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 The US health care system is in cri-
sis. The professional 1  and popular 2  
media have advocated for adoption 

of a nationally run health care system. Pro-
ponents argue that one benefi t of adopting a 
national health care plan is the avoidance of 
excessive administrative costs, 3  which con-
sume 31 percent of health care  expenditures 
in the United States, but only 16.7  percent in 
Canada. 4  The Veterans Health  Administration 
(VA) has been heralded as a model for health 

care that should curtail administrative spend-
ing while providing high quality care 5  in 
what Nobel prize–winning  economist Paul 
Krugman described as a “lean and effi cient” 6  
manner.  

 Over the last decade, the VA has been 
recognized for a transformation in the qual-
ity of care it provides, 7  but whether the VA 
offers this quality at a low cost is unknown. 
To determine whether VA offers good value 
for its expenditures, we used VA budget, 
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performance, and utilization data, and  com-
pared VA costs  and performance to costs and 
performance available in the private sector.  

 Methods 

 VA Health Care Costs  

 We obtained data on VA inpatient and out-
patient costs and utilization from the  Health, 
United States  series. 8  For each fi scal year, the 
VA’s total health care expenditures are pro-
vided by the VA to the National Center for 
Health Statistics. Further, the VA provides 
how the total health care expenditures are 
distributed to inpatient hospital, outpatient 
care, nursing home care, and “all other” care 
which includes contract hospitals, among 
other services. Finally, the VA provides the 
number of individuals who received inpatient 
care or outpatient care for each fi scal year.  

 To calculate the VA’s annual health care 
costs, we multiplied the total health care 
expenditures by the percent of that amount 
distributed to inpatient and outpatient care; 
because the Medical Expenditure Panel 
Survey (MEPS)—our source for calculat-
ing the market value of VA care—does not 
include nursing home care, we excluded 
VA nursing home care costs from our 
analysis. Further, we excluded “all other 
care” from our analysis. While a portion 
of “all other” costs—particularly contract 
 hospitalizations—might reasonably be 
included in our estimate of inpatient and 
outpatient VA health care costs, the break-
down of those specifi c costs was not avail-
able. Because these contract hospitalization 
costs, as well as medical administration 
costs, construction costs, and miscellane-
ous operating expenses at VA headquarters 
are excluded from the VA’s calculation of 

inpatient and outpatient health care expen-
ditures,  our methodology provides a lower 
bound estimate of inpatient and outpatient 
VA costs of health care.  

 To calculate VA health care costs per 
capita, we divided the annual estimate of 
inpatient and outpatient VA costs by the sum 
of the number of individual patients who 
received outpatient care, as reported in the 
 Health, United States  series. 9  Notes to these 
data indicate that the inpatient and outpatient 
numbers are not additive because most inpa-
tients are also treated as outpatients; there-
fore, we assumed that all inpatients were 
also treated as outpatients. Fiscal year data 
were converted to calendar year data by add-
ing three quarters of the current fi scal year’s 
values to one quarter of the following fi scal 
year’s values.  

 Veterans’ Reports of Their Health 
Services Utilization 

 The MEPS Household Component surveys 
a sample of families and individuals across the 
United States who are drawn from a nation-
ally representative subsample of households 
that participated in the prior year’s National 
Health Interview Survey. 10  In each year, 2001 
through 2006, MEPS surveys were adminis-
tered to more than 32,000 individuals; dur-
ing that time period, full-year response rates 
ranged from 58.3 percent to 66.3 percent. 11  
MEPS incorporates several rounds of inter-
viewing spanning two full calendar years, 
collecting information on individuals’ use 
of medical services and the sources of pay-
ment for those services. Utilization data are 
 collected for all types of non-nursing home 
services used during the calendar year, 
including medical provider visits, hospital 
outpatient visits, hospital emergency room 



visits, hospital inpatient days, dental visits, 
home health care, vision aids, other medical 
equipment, and prescribed medications.  

 MEPS datasets include demographic char-
acteristics, as well as the sources of funding 
for health care provided, one of which is the 
VA. Because MEPS over-imputed VA as a 
source of payment for prescribed medicines, 
to exclude those who used the VA solely for 
pharmacy services, we identifi ed VA users as 
MEPS respondents who had at least $300 in 
VA medical expenditures, and whose total 
VA medical expenditures were greater than 
their VA pharmacy expenditures.  This proc-
ess was conservative, and resulted in annual 
estimates of numbers of VA users that were 
similar to those reported in the    Health, Unites 
States    series.  12  

 Utilization data collected from the MEPS 
survey are converted to expenditures data 
that represent payments made, not necessar-
ily charges. Because event-level breakdowns 
have not been available for VA expenditures, 
they were imputed based on similar events 
that are paid for on a private sector fee- for-
service basis. 13  In essence, this private sector 
fee-for-service equivalent estimates the mar-
ket cost of care provided within the VA, had it 
been purchased in the private sector. Because 
Medicare payments frequently underpay for 
services, resulting in a “cost-shift” to private 
sector fee-for-service insurers, 14  MEPS gen-
erated cost estimates are likely to be con-
siderably higher than if Medicare payments 
formed the basis for cost calculations.  

 To estimate the market cost of care that 
the VA provided to VA users, we obtained 
MEPS data using the Household Component 
MEPSnet/HC Query function. 15  For those 
who met our criteria, we derived the market 
costs of the health care paid for or provided 

by the VA. For each year, we calculated 
95 percent confi dence intervals (CI) by add-
ing and subtracting 1.96 times the stand-
ard error of the mean market costs of care 
 provided by the VA to the overall mean 
estimate. To calculate means with 95 per-
cent CIs across the time period examined, 
we performed a meta- analysis of the annual 
data that we collected.  

