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The Problem: High Spending, Average Return

The cost of medical care in the United States has found a place on the political agenda because of
expenditures that commonly escalate at rates far higher than inflation. The United States is the
number one spender on health care, spending more than double what countries with similar
economies spend per capita. The U.S. spent over $5,283 per person in 2004,' with spending rates
growing from 5-10% annually.” Even though the growth of spending has temporarily slowed,’
health expenditures continue to take an increasing portion of both public and private resources,
alerting many to the opportunity cost of a system left uncontrolled. Meanwhile, the U.S. ranks
poorly on dimensions of access, safety, efficiency, and equity and has only average health
outcomes.” The U.S. does not seem to be getting a return on its investment—value for its dollar.
Blame has fallen on many sources, including the lack of adequate consumer-driven care
supported by transparency of quality and cost.

Consumer-Driven Medical Care

If the problem with increasing spending and costs is in part because of a lack of consumer-driven
medical care, the solution is to develop it. The basic premise is that consumers are invested in the
decisions surrounding their care. They have the incentive and ability to choose the care they
deem most valuable and to take responsibility for the outcomes of their decisions. This
inherently encourages accountability among providers and plans if they wish to compete for
business. In the current system, care is becoming more consumer-driven. Consumers are
responsible for a portion of the cost of their care, but they make decisions without clear
information on quality and cost and without the incentive to use this information even if
available. Still, health plans and employer contributions buffer individuals from most costs.
Enrollees often pay the same amount for care regardless of the type of doctor seen, test
performed or treatment received. Meanwhile, fee-for-service payment systems remain in place,
reimbursing providers for volume rather than quality or efficiency.’
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Attempts at consumer-driven care have resulted in giving greater control and risk to the
consumer. Oftentimes, consumer-driven care manifests as the promotion of refundable tax
credits or health savings accounts (HSAs). In the former, consumers would be given tax credits
up to a given level in order to help them purchase insurance through their employers or in the
individual market. President Bush proposed a refundable tax credit of $7,500 per individual or
$15,000 per family in 2007.° Senator McCain proposed $2,500 for individuals and $5,000 for
families, approximating the tax breaks for current employer contributions to premiums; in return,
taxpayers would pay income taxes on the value of employer-paid benefits.” HSAs work by
setting aside pre-tax dollars for out-of-pocket medical costs. An HSA is usually coupled with a
high deductible health plan. With these plans, oftentimes premiums are low in return for a high
deductible and/or an increased out-of-pocket maximum.® In this case, health insurance acts more
like auto or homeowner’s insurance; it steps in for catastrophic care, shifting risk to the
individual for routine maintenance. Accordingly, high deductible health plans would seem to
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require transparency, since the enrollee is completely responsible for the costs of care up to the
deductible. Critics believe that HSAs leave people vulnerable to high out-of-pocket costs in the
event that they seek care or are chronically ill, increasing the chance that they forego preventive
care. In addition, HSAs are a regressive tax policy, producing the greatest savings for those in
higher income tax brackets.” Supporters believe HSAs combined with high deductible health
plans help with costs when care is absolutely necessary and beyond the amount of the deductible,
preventing wasteful spending on routine care by assigning financial responsibility to the enrollee.
Increasingly, plans define routine care to exclude preventive care and chronic disease
management.'’ Supporters argue that the tax advantages that favor the wealthy are outweighed
by the fact that HSAs are coupled with health plans that are cheaper than traditional plans. In
addition, some legislation allows employers to give larger contributions to the savings accounts
of their lower-income employees to offset the tax advantage.''

However consumer-driven care is implemented, the key is greater transparency.

Driving Value-Based Care Through Price and Quality Transparency

In a market with greater transparency, a product or service would be expected to produce a given
outcome for a given price, influenced by a payer’s ability to pay for and desire to consume the
product or service. This information would be organized and shared in a clear fashion,
minimizing the need for a user to be trained in medicine. Payers would include a wide variety of
consumers of care, including patients, public and private insurers, and employers; users could
extend beyond these to include providers. Giving patients and other payers the ability to consider
the cost and quality of care through transparency could help establish effective consumer-driven
care; the desire to consider them would come naturally with the pursuit of one’s self-interest in
finding the best value.'

Sharing price information is a good starting point. Pricing is particularly useful if a patient is
responsible for coinsurance, has not met his or her deductible, is uninsured and paying the list
price, or is otherwise responsible for variations in price. It is less important for those in plans
with flat cost sharing. Price information, however, can be ambiguous, as there are list prices,
health plans’ contracted prices and maximum allowable payments, on top of the actual cost of
procedures—all of which may appear bundled or as single line items on claims.”” In fact,
hospital charges are often 2.5 times higher than actual costs, though providers rarely receive their
charges as payment.'* Further, price information cannot stand alone. It is most useful with
information about what others are charging and what others are paying per procedure or visit, as
well as the estimated total cost for treating a condition.'” Quality information further assists with
value-based purchasing.
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Meaningful Data

For both price and quality, there is the question of what is good data. Learning to collect, report
and distribute meaningful data in a manner fair to providers and plans and clear to patients and
other payers is a complicated task. We need to know what information payers need to make
decisions about care and how best to approximate it with a measurement tool. A patient may
want data on measures of performance involving effectiveness, patient safety, timeliness, patient
centeredness, and equitable care.'® For example, a patient may want to know a provider’s
comparative patient satisfaction ratings, clinical outcomes and error rates, experience and
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education, or level of adherence to evidence-based treatment protocols. Others may want to
know information relevant to choosing a health plan, such as customer service, claims processing
ratings or reviews, medical loss ratios, or getting needed care including referrals to specialists.'’
Many efforts are being spearheaded by places like the Agency for Healthcare Research and
Quality, the National Committee for Quality Assurance and the National Quality Forum.
However, figuring out what to measure and how to measure it remains a challenge. If we
measure everything that might be important, we could be wasting money and creating confusion.
If we measure only a handful of things, we may miss key pieces or encourage providers to game
the system—to attempt to improve only those things that are measured while neglecting equally
important parts of care.'® Further, comparing providers and plans effectively within an
atmosphere of public trust requires the use of standardized, evidence-based measures shared
through secure, interoperable health information technology.'® Consensus on the content of and
financing for a national, automated (routine) measurement system will be needed to maximize
administrative simplicity.***' Comparisons of providers and plans can be made on a smaller
scale, suczg as at the state or local level, in order to ensure regional variations are factored into the
analyses.

