
How can payment reform improve the health care value chain?
by Martin Lavelle, associate economist

On April 26–27, 2010, the Federal Reserve Bank of Chicago and the Detroit Regional 
Chamber co-sponsored their fourth annual forum on health care. This year’s program focused 
on how payment reform within the health care value chain can improve health care delivery. 
It also explored the role of employers in promoting better health among their employees.
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Materials presented at the 
conference are available  
at www.chicagofed.org/ 
webpages/events/2010/ 
detroit_health_conference.cfm.

ThePatientProtectionandAffordable
CareActwassignedintolawonMarch23,
2010,anditwillsoonchangethehealth
carelandscapeintheU.S.1Howwill
paymentreform,aspartofthisnew
landscape,addvaluetothehealthcare
deliverysystemwhilereducingitscosts?
Mustotherpoliciesbeimplementedin
orderforpaymentreformtohaveagreat-
ereffectthroughouttheentiresystem?
Also,whatcanemployersdooutsideof
governmentreformtopromotebestpay-
mentpracticeswithrespecttohealth
care?Andwhatcanemployersdotoen-
couragebetterhealthamongtheirwork-
ersingeneral?The2010HealthCare
Forumbroughttogetherhealthcare
practitioners,insurers,academics,and
policymakerstoexploretheseandother
relatedquestions.

Impact of the Affordable Care Act

KarenDavis,TheCommonwealthFund,
arguedthattheAffordableCareActof
2010willfundamentallyaltertheway
healthinsuranceandhealthcareare
providedintheU.S.Oneoftheprob-
lemswiththeU.S.healthcareindustry
isthatitscostsarerisingexponentially.
In2007,72millionAmericansindicated
theyhadproblemspayingtheirmedical
billsorpayingofftheiraccruedmedical
debt,saidDavis.Thisproblemisexacer-
batedbycontinuallyrisinghealthinsur-
ancepremiums,whichareprojectedto
constitute24%ofthemedianfamily’s

incomeby2020,upfrom18%in2008
and11%in1999.2TheAffordableCare
Actaimstoraiserevenuesandlower
costsbyinstitutinganindividualman-
date(i.e.,therequirementforevery-
bodytopurchasehealthinsuranceor
faceapenalty)andrequiringemployers
with50ormoreemployeestoprovide
healthinsurance.Theactalsofunda-
mentallychangeshowmedicalservices
arepaidfor:Itmovesustowardasystem
inwhichmedicalprovidersreceivepay-
mentforpatientoutcomesor“bundled
payments”(paymentsforabundleofre-
latedservices),ratherthanoneinwhich
theyarepaidforeachindividualservice.

Thesenewreformswillbeimplemented
overthenexteighttotenyears,said
Davis,beginningwiththeextensionof
dependents’coverageontheirparents’
healthplansuntiltheyare26yearsold
andtheeliminationofhealthcareinsur-
anceexclusionsforchildrenwithpre-
existingconditions.Theindividual
mandatetobuyhealthinsuranceand
theemployerrequirementtoprovide
healthinsurancewillnotcomeintoef-
fectuntil2014.Andthe“Cadillacplan”
taxes(taxesonhigh-pricedemployer-
sponsoredhealthinsurancepolicies)
willnotbeimposeduntil2018.Therev-
enuefromtheCadillacplantaxesand
thecostsavingsfrompaymentreforms
areexpectedtoslowtherateofincrease
innationalhealthexpendituresandre-
ducethefederalbudgetdeficit.Under



The Affordable Care Act of 2010 fundamentally changes 
how medical services are paid for.

thesenewprovisions,employersare
expectedtomaintaintheirroleasthe
primarysourceofhealthcarecoverage.
Smallbusinesses,whichareclassified
asfirmswithfewerthan50employees,
willreceivetaxcreditsforproviding
healthinsurancetotheiremployees.3
Davissaidthatthebiggestchallenges
relatedtothenewhealthcarelegislation
willbefiguringouteffectivewaystobring
paymentreformstomarketandimple-
mentingcostsavingswhilemaintaining
thequalityandquantityofemployer-
basedhealthcoverage.

