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II. WHY THE ALLUSION TO TEENAGE SEX?



Paraphrasing Dan Ariely, Professor of Duke University‘s 
Center for Advanced Hindsight, the following might be 
said of price transparency in health care:

“Price transparency in health care -- like so many other 
innovations in health care -- has been like teenage sex:

• Everybody has been talking about it;

• Only a few really know how to do it;

• But everyone things everyone else is doing it;

• So everyone claims to be doing it.”



It really has been so for a long time in U.S. health care.

Over the decades, there have been thousands of new, 
new things tried out at various locations:

• Managed competition in the 1970s
• The “Pro-Competitive Strategy” in the 1980-90s, 
• Managed care in the 1990s, along with 

- virtual HMOs and 
- PHOs

• Integrated health care
• P4P and P4P
• “Value” this and that
• you name it



I am now working on a new, new management concept 

for health care called

VALUE VALUINGVALUE VALUING®® or  Vor  V22®®

It is bound to be tried somewhere.



And sometime, somewhere in America the new, new 

thing really did work.

Each new, new thing in U.S. health care always has 
triggered hundreds of exciting conferences with bold 
visions all over the country (and beyond).

But nothing ever really scaled up.

For example, paper still rules in U.S. health care.



American physician proudly showing off his new,    
21st century, state-of-the-art filing cabinet



In IT, most other nations are still ahead of the U.S.



KIOSK for personal medical record and 
drug information in Taiwan



So the question before us is this:

WILL THIS TIME BE DIFFERENT?

Will reliable, informative, user friendly price- and 

quality information really be available at long last to 

Americans prospective American patients?



REASONS TO THINK WHY IT MIGHT BE:

1. Health IT has far advanced -- except in some quarters! -- 
and is relatively cheap and every cell phone is a powerful 
computer.

2. There is a huge body of literature suggesting that higher 
prices in health care are poorly correlated with quality.

3. The dominant decision makers in the U.S. seem to believe 
that price and quality competition is superior to more 
regulatory approaches to cost control.

4. Like PacMan, the health-care sector has been chewing up 
the budgets of governments and households.
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So we are becoming ever more aware of the opportunity 
costs of the otherwise fine product “health care.”:

• Neglecting the education of our young
• Neglecting basic science and R&D
• Neglecting the nation’s public infrastructure
• Neglecting national security and the safety of our warriors
• Giving up other enjoyable things that households enjoy  

Among these opportunity costs are:



SOURCE:Fiscal 2011 data based on enacted budgets; fiscal 2012 data based on governor's proposed budgets 
Source: National Association of State Budget Officers, as presented by Dan Crippen, National Governors 
Association. Cited by Eugene Steuerle, Education Presidents And Governors: Ain’t Gonna Happen, February 20, 
2013.



The benefit consulting firm Milliman annually publishes 
its Milliman Medical Index which traces the total cost of 
health care (employer contribution to the premium, 
employee contribution to the premium and employees’ 
out of pocket spending) for a typical family of 4 under 
age 65 covered by an employment-based Preferred 
Provider (PPO) policy.
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Now contrast the figure of $22,000 with the distribution 
of money income (after taxes and transfers) among U.S. 
families.



Median = $50,000Median = $50,000

Top 25% > $85,000Top 25% > $85,000

Top 10% > $135,000Top 10% > $135,000

Top 4% > $200,000Top 4% > $200,000



If people should be responsible for the cost of their own 
health care, how does it work with this kind of income 
distribution, when health care is that expensive?



II. MUDDLING THROUGH IN U.S. HEALTH CARE



Over the last half century, we have conducted in this 

country an endless debate on the theme

Government vs. Market

The clever, bi-partisan solution has been to settle on 

what Stu Altman has called

Half-hearted market vs. half-hearted 
regulation



So when President Reagan ascended to the White 
House, he promptly promoted his so-called “pro- 
competitive” strategy and just as promptly introduced 
Soviet style pricing in the U.S.

Talk about cognitive dissonance in health policy!





“Medicare ignores the market, setting prices for 

physician services based on an academic theory with its 

roots in the Soviet Union and implemented by the 

American Medical Association. 



Joe Antos goes on to say:

“Those prices do not reflect the value patients receive 
from their care, and they do not reflect shifts in the 
demand for particular kinds of services (such as primary 
care) as the population ages or as more people have 
health insurance.”



True. The DRGs and RBRVS are cost based schedules, 
not value based schedules.

So let’s have a look at how private markets price on 
“value.”



Cash Before Chemo: Hospitals Get Tough
Bad Debts Prompt Change in Billing; $45,000 to Come In

By Barbara Martinez    Updated April 28, 2008 

LAKE JACKSON, Texas -- When Lisa Kelly learned she had 
leukemia in late 2006, her doctor advised her to seek urgent 
care at M.D. Anderson Cancer Center in Houston. But the 
nonprofit hospital refused to accept Mrs. Kelly's limited 
insurance. It asked for $105,000 in cash before it would admit 
her.

The Wall Street Journal



Is this what we have in mind when we talk about pricing 
according to “value”?

When people are desperate, they are willing to pay 
anything for some more hope.

