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•  Biomedical innovation, including new procedures and devices in 
orthopedics, is a major source of improved health 

•  It is expensive and risky and needs high revenues to motivate 
continued investment and appropriate priorities 

•  However, the extra value created by innovation should be shifted as 
soon as possible from physicians and suppliers to consumers, taking 
into account physicians’ income needs and producers’ needs for 
ROI 

•  This requires changes on the demand side of the market 

•  “Value-based purchasing” 
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•  Sophisticated purchasers reward innovative producers 

•  The biomedical industries have long enjoyed unsophisticated 
purchasers (hospitals and insurers) and cost-unconscious demand 
(patients and physicians) 

•  This has permitted extensive innovation but also consistently high 
prices, inefficiency, and unjustified variation in use 

•  Remember: value=quality/cost 
•  There is an important role for physician organizations, hospitals, and 

health plans in evaluating performance, aligning incentives, and 
supporting coordination among participants in the delivery of care 
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•  Many contemporary payment methods encourage adoption of cost-
increasing technologies, not cost-reducing technologies 
−  Fee-for-service for clinical services 
−  Consulting payments to MDs from device firms 
−  Hospital “carve-outs” for medical devices 
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•  Much of the contemporary health care delivery system is 
not structured to encourage sophisticated evaluation, 
purchasing, and use of  technology 
−  Struggles between hospitals and physicians over imaging, 

ambulatory surgery, specialty facilities 
−  Physician financial conflicts-of-interest 
−  Poor clinical data systems that do not measure 

performance across all participants 
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1.  Integrated data systems that measure performance across the 
care continuum 

2.  Payment methods that align incentives among all 
contributors and reduce conflicts of interest 

3.  Organizational structures that support coordination and 
foster a culture of cooperation 
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  Physician committees to assess new technologies/devices prior to 
their being purchased by the hospital 

  Sharing of data on devices prices and performance 
  Hospitals need to refuse price confidentiality clauses 

  Collaboration on negotiating device prices 
  Limits on use of contract ‘list price’ devices 

  Demand matching 
  Physician leadership in deciding which functional level of device 

for which patient (by age, diagnosis, functional ability) 
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  In the long term, performance is improved and costs 
are managed by restructuring along physician-led 
services lines  
  Data systems that capture full performance 

  Complications, LOS, outcome, cost, price 
  Preadmission tests, inpatient, post-discharge 

  Physicians assume joint responsibility for outcomes 
and costs across entire course of care 

•  Some form of bundled (episode of care) pricing is 
important to support joint accountability 



12 12 

1.  Expand P4P principles (quality and efficiency) to 
high-cost devices in orthopedics and cardiology 

2.  Foster cooperation between physicians, hospitals 

3.  Reduce physician conflicts of interest and 
promote transparency of device prices 

4.  Pilot a payment method that aligns incentives 

5.  Improve quality and outcomes for patients 
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163          311        130         92           42          306        90           232        60           492       106 

Hospital Volume     

       National Benchmark 
# 
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  Financial relationships between surgeons and device vendors 
now are front page news as well as being the source of greater 
regulation and, ultimately, litigation 

  Conflicted and non-transparent financial relationships, real or 
merely perceived, undermine relationships:  
  Between physicians and hospitals 
  Between physicians and patients 

  They contribute to higher health care costs 
  They undermine public trust in the medical profession 

  The first step is greater disclosure 
  The second step is acceptable guidelines 
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  The US health care system is moving towards greater a role for 
consumers/patients in choosing and paying for care 

  Cost-sharing is rising and will directly impact patient care 
  Hospitals want to be able to benchmark the prices they pay 

against those paid by other hospitals, but are hampered by 
contract clauses that prevent disclosure to third parties 

  Proposed federal legislation would force price disclosure 
  This should be an area of collaboration rather than legislation: 

Physicians need to support hospital efforts to reject 
confidentiality clauses 



20 

  Episode pricing pays a single bundled fee for the entire episode 
and all its components 
•  Preadmission testing, procedure, rehab 
•  Facility, surgeon, device, other inputs 

−  Orthopedic surgery as main area of focus 

  Medicare demonstration projects 
  IHA and others pursue private sector demonstration projects 

  Could be structured as bonus program rather than single 
payment to both physicians and hospitals 
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1.  Integrated data systems that measure performance across the 
care continuum 

2.  Payment methods that align incentives among all 
contributors and reduce conflicts of interest 

3.  Organizational structures that support coordination and 
foster a culture of cooperation 
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