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Abstract

There istremendous interest in different approachesto slow the rise in US per capita health
spending. One approach isto publicly report on a provider’s costs (also called efficiency, resource
use, or value measures) with the hope that consumers will select lower cost providers and thereby
encourage providers to decrease spending. In this paper, we explain why we believe many current
cost profiling efforts are unlikely to have this intended effect. We then suggest changes to content
and design to increase the intended consumer and provider response to publicly reported cost
measures.

Background

The passage of the Affordable Care Act (ACA) has intensified the focus on approaches to
decreasing health care costs. Jonathan Gruber, a health care economist, has described the
ACA asthe completion of the first round of health reform which he termed the coverage
round.(1) We have now entered what he calls the second round, the cost-reduction round.
The ACA takes the general approach of “letting athousand flowers bloom,” testing a myriad
of approachesto lower costs.

One of these approaches to reducing costs is the measurement and public reporting of cost
measures. Public reporting of costsis currently conducted by Medicare, the states, and the
private sector. The Affordable Care Act will accelerate these efforts by mandating public
reporting of cost measures for physicians and hospitals as a component of value-based
purchasing programs. The hopeis that patients will use these measures as one of many
considerations when they choose their providers. As patients begin to switch to lower-cost
providers, theoretically higher-cost providers will lower their costs to remain competitive.

In this paper, we explore the feasibility of this model. We first focus on concerns that
consumers might not respond to cost measures in the manner policymakers expect and ways
to overcome these potential pitfalls. We then discuss whether it is even necessary for
consumers to respond to cost measures given that providers may respond due to reputational
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concerns. We conclude by providing recommendations for how to publicly report cost
measures.

Clarifications and caveats

Before turning to the main purpose of the paper, we want to clarify terminology and add
some hecessary caveats. For the purposes of this paper we consider cost measures to include
the wide variety of measures that are publicly reported for the purpose of decreasing
spending including “cost,” “resource use,” “efficiency,” or related concepts. In Exhibit 1, we
provide some illustrative examples which demonstrate the variety of types of measures and
types of providers (i.e. hospitals, physicians, nursing homes) profiled. Often this cost datais
presented in isolation from quality information. In many cases, the measure used in the
profile is only the reimbursement to the provider and therefore does not equal “total costs’
which are afunction of this reimbursement and utilization.

While we do not address them in this paper, we acknowledge the numerous methodological
and operational issues with cost measures that have been noted in our prior work.(9, 10)
Following our recommendations on how to present cost measures without addressing
concerns about the validity and reliability of the measuresis problematic. It might lead to
anger and distrust among providers and perceptions that the measures are not fair.(11)
Providers may respond by avoiding patients they perceive as high cost such as minorities,
wealthy patients who “ demand too much”, or patients with multiple co-morbiditiesif they
do not believe these factors are incorporated into the cost measures.

How will public reporting of cost measures translate to lower costs?

Selection pathway — driving lower costs through consumers

Public reporting of cost measuresto a consumer audience is built on the expectation that
consumers will use that cost information to choose their provider. Theoretically, patients
will preferentially choose lower-cost providers, higher-cost providers will lose market share
and will be motivated to decrease their costsin response to these competitive pressures. This
has been termed the “ selection” pathway by Don Berwick; providers will lower their costs
dueto real or anticipated loss of market share.(14, 15)

This pathway is complementary to consumer-directed health care. In consumer-directed
health care there is an expectation that patients will bear a greater burden of costs (“skinin
the game”) and therefore will have greater interest in selecting low-cost high-quality
providers.(16) We discuss later the importance of financial incentives and quality
information.

