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To rein in health care costs in the United States, we should look to the ideas of W. Edwards
Deming, the legendary management guru who showed companies how to cut waste from
work processes and lower operating costs by improving quality. Recent studies using
Deming’s approach reveal that inadequate, unnecessary, uncoordinated, and inefficient care
and suboptimal business processes eat up at least 35%—and maybe over 50%—of the more
than $3 trillion that the country spends annually on health care. That suggests more than $1
trillion is being squandered.

Ongoing reform efforts by the federal government and private insurers have had some
success in prodding health care providers to improve quality and reduce waste. But it’s far
from certain that they’ll be enough. Even after taking existing and proposed reform
initiatives into account, federal projections show health care expenditures consuming larger
and larger proportions of the GDP. Moreover, under the prevailing payment models, which
are based on volume of services, providers often don’t receive any of the savings from
waste reduction, which undermines both their financial health and their ability to continue
to invest in such efforts.

The solution to this quandary is to change the way businesses, government, and other
purchasers pay for health care to population-based payment. Under this approach,
providers receive a fixed per person (or “capitated’”’) payment that covers all health care
services over a defined time period, adjusted for each patient’s expected needs, and are also
held accountable for high-quality outcomes. It’s the only payment system that fully aligns
providers’ financial incentives with the goal of eliminating all major categories of waste. It
fundamentally shifts the role of managing the amount, form, and cost of care from insurers
to medical practitioners. It also ensures that providers receive enough of the savings that
they can afford to fund the changes needed to bring down costs.

A population-based payment model also has major implications for pure health insurers:
Because it removes care oversight from their purview, it leaves them only traditional
insurance functions such as claims processing, risk analysis, reinsurance, marketing, and
customer service. Many nonprofit health insurers competently provide a full range of such
services for less than 10% of total health insurance payments, well below the portion that
many health insurers now extract through current systems.

In this article we’ll look at the different categories of waste in health care and then outline
the various payment methods that have evolved in the United States and their effect on
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waste. We’ll then demonstrate how population-based payment, backed by good reporting,
can improve clinical results, eliminate unnecessary spending, and lower costs.

Three Kinds of Waste

In health care there are three basic categories of waste: production-level waste, case-level
waste, and population-level waste.

Half of all waste in care delivery is unnecessary or suboptimal care.

The first category involves inefficiencies in producing “units of care”—drugs, lab tests, x-
rays, hours of nursing support, and any other item consumed in patient treatment. It
accounts for about 5% of total health care waste. Eliminating it requires things like
negotiating down prices for supplies, lowering handling and storage costs, streamlining
processes for producing lab tests or x-rays, and reducing losses due to damage,
misplacement, or expiration.

The second category, which comprises about half of all waste in care delivery, is
unnecessary or suboptimal use of care during a hospital stay, an outpatient visit, or some
other treatment episode, or “case.” Examples include redundant x-rays ordered when the
original images couldn’t be found, duplicate lab tests ordered because a physician didn’t
know that someone else had already done the tests, and medications prescribed to treat
avoidable complications.

The third category, which accounts for about 45% of total waste, involves cases within a
patient population that are unnecessary or preventable. It includes end-of-life intensive care
given to people who’ve expressly asked not to receive it; elective surgical procedures that,
with better information, patients would have forgone; and visits to specialists or
hospitalizations that could have been avoided through timely, cheaper outpatient care.
Waste here obviously feeds waste at the other two levels, since each unnecessary or
avoidable case consumes care.

The Impact of Different Payment Models

To understand what’s driving up health care spending, it’s critical to examine whether—
and to what extent—health care payment methods encourage or discourage waste
reduction. An optimal payment method must address two important challenges. One is how
to divvy up the savings generated by eliminating waste. If most or all of the money goes to
health care payers, providers have no incentive to cut waste. If most or all of it goes to
providers, how do you ensure that they pass on some of it to customers—especially if there
1s no efficient market, which, we’d argue, you often can’t create in health care because of
its complexities? Another issue is how a payment method affects the power of patients and



their physicians to make decisions that are in patients’ best interests. Let’s look at the
methods that have evolved in the United States over the years and see how each stacks up.

