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I

n the midst of heated debate over health care reform, there is an emerging consensus that the
way we pay for health care — with our widespread
reliance on fee-for-service payment models — is a

core problem that must be fixed.
Unfortunately, too many of the
policies proposed as part of reform seem to reflect the magical
thinking that if we only “change
Medicare” then all will be right
in the world. Medicare is indeed
the largest purchaser of health
care in the United States, but at
$414 billion out of almost $2.4
trillion, it represents only 19%
of total health care spending
(see graph).1 Medicare must help
lead the effort to change payment, but if we’re going to create
a higher-value system overall, we
need to change how all public
and private payers reimburse for
services.
The health care reform bill

passed by the House and the one
being considered by the Senate
contain multiple provisions designed to promote payment systems that move away from the
traditional fee-for-service model.
These provisions create opportunities for the Centers for Medicare and Medicaid Services (CMS)
to explore, test, and implement
new payment systems in Medicare that link payment to better
health care outcomes, greater
value, and improved patient experiences. Our cost problems,
however, affect not only the federal budget deficit, but also individual American businesses and
households. Only by aligning payment models across public and
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private systems will we both address federal spending and make
the health care system more affordable for all Americans. In addition, without aligned payment
systems, doctors and hospitals
are likely to continue to receive
payments that are largely “valueblind” and to face a dizzying array
of conflicting incentives, inconsistent reporting requirements,
and disjointed administrative demands.
The Congressional reform proposals are based on a widespread
consensus that the current model
of fee-for-service payments undercompensate evaluation and management services as compared
with procedures and technical
services, do a poor job of providing incentives to clinicians for
collaboration, do not improve efficiency, are not focused on
quality and outcomes, and do
little to encourage wellness and
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therefore have a common inter- improve the value of Medicare
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In an effort to go beyond
The Congressional reform pro“fixing” fee-for-service payments, posals describe these new paythe proposed legislation includes ment models in broad strokes
alternative models that would while acknowledging the critical
link Medicare payments more di- need for rapid-cycle testing to enrectly to quality and outcomes. sure that, when fully implementThese models include bundled ed, they would have the intended
payments to cover the range of consequences — promoting moreservices related to a defined med- affordable, better-quality care. To
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lish a new “Innovation Center”
within the CMS, charged with exploring and implementing new
payment models.
These proposals have focused
primarily on changing Medicare
payments and, to a limited extent, Medicaid payments. Given
lawmakers’ traditional responsibility for Medicare, the focus on
innovation in Medicare payment
is understandable. However, implementing new Medicare payment models without considering their effect on private-sector
payment or aligning them with
ongoing innovations by private
purchasers will not promote
needed changes in care delivery.
Fortunately, Congress’s recognition of the need to improve Medicare payments can serve as the
launching point for an integrated approach to payment reform,
an approach that seeks to harmonize payment approaches among
private and public purchasers of
care. We believe that this harmonization would require a few
simple steps that build on the
revision of fee-for-service payments to reflect services’ value
for patients.
First, the CMS should be
charged with considering how
Medicare’s adoption of new payment models, whether implemented through a new Innovation Center or otherwise, affects
the cost or quality of care for patients outside Medicare and how
the Medicare models can be
aligned with payment approaches in the private sector and other
parts of the public sector.
Second, in addition to supporting its own internally developed
pilot programs involving the private sector and state payers, the
CMS should foster participation
by Medicare and Medicaid in lo-
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cal pilot programs, designed by
other payers and providers, that
are responsive to state or regional community needs.
Third, the secretary of health
and human services should work
with the other payers to facilitate the collection, sharing, and
public reporting of information
on the quality, efficiency, and
utilization of care. Rewarding
higher-quality and more-affordable care requires far better information on quality and costs
to permit comparisons among regions, types of services, providers, and payers; the results of such
comparisons could then inform
payment design and innovation.
Finally, the secretary of health
and human services should establish formal advisory processes to determine which policies to pursue and how best to
implement those policies to align
incentives for patients and providers. This advisory process —
whether it takes the form of an
Institute of Medicine panel, as
proposed by the House, or an
independent Medicare advisory

board, as proposed by the Senate, or builds on the current
Medicare Payment Advisory Commission — should include experts in delivery and payment
reform, national payers and purchasers, patients, representatives
of consumers and providers, and
state and regional stakeholders,
so that a wide range of perspectives can inform the CMS’s implementation strategies.
By aligning incentives for improved outcomes, high value, and
coordinated care, these steps
would ensure that the important
changes being proposed for Medicare payment would have positive systemwide effects. Without
such harmonization, uncoordinat
ed payment reforms run the risk
of creating a confusing hodgepodge of requirements, incentives, penalties, and rewards for
providers and patients alike. Conversely, if Congress, the CMS,
and private payers work together, we may be able to achieve
what has thus far eluded us — a
health care system redesigned to
provide patient-centered care fo-
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cused on outcomes, value, and
efficiency.
Financial and other disclosures provided
by the authors are available with the full
text of this article at NEJM.org.
From the Pacific Business Group on Health,
San Francisco (P.V.L.); the Urban Institute,
Washington, DC (R.A.B.); and the American
College of Physicians, Philadelphia (J.T.).
This article (10.1056/NEJMp0910459) was
published on December 9, 2009, at NEJM.org.
1. Centers for Medicare & Medicaid Services. National health expenditure fact sheet.
(Accessed December 3, 2009, at http://www
.cms.hhs.gov/NationalHealthExpendData/
25_NHE_Fact_Sheet.asp.)
2. Ginsburg PB, Grossman JM. When the
price isn’t right: how inadvertent payment
incentives drive medical care. Health Aff
(Millwood) 2005;Suppl Web Exclusives:
W5-376–W5-384. (Accessed December 3,
2009, at http://content.healthaffairs.org/cgi/
content/abstract/hlthaff.w5.376.)
3. Medicare Payment Advisory Commission. Reforming the delivery system. Report
to Congress. June 2008. (Accessed December 3, 2009, at http://www.medpac.gov/
documents/Jun08_EntireReport.pdf.)
4. Fisher ES, Staiger DO, Bynum JPW, Gottlieb DJ. Creating accountable care organizations: the extended hospital medical staff.
Health Aff (Millwood) 2006;26:w44-w57. (Accessed December 3, 2009, at http://content
.healthaffairs.org/cgi/content/abstract/26/1/
w44.)
Copyright © 2009 Massachusetts Medical Society.

nejm.org

Copyright © 2009 Massachusetts Medical Society. All rights reserved.

3

