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Background

1 Status quo Is not sustainable

1 Payers have limited control over the
system

1 Beneficiary strategies are central
I How should incentives be structured?
I Cost shifting has been the norm

C We can do better



Insurance Theory
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Why the cost sharing?

1 To lower premiums

X

2 To Improve incentives

Il Reduce (’)exces-'
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I Encourage price shopping | &



Optimal insurance theory

21 Balance incentives with risk aversion

21 | ow coinsurance If demand Is
unresponsive

1 Efficient resource allocation reflects
consumption under perfect information
and appropriate pricing



Consumers Make Suboptimal
Decisions

1 Reductions in appropriate use same as for
Inappropriate use (Sul et al. 1986)

I Copays reduce use of preventive services

iCopays reduce use of o
pharmaceuticals

1 \Who do we believe: patients or experts?

1 Can we Iincent patients to improve
welfare?



Value Based Insurance Design
(VBID)



Defining Value
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$0 $100,000*

Cost effectiveness ratio ($/Quality adjusted life year)
C Always relative to next best alternative

* This should be higher ($250,000), but decline as overall spending rises



VBID Variations

1 Targeting
I Simple VBID: Target a service
1Blood pressure medication for everybody

I More complex VBID: Target services only for
selected patient groups

1Blood pressure medications for patients with
diabetes

1Copay | owering only
| Target increase vs across the board increase



Impact of VBID on Adherence
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SOURCE: Chernew ME, Health Affairs. Impact of Decreasing Copayments on Medication Adherence Within a Disease
Management Program. January 2008. T



Financing VBID

1 Offsets

I Lower costs due to fewer adverse events
1Do not fully offset employer spending
1 May offset total costs

I Productivity gains

1 Increase costs for other services
I Specifically low value services



Goal must be to Eliminate Waste

EXHIBIT

Estimates of Waste in US Health Care Spending in 201, by Category

Cost to Medicare Total cost to US
and Medicald* health care®

Midpoint Low Midpoint High

Failures of care delivery =26 36 =102 128 154

Failures of care g 30 25 35 45

coordination
Overtreatment 77 158 192
Administrative complexity A 36 56 107 248
Pricing failures 56 84 131

Subtotal (excluding 235 476 734
fraud and abuse)

Percentage of total health 9% 18% 27%
care spending

Fraud and abuse 64 82 177 272

Total (Including fraud 300 558 910 1,263
and abuse)

Percentage of total health 21% 34% 47 %
care spending

source Donald M. Berwick and Andrew D. Hackbarth, “Eliminating Waste in US Health Care," JAMA 307,
no. 14 (April 11, 2012):1513-6._Copyright© 2012 American Medical Association. Allrights reserved
novaes Dollars in billions. Totals may not match the sum of components due to rounding. *Includes state
portion of Medicaid. *Total US health care spending estimated at $2.687 trillion




Quantifying Waste

1 Choosing Wisely

I Donot 1 mage for suspected pul mo
moderate or high pre-test probability

I Parathyroid hormone (PTH) measurement for patients with stage
1-3 CKD

I Donot order annual el ectrocardi
cardiac screening for low-risk patients without symptoms

1 USPSTF

I Don't perform PSA-based screening for prostate cancer in all
men regardless of age.

1 Hard to code

T Miliman Waste Calculator



Barriers To VBID

1 ldentifying high/ low value services
I Start with those we know

1 IT Issues
I Growing number of private vendors

1 HR concerns
I Education

1 Financial profile
I Combine with other strategies