 Comparison of Health Care Quality Provided 
by VA to That Obtained in the Private Sector 

   Quality Measures of Outpatient and 
Inpatient Care.   We used three estimates of 
health care quality to compare the quality of 
care provided by the VA to that provided by 
the private sector for 2005–2007.  To deter-
mine VA performance, we used       the VA’s 
performance measures ProClarity® cube 
and briefi ng book to determine national out-
patient and inpatient quality measures for 
the VA. Following the format of an earlier 
study,  16   we tracked a number of aspects of 
health care quality between 2005–2006 
that compared quality of care provided to 
veterans who use the VA to that provided 
to Medicare fee-for-service benefi ciaries. 
 To determine outpatient private sector per-
formance, we used national averages cal-
culated from Medicare fee-for-service part 
B data from the  Dartmouth Atlas of Health 
Care . 17  To determine inpatient private sec-
tor performance, we used national averages 
from the Hospital-Compare databases from 
2005–2007. A limitation of this methodol-
ogy is that we compared data for VA patients 
of all ages to that for patients aged 65 and 
older who are enrolled in fee-for-service 
Medicare. 

   Comparisons of VA to Private Sector 
Risk-Adjusted Mortality Rates for  Surgical 
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Services.     We searched the literature to 
fi nd published articles that compared post-
 surgical risk-adjusted mortality rates in the 
VA to that in the private sector. We identi-
fi ed two published articles that provided 
30-day mortality risk-adjusted odds ratios 
with 95 percent confi dence intervals associ-
ated with obtaining male 18  general surgery 
and male and female hepatectomy 19  in the 
VA as opposed in the private sector. In addi-
tion, we found one article that provided in-
hospital mortality risk-adjusted odds ratios 
following coronary artery bypass grafting 
surgery (CABS) obtained in the VA versus 
the private sector. 20  While three additional 
articles compared VA to private sector risk 
adjusted 30-day mortality rates for male 21  
and female 22  vascular surgery and female 
general surgery, 23  fi ndings were not statisti-
cally signifi cant and risk-adjusted odds ratios 
associated with receiving care in the VA ver-
sus the private sector were neither provided 
in the article, nor available from the articles’ 
authors. For the three articles that provided 
them, we used the risk-adjusted odds ratios, 
the number of patients in each of the com-
parison groups, and the mean private sector 
mortality rates to calculate the number of VA 
users who would have been expected to have 
died had they used the private sector instead 
of the VA. We then compared that number to 
the number of VA patients who died within 
30 days after surgery in the VA to calculate 
the potential number of lives saved had sur-
gical care been provided in the private sector 
as opposed to the VA. 

   Results 

 Between fi scal years 2001 and 2007, VA 
medical care expenditures grew by 60 per-
cent while the number of individuals who 

used VA outpatient services increased by 
28 percent ( see  Figure 1). Converting data 
from fi scal to calendar years attenuated 
growth somewhat, with total VA medical 
care expenditures growing by 48 percent, 
and the number of outpatients increasing by 
20 percent across calendar years. Across cal-
endar years, total inpatient costs remained 
relatively stable, while outpatient costs 
increased by 66 percent. On average, the 
number of patients seen as reported by the 
VA was within 3 percent of that estimated 
using MEPS data.  

 Across the years examined, the sum of 
inpatient and outpatient VA expenditures 
averaged $4,636 per capita. However, the 
market value of that care averaged $3,473 
per capita (95 percent CI: $3,057 – $3,886). 
Inpatient plus outpatient VA medical care 
expenditures exceeded the market value of 
health care received by 33 percent, on aver-
age (95 percent CI: 19 percent – 52 percent). 
While the market value of inpatient care 
received in the VA was $1,045 (95 percent 
CI: $798 – $1,291), the VA’s mean inpatient 
expenditures per capita were $1,634, or 56 
percent higher (95 percent CI: 27 percent – 
105  percent) than what could have been 
purchased in the private sector. 

 The VA has continued to outperform 
Medicare fee-for-service performance in 
one measure of mammography and two 
measures of outpatient diabetic manage-
ment ( see  Figure 2). In addition, in 2005 
and 2006, the VA uniformly performed bet-
ter than hospitals contributing to Hospital 
Compare. However, inpatient quality per-
formance gaps narrowed considerably over 
the time period examined.  

  All three articles that compared VA to pri-
vate sector surgical outcomes and that pro-
vided risk-adjusted odds ratios for  mortality 
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Fiscal Years 2001 2002 2003 2004 2005 2006 2007

VA medical care expenditures 

(000s)

$21,316 $23,003 $25,647 $28,346 $30,291 $31,909 $34,025

Inpatient costs (%) 34.7% 33.6% 32.2% 31.1% 24.3% 24.0% 24.0%

Outpatient costs (%) 45.7% 48.8% 49.5% 49.5% 53.4% 55.2% 53.5%

Number of patients (000s) 4,072 4,456 4,715 4,894 5,077 5,180 5,221

Conversion to Calendar Years 2001 2002 2003 2004 2005 2006 Average

VA medical care expenditures 

(000s)

$22,581 $24,986 $27,671 $29,805 $31,505 $33,496 $28,341

Total inpatient costs ($) $7,646 $8,126 $8,676 $7,724 $7,584 $8,039 $7,966

Total outpatient costs ($) $10,854 $12,328 $13,697 $15,639 $17,254 $18,056 $14,638

