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• Lowering costs

• Maintaining customers

- Maintaining a robust 
provider network 

• Profitability

• Access to the services that 
will ensure the best 
possible outcome

• Receive care that is safe & 
as convenient as possible

• Feel respected and 
dignified

• Pay an affordable price 
(with no surprise bills)

‘health outcomes achieved per dollar spent’ 
-Porter & Teisberg (2006) 

Patient

• Act in their patients’ 
interests 

• Operating costs: 

• Rents, facility 
maintenance,   
technology upgrades, 
staffing, etc.

• Profitability

ProvidersPayer
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Notes & Sources: Estimates of median household income used in the denominator for this ratio come from the Current Population Survey (CPS), which revised its income 
questions in 2013. The denominator in our ratio estimates prior to 2014 is derived from the traditional CPS income questions, while ratio estimates from 2017 are estimated 
from the revised income questions. Household incomes have been adjusted for the likelihood that people in the same residence purchase health insurance together. Data: 
Employee premium contribution and deductible: Medical Expenditure Panel Survey–Insurance Component (MEPS–IC), 2008, 2011, 2017; Median household income: Current 
Population Survey, 2008–09, 2011–12, 2017–18. Source: Sara R. Collins and David C. Radley, The Cost of Employer Insurance Is a Growing Burden for Middle-Income Families 
(Commonwealth Fund, Dec. 2018).

Misalignment in payer, patient, and provider 
incentives contributes to higher costs for families

7.8%–9.9% (11 states + D.C.)

10.0%–11.9% (21 states)

12.0%–15.5% (18 states)

7.8%

9.8%

11.7%

2008 2011 2017

Average employee premium 
contribution + deductible as share 

of median income

Employee premium contribution + average deductible as 
share of state median income, 2017
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Achieving high value? 

www.commonwealthfund.org/health-care-quality-spending-interactive

• Major advancements in care 
delivery, outcomes, life-
expectancy

• High per-capita spending

• Opaque pricing 

• Waste & inefficiency 

• Remain ill-equipped to 
capture the patients’ 
experience in the value 
equation

https://www.commonwealthfund.org/health-care-quality-spending-interactive
http://www.commonwealthfund.org/health-care-quality-spending-interactive
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Notes: Current expenditures on health per capita, adjusted for current US$ purchasing power parities (PPPs). Based on System 
of Health Accounts methodology, with some differences between country methodologies (Data for Australia uses narrower 
definition for long-term care spending than other countries). *2017 data are provisional or estimated.
Source: OECD Health Data 2018.

Healthcare spending as a share of GDP in U.S. and 
Canada with international comparison, 1980-2017 
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• Dominant form of payment among US 
Physicians

• Creates incentives to do more

- Overtreatment

• Antiquated approach that does not fit with 
modern care delivery

• Facilitates other cost drivers 

Fee-for-service payment

86%
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Source: Deloitte  2016 Survey of 
US Physicians

30%

Type of Compensation 
Reported by US 
Physicians, 2016
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Cost drivers

Admin. Complexity & FraudOvertreatment

• Numerous examples: 
• Regional variation within the US 
• Service use at the End of Life
• Advances in the screening and disease 

detection (which can make findings non-
harmful abnormalities more common)

• Higher use of certain services (e.g. 
hospital admission) in the US than in 
other countries for similarly ill patients

• Driven by clinical uncertainty

• Overlapping public & private systems for 
financing and delivering care

• Federal government + 50 states 
• Little standardization  

$360 Billion
Administration costs estimated at

Notes and Sources: Administration - Yong, P. L., Saunders, R.S., & Olsen, L., eds. (2010). The healthcare imperative: lowering costs and 
improving outcomes — workshop series summary. Washington, DC: National Academies Press. Retrieved from 
https://www.ncbi.nlm.nih.gov/books/NBK53920/pdf/Bookshelf_NBK53920.pdf
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Failures of Care Delivery Failures of Care Coordination

• Sub-optimal care with little/no 
therapeutic value

• Medical harm and associated treatments

• Duplication of services (e.g. repeat lab 
testing and imaging)

• Re-hospitalization

• Caring for patients with complex care 
needs

1 in 3 
hospital admissions had 
adverse events capable of 
causing harm

29% 
of adults received potentially 
inappropriate lower back 
imaging at diagnosis 

Notes and Sources: Lower back pain imaging – is measured among newly diagnosed working-age patients ages 18–50 with employer-sponsored 
insurance, 2015 Truven MarketScan Database, analysis by M. Chernew, Harvard University. Adverse events - Classen, D. C., et al. (2011). ‘Global 
Trigger Tool’ Shows That Adverse Events In Hospitals May Be Ten Times Greater Than Previously Measured. Health Affairs, 30(4), 581-589. 
Readmissions - Medicare claims via Feb. 2019 CMS Geographic Variation Public Use File.
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• Persistently ill year-over-year

- 28% of ‘complexly ill’ Medicare 
beneficiaries persistently high cost 

- Persistently high-cost: $64,434 per bene 
per year

- Not high-cost: $4,538 per bene per year 

• Social care needs as challenging as 
medical needs for many 

- Housing and food insecurity

- Transportation

Healthcare spending concentrated Among 
complexly ill patients
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Population Healthcare 
Expenditures

Healthcare Expenditures by Share of the U.S.
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≈150 million Americans get 
health insurance through 

their employers

“It’s the Prices Stupid…”

Total  $5,641
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2013 2014 2015 2016 2017