Some posit translating health outcomes into dollars for the ease of comparing the cost
effectiveness of treatment options. For example, a procedure may be worth an average of $5,000
but cost $7,500 at a given hospital or through a given health plan. Knowing this information, a
purchaser may be inclined to look around for a better deal or consider the factors driving the cost
difference, such as a low mortality rate or chance for a healthcare acquired infection. Making
these factors more transparent and quantifiable is key, particularly since many people either do
not equate high prices with high quality care or are not sure if there is a correlation.” Cost
effectiveness arguments place return on investment before the value of life, placing a large
burden of cost containment on costly sick patients. Care must be taken to guarantee cost
effectiveness is not used to minimize the use of expensive but valuable services and does not
have a harmful effect on patient health.**

Generating an accurate tool or unit of measurement will need to involve risk-adjustment. Certain
patients are harder to treat and more at risk for complications, while certain facilities and
providers treat and certain health plans insure more of the sick. The rate of success or failure in
treating and responding to patients or enrollees needs must be weighted according to the intensity
of the patients or enrollees served to minimize the incentive to avoid treating or insuring sick
patients.
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Incentives: Cost Sharing and Pay-for-Performance

Cost sharing has historically been used as an incentive to influence the consumption of health
care products and services. The RAND Health Insurance Experiment showed its efficacy and its
flaws. Current literature reinforces the same: increased cost sharing decreases utilization.”’
Patients are sensitive to cost—but at what cost? The goal of cost sharing should be to maximize
favorable health outcomes while discouraging waste, but often utilization decreases regardless of
value.?® Even for the chronically ill who are likely to have higher volumes of care and overall
spending, misuse can occur if cost sharing is too low or too high. Encouraging appropriate
utilization is the proper goal.”” A stronger link between quality and pricing must be made. To this




e
CoOST CONTAINMENT @

end, proper incentives for taking responsibility for one’s medical care choices rely on adequate
data.

To influence providers, pay-for-performance is being used and refined as a method to enhance
accountability in the delivery of medical care. Commonly, this method aims to incentivize higher
quality care by physician groups, because there is too much variability to measure outcomes at
the level of the individual physician.”® The basic premise is that providers will improve upon
their services if given financial rewards for doing so, resulting in better health outcomes for
patients. However, the motivation to improve depends upon several factors. These include the
amount of the reward, reliable data on where providers currently stand and how much
improvement is needed, and the ability to control the outcome. If a physician, provider group or
facility in general is already meeting the standards of quality care, quality improvement will
likely plateau. Or, if the financial reward (or penalty) itself is minor or not enforced,
improvement may be minor if not nonexistent. An alternative to overcome this could involve
tiered rewards and penalties,” or perhaps a moving average benchmark coupled with recognition
of high performance. Similar to public reporting in general, pay-for-performance incentives
without risk adjustment could motivate providers to avoid treating sick or difficult patients or
otherwise game the system—within a culture that already suffers from underreporting of errors
and near misses.”

With incentives to consider price and quality, the power of payers’ abilities to choose the source
of their care based on accurate and timely measures of value could encourage competition among
insurers and providers. In essence, insurers and providers could measure themselves against the
benchmark of their competitors. And, if consumer demand wields enough cumulative leverage to
influence large insurer groups and consolidated hospital systems, private and public insurers
would move to reward quality and efficiency and enhance their development, such as through
pay-for-performance initiatives.”’”> Price would have a stronger relationship to quality,
delivering greater value.*® This could additionally increase equity by improving the affordability
of care for those with lower incomes.*

Conclusion

Transparency and value-based medical care are in their early stages in the United States. Given
enough resources and time, this country can move forward with efforts to contain costs through
consumer empowerment. We can define and refine meaningful measures of quality and price and
integrate them with supportive information technology. Using cost sharing and pay-for-
performance, health care providers and plans can become more responsive to consumers. Even if
transparency is not embedded in a purely free market, public awareness and individual
responsibility can be heightened through data sharing, which is perhaps why transparency finds
support on both sides of the aisle. President Bush issued an Executive Order in 2006 to promote
transparency in price and quality for public programs, coupled with the adoption of health
information technology.”> Democratic California legislators have led the introduction of
legislation directly or indirectly related to transparency.’® Both red and blue states have proposed
and enacted legislation that fosters transparency in recent years.>’ The clearer division of support
lies in the friction between the different players in the health care system, with business, labor,
and consumers often in support and physicians and hospitals in opposition. Some suggest that,
rather than moving to public reporting of data prematurely, the development of transparency and
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reporting of its outcomes should stay behind closed doors until perfected. They contend this
would maintain the civil engagement of all stakeholders.”® Even so, with greater and aggregated
transparency in some form, we may continue to spend increasing portions of our budgets on
medical care, but at least we will be getting greater value for our dollar.
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