Cost-plus.

In 1965, as part of the War on Poverty, the U.S. Congress enacted the Medicare and
Medicaid government-funded health insurance programs. Those programs paid physicians
and hospitals on a cost-plus basis. Care providers estimated their cost for delivering each
unit of care, and then the government paid that cost plus a markup. The result was that
providers could basically consume whatever resources they wanted—and had no incentive
to reduce spending. Today cost-plus payment persists only in small pockets of health care,
such as some specialty hospitals and some small rural hospitals.

Fee for service.

Until the 1980s there was little standardization in the way hospitals and physicians billed
payers for individual units of care such as lab tests, supplies, or medical services. Then, in a
bid to control costs, Medicare began to organize some of the fee categories, and a degree of
standardization emerged for the prices and nomenclature of most items, for commercial as
well as government payers.

Under the fee-for-service payment method, a provider supplies an approved billing code
for (and may be required to justify) each unit of care consumed during a hospitalization,
same-day procedure, or outpatient visit. It cannot bill for anything that lacks a code. For
each billed item the government pays the lesser of the group’s actual billed charges or a
federal maximum allowed rate. (The method it uses to calculate that rate isn’t strongly
linked to true underlying costs and is controversial.) As a result, care delivery groups try to
ensure that their billed charges are above the federal rates. Given that the rates change
constantly as the government updates its estimates, the easiest way for a group to guarantee
maximum payment is to set high prices for everything.

Fee for service also encourages care deliverers to provide as much care as possible,
regardless of whether it’s all necessary or optimal. Because of that, the types and volume of
care used to treat a given disease vary widely, making it difficult to compare the true cost
of care across providers. As a result, commercial insurers often base purchasing decisions
on percentage discounts they’ve negotiated with care delivery groups. That in turn leads
some groups to apply very high markups—so that they can offer large discounts to the
insurers.

Fee for service neither effectively promotes the elimination of all kinds of waste nor
allocates savings among providers, payers, and patients in a way that would fuel continual
improvements. Despite its widely acknowledged deficiencies, it remains the most common



payment method in the United States. It forms the basis for nearly all accounting systems
used by care delivery groups and health care insurers.

Per case.

This payment method dates back to 1983, when the federal government introduced the
“diagnosis-related group” (DRG) system for Medicare patients. Again, the primary purpose
was cost control. Currently, DRGs classify hospital and same-day surgery patients into 753
unique categories, on the basis of each patient’s primary disease, specific treatment,
secondary chronic conditions, and care intensity. For example, DRG 7 is a lung transplant,
DRG 179 uncomplicated pneumonia, and DRG 343 a simple appendectomy. Medicare
pays facilities, such as hospitals or surgery centers, a flat rate per case in each category.
Meanwhile, it pays physicians involved in the same cases on a fee-for-service basis.
Commercial insurers sometimes pay hospitals and surgery centers per case but pay the
physicians providing treatment via fee for service.

In 2016 the government introduced “bundled” per case payments in its Medicare program,
following an approach first tried by a handful of commercial health insurers. The initial
federal experiment focuses on total hip- and total knee-joint-replacement surgery. It
extends the single flat-rate DRG payment to include all physician fees and all costs of any
related treatments, complications, or hospital readmissions within 90 days of the original
operation. If the experiment successfully reduces costs, the government plans to extend it
to other types of cases.

Per case payment gives providers incentives to improve efficiency within cases but, like
fee for service, is a volume-based system that fuels waste. The more cases a care delivery
group handles, the more it gets paid. Therefore, it’s in the group’s financial interest to
maximize the number of cases it treats, even if some add no value or actively harm
patients.

Capitation.