Payment reform

Apanelofspeakersexaminedhow
paymentreformcouldlowercostsand
increasethevalueofhealthcaredeliv-
ered.PeterHussey,RANDCorporation,
indicatedbundledpaymentswould
lowerhealthcarecostsbythegreatest
percentagewhencomparedwithother
reformssuchasfurtherimplementation
ofnewhealthinformationtechnology,
diseasemanagementprograms,and
benefitplandesigns.4Thebiggestroad-
blockstobundledpaymentsareresis-
tancefromhealthcareproviders,who
questionhowthisparticularpayment
reformwillbeimplementedandwheth-
eritwillbeeffective,andconsumers,
whowanttokeepthetypeofhealth
careinsurancetheycurrentlycarry.
Eachleadingpaymentreformmodel,
includingthebundledpaymentmodel,
containsqualitystandardsandincentives
thatcanbedevelopedquickly.Hussey
arguedthatiftherightincentivesfor
changesinpaymentstrategyareapplied,
healthcaredeliverywillbereorganized.
Thatreorganizationwouldinclude
practicemanagementredesign,staff
andclinicalretraining,andincreased
doctor–patientinteraction.

ThomasSimmer,BlueCrossBlueShield
ofMichigan(BCBS),talkedaboutthe
newBCBSpaymentmodel.Unlikethis
newmodel,traditionalfee-for-service
modelstendnottoimprovehealthat
thepopulationlevelbecausetheydon’t

incrementallyreinvestinpartsofthe
healthcareinfrastructure,suchashealth
caretechnologies,facilities,anddoctor
trainingprograms,nordotheymanage
costs.AccordingtoSimmer,payment
reformofthehealthcaresystemshould
aimtobeflexibleenoughtodeliverthe
servicesthatareofthehighestvalueto
patients.Thisreformshouldalsoseek
tobeprofitablebykeepingpeople
healthy,anditshouldlowerpayments
whiledecreasingthenumberofpatients
lostthroughlower-qualitycare.Payment
reformshouldalsobestructured,

Simmersaid,sothatthereisnoneed
tocross-subsidizepopulationgroups
whobuyhealthcareandsothatprovid-
erswhocareforsickerpatientsreceive
higherpayments.

BCBS’snewpaymentmodelrewards
physicianorganizationsbasedonper-
formancemetricsatthegrouplevelas
opposedtotheindividuallevel,said
Simmer.Thismodelincludesacom-
mitmenttotreatingindividualpatients
acrosstheirdifferentstagesofcareand
life.Thenewmodelsteerspatientsto
high-performingprovidersandgives
privilegesforcertainservices,suchas
theuseofnewtechnologies,tohigh-
performingproviderswithknowntrack
recordsforresponsibleuse.Thenew
modelalsosharessavingswithproviders,
suppliespaymentstoproviderorganiza-
tionsforinvestmentsinperformance
improvement,andbundlespayments.

StevenGrant,DetroitMedicalCenter,
arguedthatpaymentreformwillbein-
effectiveunlessprimarycaredeliveryis
restructured.Hesaidthathealthcare
reformwillcostmorethananticipated
becauseunderthenewlegislation,more
uninsuredandunderinsuredpatients5
willseekcarefromprimarycarephysi-
cians,whowillhavetobill(andlikely
raiseprices)fortheneededservices.
Inmanyinstances,servicecostsborne
byprimarycareprovidersarealready
greaterthanthereimbursementsthey

areofferedbygovernment-provided
healthcareprograms,andsuchgapswill
tendtoincreaseasthenewhealthcare
lawstakeeffect.Citingarecentarticle
intheJournal of the American Medical 
Association,6Grantarguedthatrecent
reformswillresultinhigherdemandfor
primarycarephysiciansatatimewhen
theirnumbersaredecreasingnation-
wide.Medicalschoolgraduatesaredis-
couragedfrombecomingprimarycare
physiciansbecausetheircompensation
palesincomparisonwiththatofspecial-
ists.Inaddition,Grantsaidhewasnot
surehowpaymentreformcouldbeim-
plementedwhenitisdifficulttomeasure
thequalityofhealthcaredeliveredto
somepatients.

