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It’s Hard To Be Good When 
You’re Encouraged To Be Bad 
•  90% of all health care services are paid 

“fee-for-service”, not based on the health 
benefit of that service for the patient. 

•  The price of health care services are 
hidden from consumer-patients, 
preventing them from comparison-
shopping. 

•  Consumer-patients often have little 
financial incentive to reduce their 
demand for services (high premiums and 
low co-pays encourages demand for 
services). 

•  Provider consolidation has led to 
significant price increases that are simply 
passed on to health plan members. 

•  Medical errors, delivery of unnecessary 
services, duplication of effort often lead 
to financial rewards, not penalties. 

–  Bottom line: Payment of health care 
in the US is mostly based on the 
volume of services delivered, not 
their value. 

Source: The Incentive Cure, 2013 
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Significant % of 
costs; relatively 
modest cost 
variation 

Significant % of costs, high 
cost variation, high rates of 

Potentially Avoidable 
Complications (PACs) 

PACs are Potentially Avoidable Complications 

The Consequence of Bad Incentives: 
Variation At All Levels 
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Example: Deliveries 
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C-section rates in this 
State are way above 
average. 
 
Some providers do a lot 
more of them than 
others…and they get 
paid a lot more. 
 
Most women simply 
don’t know which 
hospitals/physicians 
have a greater rate than 
others, nor the 
implications on out-of-
pocket costs. 
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HDHPs Don’t Create Price 
Sensitivity When It Matters 

The vast majority 
of plan members 
have total costs 
of care less than 
$2K a year. 
When it matters, 
they are price 
insensitive, 
leading to lots of 
plan members 
going to low 
value, expensive 
providers. 
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Proposed General Framework 
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• Market 
Competition 
(fear of revenue 
loss) 

• Professional 
Standards 

• Organizational 
Structure 

• Gender/Age 
•  Income 
• Education 
• Personal 

network 
(family, 
friends) 

• Clinical history 

http://www.hci3.org/content/improving-incentives-free-motivation 
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Some Principles Of Incentive 
Design 

•  Providers 
–  Minimize any incentive 

that can create a 
negative outcome 

–  Balance gain/loss risks 
to reinforce 
professionalism 

–  Consider the effect of 
the incentives on the 
organization 
surrounding the 
provider 

•  Plan Members 
–  Move price sensitivity 

to the marginal dollar 
when there’s evidence 
of low value services 

–  Fear of loss is more 
powerful than 
opportunity for gain 

–  Consumer decisions are 
made in a broader 
context of costs/
benefits 
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Some Examples 

Providers Plan Members 
Preventive Care Productivity-based pay No co-pay & premium penalty 

for non-compliance 
Chronic Care Potential for loss in the event 

of avoidable complications, 
potential for gain when 
patient is stable; & public 
recognition for excellence in 
care 

No co-pay for routine chronic 
care, co-pays for avoidable 
complications; & premium 
penalty for non-compliance 

Procedural Care Requirement to use shared 
decision making; gain/loss 
balanced in a bundled 
payment; potential for market 
share shift 

Loss above a “reference price”; 
potential for gain when going to 
high value providers; 
requirement to go through SDM 
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For contact information: 
www.HCI3.org 
www.bridgestoexcellence.org 
www.prometheuspayment.org   