In contrast to fee-for-service and per case payment methods, per person payment methods
can encourage waste reduction at all three levels and give patients and physicians the
freedom to make the treatment decisions they think are best. But to function well, such
systems must adjust payments for risk, which is easier to do at the level of a population
than of an individual patient. (A typical population is a business’s employees and their
dependents.) There have to be quality measures to ensure that providers don’t withhold
necessary care. And finally, savings from waste reduction must go back to care delivery
groups to keep them financially viable.

The last widespread use of capitation in the U.S. didn’t meet the last two criteria. In the late
1980s and into the 1990s, both government and private payers looked for ways to reduce



health care inflation. The primary mechanism they turned to was health maintenance
organizations (HMOs), which were usually owned and managed by insurance companies.
While employers generally paid HMOs on a capitated basis, most HMOs continued to pay
care delivery groups using fee-for-service and per case methods.

HMOs employed a series of tools to limit health care consumption. For example, many
mandated that primary care physicians act as gatekeepers. Care providers had to get
permission from nurses and doctors based at insurance companies to make referrals to
specialists and order surgical procedures, imaging, and hospitalizations. In some instances
the HMOs passed along a portion of the capitated insurance payment to the provider
groups to cover all necessary services, which transferred the financial risk to them.

HMOs succeeded in curbing expenditures. Health care costs as a proportion of GDP
remained flat from 1993 through 2000—even though one reason was that the GDP was
growing rapidly, hiding the price increases that did occur. However, the insurance
companies weren’t in the best position to make health care decisions, because they were
removed from patient-clinician interactions. The HMOs’ bureaucratic controls imposed
hassles and treatment delays. Some physician groups, unable to manage care costs after
accepting capitated payments, failed financially. Patients and physicians rebelled, arguing
that the financial incentives built into capitated payments led HMOs to ration care and
accusing insurance companies of putting profits before patients’ health. The resulting
political backlash ended insurance-company-based cost control as a national movement.

A Better Capitation Model

A population-based payment system would differ from the capitated method most
insurance companies use in significant ways. With PBP, care provider organizations would
receive a risk-adjusted monthly payment that covers all necessary health services for each
person. Eliminating the gatekeeper and the third-party authorization for care that made
HMGOs so unpopular, PBP would put responsibility for considering the cost of treatment
options in the hands of physicians as they consult with patients. Finally, unlike HMOs of
the 1990s, PBP would include quality measures and standards. A care delivery group
would pay independent physicians using existing fee-for-service mechanisms but would
adjust payments quarterly according to the levels of clinical quality and patient satisfaction
achieved as well as total cost to care for the covered population. The advantage of this
approach is that it would build on a system physicians already understand while rewarding
them for improvements in quality and cost, which would compensate them for income lost
if total care volumes decline as a result of waste elimination.

Federal cost control efforts mandated by the Affordable Care Act of 2010 are pushing
health care payments in this direction. Recognizing that volume-based payments fuel
expenditures, increase waste, and potentially worsen quality, government officials are
moving toward “pay for value” systems, which give providers financial incentives to hold



costs down by improving clinical outcomes and patient satisfaction. To do this, they’re
implementing the initiatives below—each of which represents a step along the spectrum
toward full capitated payment:

o Mandatory reporting of quality and patient satisfaction for all care delivered under
Medicare, with financial penalties for care delivery groups that don’t meet standards
or that rank poorly compared with other groups.

e The Medicare bundled payment experiment launched this year.

o The Medicare Shared Savings Program, under which a care delivery group is paid
via traditional fee for service and per case DRGs but receives a portion of any
savings it achieves through care coordination and waste reduction.

o Alternative payment models, including patient-centered medical homes and
accountable care organizations (ACOs) for Medicare patients. These programs also
pay via fee for service and per case but give care delivery groups a potentially larger
share of the savings, provided their charges come in under preset spending levels.
However, if charges exceed the preset levels, care delivery groups may have to
absorb them.

o Full capitated payment. The federal government is launching “next-generation
ACOs,” in which a care delivery group receives a monthly capitated payment that
covers all health services for Medicare patients enrolled with it, adjusted for their
expected health needs. Different care delivery groups (including our organization,
Intermountain Healthcare) are proposing—and the government is likely to
approve—different forms. It may take a few years, after these experiments produce
results, for the definitive form to emerge.

