
Road Map to Payment Reform 
Healthcare Providers Need to Shape New Payment Systems

Len Nichols, PhD; and Paul N. Casale, MD, FACC 

Payment system reform emerges as one of the central issues that 
must be addressed in the current debate over how to achieve the 
“triple aim” of better healthcare quality, better health, and lower costs. 
While most would agree that any new payment system (or systems) 
needs to move away from rewarding volume and instead reward 
value, how best to do this remains the question. 

The current unaccountable fee-for-service and third-party pay-
ment system has brought us to a place where the value of care per 
dollar is less than it could be, prices are not as low as they could 
be, and quality is not optimal for every patient. Failure to address 
these issues in a way that works for patients and providers will very 
likely result in across-the-board cost controls, utilization reviews, or 
benefit cuts.

In general, payment reform needs to reward improved coordination 
of care, team-based care delivery, the appropriate use of tests and pro-
cedures, and improved medication adherence to treatment therapies. 
Some of the new models being considered include bundled payments, 
global payments, a new version of capitation, or salary combined with 
productivity and quality incentives.

There will be no one-size-fits-all model, and a combination of 
models will likely be necessary. Regardless, any of these models will 
require the alignment of care coordination outside of typical boundar-
ies, and will involve a greater level of risk to providers than the current 
fee-for-service system. Any new model, outside of pure cost or benefit 
reductions, will require that patients be engaged in their own care 
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As a healthcare economist, I’ve spent my career looking at ways to reduce 
healthcare costs without sacrificing quality of care. Now, given the changing practice 
landscape and the push toward delivery system reform, it is clear that realigning 
provider payment systems is crucial for success. The big question, however, is how?

The Community on Payment Innovations is designed to help answer this ques-
tion. Its goal is to serve as the premier online venue for stakeholders and experts to 
share experiences, opinions, and views. It looks to provide authoritative information 
to spur discussion, improve knowledge, and better understand key and emerging 
issues in the payment innovations arena.

Like all vibrant communities, participation is key to success. I and the entire edi-
torial board are committed to playing active roles in generating content and discus-
sions, but as healthcare professionals, you are on the front lines of patient care and 
best able to provide real-world examples of challenges and best practices. This is 
your community! Let’s innovate together!
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through cost-sharing, wellness educa-
tion, and incentives to stay healthy.

Decision support will also be criti-
cal to ensure that clinicians and 
patients have the right incentives and 
information to make the most appro-
priate care decisions and facilitate 
risk sharing. Cardiologists and other 
healthcare providers will need to 
include clinical, financial, and patient 
experience data as part of their 
everyday work flow to accurately 
measure value.

 In an effort to help shape this 
debate, the ACC is looking at several 
innovative payment models for car-
diovascular care that, if successful, 
could be broadened to the larger 
healthcare arena. For example, 1 
proposed model would bundle pay-
ments for a variety of providers over 
an episode of chronic disease, such 
as stable ischemic heart disease. 
The bundling may cover an entire 
episode of care, or be broken into 
smaller bundles that reflect patient 
preferences for care. This model 
has the potential to help eliminate 
unnecessary procedures, reduce 
administrative burdens related to 
documentation and preauthorization 
of individual services, and better 
organize care. This would facilitate 
adherence to guidelines and appro-
priate use criteria, as well as encour-
age registry participation.

The ACC is also investigating 
population health management, 
or “comprehensive care” payment 
models, for patients who receive 
primary care from specialists such as 
cardiologists. While recent account-
able care organization (ACO) regu-
lations have focused on primary 
care patients, some patients with 
significant illness, such as congestive 
heart failure, receive comprehensive 
care from a cardiologist. Feasibility 
of the medical home model and the 
ACO model for this type of medi-
cally complex patient will be tested 
for application in specialty practices.

