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How Do You Control Growing 

Healthcare Spending?

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

$

TIME



4© Center for Healthcare Quality and Payment Reform  CHQPR.org

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Typical Strategy #1:

Cut Provider Fees for Services

$
Cut

Provider Fees

SAVINGS



5© Center for Healthcare Quality and Payment Reform  CHQPR.org

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING

TOTAL
HEALTH
CARE

SPENDING
BY

PAYERS

Typical Strategy #2:

Shift Costs to Patients
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Results of the Typical Strategies

ÅSmall providers forced out of business

ÅConsolidation of providers to resist cuts in fees

ÅShifts in care to higher-cost settings

ÅIncreases in utilization to offset losses in revenue

ÅPatients avoiding necessary care due to high cost-sharing

ÅLarge increases in health insurance premiums

ÅInability to afford health insurance
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Results of the Typical Strategies

ÅSmall providers forced out of business

ÅConsolidation of providers to resist cuts in fees

ÅShifts in care to higher-cost settings

ÅIncreases in utilization to offset losses in revenue

ÅPatients avoiding necessary care due to high cost-sharing

ÅLarge increases in health insurance premiums

ÅInability to afford health insurance

IS THERE A BETTER WAY?
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The Right Focus: Spending 

That is Unnecessary or Avoidable
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Avoidable Spending Occurs

In All Aspects of Healthcare
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Avoidable Spending Occurs

In All Aspects of Healthcare
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ÅAmputations, blindness
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Avoidable Spending Occurs

In All Aspects of Healthcare
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Avoidable Spending Occurs

In All Aspects of Healthcare
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$

CANCER TREATMENT
ÅUse of unnecessarily-expensive drugs &
radiation treatments
ÅRepeat surgeries for full resection
ÅER visits/hospital stays for dehydration 
and avoidable complications
ÅFruitless treatment at end of life
ÅLate-stage cancers due to poor screening

TESTING & PROCEDURES
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ÅUse of unnecessarily-expensive implants
ÅInfections and complications of surgery
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CHRONIC DISEASE MANAGEMENT
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ÅHospital admissions and readmissions
ÅAmputations, blindness
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Institute of Medicine Estimate:

30% of Spending is Avoidable
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The Right Goal: Less Avoidable $, 
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The Right Goal: Less Avoidable $, 

More Necessary $
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Win-Win for Patients & Payers
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Barriers in the Payment System

Create a Win-Lose for Providers
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Barrier #1: No $ or Inadequate $ 

for High-Value Services
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$
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
PCPs and specialists to
manage patient needs

ÅNon-medical services,
e.g., transportation

ÅAdditional time for patients 
with higher intensity needs
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Barrier #2: Avoidable Spending 

May Be Revenue for Providersé
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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



21© Center for Healthcare Quality and Payment Reform  CHQPR.org

éProvidersô Revenue 

May Decreaseé
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éBut Fixed Costs Donôt Vanish
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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
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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
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A Payment Changeisnôt Reform

Unless It Removes the Barriers
BARRIER #1

BARRIER #2



So Why Havenôt We Fixed This??





Payers Are From Mars,

Providers Are From Venus
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Provider Approach: Pay Us Moreé
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Provider Approach: Pay Us Moreé 

éand ñTrust Usò on Savings
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Provider Approach: Pay Us Moreé 

éand ñTrust Usò on Savings
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No matter how 
many studies have 

been done
saying that a service 

saved money 
in demonstration 

projects, 
thatôs no guarantee 
that savings will be 

achieved 
when the service is 

implemented
by all providers for 

all patients
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Payer Concern: No Accountability 

to Reduce Avoidable Spending
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Payers Are From Mars,

Providers Are From Venus
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Payer Approach: Save Us Money

andé
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NECESSARY
SPENDING

P4P/ShrdSvgs

Payer Approach: Save Us Money 

and Weôll Pay You More Next Year 
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NECESSARY
SPENDING

P4P/ShrdSvgs

Provider Concern: Shared 

Savings is Too Little, Too Late
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may be
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$

PAYER SOLUTION:
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How
does

provider
cover
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Problems With ñShared Savingsò

ÅAlready efficient physician practices receive little or no 
additional revenue and may be forced out of business

ÅPhysician practices that have been practicing inefficiently or 
inappropriately are paid more than conservative physicians

ÅPhysicians could be rewarded for denying needed care as well 
as by reducing overuse

ÅPhysician practices are placed at risk for costs they cannot 
control and random variation in spending

ÅShared savings bonuses are temporary and when there are 
no more savings to be generated, practices are still underpaid 
for the care patients need
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Purchaser Strategies in Oncology:

Narrow (ñHigh Valueò) Networks
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Step 1: 

Identify ñHigh-Value Providersò

ñHigh-Valueò
Providers

ñLow-Valueò
Providers
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How Do You Define Value?
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How Do You Define Value?