To cut waste, providers have to innovate—and that requires investment.

We recommend that, where possible, care providers jump directly to population-based
payment and that payers actively support them in that move. Of the pay-for-value methods
just listed, it’s the only one that gives care delivery groups the financial incentives to attack
all three levels of waste. More specifically, it’s the only one that ensures that care delivery
groups capture enough of the savings from waste elimination that they stay financially
viable and can continue to invest in such programs. Let us explain.

To raise quality and eliminate waste in health care, we need to do more than end
production inefficiencies and unnecessary or inappropriate treatments. Care providers also
have to develop, test, and repeatedly improve new care delivery processes—and that
requires investment. A major problem with fee-for-service and per case payments is that
they redirect the savings away from those who must make the investment and into the
pockets of insurance companies. Consider these two examples:

Congestive heart failure and ischemic heart disease (compromised blood flow to the heart)
are very common conditions, especially among Medicare patients. Certain medications



(beta blockers and ACE and ARB inhibitors), taken every day, can stabilize patients’
conditions and prevent death. The key is recognizing which people need the medications
and getting them started on them.

Nationwide, hospitals prescribe the right long-term medications for these two conditions to
their patients only 44% of the time. Intermountain Healthcare’s LDS Hospital in Salt Lake
City developed a system that boosted its accuracy rate from 57% to over 98%. As a result,
mortality fell by more than 450 deaths a year, and hospitalizations by almost 900 cases a
year. The majority of those cases were paid through Medicare, on the per case DRG
system. The lower hospitalization rate meant that LDS Hospital lost $3.2 million a year in
revenues, along with associated operating income. From a purely financial viewpoint, its
investment in improving patient outcomes and lowering costs worked out very poorly
indeed.

When Intermountain rolled out a better lung treatment for babies, it lost $5 million.

Intermountain’s American Fork Hospital had a large birthing service. About 110 of its
newborns each year were borderline premature—with a 34- to 37-week gestation versus
the normal 40 weeks. Often the lungs of premature babies are not fully developed, which
means they can collapse. In the distant past, most of these “blue babies” died. Then
clinicians learned to place a breathing tube through an infant’s mouth into its major airway
and use a mechanical ventilator to keep the lungs inflated for a few weeks. This gave
infants’ lungs time to mature, and mortality rates plummeted. Unfortunately, intubation and
mechanical ventilation are highly invasive, and some babies suffered significant
complications.

A group of obstetricians and neonatologists at American Fork Hospital argued that since
borderline preemies have lungs that are almost mature, a milder intervention, “nasal
continuous positive airway pressure,” which involves blowing pressurized air through the
newborn’s nose, might work. In a clinical trial, intubation rates fell from 78% to 18%. The
children stayed in the nursery, not the far more expensive newborn ICU. With the simpler,
less invasive care, the hospital’s total operating costs for these children fell by $544,000 a
year. But fee-for-service insurance payments dropped by $873,000, causing a $329,000 dip
in the hospital’s operating income. The hospital also had to bear the costs of developing
and implementing the change. Moreover, when Intermountain decided to deploy the new
methods across all its hospitals—clearly the right thing to do for the children—that
$329,000 turned into more than $5 million in annual losses.



Who Gets the Savings from Waste Reduction?

With most health care payment methods, much of the savings from waste cuts goes into the pockets

of payers (mainly insurers and, to a much lesser degree, employers and patients), not to the care delivery
groups behind the quality improvement initiatives. That undermines the groups’ finances and ability

to invest in further innovations that rein in spending. Population-based payment is the only system

that allows groups to benefit from reducing all three categories of waste.