Do Americans want a health-care pricing system that 
exploits this price-insensitivity? 



Now look at the price differentials on the next two slides.

Do these prices reflect a more sensible, value-based 

pricing policy in the private market, relative to the 

“dumb price fixing” of Medicare?



Is this efficient, market-driven value pricing?



And how about this one?



How the value of having a baby on How the value of having a baby on 
Oregon almost doubled in 4 years.Oregon almost doubled in 4 years.



QUESTION: Why did private employers 
and their agents, health insurers, go 
along with this increase in tribute?



Frankly, I would much rather be asked to make the case 

for the Virgin Birth than for the argument that private 

markets in the U.S. price health care efficiently and on 

the basis of value to the patient – not even to mention 

“humanely.”



III. PRICE OPACITY IN OUR HEALF-HEARTED MARKET





One can understand why the providers of health care 

have been fond of the price- and quallity opacity that 

has made life cozy for them and allowed them to lay a 

huge and ever growing claim on the nation’s GDP.

I blame them not for that attitude; for it is only human.



It is more difficult to understand why employers and 

their agents – private insurers – have gone along with 

the gig for so long.

Even more remarkably, for decades now the federal and 

state governments have gone along with this opacity as 

well, with the exception of a few state governments.

Clearly, government has represented providers more so 

than patients.











Instead of getting anything even remotely resembling a 

properly working market, from an economic perspective 

the U.S. health care “market” (so-called) has been a living 

joke.

The economic footprints of this joke are clear for anyone 

to see.
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During ’65-’09, real GDP per capita grew 2.3 fold.

During ’65-’09, real health-tribute per capita grew 6.8 fold.
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IV. PUSHING BACK ON COSTS THROUGH UTILIZATION



Health Spending 
(Tribute) = Price Quantity 

(Volume)X

For decades, we have 
focused on controlling 
spending by reducing 
utilization of health care

The favorite instrument 
here is “Consumer 
Directed Health Care” – 
policies with very high 
cost sharing.



But absent user-friendly information on the prices of 

health care, “Consumer Directed Health Care” is 

roughly on par with pushing blindfolded shoppers into 

a department store, there to shop around smartly for 

what someone told them they need and should have.



http://www.google.com/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&docid=ZxsSsZn4HhTzRM&tbnid=3bvky4re9LhGFM:&ved=0CAUQjRw&url=http://i-sight.com/investigation/why-we-don%E2%80%99t-see-the-fraud-in-front-of-our-faces/&ei=czpfUu-VLYSE9gTZkYCwDw&bvm=bv.54176721,d.eWU&psig=AFQjCNEzQnTi46pTMToMB8O1Wpi-sIJnNQ&ust=1382058777940360


You wanted this. You ended up with this

And a month later you find out what it costs you.

U.S. health care still largely functions like that.



V. FOCUSING NOW ON PRICES



Health Spending 
(Tribute) = Price Quantity 

(Volume)X

It took a remarkably long time, 
but it finally dawned on us that 
high prices are the real culprit.



PER-CAPITA HEALTH SPENDING IN PPP DOLLARS -- 
SELECTED OECD COUNTRIES, 1980-2011
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At this time, the tranquil life afforded by price opacity is 

increasingly under siege by insurgents equipped with 

two powerful weapons:

1. modern electronic information technology, 

2. reference pricing.





David Cowling, CalPERS, CalPERS Reference Pricing Program for Knee and Hip Replacement





VI. A MODEST PROPOSAL FOR PRICE TRANSPARENCYVI. A MODEST PROPOSAL FOR PRICE TRANSPARENCY



A major problem in price transparency is how to 
convey to prospective patients binding prices of health 
care in a user friendly way.

The Medicare physician fee schedule has over 9,000 
items in it.

A hospital charge master can have 20,000 items in it. 
The next slide shows an excerpt. How useful is that 
information to a prospective patient?



EXCERPT FROM CALIFORNIAEXCERPT FROM CALIFORNIA’’S SAMPLE S SAMPLE 
CHARGEMASTERCHARGEMASTER



EXCERPT FROM CALIFORNIAEXCERPT FROM CALIFORNIA’’S SAMPLE S SAMPLE 
CHARGEMASTERCHARGEMASTER



To provide user-friendly price information on physician- 
and hospital services requires more standardization and 
aggregation in the units of health care being priced.

Fortunately, the Medicare DRGs for inpatient care 
already represent aggregated units of care. 

We could start with them.



If hospitals were required to use the relative value 
scale implicit in the DRG system for all private patients 
and charge all payers the same prices, they could 
signal the level of their prices simply by setting and 
announcing their own monetary conversion factor.

Prices for inpatient care could then be posted easily.

It is not the ultimate solution, but it might be a good, 
practical start.



Once could do the same with the RBRVS for physician 
services, as long a FFS remains the main method of 
payment.



In thinking about al this, however, we must 

acknowledge that such a system would be unfair as 

long as providers are saddled to provide charity care 

to low-income uninsured and as long as Medicaid does 

not cover the full cost of caring for Medicaid patients.

There certainly is something to that argument.

It is why I personally favor an all-payer system, such 
as Maryland’s.





Thank you for you attention!Thank you for you attention!
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