These and other pilot programs 
at the state and national level could 
contribute significantly toward a bet-

ter understanding of what types of 
incentives are needed for improved 
care coordination, and what various-
sized practices may need for health 
information technology and work 
flow redesign to ensure that all 
patients receive the quality of care 
they deserve. To be truly effective, 
however, medical societies like the 
ACC—as well as Medicare, private 
payers, Congress, patients, and oth-
ers—will need to work together to 
share best practices and identify 
hurdles. To facilitate this interac-
tion, the ACC has joined with AJMC 
to launch a special Community on 
Payment Innovations microsite that 
will serve as an online hub to share 
best practices and the latest news 
regarding progressive payment mod-
els (see sidebar).

The trend away from traditional 
fee-for-service payment methodol-
ogy seems certain to continue over 
the next 5 to 10 years, whether we 
like it or not. The path ahead will not 
be easy, but if navigated properly, it 
will lead not only to cost savings, but 
improved care delivery.

Author disclosures: Drs Nichols and 
Casale report no relationship or finan-
cial interest with any entity that would 
pose a conflict of interest with the sub-
ject matter of this article.

To be truly effective, 
medical societies like 
the ACC—as well as 
Medicare, private 
payers, Congress, 
patients, and  
others—will need  
to work together  
to share best  
practices and  
identify hurdles.

New Online 
Community 
Focuses on 
Payment 
Innovations
The ACC and AJMC have 
launched a new Community 
on Payment Innovations 
microsite, funded by Janssen 
Pharmaceuticals, Inc, with the 
goal of bringing together a unique 
combination of key stakeholders 
to advance the payment reform 
debate, encourage innovation 
and collaboration, and share best 
practices and lessons learned. 
  The Community on Payment 
Innovations features the following:

•  An online community of health-
care professionals, health 
economists, policy and thought 
leaders, and other stakeholders

•  Latest news from select jour-
nals, including AJMC, on prac-
tice economics and payment-
related topics

•  Video and written commentary 
by leading experts on current 
trends and/or topics in the pay-
ment arena

•  An online forum to share best 
practices and strategies related 
to the latest innovations in the 
field

•  Educational webinars and other 
interactive activities

  Learn more about the commu-
nity at: www.CardioSource.org/
PaymentInnovations.
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Do Bad Report Cards Have 
Consequences? Impacts  
of Publicly Reported 
Provider Quality Information 
on the CABG Market in 
Pennsylvania

Wang J, Hockenberry J, Chou SY, 
Yang M. 
J Health Econ. 2011;30(2):392-407.

Study Question: What is the im -
pact of coronary artery bypass graft-
ing (CABG) report cards on a pro-
vider’s aggregate volume and vol-
ume by patient severity? 

Methods: The investigators em -
ployed 4 different data sets in 
this study. The primary data were 
the Pennsylvania Inpatient Hospital 
Discharge Data collected by the 
Pennsylvania Health Care Cost 
Containment Council. This data 
set contains clinical and utilization 
information at the patient level. 
Data elements included patients’ 
race/ethnicity, sex, age, zip code 
of residence, severity of illness, 
insurance type, the type of admis-
sion, the quarter of admission, the 
principal diagnosis code and sec-
ondary diagnoses codes, the princi-
pal procedure code and secondary 
procedure codes, discharge status, 
a 4-digit unique facility identifier, 
and the license number of the 

operating physician. To test the 
effects of report cards on hospital-
level volume, the authors used the 
number of CABG procedures per-
formed in a hospital in a quarter 
as the dependent variable. They 
used a regression equation with the 
number of CABG procedures per-
formed by a surgeon in a quarter as 
the dependent variable to test the 
effects of report cards on surgeon-
level volume. 

Results: The results suggest that 
being identified as a high-mortality 
hospital in the most recent report 
card is associated with a decline of 
9 CABG surgeries per quarter. This 
decline is not statistically significant. 
For all CABG cases, being identi-
fied as a high-mortality surgeon was 
associated with a decline of 4.76 
CABG surgeries per quarter, and the 
coefficient was significant at the 1% 
level. Being identified as a low-mor-
tality surgeon was associated with an 
increase of 4.63 CABG surgeries per 
quarter, though this coefficient was 
not precisely estimated. 