PAYMENT METHODS
TYPE OF % OF ALL Cost- Fee for Per Population-
WASTE WASTE  plus service case based payment

Production level

Inefficient production of
individual care units, such as
drugs, tests, nursing support

5% Payer Pro Pro

Case level

Use of unnecessary

or suboptimal services
in treating a case

50% Payer Payer

Population level
Unnecessary

or avoidable
patient cases

45% Payer Payer
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These examples raise critical questions: Should care delivery groups invest in quality
improvements that reduce costs if it could mean their own financial demise? Even if a
group does so because it’s the right thing for patients, where will it find the resources to
launch its next waste reduction project? Shouldn’t the windfall that health insurers receive
from waste reduction help fund further improvements? If sharing in the savings
strengthened the care delivery group financially, wouldn’t it become a more effective
competitor, encouraging other groups to adopt the same cost-saving strategies?

We believe that population-based payment addresses these issues, because it encourages
providers to attack all waste, by ensuring that they benefit from the savings. Because per
case systems, including the new bundled payment approaches, don’t offer the right
financial incentives, close to half of all waste reduction opportunities are likely to go
unrealized under them. Under fee for service, the situation is even worse: More than 90%
of such opportunities will probably fall by the wayside. Population-based payment has
other advantages as well:



Higher returns.

For care delivery groups, waste elimination under PBP has a far more positive financial
impact than revenue enhancements do under pay-for-volume systems. Only 5% to 9% of
all new revenues from a successful, well-managed new fee-for-service or per case service
will find their way to a care delivery organization’s bottom line. From 50% to 100% of the
savings generated through waste elimination in a PBP system will.

A bigger opportunity for more providers.

The total size of the opportunity—a minimum of $1 trillion a year in the United States—
dwarfs any financial gains from offering new services. Any competent care delivery group
can immediately act on that opportunity; that’s not true with new services. Eliminating
waste often requires much smaller investments than launching new services, especially if
those services rely on cutting-edge technologies.

Cheaper, higher-quality care for patients.

PBP would create a market in which care delivery organizations would compete for
patients on the basis of the cost and quality of their clinical services. Competition would
prod them to pass some of the savings on to patients and to give them better care.

Judging by what’s going on in the market beyond the Medicare initiatives, others seem to
agree that the population-based payment model is best. An increasing number of care
delivery groups have started their own insurance companies or partnered with existing
insurers, and many large health insurers have purchased care delivery groups. Combining
care delivery and insurance in one organization creates a de facto population-based
payment system.

Finding the Tipping Point

Most care delivery groups now navigate a complex mix of discounted fee-for-service
(commercial insurance) and per case (Medicare, plus some commercial insurance)
payment. Population-based payment—capitated payment made directly to care delivery
groups—tremains relatively rare. Yet if it were adopted more broadly, groups that
aggressively cut waste, as Intermountain did, would benefit financially; the revenues they
received for treating each patient would hold steady, while their costs would fall. The key
is identifying and reaching the tipping point: the proportion of a group’s total payment that
must come through capitation in order for gains from waste elimination under PBP to
outweigh losses under other payment systems.

To explore that question, we built mathematical and empirical models. Under conditions
simulating the operations of both community care groups and academic medical centers,



the tipping point was consistently below 30%. If 23% to 29% of a group’s payments came
through PBP, the group improved its finances by concentrating on waste elimination.

Answering the Critics

Opponents of population-based payments raise three main concerns about them—all of
which we believe are unfounded.

Objection 1: PBP’s financial incentives will cause rationing, leading clinicians to
withhold necessary care.

Some critics cite the 1990s HMO experience to support that viewpoint. But they are wrong
for a number of reasons.

First, the science of assessing clinical quality, while still imperfect, is dramatically better
than it was in the 1990s. To a much greater degree than the HMOs of that era, all proposals
for pay-for-value, including capitated payment, contain measures to ensure that each
patient receives all necessary and beneficial care, at least to the degree achieved by the
current fee-for-service and per case payment systems.