Number of patients (000s) 4,360 4,650 4,849 5,031 5,154 5,211 4,876

Number of patients (000s), 

weighted national estimate from 

MEPS

4,028 4,685 4,803 5,447 5,881 5,284 5,021

Number of MEPS respondents 

from which national estimate 

was made

439 570 489 509 556 523 514

VA medical care expenditures 

per capita 2001 2002 2003 2004 2005 2006

Weighted 

Mean

Inpatient expenditures per capita $1,754 $1,747 $1,789 $1,535 $1,471 $1,543 $1,634

Outpatient expenditures per 

capita

$2,490 $2,651 $2,825 $3,108 $3,348 $3,465 $3,002

Inpatient + outpatient 

 expenditures

$4,243 $4,398 $4,614 $4,644 $4,819 $5,008 $4,636

Market value of VA care received per capita

Mean $3,019 $3,594 $4,190 $3,123 $3,502 $4,813 $3,473

Lower 95% CI $2,486 $2,779 $3,214 $2,596 $2,750 $3,252 $3,057

Upper 95% CI $3,552 $4,410 $5,165 $3,649 $4,253 $6,374 $3,886

VA medical care expenditures divided by market value of care received

Mean 141% 122% 110% 149% 138% 104% 133%

Lower 95% CI 119% 100% 89% 127% 113% 79% 119%

Upper 95% CI 171% 158% 144% 179% 175% 154% 152%

Market value of Inpatient VA care received per capita

Mean $1,009 $1,251 $1,881 $921 $892 $1,855 $1,045

Lower 95% CI $561 $532 $989 $546 $383 $397 $798

Upper 95% CI $1,457 $1,971 $2,773 $1,295 $1,401 $3,312 $1,291

Figure 1. Derivation of Total VA Medical Care Expenditures Per Capita, 
for Calendar Years 2001–2006 and Weighted Mean Across Years, as Well as 

Market Value of Total and Inpatient VA Care Received Per Capita and the Ratio 
of Total and Inpatient VA Expenditures to the Total and Inpatient 

Market Value of Care Received

Continued
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VA medical care expenditures 

per capita 2001 2002 2003 2004 2005 2006

Weighted 

Mean

Net cost of VA Inpatient Care divided by market value of care received

Mean 174% 140% 95% 167% 165% 83% 156%

Lower 95% CI 120% 89% 65% 119% 105% 47% 127%

Upper 95% CI 312% 328% 181% 281% 384% 388% 205%

Figure 1. Continued ...

Figure 2. Comparisons of the Quality of VA and Non-VA Care

Source of Data

Jha, et al., NEJM 

2003

VA ProClarity© 

Cube

Hospital 

Compare

Setting and Clinical Topic VA Medicare VA fi scal year Medicare 

 calendar year

 Year 2000 2000/01 2005 2006 2005 2006

Preventive care

 Mammography 90% 77% 85% 85% 64%*

Outpatient care

 Diabetes

   Annual  measurement of 

HgbA1c

94% 70% na 96% 81%*

   Annual eye  examination 67% 74% na 85% 68%*

Inpatient care

 Acute myocardial infarction

   Aspirin at  admission 93% 84% 97% 97% 92% 93%

  Aspirin at discharge 95% 84% 98% 98% 89% 90%

   Beta-blocker at discharge 95% 78% 98% 99% 88% 90%

   ACE inhibitor if ejection 

 fraction < 40%

90% 71% 89% 90% 80% 83%

  Smoking cessation counseling 62% 38% 96% 95% 81% 87%

 Congestive heart failure

  Ejection fraction checked 94% 71% 99% 99% 81% 84%

   ACE inhibitor if ejection 

 fraction < 40%

93% 66% 88% 89% 81% 82%

  Smoking cessation counseling 91% 93% 75% 83%

  Community acquired pneumonia   

   Inpatient oxygen assessment 

within 24 hours

 98% 99% 99% 99%

  Pneumococcal vaccination 94% 95% 59% 71%

* Average for 2005–2006, from the Dartmouth Atlas of Health Care.
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after surgery found that VA care was associ-
ated with substantially higher mortality risk 
(   see    Figure 3).  For male general surgery, male 
and female hepatectomy, and male CABG, 
each year, on average, 996 VA patients died 
after receiving care within the VA system. 
Had care occurred in the private sector, as 
opposed to the VA, 762 deaths might have 
occurred, resulting in 224 (95 percent CI: 75 – 
345) fewer deaths, a 23.5 percent reduction 
in mortality. Most of the lives saved would 
have occurred among males receiving gen-
eral surgery at the VA; however, the great-
est proportional mortality decrease was in 
CABG surgery. 

 Discussion 

 Over a recent six-year period, we com-
pared the VA costs of providing inpatient 
and outpatient care with the market value 
of inpatient and outpatient care that patients 
received from the VA. We found that VA 
costs were one third higher than market 
costs. Over the time period examined, had 
the VA purchased care in the market, instead 
of provided it, taxpayers might have saved 
$56.1 billion (95 percent CI: $32.3 – $88.4 
billion). Some of the higher costs of care 
provision that we found might be explained 
by the VA having substantially better per-
formance on process measures, particularly 
on outpatient and preventive care measures. 
However, among the very few VA to private 
sector post-surgical mortality rate compari-
sons, we found that VA costs of providing 
care were 56 percent higher than had that 
care been purchase in the private sector, and 
purchasing care in the private sector might 
have resulted in saving 234 veterans’ lives 
annually through a 23.5 percent reduction in 
post-surgical mortality. 