Conclusions: The authors con-
cluded that they found a reduction 
in volume with poor-performing and 
unrated surgeons, but no effect on 
more highly rated surgeons or hospi-
tals of any report card rating. 

Perspective: The authors report 
that public reporting led to a 
decrease in volume for unrated 

and poor-performing surgeons, but 
interestingly, the volume of the 
high-performing surgeons did not 
increase by an offsetting amount. 
Results of the patient choice mod-
eling suggest that public reporting 
leads to avoidance of poor-perform-
ing or unrated surgeons. Hospital 
report cards appear to have no sig-
nificant impact on surgical volume 
at the hospital level, and do not 
appear to change the population of 
patients who receive CABG surger-
ies. Additional research is needed 
to assess the degree to which report 
cards affect total welfare, and to 
examine the mechanisms by which 
the report cards lead to the sorting 
and avoidance behavior reported in 
this study.

Summary written by: Debabrata 
Mukherjee, MD, FACC. 

Health Care Policy in an  
Age of Austerity

Oberlander J.
N Engl J Med. In press.

Perspective: The rise of auster-
ity politics has important impli-
cations for US health policy. 
Currently, there is broad agree-
ment that the United States must 
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slow rising healthcare costs. The 
new politics mean that the health-
care industry and medical provid-
ers should anticipate increasingly 
tough efforts to restrain spend-
ing on Medicare and Medicaid. 
However, the focus on limiting 
federal healthcare spending and 
generating budgetary savings may 
distract us from tackling the larg-
er issue of restraining systemwide 
healthcare spending and not just 
federal spending. Rising spend-
ing on medical care is not only a 
problem of government budget-
ing; it also affects private insurers, 
employers, workers, and their fam-
ilies. To slow the rate of growth 
of healthcare costs and make both 
public and private insurance more 
affordable to individuals, reforms 
like raising Medicare’s eligibility 
age and reducing the federal share 
of Medicaid will not be sufficient. 
The United States needs meaning-
ful and systemwide cost control in 
healthcare spending, not just bud-
get gimmicks.

Summary written by: Debabrata 
Mukherjee, MD, FACC. 

Malpractice Risk According 
to Physician Specialty

Jena AB, Seabury S,  
Lakdawalla D, Chandra A. 
N Engl J Med.  
2011;365(7):629-636. 

Study Question: What are the 
proportion of physicians who face 
malpractice claims in a year, the size 
of those claims, and the cumulative 
career malpractice risk according to 
specialty? 

Methods: The authors analyzed 
malpractice data from 1991 through 
2005 for all physicians who were 
covered by a large professional 
liability insurer with a nationwide 
client base (40,916 physicians and 

233,738 physician-years of cover-
age). For 25 specialties, the analysis 
included the proportion of physi-
cians who had malpractice claims 
in a year, the proportion of claims 
leading to an indemnity payment 
(compensation paid to a plaintiff), 
and the size of indemnity payments. 
An estimated cumulative risk of 
ever being sued was determined 
among physicians in high- and low-
risk specialties. 

Results: Each year during the 
study period, 7.4% of all physicians 
had a malpractice claim, with 1.6% 
having a claim leading to payment 
(ie, 78% of all claims did not result 
in payments to claimants). The 
proportion of physicians facing a 
claim each year ranged from 19.1% 
in neurosurgery, 18.9% in thoracic-
cardiovascular surgery, and 15.3% 
in general surgery to 5.2% in fam-
ily medicine, 3.1% in pediatrics, 
and 2.6% in psychiatry. The mean 
indemnity payment was $274,887, 
and the median was $111,749. Mean 
payments ranged from $117,832 for 
dermatology to $520,923 for pedi-
atrics. It was estimated that by the 
age of 65 years, 75% of physicians 
in low-risk specialties had faced 
a malpractice claim, as compared 
with 99% of physicians in high-risk 
specialties. 