Second, the HMO movement placed oversight of care decisions in the hands of an
insurance company. That created conflict between patients and their clinicians on one side
and a distant, financially driven corporation on the other. Making capitated payments
directly to care delivery groups and eliminating the insurers’ supervisory role remove the
fundamental conflict that doomed the HMO movement.

Finally, there is solid historical evidence that when physicians are asked to take costs into
account in treatment decisions, the vast majority consistently do what’s clinically best for
the patient. During the 1930s and the 1940s, before broadly available third-party payment
for health care, physicians routinely considered a family’s resources when providing care.
During HMOs’ heyday, concerns about rationing were fears, not reality: Empirical
measurement of quality showed, on average, a slight but significant increase in the quality
of care.

The healing professions select for ethical behaviors, train their members deeply in them,
and monitor for violations. While failures do occur, they’re rare. When they happen,
they’re corrected. The medical professions’ ethical codes of conduct actually work.

Objection 2: Care delivery groups are not best equipped to address problems of
fragmented care and to promote population health.

Most people agree on the need to better coordinate care delivery in the United States. The
current system is deplorably fragmented, forcing patients to navigate a confusing maze of



independent primary, specialty, and hospital care. There’s also consensus that the country
should expand population-wide efforts to promote healthful lifestyles and immunization to
prevent diseases, and early detection to nip them in the bud. Some argue that health
insurance companies are best positioned to achieve these goals.

We disagree for several reasons. While it’s true that coordinated care is essential to
reducing waste and increasing quality, it works most effectively and efficiently when
embedded within an integrated care delivery organization—a network of providers that
have agreed to offer a continuum of care to a defined population and to be accountable for
clinical and financial outcomes. Such groups already account for between a third and half
of all care delivery in the country, and their share is growing rapidly. Even if an integrated
care delivery group doesn’t contain every essential service, it’s as well positioned as an
insurance company to partner with other providers for additional services. Moreover, we
estimate that at least one-third of all opportunities to improve population-level health reside
exclusively within specialty and hospital-based care delivery—well outside the reach of
insurance companies. The new way to treat newborns with immature lungs cited earlier is
one of many such examples.

PBP gives providers strong incentives to do interventions that reduce care needs.

Last, even when insurance companies do have some ability to address population-level
waste, care delivery groups are still more effective at it. For example, Intermountain has
found that embedding “appropriate use criteria” in clinical practice, where physicians
consult with patients to make treatment choices, prevents unnecessary or harmful care
better than insurance-based preauthorization does. Intermountain’s cardiologists, for
instance, routinely employ such formal evidence-based criteria when counseling patients
who might need heart catheterization, stents in the arteries that supply blood to the heart, or
permanent heart pacemakers and defibrillators. The result is that the use of such treatments
has fallen by almost 25% below Intermountain’s already low rates, eliminating about $30
million in waste annually. Meanwhile, quality measures showed slight improvements in
clinical outcomes.

Objection 3: It would be better to expand bundled payments.

The use of bundled payments has focused mostly on clinical conditions with well-defined
boundaries, such as cataract eye surgery, total joint replacements, uncomplicated deliveries,
and simple outpatient upper respiratory infections. Some propose applying it to more-
complex cases, such as the management of chronic diseases like diabetes, heart failure, and
asthma. That approach, they argue, would give patients greater choice and make health

care markets more competitive. (See “How to Pay for Health Care” by Michael E. Porter
and Robert S. Kaplan.)


https://hbr.org/2016/07/how-to-pay-for-health-care

This approach to bundled payments is sometimes called “disease capitation.” It’s a very
small step away from full capitation. It attempts to push actuarial risk analysis down to the
individual patient level, rather than analyzing risk for a group of patients. Such analysis is
technically difficult. In addition, this approach could create strong incentives for care
delivery groups to select patients, conditions, and treatments based on financial returns
rather than patient need.