Concerns with the selection pathway

There are several reasons why current cost measures may not achieve the aims of the
selection pathway. First, regardless of the costs of the provider they select, most peoplein
the US, including those on Medicare,(17) still pay no copayment or a fixed co-payment for
individual services and have a cap on their annual out-of-pocket spending. Even
beneficiaries with high-deductible plans quickly reach full coveragein the event of a
significant health care problem due to the high cost of most services. Therefore, the mgjority
of consumers have no practical interest in these data. It is notable that consumers typically
expressinterest in quality information, yet have been slow to use current quality report cards
to inform their choice of providers.(18, 19) With the addition of cost measuresto public
reports, the challenges are likely to be greater.
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Second, the cost information that is directly relevant to consumersis their out-of-pocket
costs. Current cost measures typically do not provide consumers with this key information.
Instead, currently used measures typically include total costs from the perspective of athird
party payer. While the total cost of care contributes to increasing health costs — and
therefore, higher premiums for consumers — it is unlikely that most consumers will change
their behavior based on these considerations. The link between higher personal medical
costs and ones income isindirect.

Third, the evidence to date suggests that many consumers believe that more care is better
and that higher-cost providers are higher-quality providers.(20-22) This raises the possibility
that public reporting of cost measures might have the perverse impact of /ncreasing costs.
Consumers might interpret “lower cost” as evidence of scrimping on care and therefore low
quality. This association between costs and quality is powerful. Consumers know that in
most aspects of their life higher priced goods and services are often better than lower cost
goods and services. In one recent study two groups of patients were randomized to receive
the same drug, but in one group the pill was labeled $2.50 per pill while in the other group
the pill was labeled as $0.10 per pill. The group that received the more expensive pill was
much more likely to report pain reduction.(23) Costs may be sensibly viewed as a proxy for
quality. Therefore, the potential hazard of only publicly reporting cost datais that consumers
will use the cost information to select higher-cost providers. Overcoming the “moreis
better” belief and communicating that lower cost is not compromising on quality are key
challengesin publicly reporting cost data.

Fourth, consumers often cannot understand cost measures and therefore may not trust the
reports. Prior work on publicly reported quality information highlights the cognitive burden
of assimilating thisinformation or basic misunderstanding of whether ahigh or low scoreis
preferable.(15, 24) These issues are also evident with cost measures. For example, it would
be difficult for the typical consumer to interpret whether a shorter length of stay in the
hospital is a good thing. Indeed, a consumer might interpret higher length of stay asa
positive attribute because that means the hospital will not push them out of the hospital.
Beyond comprehension, there are concerns with awareness and trust. It is likely that
consumers will be skeptical of any cost information that comes from a health plan or
employer. One study on tiered physician networks (which is based both on quality and costs)
found that few consumers were aware of the tiering and almost two-thirds did not trust the
information which was provided by a health plan.(25)

Lastly, the measures must be directed to the decisions consumers actually make. Medicare
publicly reports average reimbursement to a hospital for amyocardial infarction, commonly
known as a heart attack. Y et, a hospitalization for amyocardial infarction (and many other
emergent conditions) is dictated by the driver of the ambulance, not the patient. Therefore it
isnot feasible for a patient to use thisinformation.

To summarize, we believe that in their current form and in the absence of any financial
incentives, it isunlikely that public reporting of provider costs will drive consumersto
selectively choose lower-cost providers.

Potential ways to make the selection pathway viable

If a policymaker wants to pursue the selection pathway, there are four key changes that must
be made to current reporting to make it more likely that consumers will respond to cost
measures: (1) focus on choices that are relevant to consumers, (2) present information in a
manner that patients can easily process, (3) tie cost measures to quality measures, (4) use
consumer financial incentives. In Exhibit 2, we illustrate these recommendationsin a
theoretical report card.
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It isimportant to target the provider choices made most often by consumers such as the
choice of aprimary care physician, an obstetrician/maternity hospital, or the surgeon for an
elective procedure such as joint replacement. In many other clinical situations, a patient’s
choice of provider is heavily influenced by their physician. For example, Medicare patients
often accept the specialty physicians associated with that primary care physician and the
hospital to which these physicians typically admit consumers.(26). With emergent
conditions or procedures (e.g. hip fracture, heart attack), consumers cannot plausibly
respond to public reports of costs. Another good fit for public reporting of costs are services
which patients are unlikely to perceive quality differences. With these services, patients will
be more sensitive to financial incentives. Examples of such servicesinclude a blood test for
complete blood count or an influenza vaccine.