VALUE
QUALITY

COST=
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So Provider #1 Delivers

Higher Value Care, Right?

7 Year Survival

$5,000/patient

PROVIDER #1

10 Year Survival

$10,000/patient

PROVIDER #2

>

VALUE
QUALITY

COST=
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So Provider #1 Delivers

Higher Value Care, Right?

7 Year Survival

$5,000/patient

PROVIDER #1

10 Year Survival

$10,000/patient

PROVIDER #2

>

VALUE
QUALITY

COST=

0.51 
days of life 
per dollar

0.37 
days of life 
per dollar

>
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Multiple Aspects of ñQualityò

8 Year Survival
20% Grade 3+ Toxicity

$11,000/patient

PROVIDER #1

10 Year Survival
50% Grade 3+ Toxicity

$10,000/patient

PROVIDER #2

?

VALUE
QUALITY

COST=

>
<

>
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Assessing Value 

is a Lot Harder Than This

VALUE
QUALITY

COST=
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All Too Often, ñHigh-Valueò Means

ñWilling to Accept Discounted Feeò

ñHigh-Valueò
Providers

(i.e., discounts)

ñLow-Valueò
Providers
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Step 2: Reward High-Value 

Providers With More Patients

More
Patients

ñHigh-Valueò
Providers

(i.e., discounts)

ñLow-Valueò
Providers
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But Wait: Werenôt We Going

to Stop Rewarding Volume???

More
Patients

ñHigh-Valueò
Providers

(i.e., discounts)

ñLow-Valueò
Providers

Volume Value
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Narrow Networks Are Not What

ñVolume to Valueò Means!

More
Patients

ñHigh-Valueò
Providers

(i.e., discounts)

ñLow-Valueò
Providers

Volume Value Volume

Health Affairs, Sept/Oct 2009
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What if the Network 

is Already ñNarrow?ò

More?
Patients

One Provider
in the 

Community
(Rural Area,

Consolidated System, 

Etc.)
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National Narrow Networks:

ñCenters of Excellenceò

More
Patients

High-Value
Providers
in Other
Cities

One Provider
in the local
Community
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Will Every Cancer Patient

Have to Go to Minnesota?
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Will Every Cancer Patient

Have to Go to Minnesota?

Are purchasers
in the ñsendingò regions

benefiting from the 
high prices that
the ñhigh valueò 

providers are charging 
employers and patients 

in their own region?
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Provider Response:

Create an Accreditation Program

ÅOncology practices and health systems will ñproveò 
to payers they are delivering high-value care by 
subjecting themselves to rigorous review 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

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

ñNOTò
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Should Payers Provide ñIncentivesò

to Deliver Higher Value Care?

Bonus

$

FFS

Penalty

P4P
Based on

Quality
and Cost
Measures
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The Problem Isnôt ñIncentivesò But 

Barriers in FFS Payment

Bonus

$

FFS

Penalty

P4P
Based on

Quality
and Cost
Measures

Unpaid
Services

ÅA small bonus may not be 
enough to pay for delivering 
a high-value service or for 
the added costs of improving 
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
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Value-Based Purchasing Wonôt Work

Unless It Removes the Barriers
BARRIER #1

BARRIER #2



It is unrealistic to expect providers 
to improve quality or reduce spending 

if the payment system does not provide 
adequate financial support for their efforts.  
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to pay more or differently without assurances 

that quality will be improved, 
spending will be lower, or both. 



It is unrealistic to expect providers 
to improve quality or reduce spending 

if the payment system does not provide 
adequate financial support for their efforts.  

Itôs unrealistic to expect patients & purchasers 
to pay more or differently without assurances 

that quality will be improved, 
spending will be lower, or both. 

Payment reforms must be designed 
to support delivery of 

higher-quality care for patients 
at lower costs for purchasers 

in ways that are 
financially feasible for providers.