Conclusions: The authors con-
cluded that there is substantial 
variation in the likelihood of mal-
practice suits and the size of 
indemnity payments across spe-
cialties. The cumulative risk of 
facing a malpractice claim is high 
in all specialties, although most 
claims do not lead to payments to 
plaintiffs. 

Perspective: I have no argu-
ment with the need for malpractice 
rewards in the setting of negligence, 
failure to meet a standard of care, 
or misconduct by healthcare and 
other professionals. This article is 
sobering reading for practicing phy-
sicians. Each year, about 8% of car-
diologists and nearly 20% of cardio-
vascular surgeons will have a claim 

against them. Although the profile 
of the claimant was not described, 
with 1 in 5 patients likely to file a 
malpractice claim, it’s a wonder that 
cardiovascular surgeons are willing 
to take on high-risk patients. While 
the survey describes the financial 
implications of malpractice, there 
was no evaluation of the intan-
gibles, including time required to 
defend oneself, personal and family 
stress, the affront of baseless claims, 
and real or perceived damage to 
reputation. 

Summary written by: Melvyn 
Rubenfire, MD, FACC.

Adherence to Medication 
Under Mandatory and 
Voluntary Mail Benefit 
Designs

Liberman JN, Hutchins DS, 
Shrank WH, Slezak J,  
Brennan TA.
Am J Manag Care. 
2011;17(7):e260-e269.

Study Question: Are there dif-
ferences in medication adherence 
rates under voluntary and mandatory 
pharmacy mail benefit designs? 

Methods: A matched retrospec-
tive cohort study of adherence rates 
in the first year of therapy was con-
ducted by comparing voluntary and 
mandatory mail cohorts. Inclusion 
criteria were individuals who initi-
ated statin, angiotensin-converting 
enzyme (ACE) inhibitor, angioten-
sin-receptor blocker (ARB), platelet 
aggregation inhibitor, metformin, 
glitazone, or sulfonylurea thera-
py at a retail pharmacy between 
January 1 and March 31, 2009. 
Initiators in mandatory mail plans 
were matched on therapeutic class, 
age, sex, prospective risk, and cost 
of initial prescription with those 
in voluntary mail plans. Logistic 
regression models of optimal adher-
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ence were constructed to adjust for 
measured confounders. 

Results: Persistence rates were 
similar through the first 60 days of 
therapy. The mandatory mail cohort 
had a notable drop in persistence 
by day 90 (63.3% vs 56.3%, respec-
tively; P <.001), with a more pro-
nounced drop among those without 
previous mail-service pharmacy use 
(50.5%). Compared with the volun-
tary mail cohort, median medication 
possession ratio (57.4% vs 49.2%, 
respectively) and optimal adherence 
(36.1% vs 33.6%, respectively) were 
also lower. In the multivariable 
models, mandatory mail participants 
were less likely to achieve opti-
mal adherence overall (odds ratio 
[OR], 0.70; 95% confidence interval, 
0.67-0.74) and in the metformin 
(OR, 0.55), sulfonylurea (OR, 0.72), 
ACE inhibitor (OR, 0.74), ARB (OR, 
0.69), and statin (OR, 0.69) classes. 
Participants with no prior use of 
mail-service pharmacy had signifi-
cantly lower odds of achieving opti-
mal adherence in all therapeutic 
classes. 

Conclusions: Mandatory mail 
appears to cause some members to 
discontinue therapy prematurely, 
particularly those without previous 
mail service pharmacy experience. 

Perspective: The findings are 
not surprising and should have 
been considered by the insurer and 
employer whose intentions were to 
reduce costs and improve compli-
ance with the specific drugs stud-
ied. The authors noted that when 
members choose to discontinue 
rather than switch pharmacy chan-
nels, the unintended consequence 
is a reduction in medication adher-
ence and the potential for increased 
medical expenses.