The type of measures and presentation of the information are also critical. The measure most
relevant and easily interpreted by consumersis their out-of-pocket costs. Ideally, consumers
would be presented with an estimate of their total expected costs over a period of time or
episode of treatment, not simply with their payment for the first physician visit or diagnostic
test. Given the current complex variation in benefit designs, it may be difficult to publicly
report a single co-payment amount and it may be necessary to report ranges of co-payments
($50-150 vs.$200-400) or to use qualitative terms (“lowest co-payment” vs. “highest co-
payment”). A personalized estimate would require information on individual insurance
benefits, as well as expected utilization over the entire episode of treatment (e.g. all care
related to pneumonia), and provider payment rates. Given the current complex variation in
benefit designs, it may be difficult to publicly report a single co-payment amount and it may
be necessary to report ranges of co-payments ($50-150 vs.$200-400) or to use qualitative
terms (“lowest co-payment” vs. “highest co-payment”).

Research on public reporting of quality measures highlights the importance of simplicity.
(24, 27) Consumers can more easily process information when an overall summary is
provided [One caveat isthat a single summary measures might increase distrust. To address
thisissueit is useful to have more detailed information (“click here for more details’)]
available for those consumers who desire that information. They are also more likely to
respond if it is easy to identify the outlier providers; this can be done by putting the outlier
physicians at the top of the report, rank-ordering providers, or highlighting them in some
other manner. The use of easy to interpret symbols, as opposed to numerical scores, isalso
easier for consumersto interpret. Equally important is the language used. While “high-
value” or “efficient” might seem intuitive, we believe consumers do not understand or find
these terms salient. We emphasi ze the need to do consumer testing with the language used in
apublic report card.

Another key isthat cost measures should be tied to quality measures.(20) The goal isto
neutralize the typical consumer’s association between high costs and higher quality. If the
cost and quality data are displayed side-by-side or the cost datais displayed within quality
tiers, then consumers might be less concerned that being lower cost trandates into lower
quality. Oneideaisto combine cost and quality datainto a single value metric. Our concern
with that approach is that the idea of value may not be salient or trusted by consumers
currently.

Lastly, and maybe most importantly, we believe there must be a financial incentive for
patients to switch providers. The limited available evidence suggests that patients will
switch their providers when given afinancial incentive.(11, 28) Financial incentives could
be created through changes to benefit design such astiered networks with higher
copayments for high-cost providers or narrow networks that exclude high-cost providers.
One study found that when their physician was excluded from their health plan’s network,
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81% of patients stopped seeing that physician.(28) The visit copayment difference for
patients between an out-of-network physician and an in-network physician was $50-60
versus $15. Evidence of provider switching has also been seenin tiered provider networks
where a patient must pay a higher premium or a higher co-payment to see designated
providers. In the tiered network in the Buyers Health Care Action Group purchasing
initiative research shows that patients were responsive to the cost differences.(11) Thisis
echoed by the self-reported experience of health plans with tiered provider plans.(29) This
approach, combining cost and quality reporting with afinancia incentive such as a different
copayment, could also address the concern that simple cost-sharing is a blunt instrument that
isequally likely to discourage both high-value and low-value care.(30)

In summary, to encourage consumers to respond to publicly-reported cost measures (the
selection pathway), it isimportant for the cost measures to focus on consumer-rel evant
choices, be easy to interpret, tied to quality information, and/or linked to a consumer’s out-
of-pocket costs. Because of the limited evidence in this area, future empirical studies will be
necessary to test the effect of improved cost measures.