 There are several reasons why the VA 
might be expected to have higher costs than 
could be purchased in the private sector. First, 
the VA operates under a large and somewhat 
cumbersome administrative structure. While 
a transformational effort to decentralize and 
reduce bureaucracy during the late 1990s 
was largely seen as successful, 24  a large 
oversight bureaucracy in Washington, DC, 
large regional bureaucracies in 21 cities, and 
large facility bureaucracies in about 150 cit-
ies remain. Second, as a government entity, 
the VA is subject to constant oversight from 
many interested parties. Every VA Medical 
Center is required to pursue accreditation by 
the Joint Commissions as well as a number of 
other accrediting agencies. The VA is subject 
to oversight by Congressional committees as 
well as internal agencies (such as the Offi ce 
of the Inspector General and the Offi ce of 
the Medical Inspector); in addition, the VA 
is expected to be responsive to the needs of 
many constituencies, including affi liated 
medical and nursing schools, veterans’ inter-
est groups (such as the Veterans of Foreign 
Wars and the Paralyzed Veterans of  America), 
and labor unions (such as the American 
Federation of Government Employees).  

 A third possibility is that the high costs 
that we found are required to ensure the high 
quality care that the VA provides. If this is 
the case, the marginal costs of achieving 
higher performance in process measures 
appears to be quite high, and do not appar-
ently guarantee improved outcomes. Further, 
our fi ndings would present a challenge to 
those who believe that “quality is free,” 25  at 
least in health care. 

 There are, however, at least three reasons 
why VA costs should be  lower  than those 
available in the private sector. First, the VA 
is not subject to taxation as are private sector 
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providers; for-profi t organizations’ corporate 
taxation and not-for-profi t organizations’ 
“payments in lieu of taxes” are real business 
costs that US health care providers experi-
ence, but the VA does not. Second, the VA 
compensates health care administrators and 
surgical specialists 26  at much lower rates 
than does the non-federal health care sector. 
Finally, the mechanism that MEPS uses to 
estimate the costs of VA care—using private 
sector fee-for-service equivalents—bundles 
administrative costs into those estimates; 
hypothetically, the 30 percent administra-
tive costs that the private sector experiences 
would be found within the fee-for-service 
reimbursements. 27  

  Our fi ndings suggest that the VA might 
save substantial resources, and improve out-
comes, by outsourcing surgical and other 
outpatient services.  Further, our companion 
paper suggests that VA may be increasingly 
unable to supply specialty surgical care to 
veterans within the VA because of its inabil-
ity to provide competitive salaries for surgi-
cal specialists. 28  Finally, while VA inpatient 
performance metrics suggest superior per-
formance when compared to the Medicare, 
fee-for-service population, the relatively 
small degree to which the VA outperforms 
the private sector in inpatient care may not 
warrant a 50 percent cost premium.  

 Our study has several limitations. First, 
while we used the most recently pub-
licly available data, the data that we used 
are already several years old. VA might 
have become more effi cient or might have 
improved surgical mortality outcomes in the 
interim. On the other hand, as is clear from 
our analysis in this and our companion arti-
cle, which appears in this journal, the private 
sector represents a moving target. Second, 
we used data provided by the VA to the 

National Center for Health Statistics, and we 
limited costs to inpatient and outpatient care 
costs to be consistent with what is reported 
by MEPS survey respondents. Because of 
the way that the VA provides these data, our 
computation of VA per-capita costs is likely 
to generate a low estimate of true cost, for 
they include neither medical administrative 
costs, contracted hospital costs, construction 
costs, nor costs associated with running the 
VA’s national headquarters.  

 Third, the value of care received by vet-
erans, as reported by MEPS respondents, is 
likely to be higher than costs that might be 
incurred should the VA actually purchase 
services from the private sector: MEPS costs 
were estimated using private sector insur-
ance fee-for-service rates; should the VA be 
able to obtain Medicare or Medicaid rates, 
the VA’s costs of providing private sector 
services might be much lower than those 
estimated using our methodology. In con-
cert with the above, it is likely that the cost 
savings associated with the VA’s purchasing, 
as opposed to providing, care to its service 
population would be much greater than what 
we estimated. Fourth, although the MEPS 
survey methodology was designed to pro-
vide a nationally representative sample, it 
is possible that the veterans in the MEPS 
sample are not representative of the national 
veteran population. However, in other analy-
ses, we found relatively consistent meas-
ures of utilization when comparing MEPS 
to the VA/Medicare dataset, 29  and a recent 
RAND report found that MEPS expenditure 
estimates “agree quite well” with estimates 
from other databases. 30  

 Finally, we compared VA quality and costs 
to national averages, and outcomes to state or 
aggregated academic center averages. How-
ever, both academic centers 31  and the United 
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States as a whole 32  demonstrate dramatic 
differences in quality, costs, and outcomes. 
Therefore, comparison of the VA to high 
performance hospitals would undoubtedly 
result in the potential for more dramatic cost 
savings and improvements in outcomes. 

 Our analysis suggests that the health care 
that the VA provides is not as “lean and effi -
cient” 33  as has been claimed. As we have 
 previously proposed, 34  in order to improve out-
comes and reduce costs, in certain instances 

where it cannot guarantee the highest qual-
ity care at low cost, the VA should take on a 
new role as a health insurer, partnering with 
other federal health insurers to purchase—as 
opposed to provide—inpatient health care 
services. By coordinating care, instituting 
decision aids, 35  and steering patients to hos-
pitals that have high quality and low costs, 
the VA could markedly reduce taxpayer 
costs, improve veterans’ access to care, 36  and 
improve outcomes from that care. 37  
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 The Impact of the Department of 
Veterans Affairs Health Care Personnel 

Enhancement Act of 2004 on VA 
physicians’ Salaries and Retention 

 William B. Weeks, Tanner A. Wallace, and Amy E. Wallace       

  Objective:  To determine whether the Department of Veterans Affairs Health Care Personnel  Enhancement 
Act (the Act), which was designed to achieve VA physician salary parity with American Academy of 
Medical Colleges (AAMC) Associate Professors and enacted in 2006, had achieved its goal.  

