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¨ Affordable Care Act
¨ Covered California
¨ SGR
¨ MACRA
¨ MIPS
¨ APM



¨ Dramatically 
outpacing regular 
inflation since 
late 1960’s.



¨ In the 1960’s
¡ Healthcare = 5% of economy
¡ Military = 10% of economy

¨ Today 
¡ Healthcare = 20% of economy
¡ Military = 5% of economy

¨ UNSUSTAINABLE!!!



¨ Must understand 
“why” in order to 
understand the 
proposed fixes.



¨ Increased 
performance 
and decreased 
price in every 
segment of 
society 
EXCEPT 
healthcare!



¨ Initially, general 
inflation matches 
healthcare 
inflation.

¨ In late 1960’s, 
curves begin to 
diverge 
dramatically!







¨ Economics is the study 
of distribution of finite 
resources with 
alternative uses.

¨ Takes neither politics 
nor values into 
account.

¨ Healthcare is not an 
infinite resource! 

¨ Already makes up 
nearly 1/5th of our 
GDP.

















¨ Disconnect between 
who pays and who 
consumes.

¨ Disconnect between 
who pays and who 
prescribes.









¨ Patients will continue 
to have more “skin in 
the game”.
¡ Higher copayments
¡ Higher deductibles

¨ Leads to rational 
consumer behavior 
and a more functional 
economy rather than 
dysfunction.

¨ Hunger for 
transparency.

¨ Shopping for price.















¨ Single payment for a 
good or service.

¨ Not unique to 
healthcare.

¨ Attempts to align 
various stakeholders 
to produce a more 
functional market.









¨ Single payment for episode of care.







¨ Included
¡ Surgeon fees
¡ Facility fees
¡ Anesthesia fees
¡ Supplies and implants
¡ Uncomplicated follow-up 

¨ NOT included
¡ Imaging
¡ Rehab
¡ Home health
¡ DME and meds
¡ Specialty consultation



¨ Current healthcare 
represents a 
dysfunctional market.

¨ Require proper 
alignment of 
incentives.

¨ Change is coming.
¨ Prepare and prosper.













¨ What is included?
¨ How long is the episode?





¨ Cost fluctuations
¡ Increased length of 

stay.
¡ Overutilization of 

post-acute care.
¨ Unrelated medical 

events



¨ Medicare develops 
Diagnosis-Related 
Groups (DRG) in 1982

¨ By mid 1980’s, DRG 
potentially leading to 
premature discharge to 
post-acute care as an 
attempt to save money 
for the hospitals.

¨ People tend to behave  
rationally and in their 
own self interest!!!!





¨ Payor
¡ Patient
¡ Private insurance
¡ Government
¡ Broker

¨ Timing
¡ Retrospective
¡ Prospective

¨ Location 
¡ Inpatient
¡ Outpatient











¨ Gainsharing
¡ Legalizing “shared 

savings”
¡ Limited upside 

because of resetting 
baseline.



¨ Hunger for 
transparency.

¨ Price shopping. 



¨ Healthcare cost 
curve is 
unsustainable.

¨ Disconnect between 
who pay and who 
consumes.

¨ Disconnect between 
who pays and who 
prescribes.



¨ Patients will continue 
to have more “skin in 
the game”.

¨ Physicians will 
continue to have more 
“skin in the game”.

¨ Change is disruptive 
but represents 
tremendous 
opportunity.



¨ Price acts as a signal.
¨ Takes into account 

supply and demand.
¨ Consumers behave as 

rational actors.
¨ Make decisions based 

on price and value.
¨ Self rationing!