Summary written by: Melvyn 
Rubenfire, MD, FACC.

Single Payer Ahead—Cost 
Control and the Evolving 
Vermont Model

Wallack AR.
N Engl J Med. 2011;365(7): 
584-585.

Perspective: The governor of 
Vermont recently signed into law 
healthcare reform legislation that will 
allow Vermont to implement a sin-
gle-payer healthcare system. The law 
creates a Health Benefit Exchange, 
consistent with the federal Affordable 
Care Act, and anticipates using it 
as the administrative structure for a 
publicly funded program of health 
insurance coverage for all Vermonters. 
Vermont’s plan would include a global 
budget for healthcare expenditures, 
guaranteed coverage that is not linked 
to employment, optimal healthcare 
payment and delivery systems, and a 
single system of provider payments 
and administrative rules. It will be 
worth monitoring Vermont’s develop-
ment of its single-payer system as a 
model for guaranteeing coverage for 
all citizens, reducing administrative 
waste, and simplifying insurance for 
both patients and providers. There will 
be many lessons to be learned from 
the implementation of this program.

Summary written by: Debabrata 
Mukherjee, MD, FACC. 

The Effects of Medicaid 
Coverage—Learning  
From the Oregon 
Experiment

Baicker K, Finkelstein A.
N Engl J Med. 2011;365(8): 
683-685.

Perspective: The authors as -
sessed the effects of Medicaid cov-

erage on low-income, previously 
uninsured adults, using the gold 
standard of medical and scien-
tific research: a randomized, con-
trolled trial. In 2008, Oregon used 
a lottery to allocate a limited num-
ber of Medicaid spots for low-
income adults (19-64 years of age) 
to people on a waiting list for 
Medicaid. The investigators found 
that the increased healthcare use 
from enrollment in Medicaid trans-
lated into about a 25% increase in 
total annual healthcare expendi-
tures, and also increased the use 
of preventive care such as mam-
mograms (by 60%) and cholesterol 
monitoring (by 20%). The authors 
did not detect a statistically signifi-
cant change in emergency depart-
ment utilization. Overall, Medicaid 
improved financial security and 
self-reported health. These results 
question both the optimistic view 
that Medicaid can reduce health-
care spending, at least in the short 
run, and the pessimistic view that 
Medicaid coverage will not make 
a difference to the uninsured. 
Ongoing data collection will pro-
vide more information about the 
longer-term costs and benefits of 
Medicaid coverage.

Summary written by: Debabrata 
Mukherjee, MD, FACC. 

Associate Editors Disclosures: 
Dr Mukherjee reports that he is a 
member of the data safety moni-
toring board for the Cleveland 
Clinic Foundation. Dr Rubenfire 
reports consulting fees/honoraria 
from Pfizer, equity interests with 
Isis Pharmaceuticals and United 
Therapeutics, and other financial 
benefits from Cardiome Pharma 
Corp.
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The health insurance industry 
evolved in an effort to spread the 
risk—and cost—of healthcare across a 
population. This service created value 
by reducing the variability in costs for 
the purchaser as well as creating a 
benefit that employers used to attract 
employees. However, over time, the 
industry has evolved from a purely 
risk-bearing business to an indus-
try that also provides simple claims 
administration services for employers 
who choose to bear their own risk 
through a self-funded arrangement. In 
fact, there are nearly 100 million indi-
viduals that are covered under plans 
where employers bear the risk for the 
cost of healthcare for their popula-
tion.1 Even in fully insured models, 
the cost of actuarial risk has been 
passed on to the purchaser as a part 
of the premium. Furthermore, if an 
employer experiences an outlier year 
for healthcare costs, it may be hit with 
massive increases in its premiums. 

