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Three Fold Variation in Per Capita Spending

Peter Orszag, N Engl J Med, 2007
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Higher Healthcare Spending is Not 

Associated with Better Quality

Source: Baicker et  al. Health Affairs web exclusives, October  7, 2004



5

ACO Reform Consistent With Other 

Reforms

ACOs can strengthen 

ongoing reform efforts

ÅMedical home,

ÅHIT                                             

ACOs can operate in 

conjunction with current 

payment structures

ÁFFS 

ÁBundled payments

ÁPartial/full capitation 

ACOs

ACOs address fundamental 

health policy challengesConfusing aims

Absent or poor measurement

Fragmented care

Wrong financial incentives
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Accountability, ñSystemnessò & Incentives

ÁEstablish robust HIT infrastructure

Á Implement cost -saving and quality-

improving medical interventions

ÁEvaluate performance at the system 

level

ÁRestructure payment incentives to 

support accountability for overall 

quality and costs across care settings

Key Design Elements

ÁPay for better value ðimproved 

overall health while reducing costs 

for patients

ÁProvide timely feedback to providers

ÁRequire providers to report on 

utilization and quality

New model: Itõs the system- Establish 

organizations accountable for aims and 

capable of redesigning practice and 

managing capacity

Realign incentives ðboth financial and 

clinical ðwith aims  

Core Principles

Clarify aims to emphasize better health, 

better quality care, lower costs ðfor 

patients and communities 

Better information that engages 

physicians, supports improvement, and 

informs consumers
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Local accountability is the goal

ÅCurrently, there is little accountability for creating unnecessary 

capacity, practicing ñhigh intensityò medicine, or providing 

lower quality care.

ÅCurrent proposals (bundled payments, chronic disease 

management, pay-for-performance) do not promote 

accountability for cost, quality and capacity.
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Healthcare is practiced in local markets

Number of Medicare

Beneficiaries in 

Network

Percent of Total 

Beneficiaries

Number of Local 

Networks

Patient Loyalty to 

Local Network

Under 5,000 21.7% 3109 63.6%

5,000 -10,000 26.2% 936 70.8%

10,000 ï15,000 20.5% 430 72.9%

15,000 + 31.5% 371 75.6%

Illustrative purposes only using 2004 physician data on hospital use; ACO proposal involves no requirements for hospital -based 

affiliations. From Elliott S. Fisher, Douglas O. Staiger, Julie P.W. Bynum and Daniel J. Gottlieb, Creating Accountable Care 

Organizations: The Extended Hospital Medical Staff, Health Affairs 26(1) 2007:w44 -w57.



9

ACOs Differ But Share a Few, Key Elements

Can provide or manage 
continuum of care as a 

real or virtually 
integrated delivery 

system

Are of a 
sufficient size 

to support 
comprehensive 
performance 
measurement 

Are capable of 
internally 

distributing 
shared savings 

payments

1 2 3

Important Caveats

Å ACOs are not gatekeepers 

Å ACOs do not require changes to benefit structures

Å ACOs do not require patient enrollment
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Comparison of Different Payment Models 

FFS Capitation ACO

Payment Model Providers are paid per 

service. Incentive to 

increase volume. 

Providing fixed, òupfrontó 

payments unrelated to volume 

of services changes incentives, 

which can raise concerns about 

òstintingó.  Monthly payments 

can help finance infrastructure 

and other improvements. 

Reduces incentives to 

increase volume and can 

work with other reforms that 

promote coordinated, lower -

cost quality care. 

Requires patients 

to enroll with 

specific providers 

No ðPatients are not 

assigned.

Yes ðPatients must enroll with 

designated provider (who 

receives fixed payment 

regardless of utilization). 

No ðPatients can be assigned 

based on previous care 

patterns.

Strengthens 

primary 

care/fosters care 

coordination

No ðLittle incentive to 

support primary care or 

care coordination.

Yes ðCan provide incentives to 

support primary care and care 

coordination efforts.

Yes ðProvides incentives to 

support primary care and 

care coordination efforts.

Fosters 

accountability for 

total per -capita 

costs and 

improved quality

Little incentive to 

manage total per -

capita costs or improve 

quality

Strong accountability for per -

capita cost; however, can lack 

clear link to improved quality. 

Accountability for costs in the 

form of shared savings with  

eligibility for shared savings 

linked to meeting quality 

measures.
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How are Patients Assigned to the ACO?

Providers sign agreement to 

participate with ACO

Patients are assigned to their 

PCP based on the majority of 

their outpatient E&M visits

ÅDefined by the ACO

ÅPCPs must be exclusive to 

one ACO 

­ Limits concerns about 

selection and dumping

ÅSpecialists can be part of 

multiple ACOs

ÅUses data from insurer


