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Hewlett Packard 
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Rising health care costs  
• Eat away at wage growth 
• Threaten profitability 
• Make employers think about getting out of  the job of  

managing health benefits 
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Employers considering “exit” 

Source: 
18th Annual Towers Watson/National Business Group on Health 
Employer Survey on Purchasing Value in Health Care (2013) 
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For large employers, what would “sustainable” look like? 
• CPI + 0 premium trend – same for total cost of  care? 
• Durable reduction in cost-shift (price transparency) 
• Ability to continue offering competitive benefits with reasonable consumer 

incentives 
• Confidence in health outcomes 
• Confidence in reliable health care system (small variation) 
• Competitive marketplace that rewards innovation: 

• New models of  care that move away from clinic bricks-and-mortar 
• Practitioners practice at the “top of  their license” 
• Competition by ability to improve health 
• Expectation of  continuous improvements in outcomes and resource 

use/efficiency 
 

Are purchasers on a sustainable path? 
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Leveraging the ‘market’ 

• If  our goal is to have affordable costs and 
reliable, continuously improving quality . . . 
previous strategies have failed. 

• Value purchasing uses purchasers’ clout in 
the marketplace to drive the health system 
towards affordability and quality 
improvement. 
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Savings by “Best Performing” Employers 

Source: 
18th Annual Towers Watson/National Business Group on Health 
Employer Survey on Purchasing Value in Health Care (2013) 



©PBGH 2013 8 

Strategies of  “Best Performing” 
Employers 

Source: 
18th Annual Towers Watson/National Business Group on Health 
Employer Survey on Purchasing Value in Health Care (2013) 
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The quest for “value” 
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The quest for “value” 
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The denominator:  cost 
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The denominator:  cost 
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Safeway:  applying the concept to  
lower cost services 

Colonoscopy Cost Per Procedure – Greater SF Bay Area MSA  
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CalPERS:  applying the concept  
to hip/knee replacements 

• Price varies from $15,000 to $110,000 (commercial 
PPO population) 

• Anthem Blue Cross and CalPERS established a 
threshold of  $30,000 – reference price – for a 
standard inpatient hip/knee replacement procedure 

• Increased volume of  procedures at low-cost hospitals 
by ~19% 

• Amount paid per surgery ~26% lower in program 
• Non-participating hospitals lowered price by 38% 

 
 
 

Source:  JC Robinson, K MacPherson; Health Affairs, 31, no.9 (2012):2028-2036 
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Report Card on State Price Transparency 
Laws – March 2013 



Cost Calculator Helps Consumers 
Identify High Value Plans 

14 

• Users make better choices 
when:  
− Cost calculator estimates 

annual costs 
− Most cost-effective plan 

is defaulted 
 

Johnson et al. (2012) 
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Variation in Costs by Physician Group 
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Critical requirements to get to costs… 

• Agreement on units to be priced: 
• premium 
• episode  
• individual units of  service 

• Understanding of  input costs 
• Transparency to purchaser and consumer – 

including:  
• disclosure of  provider prices (addressing gag clauses, all-payer claims 

databases) 
• adoption of  effective decision aids (such as cost calculators) 
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What’s quality – to consumer? 
• Decisions to be made 

• Which health plan to choose (e.g., in exchange) 
• Which doctor to choose; separate PCP from specialist 
• Which drug to take 
• Which treatment to undergo or test to get 

• Dimensions of  quality to consider 
• Following “evidence”, best medical practice 
• Getting good results (outcomes) 
• Safety 
• Patient experience 

• Understandable and relevant? 
• Composites, roll-ups, tailoring, specificity 
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Outcomes variation by hospital - England 
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Case-mix adjusted average health gain after knee replacement – 
Oxford Knee Score 

Max score=48.  Pre-op mean= 18.5 (severe pain) 
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What’s quality – to purchaser? 
• Decisions to be made 

• Which health plan(s) to contract with? 
• Which provider networks to offer to employees? 
• What provider payment arrangements to use, including pay-for-

performance, gainsharing, etc.? 
• What services to pay for?   CER, HTA 
• What requirements to negotiate? 
• How to evaluate performance? 
• Which additional services to provide? 
• What incentives to provide to employees? 

