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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

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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Spending is Increasing Rapidly

in ñSingle Payerò Countries, Too
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How Do You Control the 

Growth in Healthcare Spending?

TOTAL
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CARE
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$
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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
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TOTAL
HEALTH
CARE
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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
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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
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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
ÅHospital readmissions

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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The Right Goal: Less Avoidable $, 

NECESSARY
SPENDING

AVOIDABLE
SPENDING

$

TIME
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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
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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



Whatôs the Barrier to 

Achieving This?
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We Pay More for More Servicesé

14,000
Individual

fees

Healthcare Fee for Service
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We Pay More for More Servicesé

éand We Pay More to Fix Errors

14,000
Individual

fees

Healthcare Fee for Service
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What Would Happen If We Paid for 

Cars the Way We Pay for Care?
Healthcare Fee for Service

14,000
Individual

fees

Fee for Service for Cars?
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Cars Would Have Many 

Unnecessary Parts

Cars would get many unnecessary parts
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Cars Would Be ñReadmittedò

Frequently for Avoidable Problems

Cars would get many unnecessary parts

Cars would be readmitted to the factory
20% of the time to correct malfunctions



How Are Medicare 

and Private Health Plans

Fixing the Fee-for-Service System?
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Most Common ñValue-Basedò 

Payment: Pay for Performance

Bonus

$

Fee
for

Service

Penalty

P4P
Incentives
Based on

Quality
and Cost
Measures
(MIPS &

VBP)

No
Change
in Fees

for 
Individual
Services
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The Problem Isnôt ñIncentivesò But 

Barriers in FFS Payment

Bonus

$

Penalty

Unpaid
Services

ÅA small bonus may not be 
enough to pay for delivering 
the additional services 
needed to improve quality

ÅA small bonus may not be 
enough to offset the costs of 
collecting and reporting the 
quality data

ÅA small penalty may be less 
than the loss of 
fee-for-service revenue
from healthier patients or 
lower utilization

Fee
for

Service

P4P
Incentives
Based on

Quality
and Cost
Measures
(MIPS &

VBP)

Financial
Losses
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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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Itôs Costing Everybody a Lot of 

Money With No Apparent Benefit
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P4P Has Been Studied to Death 

& It Doesnôt Worké
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P4P Has Been Studied to Death 

& It Doesnôt Work (But Isnôt Dead)
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In MIPS, No Rewards Are Paid

Unless Other Physicians Fail

ÅIn MIPS, bonuses are only paid to physicians who have above 

average quality if penalties are assessed on other physicians 

with below average quality

ÅTo maintain budget neutrality, the size of bonuses depends on 

the size of penalties
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The End of Collaboration?

ÅIn MIPS, bonuses are only paid to physicians who have above 

average quality if penalties are assessed on other physicians 

with below average quality

ÅTo maintain budget neutrality, the size of bonuses depends on 

the size of penalties

ÅUnder this system, why would high-performing physicians 

want to help under-performing physicians to improve?
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VBP Approach #2: Save Us $$é

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

SAVINGS

$

PAYER SOLUTION:

YEAR 1

AVOIDABLE
SPENDING
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NECESSARY
SPENDING

Shared Svgs

VBP Approach #2: Save Us $$ & 

(Maybe) Weôll Pay More Next Year 

NECESSARY
SPENDING

AVOIDABLE
SPENDING

NECESSARY
SPENDING

SAVINGS SAVINGS

AVOIDABLE
SPENDING

$

PAYER SOLUTION:

YEAR 1 YEAR 2

AVOIDABLE
SPENDING
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NECESSARY
SPENDING

No $ for Unbillable Services,

High Financial Risk for Providers

NECESSARY
SPENDING

AVOIDABLE
SPENDING

UNPAID
SERVICES

NECESSARY
SPENDING

SAVINGS

UNPAID
SERVICES

UNPAID
SERVICES

SAVINGS

AVOIDABLE
SPENDING

Shared
savings,

if
received,
may not

cover
costs &
losses

$ YEAR 1 YEAR 2

How
does

hospital
or 

physician
cover

upfront
costs of

additional
services
and loss 

of 
revenue?