PaulGinsburg,CenterforStudying
HealthSystemChange,lookedathow
healthcareispurchasedandhowfuture
purchasingarrangementscouldimprove
healthcarequalityandcurbrisingcosts.
Underthecurrenthealthcarestructure,
consumersinadvertentlysend“bad”sig-
nalstoprovidersaboutwhattypeofcare
ismosthighlyvaluedthroughtheover-
useofwell-reimbursed,highlytechnolog-
ical,unrelatedprocedures.7Becauseof
thesebadsignals,providersplacea
greateremphasisonhigh-volumecare
procedures,increasingcapacityforthose
particularprocedures.Paymentreform,
suchasbundledpayments,shouldre-
sultinratesthatbetterreflectthecost
ofcareandservicesthatconsumersde-
mand.Usingbundledpaymentswould
bringmultipleprovidersunderthesame
healthepisode.Buthowwouldthepay-
mentgroupers,whichcreatethesebun-
dledpayments,workoutwhattocharge
foranepisode?Forinstance,wouldthey
adjustthechargeformultipleconditions
inanepisodeandaccountfortheirdif-
ferentdegreesofseverity?Accordingto
Ginsburg,apromisingapproachtosolv-
ingthisproblemistousehigh-perfor-
mancenetworksatanearlystageofan
episode.High-performancenetworks
relyonpaymentgroupersacrossvarious
specialtiestoevaluateallclaimscosts,
findthebestproviders,andsteerpatients
towardthoseproviders.Currently,high-
performancenetworksareencountering
problems,includingalackoftransparency
aboutthecostandqualityoftreatment,
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inadequateclaimsdatatomakeassign-
mentstotheappropriateprovider,and
inconsistentbundledpaymentrates
acrosssimilarhealthepisodes.Asthe
numberofproviderswhoadoptbundled
paymentsincreases,theseissuesshould
beresolvedandconsumers’abilityto
chooseefficientprovidersshouldim-
prove,saidGinsburg.

ChangestoMedicareandelementsof
thenewhealthcarereformlegislation
arehelpingtoreducepricedistortions,
saidGinsburg.Medicareisleadingpay-
mentreformsbecauseitcarriescloutand
credibilitywithproviders,mostvisibly
withspecialistssellingtheirservicesto
hospitals.GinsburgsaidthatMedicare
shouldinviteprivateinsurerstocollab-
orateonpilotreformsandincreasethe
incentivesforallhealthcareentitiesto
becomeinvolvedincost-effectivere-
structuring.Thepilotreformsshould
remaininsulatedfrompoliticalinter-
ference.Anotherimportantfactorin
paymentreformisimprovingthetrack-
ingofpatientsandproviders.Given
Medicare’scloutwithinthemedicalcom-
munity,pilotpaymentprogramswithin
Medicarecouldserveasthemodelfor
widerreform.However,thesepilotpro-
gramsinMedicareneedtoworkrela-
tivelyquicklyinorderforthemodelto
beadoptedsuccessfullybyMedicaid,
stateplans,andprivatesectorpayers.

Employer health initiatives

CyndyNayer,CenterforHealthValue
Innovation,explainedthatherorgani-
zation’smissionistohelpimprovethe
efficiencyandefficacyofhealthcare
plansandrelatedprogramssponsored
byemployers.Thecenterpromotes
value-basedprograms,whichhelpin-
creasethevalueofeverydollarinvested
inthehealthofcompanies’employees.
Itseekstohelpcompanieschangetheir
employees’behavior—thekeytosustain-
ingvalueoverthelongrun.According
toarecentsurveyconductedbyherorga-
nization,value-basedprograms—suchas
healthmanagementandwellnesspro-
gramsandchroniccaremanagement
programs—helpimproveemployees’
healthoutlook;andtheseprogramshave
proventobeeconomicallysustainable,
evenduringtherecentrecession.

Employeesatisfactionaboutsuchpro-
gramsishigherwhenseniorleadership
isvisibleinpromotingtheminthework-
place.Theconditionstypicallycovered
underchroniccaremanagementpro-
gramsincludediabetes,asthma,and
depression.Aspartoftheseprograms,
consumersmayvisitnursesandwalk-in
clinicsintheirprovidernetworkandsee
reductionsintheirco-paysinexchange
forutilizingthelowest-costappropriate
siteofcare—suchincentiveshelpmove
thesystemtowardpayingforoutcomes.
Allsuccessfuladoptionsofvalue-based
programs,saidNayer,arelinkedtoclear,
consistent,andfrequentcommunications
betweenallpartiesinvolved.Forexam-
ple,providersneedtoeducateconsum-
ersabouttheimportanceofpreventive
careandhowcarefulmanagementof
chronichealthconditionsleadstobetter
qualityoflife,aswellaslowerhealthcare
costsovertime.Theseprogramsaremore
likelytobeadoptedwhentheyofferclear
healthandfinancialincentivestoboth
employeesandemployers.