Most people who have chronic diseases such as heart failure, hypertension, asthma, and
depression suffer from several at once. This is especially true with elderly patients, whose
needs often include palliative care, help with bowel issues, and general pain control. Any
care delivery group has to treat the whole person, not just the disease; it must supply
comprehensive care for all of a patient’s conditions, either by providing it directly or
coordinating with other groups. Bundled payment systems, however, spur patients to seek
out highly specialized groups that treat only one disease and its related conditions.

Finally, bundled payments don’t directly encourage prevention. In contrast, PBP gives care
provider groups strong incentives to perform interventions so that their services aren’t
needed in the first place—something capitated care delivery groups are starting to do under
the banner of “population health.”

Proof That Population-Based Payment Works

The experience of Intermountain Healthcare, which serves about 2 million people in Utah,
Idaho, and surrounding states, shows that a population-based payment model is viable.

Intermountain has its own insurance subsidiary: SelectHealth, the largest commercial
health insurer in the region, which has some 800,000 enrolled members. Through its
commercial insurance business, capitated Medicare Advantage programs, and a new
capitated Medicaid program introduced by the state of Utah, SelectHealth now pays for
more than 30% of all care delivered within the Intermountain system. Add true charitable
care, and capitated care accounts for over 35% of Intermountain’s business.

As a nonprofit with a social mission, Intermountain regards the patients and communities it
serves as its “shareholders.” Its leaders and trustees believe that access to care is
paramount. In 2011, recognizing that access depends on affordability, Intermountain’s
CFO set a goal of dropping the group’s year-over-year rate increases within 1% of the
consumer-price-index inflation rate by the end of 2016.

Intermountain is making good progress toward that goal. Through 2015, waste elimination
reduced its total cost of operations (“revenues,” under traditional fee-for-service-based
health care accounting systems) by 13%. But since more than 35% of Intermountain’s care
is now compensated through capitated payment—well past the tipping point—the group
has been able to remain financially strong: With consistently healthy operating margins, it



boasts the highest bond ratings in the industry. The cardiac-medication and newborn
initiatives, which initially hurt Intermountain’s operating income, now make financial
contributions. So do a whole host of other waste reduction innovations, such as a new
supply-chain management system, the introduction of best-practice standards for high-
volume diseases, and primary care clinics that coordinate all aspects of medical and social
services.

Waste Cutting That Works
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If 35% to more than 50% of total health care spending is wasted, then the 13% drop in
operating costs that Intermountain has achieved is merely a good start. Large financial
opportunities remain.

In 2014, Intermountain, which employs more than 1,350 physicians, launched a new
program that allows interested independent physicians to participate in population-health
efforts and share in the savings they generate. Under the modified fee-for-service system
described earlier, these physicians, along with the employed group, receive significant
payment when total costs are reduced, patient satisfaction is increased, and quality
measures—which guarantee that no physician is withholding beneficial care—improve.
About 1,200 of the more than 4,000 independent physicians that work with Intermountain
have signed up.



In the fall of 2015, Intermountain used the savings generated by waste elimination to offer
business customers a new insurance product. It limits total rate increases to 4% a year for
three years—a level likely to be one-half to one-third of general insurance rate increases in
Intermountain’s markets. The organization sees this as a “dividend” to its “shareholders”—
the patients and communities it serves. In return for low rates, businesses have to
participate in disease prevention and activities that promote better health—for example,
encouraging their employees to exercise regularly and eat wisely, to stop using tobacco
products, to avoid excessive alcohol consumption, and so on.

Deming got it right. Raising quality by reducing process variations and rework can
eliminate waste and bring down operating costs. Better products at lower costs generate
higher value, which helps organizations achieve better market positions. Strategies based
on that thinking have transformed other industries. We believe that they will do the same in
health care. Population-based payment will play a critical role in helping care delivery
groups make that leap.
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