For self-funded employers, the 
value they receive from traditional 
health insurers is isolated to admin-

istrative tasks, such as performing 
the tedious claims payment process 
and developing solutions to decrease 
their cost of care. The administration 
of the claims is an estimated $150 
billion business of the $2.4 trillion 
national health expenditure.2 Many 
of the nation’s third party administra-
tors (TPAs) have focused on creating 
value for the employer for claims 
adjudication by automating the 
claims process and reducing the cost. 
The unintended side effect, however, 
is that TPAs may have difficulties in 
modifying their processes to meet the 
needs of innovative employers.

A survey showed that employers’ 
satisfaction rates with the performance 
of insurers continue to decline, with 
only 59% of large employers indicat-
ing that they were satisfied with their 
vendor in 2009—down from 64% in 
2008.3 Employers have long sought 
to improve the value they receive for 
their healthcare expenditure. They 
are looking for health insurers to 
provide access to tools to continue to 
reduce waste, solutions for personal 

health, and more meaningful data that 
simultaneously improve health status 
and reduce cost.3

REFERENCES
1. US Department of Labor and Self-Insurance 
Institute of America. Report to Congress. 
Annual Report on Self-Insured Group Health 
Plans, March 2011.
2. Martin A, Lassman D, Whittle L, Catlin A; 
National Health Expenditure Accounts Team. 
Recession contributes to slowest annual 
rate of increase in health spending in five 
decades. Health Aff (Millwood). 2011;30(1): 

11-22.
3. PricewaterhouseCoopers’ Health Research 
Institute. What employers want from health 
insurers in 2010: better information, more 
value. http://www.pwc.com/mx/es/indus-
trias/archivo/2011-01-sector-salud-What_
employers_want_from_health_insurer_
in_2010.pdf. January 2010.

Dr Cacchione is chairman of stra
tegic operations at the Cleveland 
Clinic Heart and Vascular Institute.

Author disclosure: Dr Cacchione 
reports consulting fees/honoraria from 
the Riner Group, Paragon Health, and 
Humana.

Innovations From the Field 
Direct-to-Employer Contracting

Joseph G. Cacchione, MD, FACC

Hot Topics 
Hospital Integration – Is Employment the Right Answer?

Paul N. Casale, MD, FACC 

Although hospital-physician inte-
gration strategies range from medi-
cal directorships to employment, 
as last year’s ACC survey of over 
2400 cardiovascular practices high-
lighted, the practice landscape has 
seen a significant shift toward hos-
pital employment of cardiologists. 
A recent update of the ACC sur-
vey data found that 55% of private 
practices are either contemplating 
integrating with a hospital system or 

have already done so. Fueling this 
move to hospital integration were 
cuts in office-based reimbursement 
for cardiovascular services included 
in the 2011 Medicare Physician Fee 
Schedule, prompting physicians to 
seek financial security at a time of 
rising costs needed to operate a 
private practice and declining reim-
bursement. Furthermore, the deci-
sion to make investments in the 
infrastructure of private practices has 

become more challenging given the 
uncertainty of the return on invest-
ment. Among the major infrastruc-
ture investments is an electronic 
health record system, which has a 
significant up-front cost combined 
with an initial, and often sustained, 
loss of productivity following the 
conversion to a paperless system. 
Also, a continued decrease in reim-
bursement for imaging tests has 
made it difficult to commit to new 

This article was not published in its entirety in the October/November 2011 newsletter but will be published in the December 2011 issue. 
We apologize to the author for this error. To access the additional content, please visit http://paymentinnovations.cardiosource.org/From-
The-Field/2011/09/Direct-to-Employer-Contracting.aspx?page=2.
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investments in capital equipment. 
Finally, there are increasing costs 
of an expanding office staff needed 
in private practice. These financial 
challenges make it difficult to recruit 
new physicians, which are essential 
to maintaining the vibrancy of any 
practice. All of these factors have 
contributed to cardiologists’ increas-
ing interest in hospital employment. 
My cardiology group of 20 physi-
cians working in a large tertiary com-
munity hospital moved to hospital 
employment in December 2010.