  Methods:  Using VA human resources datasets and data from the AAMC, we calculated mean VA  physician 
salaries, with 95 percent confi dence intervals, for 15 different medical specialties. For each  specialty, we 
compared VA salaries to the median, 25th, and 75th percentile of AAMC Associate  Professors’ incomes. 

  Results:  The Act’s passage resulted in a $20,000 annual increase in VA physicians’ salaries. VA  primary 
care physicians, medical subspecialists, and psychiatrists had salaries that were comparable to their 
AAMC counterparts prior to and after enactment of the Act. However, VA surgical specialists’, anesthesi-
ologists’, and radiologists’ salaries lagged their AAMC counterparts both before and after the Act’s enact-
ment. Income increases were negatively correlated with full-time workforce changes. 

  Conclusions:  VA does not appear to provide comparable salaries for physicians necessary for surgical 
care. In certain cases, VA should consider outsourcing surgical services.     
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 Recognizing that pay disparities 
be tween the VA and the private 
sector may impair recruitment of 

 qualifi ed physicians to the VA, 1  the US 
Congress passed the Department of Veter-
ans Affairs Health Care Personnel Enhance-
ment Act of 2004 (the Act). 2  Enacted in 
January 2006, the new physician compen-
sation plan  consists of three components:  

     Base pay   (determined by the length 
of time the individual has worked at 
the VA);  
    Market pay   (determined by the VA to 
account for each doctor’s relevant work 
experience, VA’s needs for each particu-
lar medical specialty, the underlying 
market demand for each specialty, and 
other factors deemed relevant); and   

•

•
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    Performance pay   (refl ecting outstand-
ing performance ranging up to $15,000 
annually).    

 In addition, facility managers were allowed 
to offer physicians “retention allowances” as 
incentives to remain in the VA system.  

 In testimony supporting the Act, VA lead-
ership stated that VA would benchmark VA 
physician’s “base pay, market pay, and per-
formance pay […] to the 50th percentile the 
Association of American Medical Colleges 
(AAMC) Associate Professor compensation.” 3  
To achieve this goal, the Congressional Budget 
Offi ce (CBO) estimated that the effect of the 
changes in base pay and market pay would 
result in an increase in the average salary for 
physicians of about $14,500 in 2006 and that 
approximately 20 percent of VA’s employed 
physicians would receive performance pay of 
about $5,000. 4  The CBO anticipated that some 
specialists, such as surgical subspecialists, 
would see signifi cant increases in their annual 
pay, while other specialties would be less likely 
to receive a pay increase. The cost of imple-
menting the base and market pay reforms was 
estimated to be $671 million between 2006 
and 2009, while that for implementing incen-
tive pay was estimated to be $43 million.  

 In this study, we sought to determine the 
impact of the Act on full-time physicians’ 
pay and retention across specialties, how 
funds that supported increased salaries were 
distributed across specialties, and whether 
and when implementation of the Act might 
achieve its AAMC Associate Professor Phy-
sician salary benchmarks.  

 Methods 

 We obtained physician pay data from 
the Human Resources Offi ce within VA 

• Central Offi ce for all physicians who were 
employed by the VA at any point between 
fi scal year 2000 and the fi rst half of fi scal 
year 2008. This data fi le included physician 
characteristics such as VA employment sta-
tus (full or part time), physician specialty, 
and pay component breakdowns. Prior to 
fi scal year 2006, physician pay was com-
posed of base pay (which was determined 
based on a government service scale) plus 
special pay, which consisted of payments 
for longevity, full-time VA employment, 
board certifi cation, practicing in a geo-
graphic location where costs of living were 
high, being board certifi ed in a scarce spe-
cialty, and having additional administrative 
responsibilities. In addition, retention pay 
could be granted to provide incentives for 
physicians to remain within the VA sys-
tem. Beginning on January 1, 2006, physi-
cian pay was composed of base pay, market 
pay, performance pay, and retention pay, as 
described above. 

 A primary goal of the analysis was to 
compare VA physicians’ salaries to AAMC 
Associate Professors’ salaries. Therefore, 
we took several steps to ensure that the VA 
physicians were comparable to their AAMC 
counterparts. First, because AAMC salary 
data were limited to full-time physicians, 
we examined only full-time VA physicians. 
Second, we limited the analysis to 15 phy-
sician specialties for which both VA and 
AAMC had adequate numbers for compari-
son  purposes: 

   Family medicine (VA diplomate code 15);  
  Psychiatry (51 or 52);  
  Physical medicine and rehabilitation 
(PM&R) (13, 39, or 73);  
  Neurology (50);  
  Emergency medicine (5);  

•
•
•

•
•



  General internal medicine (32 with no 
subspecialty designation);  
  Medical specialist (32 with subspecialty 
designation);  
  Pathology (14, 18, 20, or 72);  
  Dermatology (30);  
  Ophthalmology (6);  
  Urology (12 or 44);  
  General surgery (2 or 53);  
  Diagnostic radiology (21 or 61);  
  Anesthesiology (1); and  
  Orthopedic surgery (7).   