Rx Drugs +28.9%

Outpatient +19.3%

Total +16.7%

Professional Services +12.7%
Inpatient +9.8%

Notes & Sources: Utilization and average prices account for changes in the type or intensity of services used, with the exception of prescription 
drugs. Prescription drug spending is the amount paid on the pharmacy claim, which reflects discounts from the wholesale price, but not 
manufacturer rebates. Healthcare Cost Institute, 2017 Healthcare Cost and Utilization Report. Available here: 
https://www.healthcostinstitute.org/research/annual-reports/entry/2017-health-care-cost-and-utilization-report

Cumulative Change in Spending per Person, 2013-2017

https://www.healthcostinstitute.org/research/annual-reports/entry/2017-health-care-cost-and-utilization-report
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“It’s the Prices Stupid…”
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Total   Inpatient   Outpatient   Professional Services   Rx Drugs

Notes & Sources: Utilization and average prices account for changes in the type or intensity of services used, with the exception of prescription 
drugs. Prescription drug spending is the amount paid on the pharmacy claim, which reflects discounts from the wholesale price, but not 
manufacturer rebates. Healthcare Cost Institute, 2017 Healthcare Cost and Utilization Report. Available here: 
https://www.healthcostinstitute.org/research/annual-reports/entry/2017-health-care-cost-and-utilization-report

Cumulative Change in per person Spending, Utilization, Average Price, 2013-2017

Spending Utilization Price
+29%

+19%
+17%
+13%
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+3%
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+16%

-<1%

https://www.healthcostinstitute.org/research/annual-reports/entry/2017-health-care-cost-and-utilization-report
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Policy-supported innovation at all levels
• Federal government 

- Medicare program, insurance coverage for ≈55 Million (mostly) elderly Americans 

- Single largest purchaser of healthcare services 

- Center for Medicare and Medicaid Innovation (CMMI) models 

• States

- Medicaid programs (with federal support) provide coverage for ≈72 million lower income Americans

- States have (increasing) flexibility in how they implement Medicaid—can apply for ‘waivers’ to get 
permission to try new things 

• Private / Commercial 

- ≈150 Million Americans get insurance coverage through employer-sponsored plans
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Medicare program using payment 
authority to lower readmission rates
• Hospital Readmission 

Reduction Program gave the 
Medicare program authority to 
penalize hospitals with higher 
than expected 30-day 
readmission rates

• Penalties as high as 3% on all 
FFS Payments

• Payment penalties began in 
October 2012  
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CMMI innovation models

• CMMI created legislatively, and given broad 
authority to develop, implement, and evaluate 
new approached for organizing care delivery 
and payment

• Providers are requited to voluntarily 
participate 

• Most “models” have some shared risk 
component, where participating providers 
have opportunity to benefit financially from 
providing high quality care at a lower cost   
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CMMI innovation models
• Accountable Care models 

- Providers coordinate patient care across different settings (outpatient, acute care, post-acute)

- Participating organizations are given a fixed amount per beneficiary and get to keep unused portions if care 
quality and outcome goals are achieved

• Bundled & Episode Based Payment models

- Condition-specific models 

- Providers given a fixed amount for providing s ‘bundle’ of related services (e.g. joint replacement)

- Incentive to provide more efficient care to keep unused portion of the payment 

• Population-focused models

- Will apply these (and other) risk-sharing strategies to provided care to certain populations of focused interest 
(e.g. Medicaid beneficiaries with mental illness, beneficiaries with long-term care needs, etc.)
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MIPS
• (most) providers who participate in Medicare 

are automatically enrolled in MIPS

• Medicare payments will be adjusted based on 
performance in Quality, Improvement 
Activities, Promoting Interoperability, and 
Cost.

• Little risk to providers, smaller performance 
adjustments

Quality Payment Program

APMs 
• Providers self select into an APM

• Eligible for incentive bonuses up to 5% 
annually

• Strict and comprehensive reporting and 
quality performance standards

• Participants bare more risk at onset



17

States Taking the Lead

•Lower healthcare spending without compromising 
healthcare quality or outcomes:
- Maryland’s “All Payer Model” and “Total Cost of Care Model” 

- Vermont All Payer ACO 

•Innovation in Medicaid 
- Colorado’s efforts to lower prescription drug spending
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Maryland 
• Public rate setting for hospital services since 

1970s

• (2014-2018) All-Payer Hospital Model: 

- hospitals paid on global payment model

- Targets: 

- Growth limited to 3.58% per year

- 5-year Medicare savings $330M 

- Various quality and utilization targets

- Regarded as successful – met or exceeded spending and 
quality targets 

• (2019 and beyond) Expanding beyond hospitals in 
the “Total Cost of Care Model”  
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Vermont All-Payer ACO

• Partnership between the Medicare program, state Medicaid program, and the 
state’s private insurers to develop a statewide Accountable Care framework

• Target: 

- 70% all insured Vermont residents attributed to an ACO 

- 3.5% cost growth cap across all payers

- Increased reliance on primary care (less on specialty care)

• Unique because this is the first ACO targeting an entire 

state population 
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Private Sector Innovation
• Numerous bundled payment initiatives 
by large private insures: 

- United HealthCare – joint 
replacement bundles resulted in lower 
rehospitalization & complications. $18 
million+ in savings

- Humana – Maternity Episode-Based 
Model, a bundled payment program for 
low- and moderate- risk pregnancies 
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Promising ideas?
• “Solutions” should not limit access for patients 

Focus on getting the “right care, to the right person, at the right time”

• Need to get price out of the equation

- Maryland’s All-Payer (2014-2018) and Total Cost of Care (2019+) may provide a model

• Accountable Care models have a lot of promise, it implemented at a large enough 
scale.

• More state level innovation—especially in states that do not have a historic 
reputation for innovation

• Bundled payment models are may be promising in the long run, but need work

- Opportunity for providers to just do more bundles 

- Processes for grouping services into bundles is broken
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