
PRINCETON CONFERENCE

May 20, 2009



FIRST QUESTIONFIRST QUESTION

Is Stuart Altman really a Fascist?

The right-wing blogosphere has labeled him 
thus because he defends cost effectiveness 
analysis.
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Session III: Financing health services: 
Current and Future trends

In the United States, we know that most people ultimately rely 
on Medicare and Medicaid for health services and long term 
care.  Based on current CMS projections, the current financial 
model is not sustainable.  What are the most reasonable 
options for financial reform?  Are bundled payments the way 
of the future?  Can we look to the private sector for help?  
What has the VA done and can we learn anything from their 
experience?

THE ASSIGNMENT TO OUR PANEL:



I.  THE SUSTAINABILITY OF MEDICARE AND MEDICAIDI.  THE SUSTAINABILITY OF MEDICARE AND MEDICAID
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REAL GDP PER CAPITA 2008 AND 2050 (1% Annual Growth)
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SOURCE: CMS Data & Statistics.
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REAL GDP PER CAPITA 2008 AND 2050 (1.5% Annual Growth)
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MY CONCLUSION

I take it that by “sustainability” we do not mean 
“economic sustainability” but “political sustainability”, 
that is, willingness to pay taxes to care for the health care 
of the elderly.

Or do we mean by “sustainability” that we cannot afford 
anymore the “overuse, misuse and fraud” we believe is 
rampant in US health care – for old and young?
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Secretary of HHS David Petreaus



II.  THE FINANCING OF HEALTH CAREII.  THE FINANCING OF HEALTH CARE
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III.  PAYING THE PROVIDERS OF HEALTH CAREIII.  PAYING THE PROVIDERS OF HEALTH CARE
A. Medicare: the A. Medicare: the ““big dumb price fixer.big dumb price fixer.””



Relative Profitability across DRGs
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Rummaging through the Prometheus Payment® Inc. 
website quickly makes it clear that developing Evidence 
Based Case Reimbursement (ECRs) payments is a 
technically difficult as well as politically difficult.

Bundled payments are designed to trigger clinical 
integration of the delivery of care across ambulatory and 
inpatient sites.

But that implies a redistribution of cherished professional 
and economic privilege.



EXAMPLE

Bundling radiologists, anesthesiologists and pathologists 
(the RAPs) as well as convalescent care into the DRG 
payments to hospitals.

How easy would that be?
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HEALTH “SYSTEMS” AS A SET OF SILOS
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FROM A TALK GIVEN 15 YEARS AGO:
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HARVESTING A LITTLE  “SYNERGISM”
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HARVESTING MORE SIGNIFICANT “SYNGERISM”
Eliminating duplicative clinical programs

Creating market muscle (monopoly power)

INTEGRATED ECONOMIC STRUCTURE (INCL. MARKETING) 
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ATTEMPTING THE REAL McCOY:

Genuine, patient-focused clinical integration

CLINICAL CLINICAL CLINICAL CLINICAL CLINICALGENUINE, PATIENT- FOCUSED CLINICAL INTEGRATION

So far this is mainly a blueprint.So far this is mainly a blueprint.
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A MODEST PROPOSAL

1. Require that hospitals use the DRG system as a 
relative value scale for all patients.

2. Allow hospitals to set their own conversion ratios.

3. Require hospitals to charge the same fees to all 
payers.

4. Start bundling in the RAPs and convalescent care.

5. With most of inpatient care bundled in this way, 
expand the system to embrace more and more of 
care in other setting.



If you think this would be politically too difficult, what 
makes you think imposing bundled payments on the 
American health system – that collection of separate 
fiefdoms -- would be any easier?



Mazel tov!