 These 15 specialties represented 7,271 
full-time VA physicians in fi scal year 2005, 
7,650 in fi scal year 2006, and 8,217 in  fi scal 
year 2007. Figure 1   shows comparisons of 
age, gender, race, number of years of VA 

•

•

•
•
•
•
•
•
•
•

service, and annual total salary for the cohort 
of full-time VA physicians that we exam-
ined, and those we excluded from the analy-
sis. Annual salaries were consistently about 
3.5 percent higher for full-time VA physi-
cians who were included in the study when 
compared to those excluded from the study. 
Overall, the cohort we examined represented 
84 percent of all full-time VA physicians.  

 Second, because we could not disaggre-
gate VA medical subspecialists, we compared 
 salary information for VA medical subspe-
cialists to that for AAMC’s medical sub-
specialists, which aggregates and averages 
 salaries for the following subspecialties: 

   Allergy/Immunology;  
  Cardiology;  

•
•
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Figure 1. Mean Annual Income of All Full-Time VA Physicians Examined, for 
Fiscal Years 2004 to 2007 (left) and for Academic Years 04–05 to 06–07 (right), 
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  Critical/Intensive Care Medicine;  
  Endocrinology;  
  Gastroenterology;  
  Geriatrics;  
  Hematology/Oncology;  
  Infectious Disease;  
  Nephrology;  
  Pulmonary Medicine;  
  Rheumatology; and  
  Other Medicine.    

 In addition, because VA’s service popula-
tion does not include children, we compared 
VA General Surgery, Neurology, and Psy-
chiatry to their non-pediatric AAMC sub-
specialist counterparts. 

 Third, to make annual salaries compara-
ble, we translated VA fi scal years (which run 
from October 1–September 30) to AAMC 
academic years (which run from July 1–June 
30). Therefore, for instance, we converted 
VA fi scal year 2006 and 2007 data (which 
refl ects salaries earned by VA physicians 
between October 1, 2005 and September 
30, 2007) to AAMC academic year 2006–
2007 data (which refl ects salaries earned by 
AAMC Associate Professors between July 
1, 2006 and June 30, 2007), by adding one 
quarter of VA physicians’ fi scal year 2006’s 
salary (which approximates the salary earned 
between July 1, 2006 and September 30, 
2006) to three quarters of VA physicians’ fi s-
cal year 2007’s salary (which approximates 
the salary earned between October 1, 2006 
and June 30, 2007). Because neither  dataset 
included information on benefi ts, we did 
not attempt to compare benefi ts across work 
 settings. For the purposes of consistency, we 
report both fi scal and academic year results 
for VA physicians only in the fi rst  analysis; 
thereafter, we use academic year salary 
estimates. 

•
•
•
•
•
•
•
•
•
•

 We performed four analyses: 

 1.    Overall and specifi c changes in pay 
for VA physicians.  For all VA full time 
physicians practicing in one of the 15 
specialties listed above in fi scal years 
2005, 2006, or 2007, we compared 
annual salaries, disaggregated into pay 
categories, to determine whether the 
average pay increase between both aca-
demic and fi scal years 2005 and 2006 
approximated the anticipated $14,500 
per year. Further, we  determined 
whether the mean performance pay 
per physician approximated the antici-
pated $1,000 (20 percent of physicians 
were expected to receive an average of 
$5,000 per year).   

 2.   Comparison of VA physicians’ 
mean annual salaries to the median 
annual salaries of Associate Profes-
sors in the same specialty and cal-
culation of interval until achieve-
ment of equity.   We used publicly 
available specialty-specifi c data from 
the AAMC 5  to determine whether VA 
physicians’ salaries had reached the 
median salary of Associate Profes-
sors in the same specialty. Where VA 
physicians’ salaries remained below 
Associate  Professors’ median salary, 
we extrapolated recent salary growth 
rates of both VA and AAMC physi-
cians to calculate the approximate 
number of years that it would take for 
VA physicians’ mean salaries to attain 
AAMC Associate Professors’ median 
salaries.   

 3.   Specialty-specifi c relationships between 
changes in pay and changes in the 
number of full-time VA  physicians.  
In addition, for each specialty, we 



compared VA physicians’ average 
annual pay increase in academic years 
2006 and 2007, both in absolute dol-
lars and as a compounded growth rate; 
we then correlated these changes with 
changes in specialty-specifi c, full-time 
VA workforce.  

 4.   The distribution of additional pay 
across specialties and the overall 
cost of the Act.  Finally, we examined 
the overall VA cost associated with the 
salary changes that we found and we 
determined how the new expenditures 
were distributed across  specialties.   

 We used Student’s t-tests to compare 
continuous variables and Pearson’s correla-
tions coeffi cients to determine the degree to 
which these variables were correlated. We 
performed all statistical analyses using SPSS 
version 16.0. 

 Results 

 On average, across all specialties 
examined, full-time VA physician sala-
ries increased by $12,605, or 7.7 percent, 
between   fi scal years 2005 and 2006, and by 
$8,321, or 4.7 percent, between fi scal years 
2006 and 2007 ( see  Figure 2). Between 
fi scal year 2005 and 2006, mean base pay 
decreased from $115,427 to $106,338, but 
mean retention allowance increased from 
$1,079 to $1,316, and mean total special 
pay of $46,333 increased to a mean market 
pay of $67,712. Performance pay averaged 
$78 per full-time physician in fi scal year 
2006, but increased to $3,151 in fi scal year 
2007. Between fi scal year 2006 and 2007, 
mean base pay increased by 3.1 percent 
to $109,655 and market pay increased by 
2.5 percent to $69,441. We saw a  similar 

 pattern when examining academic year 
salary estimates: full-time VA physicians’ 
total annual salaries increased by 6.8 per-
cent between academic years 04–05 and 
05–06 and 5.4% between academic years 
05–06 and 06–07. 

