milestones set for DSRIP projects were achieved. Participating hospitals
reported that DSRIP had a high or very high impact on improving patient outcomes
and quality of care, and a medium-to-high impact on containing costs.66 Examples
of cost-saving outcomes from the demonstration include an overall 20 percent
reduction in hospitalizations of diabetes patients for short-term complications and a
22 percent decline in rates of central line infections in the ICU.65 The 2015-2020 DSRIP
demonstration, “Medi-Cal 2020” builds on the previous pilot, including alternative
hospital payment programs, such as global budgeting for uninsured patients.67
Maryland hospitals have demonstrated that the shift to global budgets can be made
by a large number of hospitals within a few years, and California should consider
following in their path, using global budgeting for all patients covered by the state.

Supporting investments in community conditions
The point of reining in health care spending is to provide more resources for
community conditions for health. A crucial path to improving health is to increase
state spending on social programs, public health, education, and the environment.
This could include increasing the minimum wage, increasing the state Earned Income
Tax Credit, implementing universal child care, allocating more funding to higher
education, anti-homelessness initiatives, rent support and development of more
affordable housing, and many more.
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Ongoing efforts to improve community conditions
There are multiple ongoing efforts to address the need for greater investment in
community conditions in the state. One initiative, called the California Accountable
Communities for Health Initiative (CACHI), brings together health care providers with
public institutions and community groups, to improve community health through
coordination of health care and social services, with a focus on community conditions.
CACHI provides formal infrastructure for partnerships, sustainable funding, community
engagement, and data collection, to maximize limited resources for the largest impact.68
Another current project to unite health and social programs is the Whole Person Care
(WPC) pilot program, part of the “Medi-Cal 2020” demonstration. WPC Pilots provide
local governments and health care institutions with support to integrate health care,
behavioral health, and social services for Medi-Cal patients with poor health outcomes
and complex needs. Eighteen WPC pilots were approved in the first round of applications,
to provide services including include care management, wellness education, addiction
treatment, housing services, and more.69

Aligning incentives for community health
While current efforts to improve community
conditions are promising, these programs exist only
in a handful of California communities and have
limited support from the state. Too many people
are being left behind because government and
health care institutions have little incentive to work
together with community organizations to fully
invest in community conditions.
One of the greatest barriers to states making major
investments in community conditions is that the
government body making the upfront investment
may not receive all of the financial benefit that accrues from improving health.70
For example, agencies making investments in education do not see the full return on
investment, because the benefits are dispersed throughout society, through lower rates
of incarceration, reduced health care utilization, and economic growth. Moreover, largescale investments in community conditions are often seen as too costly or risky for a
single governmental agency to undertake on its own, especially if the benefits will only
be seen far in the future.
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There are several steps California could take to solve this problem. One is aligning
financial incentives of health systems with improving community health through
alternative payment models (as do Maryland’s Global Budgeting system and Medicaid
Managed Care). Health care institutions that are paid fee-for-service have little incentive
to contribute to government investments in community conditions, because they lose
money when people are healthier. Rewarding health systems for patient outcomes rather
than the volume of services they provide can catalyze more partnerships between health
systems and community-based social programs.71

However, California could go a step further, by uniting all stakeholders
that benefit from investments in community conditions to invest together
in larger-scale projects to improve health. California should build on the
positive experience of CACHI and turn it into a statewide initiative, so
that state programs are fully leveraged into these efforts.
By pooling their resources into “Wellness Funds,” as many other cities and communities
have begun to do, California government agencies, employers, and hospitals can better
improve the health of the state’s residents, and provide a larger health return on
investment for all.72
The state should be a catalyst for these “co-venture” projects by providing the
seed capital; bringing stakeholders to the table (including health care institutions,
community social service providers, and Community Development Financial
Institutions); incentivizing non-profit health systems to participate through new
community benefit requirements; creating the infrastructure for sustainable pooled
funds; providing incentives within Medi-Cal to invest in community conditions; and
commissioning research to calculate the downstream savings of upfront investments
in community conditions.73
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Conclusion
Like many states and the families that live in them,
California is feeling the pressure of rising health care
costs on its budget, forcing tradeoffs in spending on
programs that matter equally as much as health care in
terms of their impact on community well-being and
the population’s health.
This pattern is perhaps less discernable in the state’s budget than in
family budgets, but it is just as difficult to fix. Moreover, the structure
of health care funding in California makes it beneficial for policymakers
not to acknowledge the tradeoffs that are occurring between health care
spending and investing in the community conditions that have such a
profound impact on health.
However, if the current trends in state spending continue and tax
revenues do not rise, the cost of health care in California will absorb
more and more of the budget, further crowding out spending on
community conditions. Though some of this health care spending will
be put to good use expanding coverage, hundreds of millions—if not
billions—more will be wasted on overpriced services, low-value care,
and administrative inefficiencies.
The state has three ways it can respond: raise taxes, constrain health
care spending, or both. None of these choices will be easy, and they will
not be made until state officials, community activists, and the public
recognize the importance of community conditions to health—and
commit to addressing the waste in health care. Most of the savings from
reducing that waste must be redirected toward increasing funding for
social, environmental, and community programs. The long-term health
of the state depends on it.
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