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There is one thing
(and maybe only one thing)

we have in common 
in America todayé

éWeôre all spending
too much on healthcare
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Healthcare Spending is the 

Biggest Driver of Federal Deficits

Medicare

Social
Security

Discretionary
Spending

Other Mandatory

94% Increase
($1 Trillion)

25% Increase
($400 Billion)

85% Increase
($770 Billion)

Source:

CBO
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Increasing Share of State Budgets

Goes to Medicaid Spending

Source:

NASBO

1/6 of All
State Funds

Are Now
Used for
Medicaid
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U.S. Premiums Increased 73% 

More Than Inflation Since 2002

Family
Premiums

$6,164
Higher Than

Inflation

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics
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Why Are Jobs Growing 

But Wages Stagnant?
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Spending on Higher Premiums

Reduces $ for Take-Home Pay

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics

Premiums

Worker Pay

Inflation
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Family Premiums Now Equal

to One-Third of Worker Pay

Source:

Medical

Expenditure

Panel Survey &

Bureau of

Labor Statistics
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Whatôs Causing the Increase in

U.S. Insurance Premiums?

29%
Increase

in
Spending

$240
BillionSource:

CMS National

Health

Expenditures
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Biggest Causes are Hospitals

& Insurance Administration/Profit

Hospitals

Insurance

Phys/Clin.
Drugs
Other

Hospitals

Physician
& Clinical
Services

Drugs

Other
Services

Insurance
Admin.

Source:

CMS National

Health

Expenditures
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Half of Growth in Private Spending

Has Been for Hospital Services

Hospital Svcs
41% Increase 49% of Total

Physician &
Clinical Services

19% Increase
18% of Total

Drugs
20% Increase 10% of Total

Other Svcs
24% Increase 11% of Total

Insurance Admin
30% Increase 12% of Total

Source:

CMS National

Health

Expenditures
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Similar Pattern for Total Spending; 

>1/3 of Growth Due to Hospitals

Hospital Svcs
33% Increase 37% of Total

Physician &
Clinical Services

27% Increase
20% of Total

Drugs
28% Increase 10% of Total

Other Svcs
22% Increase 10% of Total

Insurance Admin
51% Increase 12% of Total

Source:

CMS National

Health

Expenditures
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Hospitals Are Biggest Contributor 

to Growth for Two Decades

Source:

CMS National

Health

Expenditures

Hospitals

Physicians/
Clinical

Insurance
Administration

Prescription
Drugs

+163%

+83%

+96%

+123%
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Insurance Administration is #2

Source:

CMS National

Health

Expenditures

Hospitals

Physicians/
Clinical

Insurance
Administration

Prescription
Drugs

+163%

+83%

+96%

+123%
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As Much Private Insurance $ Goes 

to Insurer Admin as to Drugs

Source:

CMS National

Health

Expenditures

Hospitals

Physicians/
Clinical

Insurance
Administration

Prescription
Drugs
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Spending is Increasing Rapidly

in ñSingle Payerò Countries, Too
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How Do You Control the 

Growth in Healthcare Spending?

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

$

TIME
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #1:

Cut Provider Fees for Services

$
Cut

Provider Fees

SAVINGS

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #2:

Shift Costs to Patients

$ SAVINGS

Higher
Cost-Share &
Deductibles

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Payer Strategy #3:

Delay or Deny Care to Patients

$ SAVINGS

Lack of 
Needed Care

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
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Results of Typical Strategies

ÅPatients donôt get the care they need and 
costs increase in the future

ÅSmall physician practices and hospitals 
are forced out of business

ÅHealth insurance premiums continue to rise and 
access to insurance coverage decreases
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Results of Typical Strategies

ÅPatients donôt get the care they need and 
costs increase in the future

ÅSmall physician practices and hospitals 
are forced out of business

ÅHealth insurance premiums continue to rise and 
access to insurance coverage decreases

IS THERE A BETTER WAY?
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The Right Focus: Spending 

That is Unnecessary or Avoidable

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME
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Avoidable Spending Occurs

In All Aspects of Healthcare

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life

SURGERY
ÅUnnecessary surgery
ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
ÅOveruse of inpatient rehabilitation