 For each academic year examined, and 
across all 15 specialties, the mean, full-time 
VA specialty-specifi c physician pay with 95 
percent confi dence intervals is contrasted 
with the 25th, 50th, and 75th percentile 
salaries of Associate Professors in the same 
specialty ( see  Figure 3). Over the three years 
examined, mean annual salaries for full-time 
VA family medicine physicians, patholo-
gists, medical subspecialists, and physiatrists 
approached the median salary of their AAMC 
Associate Professor counterparts. Mean 
annual salaries for VA general internists and 
psychiatrists exceeded the median annual 
salary of their AAMC counterparts. While 
VA physicians’ mean annual salaries for 
the other specialties increased considerably 
over time, so did that of AAMC Associate 
Professors. Therefore, despite substantial 
increases in VA physicians’ annual salaries, 
that for VA ophthalmologists and dermatol-
ogists remained at about the 25th percentile 
of AAMC Associate Professors, while that 
for VA urologists, general surgeons, ortho-
pedic surgeons, anesthesiologists, and diag-
nostic radiologists remained substantially 
below the 25th percentiles of their AAMC 
counterparts.  

 The left side of   Figure 4 shows the 
 percentage change in annual salaries for 
full-time VA and AAMC physicians, by 
 specialty, between academic years 04–05 
and 05–06 and between 05–06 and 06–07. 
For most specialties, VA salary increases 
were substantially higher in the fi rst period 
than in the second period, refl ecting that the 
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 majority of the salary increases came into 
effect during the fi rst year of enactment of 
the Act. The right side of Figure 4 shows the 
estimated number of years until VA physi-
cians’ mean salaries become equivalent to 
AAMC Associate Professors’ annual salaries, 
for each specialty, assuming  continuation of 
the rates of salary growth in academic years 
04–05 to 05–06 and 05–06 to 06–07. Should 
the absolutely and relatively higher salary 
growth that occurred among VA physicians 

between academic years 04–05 and 05–06 
persist, parity would generally occur earlier. 
For most procedure-based specialties, parity 
might occur in the distant future, or not at 
all. On the other hand, salary parity for psy-
chiatrists and general internists has already 
been accomplished. When weighted by the 
number of physicians in each specialty, 
absolute and relative  salary increases were 
negatively correlated with workforce growth 
(r = -0.11, p < 0.001) (data not shown).  

Data are for academic years 04-05 (diamond), 05-06 (06-07 (circle).

Figure 2. Mean Annual Income, with 95 Percent Confi dence Intervals, and Median 
 Annual Incomes, with 25th and 75th Percentiles of VA Physicians (Open  Markers) 

and AAMC Associate Professors (Closed Markers), Respectively Data are for 
 academic years 04–05 (diamond), 05–06 (square), and 06–07 (circle). 
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 Figure 5   delineates  the number of full-
time physicians in each specialty, the total 
pay for each specialty, the overall change in 
pay, and the amount of change attributable 
to full-time workforce and salary changes 
for academic years 04–05 and 06–07 for 
each specialty. Overall, full-time physicians 
in these examined specialties had incomes 
that were $141,364,886 higher in academic 
year 06–07 than in 04–05. This amount rep-
resents 81.3 percent of the additional total 
outlays in academic year 06–07 that the 
Congressional Budget Offi ce (CBO) esti-
mated for full implementation of the Act, to 
both full- and part-time physicians and den-
tists. 6  Interestingly, because of reductions 
in full-time workforce, total pay for both 
general and subspecialty internal medicine 
decreased during the time period examined. 
Although family medicine, general internal 
medicine, neurology, psychiatry, pathology, 
and medical subspecialties were at or near 
pay parity with AAMC Associate Professors 
in the same specialties, over $89 million 
of pay attributable to salary increases—or 

63.2 percent of the total increase—went to 
these specialists. Nonetheless, a greater pro-
portional increase in salaries accrued to sur-
gical subspecialists, anesthesiologists, and 
 radiologists. 

 Discussion 

 We found that, as anticipated, enactment 
of the Veterans Affairs Health Care Person-
nel Enhancement Act of 2004 increased 
full-time VA physician salaries at different 
rates, depending on the specialty exam-
ined. Overall, between fi scal years 2005 
and 2006, full-time VA physicians’ annual 
salaries increased by about $2,000 less than 
anticipated by the CBO; however, by fi scal 
year 2007, performance pay for the full-time 
 physicians examined was about three times 
what was anticipated by the CBO. We also 
found that the salary increases were success-
ful in achieving pay equity between full-
time VA and AAMC Associate Professors 
in only a few specialties. However, the sal-
ary gap between VA- and AAMC-employed 

Figure 3. Comparison of Characteristics of Full-Time VA Physicians Who Were 
and Were Not Included in the Study, by Fiscal Year

Fiscal Year 2005 Fiscal Year 2006 Fiscal Year 2007

Included Excluded p Included Excluded p Included Excluded p

N 7,271 1,349 7,650 1,416 8,217 1,778

Age 49.5 51.4 <0.001 50.1 51.0 0.007 50.5 50.2 0.25

% male 70.4% 69.1% 0.35 70.0% 68.5% 0.27 68.9% 66.4% 0.04

% black 4.4% 6.8% <0.001 4.8% 6.6% 0.012 5.0% 5.9% 0.12

Years of 

VA service

9.4 9.4 0.91 9.8 8.7 <0.001 9.8 7.6 <0.001

Mean 

salary

$162,839 $157,109 <0.001 $175,444 $168,430 <0.001 $183,765 $175,642 <0.001
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 procedure-based physicians remained sub-
stantial, and will not likely be eliminated 
in the near future. We found absolute or 
relative reductions in income correlated with 
reductions, not increases, in the full-time VA 
physician workforce. Finally, we found that 
while the overall changes in pay approxi-
mated CBO estimates, the majority of the 
pay increases accrued to specialists whose 
mean salaries were already at or near AAMC 
Associate Professor target salaries.  

