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State and Local Government 
Surplus and Deficit 1980-2050

As a Percentage of GDP
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Five Strategies to Tame 
Health Care Inflation
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The Fee-For-Service 
Problem

The Fee-For-Service 
Problem

Fee for service payment is the biggest 
driver of high costs and low quality, 
because:

• It rewards those who do more procedures.• It rewards those who do more procedures.

• It even rewards those who make mistakes 
and must readmit patients and/or perform 
more procedures.

• It punishes those who figure out how to 
prevent disease or treat it with fewer, more 
effective procedures.



The Fragmentation ProblemThe Fragmentation Problem

Our fragmented delivery system creates 
high costs and low quality: 

• It creates waste:

• Administration overhead is 25-30 percent.

• One in 5 lab tests are repeated because 
records are not available, and one in 7 
hospital admissions occur for the same 
reason.

• It creates quality problems when patients fall 
through the cracks.



Solutions:Solutions:

1. Shift from fee-for-service to set payments for a 
year of coverage, and get health plans to pay 
doctors and hospitals for full cycles of care for 
medical conditions (e.g. pregnancy, two years of 
diabetes care, knee replacement, cancer diabetes care, knee replacement, cancer 
treatment, etc.).

• Competition at both levels will drive innovation 
to improve quality and lower costs:

• Between health plans, based on annual fees for 
care of individuals and families.

• Between providers, based on full cycles of care for 
medical conditions.



Solutions:Solutions:

2. Integrate Delivery Systems:

Regions dominated by integrated systems have 
costs up to one-third lower than other regions, 
according to Dartmouth’s John Wennberg, 
because:because:

• They examine the full spectrum of care to 
find opportunities for lower costs, better 
methods.  

• They’re  ahead in using IT, evidence-based 
medicine, performance feedback, disease 
management, etc. 



How Do We Get There?How Do We Get There?

Create A State Purchasing Pool that 
Aggregates 30% of the Market:

• Medicaid, SCHIP & other state programs, state 
employees & retirees, local government and employees & retirees, local government and 
public education employees and retirees = 21% in 
average state.

• Bring the total to 30% with individual mandate 
and inclusion of private partners.



Use Wisconsin’s State 
Employee Model:

Use Wisconsin’s State 
Employee Model:

• State defines basic benefit package. 

• Asks health plans to submit bids specifying the annual or 
biennial dollar amount they would charge for this package, 
per individual and family.

• Ranks those bids by quality and price into three tiers.

• Tier one is free or low cost; tiers two and three are more 
expensive.

In Dane County, WI., where state employees are 30% of the 
market, costs quickly dropped 14% below statewide 
average and 30% below most expensive regions.



State Creates Incentives 
Through Ranking System:
State Creates Incentives 

Through Ranking System:

1. To shift to payment for cycles of care;

2. To deliver integrated care;

3. To use case management & disease management;3. To use case management & disease management;

4. To use evidence-based medicine;

5. To deliver quality outcomes.

State requires outcome measurement and audits the 
system.



Growing the PoolGrowing the Pool

• When health care inflation slows, offer employers 
guaranteed prices for several years to induce them to 
join the state pool. 

• As you grow the pool, tackle the question of shifting 
from employer-financed system to tax-financed 
system.



Is This Managed Care 
All Over Again?

Is This Managed Care 
All Over Again?

In a word, No:

• People will have a choice of health plans.

• Competition will be value-based, using • Competition will be value-based, using 
data  on prices and outcomes for each 
provider and medical condition.  This will 
drive innovation, not just cost-shifting.