From the hospital’s point of view, 
employment aligns the cardiologists 
and the hospital on cost, quality, and 
patient satisfaction initiatives, while 
reducing competition from other 
hospitals. With declining reimburse-
ments, hospitals view employed car-
diologists as better positioned to 
streamline costs and to work together 
to increase the quality and effective-
ness of care delivery. Physician sal-
ary arrangement supports the align-
ment of physicians and hospitals in 
the employed model, since quality 
and efficiency incentives are typi-
cally included with productivity tar-
gets in the compensation structure. 
In many markets, hospitals employ 
cardiologists to enhance their com-
petitive position, and thereby sta-
bilize and potentially grow their 
market share. Concerns have been 
raised that healthcare costs will con-
tinue to increase as hospitals employ 
cardiologists. Hospital-based car-
diovascular testing generates higher 
Medicare payments (provider-based 
reimbursement) compared with test-
ing performed in a free-standing, 
independent practice setting. In addi-
tion, patient out-of-pocket costs often 
increase, as the higher fees are sub-
ject to coinsurance and deductibles. 
In addition, there is concern that 
alignment of hospitals and physicians 
will result in greater leverage with 
health plans over payment rates. In 
regard to quality, the hospital is look-
ing to the employed cardiologists to 
lead quality care and improve care 
coordination programs among clini-

cians across all care settings, both 
inside and outside the hospital walls. 
In addition, the employed cardiologist 
will often assume a leadership role, 
not only for the cardiovascular service 
line, but also for the entire hospital 
organization, where improving hospi-
tal performance measures are impera-
tive for success (as in Medicare’s 
value-based purchasing program or 
in the recently announced Center for 
Medicare and Medicaid Innovation 
bundled payment initiative). With 
bundled and episode-based payment 
models, hospitals will be positioned to 
accept the actuarial risk and will need 
physician alignment to be successful.

Although we have only been 
employed for a little over 6 months, 
our cardiologists are focused on 
improving practice efficiency, quality, 
and coordination of care. Our prac-
tice, similar to many large cardiology 
practices around the country, has had 
a long-standing working relationship 
with the hospital. For many years, 
we have been working on quality 
improvement efforts as the leaders of 
the division of cardiology. Being cog-
nizant of the importance of providing 
high-value care for our patients, the 
physicians now feel less burdened by 
the day-to-day business of running a 
private practice. This has allowed us 
to focus on improving quality across 
the continuum of care by increasingly 
thinking in terms of systems of care. 
We have engaged with our primary 
care physicians on care transitions, 
and enhanced communication and 
ongoing education. Our efforts on 
quality improvement have expanded 
across the health system, beyond 
cardiology.

So, has employment been a pana-
cea for my group? Of course there 
have been bumps in the road. The 
transition was stressful, with long 
hours of negotiation; the key to a 
successful agreement was the under-
lying trust between our group and 
the hospital. After the transition to 
employment, we needed to under-
stand the nuances of a large orga-
nization, where the decision-making 

process is slower and less nimble 
than in private practice. Developing 
a business plan is not part of the 
lexicon for most cardiologists. On 
the other hand, being part of a 
large organization, for example, has 
allowed one of our physicians to 
pursue his interest in alternative and 
complementary medicine; this would 
have been much more difficult to do 
in our previous arrangement.

Some predict that relationships 
between cardiologists and hospitals 
will sour as downward pressure on 
reimbursement to all providers accel-
erates. In the fee-for-service environ-
ment, hospital losses on physician 
practices, which according to survey 
data currently average $200,000 per 
provider, are often offset by higher 
volume and by higher revenue as pay-
ment rates for imaging studies switch 
to hospital-based reimbursement.