The alternative “reputational” pathway — driving lower costs through direct response of

providers

In the reputational pathway the goal of public reporting isto provide transparency (“sunlight
isthe best disinfectant”) and to directly drive a provider response.(14)

There are two potential reasons why providers might respond to such publicly reported
measures. Thefirst isthat by learning that they are labeled “high cost” or “low value” a
provider maybe inherently motivated to change and lower their costs.(14) This idea has been
promoted in recent definitions of physician professionalism that include being good
stewards of resources.(31) The second is that providerswill respond primarily to protect
their public image.(15, 32) Prior research has argued that the latter is more likely to drive a
response and therefore we have labeled it the “reputation” pathway.

To our knowledge, there are no data on whether providers will respond to publicly-reported
cost measures. We only can extrapolate from research examining the provider response to
public reporting of quality measures. One prominent exampleis CMS s Hospital Compare
initiative, where there has been steady improvement in hospital performance on the publicly
reported measures despite the absence of any clear consumer response.(33) Provider
response to quality measures appears to be driven primarily by concerns about reputation.
(32, 34) Hospitals that receive private and confidential reports do not improve on their care
to the same degree to those where it was publicly reported. However, for the reputational
pathway to work, those being reported upon must think that relevant audiences (e.g. hospital
board members, local politicians, competitors) are watching and care. This means the reports
must be salient and comprehensible to these relevant audiences.

Will publicly reporting cost measures drive the same provider response? Like many issues
related to publicly reporting cost measures, we do not know. On one hand, if high costs are
interpreted as being “wasteful” then providers will worry it hurts their image. On the other
hand, unlike in the area of quality where providers have an intrinsic desire to provide higher
quality care, it is unclear whether aprovider has an intrinsic desire to be lower cost. Being
publicly labeled as a*“high cost” or “low value’ provider is unlikely to have the same
negative reputational impact as being labeled as low quality. Indeed providers might
recognize that among a large fraction of the populace higher cost with quality and therefore
believe that being labeled as high cost actually enhances their public reputation. We also
must be concerned about the perverse impact on low-cost providers. Providers labeled low
cost might worry about the negative reputational effect or see the opportunity to increase
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revenue among their existing patient population. In response, they might try and increase
their costs.

It isimportant to emphasize that even with the reputation pathway, public reporting of the
measures isimportant. Even though in this pathway consumers do not change providers,
providers must worry that some consumers and their peers view them as a poor performer.
Therefore, the measures should be accessible and understandable to consumers if the
measures are going to impact public image. Ideally, the cost measures will have a clear
association with quality. Examples include rehospitalizations, costs associated with
potentially avoidable complications or “never” events, or use of high-cost high-radiation risk
imaging for back pain. All of these might be viewed by providers as potentially avoidable
costs that clearly result from poor-quality health care.

Why does the potential pathway matter?

The pathway, selection or reputational, by which one believes public reporting of cost
measures trandates to lower costs has clear practical implications. It can impact which
conditions to focus on, which measures are chosen, and how the information is presented.
To make our recommendations concrete, we present in Exhibits 2 and 3, cost report cards
that focus on the selection pathway and reputational pathway respectively. The exhibits are
presented to illustrate the key concepts and we have not been tested with consumers or
providers.

Aswe noted above, if one believes that consumer response is the pathway (selection
pathway), then policymakers should focus on cost measures that for consumers are (1)
relevant,(2) easily interpreted,(3) linked to corresponding quality measures, and (4) linked to
financial incentives.