CHRONIC DISEASE
ÅER visits for exacerbations
ÅHospital admissions and readmissions
ÅAmputations, blindness

MATERNITY CARE
ÅUnnecessary C-Sections
ÅEarly elective deliveries
ÅUnderuse of birth centers
ÅComplications of delivery
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Most of the Avoidable Spending

is in Hospitals

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life

SURGERY
ÅUnnecessary surgery
ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
ÅOveruse of inpatient rehabilitation

CHRONIC DISEASE
ÅER visits for exacerbations
ÅHospital admissions and readmissions
ÅAmputations, blindness

MATERNITY CARE
ÅUnnecessary C-Sections
ÅEarly elective deliveries
ÅUnderuse of birth centers
ÅComplications of delivery
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Institute of Medicine Estimate:

30% of Spending is Avoidable
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25% of Avoidable Spending

is Excess Administrative Costs
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The Right Goal: Less Avoidable $, 

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

TIME

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING
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The Right Goal: Less Avoidable $, 

More Necessary $

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING
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Win-Win for Patients & Payers

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

NECESSARY
SPENDING

$

TIME

SAVINGS
SAVINGS SAVINGS

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

AVOIDABLE
SPENDING

Better
Care
for

Patients

Lower
Spending

for
Payers
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Barriers in the Payment System

Create a Win-Lose for Providers

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

BARRIERS
IN THE

CURRENT
PAYMENT
SYSTEM NECESSARY

SPENDING

SAVINGS

AVOIDABLE
SPENDING
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Barrier #1: No $ or Inadequate $ 

for High-Value Services

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

$
No Payment or

Inadequate Payment for:

ÅServices delivered
outside of face-to-face
visits with clinicians, e.g.,
phone calls, e-mails, etc.

ÅServices delivered by
non-clinicians, e.g., 
nurses, community health
workers, etc.

ÅCommunication between
physicians to ensure accurate
diagnosis & coordinate care

ÅNon-medical services,
e.g., transportation

ÅPalliative care for patients
at end of life
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Barrier #2: Avoidable Spending 

Is Revenue for Providersé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

PROVIDER
REVENUE

COST
OF

SERVICE
DELIVERY

MARGIN
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éAnd When Avoidable Services 

Arenôt Deliveredé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE
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éProvidersô Revenue 

Will Decreaseé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE

PROVIDER
REVENUE
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éBut Fixed Costs Donôt Vanish

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE COST

OF
SERVICE
DELIVERY

PROVIDER
REVENUE

Many Fixed Costs of Services
Remain When Volume Decreases
ÅLeases & staff in physician practice
ÅCosts of hospital emergency room

and other standby services
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éBut Fixed Costs Donôt Vanish

and New Costs May Be Addedé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

PROVIDER
REVENUE COST

OF
SERVICE
DELIVERY

PROVIDER
REVENUE

COST OF
NEW SVCS

Many Fixed Costs of Services
Remain When Volume Decreases
And New Costs May Be Incurred,
ÅCosts of nurse care managers
ÅCosts of unpaid physician services
ÅCosts of collecting quality data
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éLeaving Providers With Losses 

(or Bigger Losses Than Today)

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

NECESSARY
SPENDING

AVOIDABLE
SPENDING

COST
OF

SERVICE
DELIVERY

MARGIN

LOSS

PROVIDER
REVENUE

PROVIDER
REVENUE

Many Fixed Costs of Services
Remain When Volume Decreases
And New Costs May Be Incurred,

Potentially Causing Financial Losses

COST
OF

SERVICE
DELIVERY

COST OF
NEW SVCS
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A Payment Changeisnôt Reform

Unless It Removes the Barriers
BARRIER #1

BARRIER #2



So Why Havenôt We Fixed This??