How Do You Design

a Good 

ñAlternative Payment Model?ò
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Step #1:

Identify Avoidable Spending

NECESSARY
SPENDING
PROVIDER

CAN
CONTROL

AVOIDABLE
SPENDING
PROVIDER

CAN
CONTROL

$
OPPORTUNITIES TO REDUCE SPENDING

WITHOUT HARMING PATIENTS
ÅUse of unnecessarily expensive drugs
ÅOrdering unnecessary tests & imaging studies
ÅPerforming unnecessary procedures
ÅRepeat procedures to correct avoidable problems
ÅED visits and hospital admits for 
complications of treatment
ÅUse of unnecessarily expensive settings for 
treatment
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Specialty Societies Have Already

Identified Many Opportunities
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Payment Systems Should Support 

Care Delivery not Vice Versa

NECESSARY
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CAN
CONTROL

AVOIDABLE
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PROVIDER

CAN
CONTROL

UNPAID
SERVICES

$
OPPORTUNITIES TO REDUCE SPENDING

WITHOUT HARMING PATIENTS
ÅUse of unnecessarily expensive drugs
ÅOrdering unnecessary tests & imaging studies
ÅPerforming unnecessary procedures
ÅRepeat procedures to correct avoidable problems
ÅED visits and hospital admits for 
complications of treatment
ÅUse of unnecessarily expensive settings for 
treatment
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Step #2: 

Identify Barriers in Payment

NECESSARY
SPENDING
PROVIDER

CAN
CONTROL

AVOIDABLE
SPENDING
PROVIDER

CAN
CONTROL

UNPAID
SERVICES

$
OPPORTUNITIES TO REDUCE SPENDING

WITHOUT HARMING PATIENTS
ÅUse of unnecessarily expensive drugs
ÅOrdering unnecessary tests & imaging studies
ÅPerforming unnecessary procedures
ÅRepeat procedures to correct avoidable problems
ÅED visits and hospital admits for 
complications of treatment
ÅUse of unnecessarily expensive settings for 
treatment

BARRIERS IN CURRENT FFS SYSTEM
ÅInadequate payment for accurate diagnosis
ÅInadequate payment for time needed to avoid 

complications during procedures
ÅNo payment for staff to educate patients and

help them manage their condition
ÅNo payment for time involved in coordinating

care among multiple providers
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Step #3: 

Remove the Barriers
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CAN
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CAN
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UNPAID
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$

PROVIDER-
PAYER

AGREEMENT

Upfront payment to support
improved delivery of care



68© Center for Healthcare Quality and Payment Reform  CHQPR.org

Step #4: 

Take Accountability for Results
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Upfront payment to support
improved delivery of care

Commitment to reduce avoidable
spending sufficiently to achieve savings
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NECESSARY
SPENDING

AVOIDABLE
SPENDING

NEWLY PAID
SERVICES

Accountability is Assured

As Part of the Payment Contract
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CONTROL

AVOIDABLE
SPENDING
PROVIDER

CAN
CONTROL

UNPAID
SERVICES

NECESSARY
SPENDING

NEWLY PAID
SERVICES

SAVINGS

$

PROVIDER-
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IF SAVINGS
IS NOT

ACHIEVED..

AVOIDABLE
SPENDING
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NECESSARY
SPENDING
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Alternative Approach:

Bundled/Warrantied Payment
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Bundled/Warrantied Payment

Creates Spending Accountability
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How Do You Design

a Good 

ñAlternative Payment Modelò

for Oncology?
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Where Does Spending on

Medical Oncology Go?
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Analysis of total spending in 2012 for commercially insured patients 
during an ñepisodeò of chemotherapy treatment 

(treatment months through the second month after treatment ends)
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Most Spending Doesnôt Pay 

Oncology Practices for Services
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Analysis of total spending in 2012 for commercially insured patients 
during an ñepisodeò of chemotherapy treatment 

(treatment months through the second month after treatment ends)

Fees for oncology practice services 
represent less than 10% of spending 
for cancer patients during 
episodes of chemotherapy treatment



76© Center for Healthcare Quality and Payment Reform  CHQPR.org

Half of the Spending 

Goes to Drugs
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Analysis of total spending in 2012 for commercially insured patients 
during an ñepisodeò of chemotherapy treatment 

(treatment months through the second month after treatment ends)
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Most Drug Spending Goes to a 

Small Number of Expensive Drugs
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>2/3 of
Spending
Goes to
6 Drugs