• Additional dimensions 
• Population outcomes – risk reduction, productivity 
• Choice and “consumerism” 
• Simplicity of  decisionmaking 
• Minimal “noise” 
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Quality Data Today 
• Federal programs are key 

• Hospital Compare 
• Physician Compare 
• PQRS, Meaningful Use, Value-based payment, ACO measures 

• Local and specialty programs are source of  innovation 
• Massachusetts Health Quality Partners 
• Minnesota Community Measurement (and state law) 
• California Healthcare Performance Initiative 
• California Joint Replacement Registry 
• American Academy of  Ophthalmology recommendations 
• International examples… 

• Significant shortfall in needed measures 
• Patient outcomes 
• Care coordination 
• Appropriateness of  care 
• Patient engagement and activation 
• Efficiency and resource use 
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Purchaser strategies on  
provider payment 

Goal:  incent providers to utilize evidence-based practice, 
manage to outcomes, increase transparency, provide 
appropriate care, seek efficiencies, compete on value 

 
• Towards global payment – episodes, ACOs 
• Primary care medical homes 
• Advanced medical homes – intensive outpatient care program 
• Pay for performance 
• Registries to document value of  specialty care 
• Reducing effects of  market consolidation  
• Catalyst for Payment Reform: 

• Contract language for plans 
• Scorecard on payment transition 
• Reports on state transparency, market consolidation 
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National  Bundled Payment Network 



California Joint Replacement Registry 
California Maternal Data Center 

1. Identify higher value specialists and encourage their use through: 
pay for performance 
episode payment 
reference pricing 
tiered networks 
value based benefit design 

 
2. Increase selection of cost-effective technology (implants) 
 
3. Increase patient engagement in cost-conscious decisions – choice of hospital, 
surgeon, treatment 

Better information to support consumer and 
purchaser decisions 
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EXAMPLE FROM CALPERS REFERENCE 
PRICING MATERIALS FROM 2012 

 

Designated Facilities Designated Facilities 
Adventist Medical Center  Placentia Linda Hospital 
Alvarado Hospital LLC Queen of the Valley Medical Center  
Arroyo Grande Community Hospital San Antonio Community Hospital  
Bakersfield Memorial Hospital  San Joaquin Community Hospital  
Barton Memorial Hospital Santa Monica UCLA Medical Center  
Cedars-Sinai Medical Center Santa Rosa Memorial Hospital 
Community Hospital of the Monterey Peninsula Sierra Vista Regional Medical Center  
Dameron Hospital Sonora Regional Medical Center 
Desert Regional Medical Center  St Agnes Medical Center  
Eisenhower Medical Center St Helena Hospital 
El Camino Hospital St John’s Hospital And Health Center  
Enloe Medical Center Inc  St Joseph Hospital – Orange 
French Hospital Medical Center  St Jude Medical Center  
Fresno Surgical Hospital St Marys Medical Center  
Good Samaritan Hospital – San Jose  St Vincent Medical Center 
Good Samaritan Hospital – Los Angeles  Stanford University Hospital  
Healdsburg District Hospital Stanislaus Surgical Hospital  
Hoag Orthopedic Institute  Thousand Oaks Surgical Hospital  
Huntington Memorial Hospital  Torrance Memorial Medical Center  
John F Kennedy Memorial Hospital  Twin Cities Community Hospital Inc  
Kaweah Delta Medical Center UC Davis Medical Center 
Loma Linda University Medical Center  UCSD Medical Center  
Long Beach Memorial Medical Center UCSF Medical Center 
Mercy Medical Center – Redding  Valley Presbyterian Hospital 
Methodist Hospital Of Sacramento  ValleyCare Medical Center 
O’Connor Hospital  

Hospitals highlighted have joined the California 
Joint Replacement Registry (CJRR) supported 
by PBGH.   The registry is designed to collect 
and share data to provide credible feedback to 
orthopedic surgeons, hospitals and patients 
about their treatment decisions, quality of care, 
and patient outcomes. CalPERS recognizes 
these hospitals and surgeons for their 
commitment to the long term goal of improving 
treatment decisions and care delivery for 
patients receiving joint replacements. 