ChuckHaas,CityofCincinnati,pre-
senteddetailsaboutthecity’sHealthy
LifestylesProgram.Overtheperiod
1999–2004,thecity’shealthcarecosts
almostdoubled.Inresponse,thecityde-
velopedtheHealthyLifestylesProgram—
awellnessincentiveprogramthatrewards
CityofCincinnatiemployeesandtheir
spousesformakingpositivechoicesfor
betterhealth.Employeesandtheir
spouseswhoparticipateinthisprogram
caneachearnupto$500everycalen-
daryearinfinancialincentives,which
arecreditedtohealthreimbursement
accounts;programparticipantscan
managetheirout-of-pockethealthcare
expenseswiththefundsaccruedinthese
accounts.Furtherfinancialincentives
areprovidedtothosewhotakepartin
biometricmeasuresandexercisepro-
grams,preventivecarescreenings,and
otherrelatedprogramsandevents,such
aspersonaltrainingprogramsandhealth
fairs.Haassaidthatthetotalparticipa-
tionrateintheprogramandthenumber
ofemployeesandtheirspousestaking
personalhealthassessments(question-
nairesabouttheirfamilyhistory,nutri-
tionandfitnesshabits,andotherhealth
factors)haveincreasedeachyear.On

average,cholesterol,bloodsugar,and
bloodpressurereadingshavefallenfor
cityemployees.Almostallparticipantsre-
porttheywouldrecommendtheprogram
tootheremployeesandtheirspouses.
Haassaidthattheprogramhasbeen
successfulthusfarinachievingbetter
healthforprogramparticipantsand
reducinghealthcarecostsforthecity.

HowardWeyers,HealthandBenefit
Strategy,sharedhowemployerscantake
controloftheirhealthcarecostsand
promotewellnessandpreventionpro-
gramsthatwillimprovethecompany’s
bottomline.Weyersarguedthatperson-
alhealthhabitsarethebiggestfactor
inquicklyescalatinghealthcarecosts
andemployersneedtobeproactivein
influencingtheiremployees’health
behavior.DuringhistenureasCEOat
Weyco,Weyersinstitutedazerotolerance
smokingpolicyamonghisemployees,
bothonandoffthejob.Thecompany
mandatedrandomsmokingtestsforall
employees.Weyerssaidthatallemployers
shouldinstallhealthplansthatreward
positivebehaviorandpunishnegative
behavior.Forwellnessandprevention
programstosucceed,hesaid,thechief
executiveshouldleadbyexample.

Agreeingontheneedforemployersto
beproactive,DeeEdington,University
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ofMichigan,contendedthatweshould
viewreforminghealthcareandpromot-
inghealthyworkplacesaseconomic
strategies,notjusthealthstrategies.
Businessesshouldadoptthestrategyof
maintaininghigh-performingand
healthyemployeesinsteadoffocusing
ontreatingillnessesamongtheirem-
ployeesoncetheydevelop.First,senior
leadershipmustcreateavisionandcom-
mittoahealthyworkculture,connect-
ingnewhealthinitiativeswithinthe

companytothebusiness’scorestrategies.
Next,operationsmanagementmust
implementandbrandthecompany’s
newhealthpoliciesandprogramsso
thateveryonewillinglyparticipates,
leadingtoaworkculturethatvalues
goodhealth.Asmoreemployeespar-
ticipate,morerewardsandincentives
shouldbeintroducedtopositivelyre-
inforcethisprocessoftransforming
theworkculture.

Conclusion

The2010HealthCareForumyieldedin-
formativediscussionsaboutthechallenges
andopportunitiespresentedbypayment
reforminthehealthcaresystem,espe-
ciallygiventherequirementsofthenew
healthcarelegislation.Italsoexplored
severalwaysinwhichtheprivateandpub-
licsectorsarepromotingwellnessamong
theiremployeestoreducehealthcare
costsandsupportahealthier,more
productiveworkforce.