 Our analysis helps explain why the 
effect of the Act was felt to be “mixed to 

 disappointing” at the October 2007 Hearing 
of the House VA subcommittee on Health. 7  

 It appears that salary increases were not 
high enough either to retain general internists 
and medical subspecialists or to close pay 
gaps among VA and AAMC surgical subspe-
cialists, anesthesiologists, and radiologists. 
The VA’s investment of over $141 million 
would need to be augmented by another 
$104 million per year, an increase of 74 per-
cent over current expenditures, to achieve 
parity across all the specialties we examined, 
without decreasing any current salaries. 

Figure 4. (Left) Percentage Change in Income, for Full-Time VA Physicians and 
AAMC Associate Professors, by Specialty, for Academic years 04–05 to 05–06 
and 05–06 to 06–07  (Right) Number of Years Until Mean VA Incomes Equal 
Median AAMC Incomes, by Specialty, Assuming Continued Rate of Income 

Raises in Academic Years 04–05 to 05–06 and 05–06 to 06–07 

Percentage Change in Salary Years to Reach 

Parity, Assuming 

Continued Rate of 

Income Growth in

AY 04–05 to 

AY 05–06

AY 05–06 to 

AY 06–07

VA AAMC VA AAMC
04–05 to  

05–06

05–06 to  

6–07

Family Medicine 3.3% 0.7% 3.2% 3.9% 1.0 Never

General Internal Medicine 5.0% 2.0% 4.8% 4.6% NA NA

Neurology 4.4% 5.3% 4.3% 5.6% Never Never

Psychiatry 3.1% 2.6% 3.2% 3.2% NA NA

Pathology 5.2% 3.4% 5.6% 3.9% 2.0 2.1

Medical Subspecialty 8.3% 5.1% 6.3% 2.5% 0.2 0.1

Emergency Medicine 5.6% 4.1% 4.3% 4.4% 11.8 Never

PM&R 4.8% 5.8% 3.4% -1.1% Never 0.0

Ophthalmology 10.0% 3.1% 6.7% 5.6% 3.0 18.8

Dermatology 7.8% 6.9% 6.3% 0.4% 17.6 2.4

Urology 12.2% 6.2% 6.0% 10.1% 6.6 Never

General Surgery 11.2% 6.6% 7.8% 3.7% 6.7 7.2

Orthopedic Surgery 16.7% 10.6% 9.1% 11.3% 9.7 Never

Anesthesiology 15.7% 5.7% 8.5% 5.4% 2.3 7.2

Diagnostic Radiology 14.5% 7.8% 7.8% 5.6% 4.7 13.6
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 Our study has several limitations. First, 
we examined only full-time VA physicians; 
income changes may have differed among 
part-timers. However, the AAMC’s lack 
of comparable data on part-time academi-
cians required us to restrict our analysis to 
full-time physicians. In addition, full-time 
physicians undoubtedly form the backbone 
of the VA physician workforce. Indeed, 
cost savings via reduction in “fee-basis” 
work and increased effi ciencies achieved 
through full-time employment of VA phy-
sicians were anticipated as a result of the 
Act’s passage. 8  In addition, we examined 
only 15 specialties. The specialties that we 
examined had substantially higher average 
incomes than those we excluded. Therefore, 
our analysis might underestimate overall dif-
ferences between VA physicians’ and Asso-
ciate Professors’ incomes. Further, we were 
unable to  disaggregate medical subspecial-
ists into particular subspecialties. Although 
we used comparable data from the AAMC, 
to the extent that the distribution of medi-
cal  subspecialties differs in the two settings, 
our results are inaccurate. Finally, we exam-
ined changes in VA physicians’ incomes 
relatively soon after ratifi cation of the Act; 
although VA physicians’ incomes plateaued 
within a year of the Act, it is possible that 
in the longer run, remaining income gaps 
between VA and AAMC Associate Profes-
sors may narrow. 

 Despite these limitations, our analysis 
demonstrates that, while the Veterans Affairs 
Health Care Personnel Enhancement Act of 
2004 was effective at increasing VA physi-
cians’ incomes, substantial income dispari-
ties between VA and academic physicians—
particularly those in  surgical subspecialties, 
anesthesiologists, and radiologists—exist; 
the rapid plateau of VA physicians’ salary 
increases suggests that these disparities will 
persist for some time. Given the high and 
increasing income levels required to achieve 
pay parity for surgical specialists, anesthesi-
ologists, and radiologists, it seems unlikely 
that VA will be able to attain income equity 
in these specialties. Therefore, as it consid-
ers the development of its workforce and 
the way it delivers care, in certain instances 
where it cannot guarantee the highest qual-
ity care at low cost, VA might consider 
“purchasing” surgical care while “making” 
 primary and mental health care. Although 
VA would need to adopt a new insurance 
role to accomplish this, purchasing such care 
might reduce the need to maintain expensive 
technologies within the VA, reduce VA inef-
fi ciencies in providing such care, 9  allow for 
better coordination of costs with other insur-
ers, 10  and improve patient outcomes by refer-
ring patients to high performance providers 11  
(particularly those who live at a distance 
from VA care) 12  while reducing VA patients’ 
exposure to undue mortality risks. 13  
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