There are anew set of issues and questions if one pursues the reputational pathway. The key
guestion to ask when selecting and presenting a measure, will poor performance be viewed
negatively by the provider’s peers? Cost measures where higher cost implies poor quality
will have the greatest impact such as rehospitalization rates, rates or costs of potentially
avoidable complications, overuse measures (e.g., ordering unnecessary radiology tests for
back pain), or excessive length of stay. In contrast, many currently used cost measures such
as episode-based costs, differences in reimbursement, generic prescribing rates, or price
transparency seem unlikely to negatively impact a provider’ s reputation. In Exhibit 3 where
we illustrate these concepts, we do not list all hospitals, but only identify the high-cost
outliers. We focus on only high-cost outliers to increase the negative reputational impact on
these hospitals. Also, and maybe more importantly, it decreases the likelihood of the
perverse impact that low-cost hospitals will increase their costs. The concept that poor
performance is wasteful must be compelling and easy to interpret. In our example, we have
chosen to use the term “excessive” to make it more evident that thisis negative
performance. While we recognize that not all consumers will understand the concepts of
length of stay and rehospitalizations, it is likely clear to key opinion makers and their peer
hospitals. Lastly, in contrast to the selection pathway, we have focused on a condition,
myocardial infarction, where patients cannot choose the provider and we do not link the
measures to out-of-pocket costs.

Can both pathways be pursued?

Our focus on the choice of pathway does not mean that policymakers cannot pursue both
pathways. In fact, by pursuing both pathways at the same time, there is the possibility of
achieving some synergy between the two efforts, and thereby yielding more change.
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However, the report would need to focus on a subset of measures that are appropriate for
both pathways and would be likely need to be divided into sections for consumers and
providers. For example, by repackaging or relabeling the datain Exhibit 3 (with plain
language and icons to replace numbers). The concern is that there are relatively few
measures that meet all of the criteriafor both pathways.

Another alternative would be to divide up report cards by condition or patient choice. Where
consumers do make a choice, the focus could be on the selection pathway. In other clinical
areas where consumers are unlikely to make a choice, the focus could be on the reputational
pathway. Other ways of combining the two pathways could be investigated. For example, in
Exhibit 2 the focus is on the selection pathway for maternity hospitals. One could imagine
that for the second higher-cost tier of hospitals, a more in-depth set of reputation pathway
metrics are made available.

Acknowledging the lack of rigorous scientific data

With the great societal need to decrease health care spending, numerous efforts to publicly
report cost measures are ongoing or in development. Given thisintense interest, we have
used our expertise to make recommendations on how to optimize the impact of public
reporting of cost information. However, we fully acknowledge the limited scientific
evidence base on public reporting of cost measuresin isolation. More simply, we do not
know if thiswill work.

Conclusions

In this article we summarize the pathways by which public reporting of cost measures can
trandlate into lower costs. There are several key take-away points for policymakers.

First, in their current form and absent any financia incentives, publicly reporting of cost
measures alone is unlikely to lead to the hoped for consumer response. It could even lead to
the perverse impact of consumers switching their care to higher-cost providers.

Second, we believe policymakers should consider the intended pathway when selecting cost
measures for public reporting and deciding how the measures are presented. With the
selection pathway (focus on consumers) the keys are that the cost measures are relevant to
consumer interests, easy to interpret, and tied to quality measures and financial incentives.
With the reputational pathway (focus on providers) the keys are that the cost measures are
viewed by opinion makers and provider’s peer group as clearly signaling wastefulness or
poor quality. With the reputational pathway the measures can focus on the full range of
conditions including emergent (e.g., myocardial infarction) and don’t need to betied to
financial incentives. We have highlighted some potential solutions and challengesif one
wants to pursue both pathways.

In the context of great urgency in national efforts to curb health care spending, it is critical
that we do not assume that consumers will respond to any cost information that is provided.
We must be thoughtful in our approach and figure out how to do this right.
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Quality of care How much you will pay out of
for deliveries your own pocket?
HIGH QUALITY HOSPITALS AT A REASONABLE PRICE
Hospital A (%) $100
Hospital B © $100
Hospital C (*] $100
OTHER HOSPITALS
Hospital J O $250
Hospital K [+ ] $250
Hospital L e $250
Click here for Click here for
details on how how we decide on out of pocket
quality measured costs

EXHIBIT 2. [llustration of How to Implement the Consumer -Pathway: Report Card for