Hospitals highlighted in green are in 
the process of joining the CJRR. 
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Intensive Outpatient Care Program: 
 Personalized care for the chronically ill 
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Intensive Outpatient Care Program: 
 Personalized care for the chronically ill 

 

In a second project in Northern California: 
Cost per person per month down by 16% 

• 44% reduction in hospital admissions 
• More preventive visits 
• Less outpatient surgery 
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Major tools of  value purchasing 
• Require insurance plans to assemble networks that 

yield value based on track record and continuing 
transparency 

• Contract directly with providers and services that have 
track record or performance requirements that reflect 
value 

• Provide transparency about cost/quality to 
consumers, and let them shop with their own money 
– perhaps with subsidy by employer or gov’t 
(exchanges, reference pricing, managed competition) 
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Keys to success 
 • Price transparency (at the unit of  interest) 

• Quality transparency (at the unit of  interest) 
• Market oversight to ensure balance of  market 

power by buyers and sellers (multiple sellers, 
multiple buyers) 
• If  too much consolidation on provider side in a geographic market, they can 

dictate price and other terms (including non-transparency, contract 
requirements) 

• If  too much consolidation on buy side, they can dictate price and other terms 
(limits on federal procurement of  Rx, hesitation towards active exchanges) 

• Informed consumers – with tools they can use to 
make judgments 
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How public policy can advance value 
• Require price transparency for a useful bundle of  services 
• Require disclosure of  provider-level quality data 
• Standardize definitions of  episodes, etc. 
• Define and invest in national data infrastructure 
• Act as active purchaser in federal and state programs, including 

implementation of  value-based payment  
• Redefine “market consolidation” and enact appropriate 

regulatory and enforcement resources 
• Re-examine (carefully) regulatory regime that inhibits innovation: 

• Scope of  practice 
• Coverage mandates 
• Staffing ratios 
• Access requirements 
• Licensing/telemedicine requirements 
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Challenges to “Value Purchasing” 
• Payer and provider consolidation limits purchaser 

power 
• Employers’ (and public sector) fear of  “disruption” 

limits willingness to act 
• Employers’ need for large networks and “essential 

providers” limits willingness to purchase selectively 
• Patient and consumer beliefs about health care limit 

employer willingness to challenge behaviors 
• Need multi-faceted strategy … 
 



©PBGH 2013 40 

Advancing Value Purchasing 
• Public sector 

• Setting standards & definitions 
• Investment in measurements, data infrastructure – public good 
• Enforcement of  transparency 
• Public programs as active purchasers 
• Market monitoring and regulation 

• Private sector 
• Innovative payment experiments 
• Innovative consumer benefit designs 
• Innovative consumer outreach and communications (e.g., apps, social media) 
• Evaluation and rapid cycles 

• Public and private alignment is critical 
• Measures 
• Provider payment methods and signalling 
• Public education and incentives 
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For more information please visit: 
• Learn more about the Pacific Business Group on Health and our effort to 

improve the quality of  health care while moderating costs at www.pbgh.org 

• Links of  special relevance for state exchanges: 
• http://www.pbgh.org/exchange 
• http://www.pbgh.org/component/content/article/4-engaging-

consumers/216-supporting-consumers-decisions-in-the-exchange 

• Learn more about our work to bring employers, consumers and labor 
organizations together to improve access to publicly reported health care 
performance information at www.healthcaredisclosure.org 

• Learn more about our efforts to reform payment at 
www.catalyzepaymentreform.org 

 

 
 

http://www.pbgh.org/
http://www.pbgh.org/exchange
http://www.pbgh.org/component/content/article/4-engaging-consumers/216-supporting-consumers-decisions-in-the-exchange
http://www.pbgh.org/component/content/article/4-engaging-consumers/216-supporting-consumers-decisions-in-the-exchange
http://www.healthcaredisclosure.org/
http://www.catalyzepaymentreform.org/
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