AVOIDABLE
SPENDING

LOSS OF
REVENUE

LOSS OF
REVENUE

Shared Svgs

CMS/Health Plan APMs
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Medicareôs Shared Savings ACO 

Program Isnôt Succeeding
2013 Results for Medicare Shared Savings ACOs
Å 46% of ACOs (102/220) increased Medicare spending
Å Only 24% (52/220) received shared savings payments
Å After making shared savings payments, Medicare spent more than it saved
Å Net loss to Medicare: $78 million

2014 Results for Medicare Shared Savings ACOs
Å 45% of ACOs (152/333) increased Medicare spending
Å Only 26% (86/333) received shared savings payments
Å After making shared savings payments, Medicare spent more than it saved
Å Net loss to Medicare: $50 million

2015 Results for Medicare Shared Savings ACOs
Å 48% of ACOs (189/392) increased Medicare spending
Å Only 30% (119/392) received shared savings payments
Å After making shared savings payments, Medicare spent more than it saved
Å Net loss to Medicare: $216 million

2016 Results for Medicare Shared Savings ACOs
Å 44% of ACOs (191/432) increased Medicare spending
Å Only 31% (134/432) received shared savings payments
Å After making shared savings payments, Medicare spent more than it saved
Å Net loss to Medicare: $39 million
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Primary 

Care
OB/GYN

Why Arenôt ACOs Succeeding?

Cardiology

Heart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

ACO

Back Pain

Neurosurgery
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MEDICARE/HEALTH PLAN

Primary 

Care
OB/GYN

No Change in the Way 

Physicians or Hospitals Are Paid

Cardiology

Heart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

Fee-for-
Service

Payment

ACO

Back Pain

Neurosurgery
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MEDICARE/HEALTH PLAN

Primary 

Care

ACO

OB/GYN

ACOs Create Expensive Systems 

to ñCoordinate Careò

Expensive 
IT Systems

Cardiology

Care
CoordinatorsHeart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

Fee-for-
Service

Payment

Back Pain

Neurosurgery
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MEDICARE/HEALTH PLAN

Primary 

Care

ACO

OB/GYN

Possibility of Future Bonuses

Doesnôt Offset Immediate Losses

Expensive 
IT Systems

Cardiology

Care
Coordinators

Shared Savings
Payment???

Part of Shared Savings??

Heart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

ÅNo payment for high-value services
ÅInadequate revenues to cover costs when

fewer services are delivered

Fee-for-
Service

Payment

Back Pain

Neurosurgery
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Is ñCare Coordinationò 

the Key to Value-Based Care?

ÅCan all of the opportunities for reducing avoidable services be 
achieved simply through better ñcoordination?ò

ÅCan you get high quality, affordable care by coordinating 
poor quality, expensive services?
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Is Fit & Finish of Assembly

the Key to Safe Automobiles?

ÅWhen you buy a car, is your only concern whether the 

manufacturer assembled all the parts properly?
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Is Fit & Finish of Assembly

the Key to Safe Automobiles?

ÅWhen you buy a car, is your only concern whether the 

manufacturer assembled all the parts properly?

Millions More Cars With Takata Air Bags Recalled

Honda, Fiat Chrysler, Toyota, Nissan, Subaru, and more 

kick off latest U.S. recalls

The Wall Street Journal, May 27, 2016

Car makers recalled millions of additional vehicles world-wide with faulty Takata
Corp. air bags, further escalating an automotive safety crisis linked to at least 11 
deaths and more than 100 injuries.
Auto makers in the U.S. on Friday recalled more than 12 million vehicles to 
replace the air bags, according to filings with U.S. regulators. The safety 
campaigns in the U.S. are part of a massive expansion disclosed earlier this 
month requiring auto makers to recall up to an additional 40 million air bags that 
risk rupturing and spraying shrapnel in vehicle cabins. All told, nearly 70 million 
air bags are being recalled in the U.S. alone.
Honda Motor Co., Fiat Chrysler Automobiles NV, Toyota Motor Corp, Nissan 
Motor Co., Fuji Heavy Industries Ltd.ôs Subaru, Ferrari NV and Mitsubishi 
Motors Corp. kicked off the U.S. recalls on Friday. Honda, Takataôslargest 
customer, recalled roughly 4.5 million vehicles, including some that had already 
been recalled earlier. Fiat Chrysler recalled 4.3 million vehicles.
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HIGH-QUALITY CARE

MEDICARE/HEALTH PLAN

Primary 

Care

ACO

OB/GYN

The ACO Will Not Succeed Without

High-Quality Care in Every Specialty

Cardiology

Heart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

Back Pain

Neurosurgery
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MEDICARE/HEALTH PLAN

Primary 

Care
OB/GYN

Higher-Quality Care Requires 

Changing Physician Payment

Cardiology

Heart 

Disease

Cancer

PATIENTS

Pregnancy

Oncology

Payments That Support Higher-Value Care

ACO

Back Pain

Neurosurgery

Fee-for-
Service

Payment
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VBP Strategy #3:

ñTransparencyò on Prices