M aternity Hospitals

SOURCE: Author’sviews

Footnote: In this Exhibit, we illustrate our recommendations on how public reports can
better engage consumers. We focus on choice of a maternity hospitals, an area of health care
where patients are motivated and have the time to make a choice. We present the key piece
of information that consumers want, their out-of-pocket costs. We also differentiate between
the high-value providers by putting them in a separate section and highlight them in green.
Because we recognize consumers may distrust the cost information and link higher costs
with higher quality, we made quality the first column. We do not even list the cost metrics
used to distinguish between the two tiers (that information is available using the question
symbol for only those that want more data). In some sense we are creating different depths
of data, theinitial report for the “1 minute reader” while the more in depth information is
available for the reader with greater interest.
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Higher than Average . . Length of stay
[ Rehospitalizations | Excessive
Hospital A 13.1% Hospital G | 7.5 days
' Hospital B 12.2% . Hospital C 6.3 days
Hospital C 12.1% Hospital F 6.2 days
Hospital D 9.2% Hospital E 5.1 days
| Hospital E 8.3% | Hospitall 4.3 days
Hospita 4.1% Hosprta 2.1 days

EXHIBIT 3. Illustration of How to Implement Reputation Pathway: Report Card for
Myocardial Infarction

Source: Author’s views

Footnote: In this Exhibit, we illustrate our recommendations on how public reports can
better motivate providers to focus on value. We focus on rehospitalizations, because we feel
it isimportant to choose a measure where poor performance is viewed negatively by the
provider’s peers. In contrast, higher reimbursement might not be viewed negatively by the
provider’'s peers. We do not list al hospitals, but only identify the high-cost outliers. This
helps increase the negative reputational impact on these hospitals and, maybe more
importantly, it decreases the likelihood of the perverse impact that |ow-cost hospitals will
increase their costs. We have chosen to use the term “excessive’ to make it compelling and
easy to interpret that poor performance is wasteful. We have illustrated this for a condition,
myocardial infarction, where patients cannot choose the provider. When focusing on the
reputational pathway, it is not critical to focus on conditions where patients can make a
choice
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Mehrotraet al.

[lustrative examples of publicly reported cost measur es (cost measur e bolded)

EXHIBIT 1

Type of
Provider?

Where?

What cost measur e captures

Aetna's Aexcel
Network (36)

Physicians

National

In their provider directory, Aetna places
stars next to physicianswho on average are
lower cost than their peersbased on a cost
profile. Cost profiles are generated based

on the costs of treating an episode of care
(i.e., treating a particular disease or

acute event). The focus of this program is

on physiciansin 12 specialties. To meet
designation status, the physicians must

also meet a quality threshold.

Hospital
Compare(37)

Hospital

National

On this website run by the Center for
Medicare and Medicaid Services, a person
selects a specific condition (e.g.,
pneumonia) and a geographic region. The
website then displays the volume of cases
and M edian M edicar e reimbur sement for
related categories of hospitalizations such
(e.g. “Simple pneumonia and pleurisy (DRG
193)") for hospitalsin that region.

Quality Quest (38)

Physician
clinic

Illinois

This website targets consumers. A consumer
selects one of 7 different kinds of

providers (e.g. behavioral health, primary
care) and one of 19 counties. For each
provider in the county, the website
displays the percent of prescriptionsthat
are generic and how that comparesto a
“high performer.”

NJ Hospital Price
Compare (39)

Hospital

New
Jersey

The goal of thiswebsiteisto provide
consumers an ability to compare charges at
New Jersey’s acute care hospitals. A
consumer selects a hospital and diagnosis
(e.g., “DRG 552 (Medical back problems w/o
MCC"). The website displays the aver age
length of stay and chargesfor the hospital
compared to severa sets of comparison
hospitals such as “ hospitals with similar
licensed beds’

Nursing Home Guide.
(40)

Nursing
Homes

Florida

Website users select aregion and then a
specific nursing home. Each nursing home
has a webpage which provides arange of
information including quality scores and
lowest daily charge for the nursing home.

SOURCE: Author’s analysis
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