Is employment the right answer? 
For our group it was, but each car-
diologist, whether in solo or group 
practice, will need to decide if hos-
pital employment is a good fit for 
them. Ultimately, there must be trust 
between the cardiologist and the hos-
pital for this to work. The cardiolo-
gists in my group, similar to the ACC 
and the cardiovascular profession as 
a whole, are passionate about per-
formance measurement, continuous 
quality improvement, and innovation 
in cardiovascular care. Our hospital 
is nonprofit and always made qual-
ity care its top priority; therefore, 
the melding of the 2 organizations 
with similar values has made this 
transition to employment very posi-
tive. The result is better care for the 
patients in our community.

Dr Casale is a member of the edito
rial board for the Community on 
Payment Innovations and chair of 
the ACC Payment Reform Workgroup. 

Author disclosure: Dr Casale reports 
no relationships or financial interest 
with any entity that would pose a con-
flict of interest with the subject matter 
of this article.
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The recent debate over health 
reform brought renewed attention 
to the issue of the role of private 
markets in the healthcare system. 
Proponents of markets note that in 
most industries, competition pro-
motes efficiency and responsive-
ness to consumers’ heterogeneous 
tastes. Regulation may stifle inno-
vation and yield a healthcare sys-
tem where providers have little 
incentive to improve the quality of 
care. Moreover, substantial public 
involvement may entail unnecessary 
regulatory burden.

While there are merits in these 
arguments, they fail to recognize 
aspects of the healthcare system 
that impede the effective working of 
markets. Perhaps most importantly, 
the arguments about competition 
tend to focus on competition among 
insurers. Yet, the key outcomes of 
the healthcare system, costs and 

quality, depend much more central-
ly on the functioning of the health-
care delivery system as opposed to 
the healthcare financing system.

The article by Robinson high-
lights shortcomings in the provider 
market. He reports that prices for 
cardiac and orthopedic services in 
less competitive hospital markets 
were about 15% to 25% higher 
than in more competitive markets, 
controlling for a range of covari-
ates including comorbidities. Of 
course, some differences in prices 
may be attributable to differences 
in underlying costs, but Robinson 
reports that hospital margins rise 
as competition falls, suggesting the 
price differences reflect differential 
markups as opposed to cost differ-
ences. While Robinson does not 
explicitly investigate how quality 
differs across markets (a crucial 
question if we are to draw norma-
tive conclusions), he reports a posi-
tive association between prices and 
complications, suggesting that dif-
ferences in quality are not driving 
the results.

In an era focused on cost contain-
ment, these significant price differ-
ences have important policy rami-
fications. Most significantly, given 
our desire for more integrated care, 
we must be careful that innovations 
that encourage market consolida-
tion do not result in higher prices. 
Ideally, procompetitive policies that 
promote price sensitivity among 
patients, including more sophisti-
cated insurance products (such as 
tiered networks) and information 

about quality, may improve the 
situation. If not, and if we believe 
that integrated systems can more 
efficiently provide care, some level 
of price regulation may be needed 
to manage insufficient competition. 
It is always a challenge to effec-
tively regulate prices, and research 
would need to assess whether the 
cure was worse than the disease, 
but Robinson’s research returns our 
focus to the market for health-
care delivery and demonstrates the 
potential magnitude of failing to 
address the concern.

Dr Chernew is with the Harvard 
Medical School Department of Health 
Care Policy.

Author disclosure: Dr Chernew 
reports consulting fees/honoraria from 
PHE, VBIDI, Abbott, and Pfizer, and 
has received research grants from 
Universal American.
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Yet, the key outcomes 
of the healthcare 
system, costs and 
quality, depend much 
more centrally on the 
functioning of the 
healthcare delivery 
system as opposed 
to the healthcare 
financing system.

Most significantly, 
given our desire for 
more integrated care, 
we must be careful 
that innovations that 
encourage market 
consolidation do 
not result in higher 
prices. 


