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Possible Solutions

1. Price reductions

2. Rationing

3. Consumer directed health care

4. Provider information and incentives



Changes in Direct Spending, 2010-2019
$ Billions







Addressing High Cost Cases: Provider 

Value Emphasis

• Information and best practices

• Delivery system structure and incentives

Health IT systems, 

with clinical decision 

support software

Medical 

malpractice

Comparative 

effectiveness



Stimulus Bill
Health Information Technology (IT)

• Provides about $19 billion for Medicare and 

Medicaid health IT incentives over 5 years

• Codifies the Office of the National Coordinator 

for Health Information Technology to promote a 

nationwide infrastructure

• Provides financial incentives to encourage 

physicians and hospitals to use certified 

electronic health records (EHRs)

Source: AMA



Stimulus Bill
Comparative Effectiveness Research (CER)

• Invested $1.1 billion in CER

– $400 million for HHS

– $400 million for NIH

– $300 million for AHRQ

• Federal Coordinating Council for CER

– Coordinates the CER activities of federal agencies

– Advises President and Congress on infrastructure 

needs

Source: AMA



Delivery System Reforms

a. Accountable care organizations (ACOs)
Groups of health care providers who take responsibility for the cost and quality of care of a 
population of patients. If ACOs provide quality care and reduce costs, they can keep some of the 
savings.

b. Pay for performance
Value-Based Purchasing program in Medicare to promote higher quality outcomes. High 
performing hospitals will be paid more than low performing hospitals.

c. Bundling
Health care providers are paid a flat rate for an episode of care, rather than billing separately for each 

service. Can help to align the incentives of all providers to improve coordination and quality.

d. Hospital readmissions and hospital-acquired infections



Center for Medicare and Medicaid Innovation

• Tasked with testing new payment and delivery 

systems to reduce costs and improve quality

• Requires HHS to test and evaluate “Phase I” models 

using certain selection criteria

• Provides for “Phase II” expansion of models

• Must be operational by January 1, 2011

• Funding: $5 million for the “design, implementation, 

and evaluation of models” and $10 billion for CMI 

activities from 2011 to 2019



Independent Payment Advisory Board

• IPAB will have 15 members appointed by the 
President to 6 year terms

• The IPAB must put forward proposals that Medicare 
spending growth stays within a certain target (1 
percent excess cost growth in outyears)

• Beginning in 2015 the IPAB must make 
recommendations to reduce Medicare spending 
when it is expected to exceed a target level

• Power of default and inertia

• Will it realize its potential?



Perceptions and Reality?

• First impressions matter – crucial summer of 2009

• CBO scoring versus campaign scoring



CMS Projections of Medicare Expenditures
% of GDP



HI 75 Year Actuarial Balance

% of Taxable Payroll





Primary Fiscal Gap, % of GDP

CBO Extended Baseline Scenario
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