In Healthcare,

Payers Are From Mars,

Providers Are From Venus
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Provider Approach: Pay Us Moreé

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

$

PROVIDER
SOLUTION:
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Provider Approach: Pay Us Moreé 

éand ñTrust Usò on Savings

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

SAVINGS

$

PROVIDER
SOLUTION:

Provider to Payer:
ñPaying for the services 

saved money 
in a demonstration project, 

so you can safely 
assume that you will

also save money 
if you pay all providers 
to deliver the services

for all patientsò

AVOIDABLE
SPENDING
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NECESSARY
SPENDING

AVOIDABLE
SPENDING

NEWLY PAID
SERVICES

Payer Concern: No Accountability 

to Reduce Avoidable Spending

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

SAVINGS

$

PROVIDER
SOLUTION:

PAYER FEAR:

AVOIDABLE
SPENDING
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Example: Accreditation Programs

ÅHospitals and physician practices want to be paid 
more if they are certified as delivering care the right 
way by an accrediting agency
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Does Accreditation

Assure High-Value Care?

ÅThanks to Joint Commission hospital accreditation, 
there are no longer any infections or patient safety 
problems in hospitals
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Accreditation Í High Quality
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Does Accreditation

Assure High-Value Care?

ÅThanks to Joint Commission hospital accreditation, 
there are no longer any infections or patient safety 
problems in hospitals

ÅThanks to the Certification Commission for Health 
Information Technology (CCHIT), every EHR works 
effectively to support good patient care
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Does Accreditation

Assure High-Value Care?

ÅThanks to Joint Commission hospital accreditation, 
there are no longer any infections or patient safety 
problems in hospitals

ÅThanks to the Certification Commission for Health 
Information Technology (CCHIT), every EHR works 
effectively to support good patient care

ÅThanks to college accreditation organizations, 
every parent who sends their child to college knows 
they will get a good education and a good job after 
graduation
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Does Accreditation

Assure High-Value Care?

ÅThanks to Joint Commission hospital accreditation, 
there are no longer any infections or patient safety 
problems in hospitals

ÅThanks to the Certification Commission for Health 
Information Technology (CCHIT), every EHR works 
effectively to support good patient care

ÅThanks to college accreditation organizations, 
every parent who sends their child to college knows 
they will get a good education and a good job after 
graduation

Why Do We Waste Time and $

on Accreditation Programs 

That Donôt Work?



In Healthcare,

Payers Are From Mars,

Providers Are From Venus
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Payer Approach #1: 

ñValue-Basedò Pay for Performance

FEE 
FOR

SERVICE
PAYMENTS

UNPAID
SERVICES

Value-Based 
P4P

UNPAID
SERVICES

$

PAYER SOLUTION:

FEE
FOR

SERVICE
PAYMENTS

Hospitals & Physicians
Have to Justify a Portion
of What They Would
Have Otherwise Received
Based on Performance
on Quality/Cost Measures
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ñIncentivesò for Providers 

Donôt Overcome the FFS Barriers

FEE 
FOR

SERVICE
PAYMENTS

UNPAID
SERVICES

UNPAID
SERVICES

$

PAYER SOLUTION:

FEE
FOR

SERVICE
PAYMENTS

LOSS OF
REVENUE

ÅSmall P4P bonuses 
may not be enough to 
pay for the added costs 
of improving quality

ÅP4P $ may not be 
enough to pay the 
costs of collecting and 
reporting the data

ÅSmall P4P bonuses are 
less than the loss of 
fee-for-service revenue
from lower utilization

Value-Based 
P4P
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Despite Years of P4P,

Quality Has NOT Improved

Source:

NCQA:

The State of 

Health Care Quality 

2015
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Despite Years of P4P,

Quality Has NOT Improved

Source:

NCQA:

The State of 

Health Care Quality 

2015

Over One-Third
of Diabetic Patients
Arenôt Receiving
Adequate Care
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Over-Emphasis on Narrow Quality 

Measures Can Harm Patients

Hypoglycemia

1 Yr Mortality: 19.9%

30 Day Readmits: 16.3%

Hyperglycemia

1 Yr Mortality: 17.1%

30 Day Readmits: 15.3%

Source: National Trends in US Hospital Admissions for Hyperglycemia and Hypoglycemia
Among Medicare Beneficiaries, 1999 to 2011  JAMA Internal Medicine May 17, 2014
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Itôs Not Just Diabetics,

Itôs Everybody

Source:

NCQA:

The State of 

Health Care Quality 

2015

Over One-Third
of All Patients With

High Blood Pressure
Arenôt Receiving
Adequate Care
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Itôs Costing Everybody a Lot of 

Money With No Apparent Benefit
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P4P Has Been Studied to Death 

&é


