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Letôs Begin with the Bad News:
We Canôt Really Predict the Future

Previous Predictions Prove Problematic, e.g.:

ÅGroup and Staff Model HMOs will be the dominant model

ÅFee for service is dead and capitation will dominate

ÅaŀƴŀƎŜŘ ŎŀǊŜ ŎƻƳǇŀƴƛŜǎ ǿƛƭƭ άǎƻƭǾŜέ ǘƘŜ ǇǊƻōƭŜƳ ƻŦ ǊƛǎƛƴƎ ƳŜŘƛŎŀƭ Ŏƻǎǘǎ ŦƻǊ ŜƳǇƭƻȅŜǊǎ 
ÅVertically integrated health systems will combine physicians, hospitals and insurers in a single 

corporation
ÅThe Internet will disintermediateboth providers and managed care companies from consumers
ÅThe majority of physician practices will be owned by for-profit management corporations
ÅtǊƻǾƛŘŜǊǎ ǎǇƻƴǎƻǊŜŘ ƻǊƎŀƴƛȊŀǘƛƻƴǎ ǿƛƭƭ άŎǳǘ ƻǳǘ ǘƘŜ ƳƛŘŘƭŜƳŀƴέ όƛΦŜΦΣ ǇŀȅŜǊǎύ ōȅ ŀŎŎŜǇǘƛƴƎ Ǌƛǎƪ 

directly
ÅHealth benefits will be provided through defined contribution plans
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The Biggest Key Issue:
The Wheels Came Off the Economy

Å The recession is the worst in decades and affects everything

Å Even the health sector is affected

Å On the other hand ς
ï The healthcare sector makes up 16.2% of GDP, so is an economic force 

of its own
ï Though some layoffs are occurring, employment remains relatively high 

in the health care sector

Å The effect on the health care sector is not uniform, especially 
on:
ï Health plans
ï Hospitals
ï Physicians
ï Consumers
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The Immediate Impact of the Recession on Health Plans

Å Health plans have high cash-flow, with low dependency on credit

Å Health plans were relatively shielded from the initial downturn in 
the investment market
ï Conservative investment portfolios

ï High use of low yield short-term bonds

ï Steep declines in investment income

ï Stock prices of publicly traded companies fell

Å Pressure on underwriting gains markedly higher now
ï Investment income no longer can cover losses in operating margin

ï For example, fourteen NFP BCBS plans had negative underwriting 
margins in 2008, * with three of those having negative net margins as well

ï Market dynamics ultimately may make costs accelerate, not decrease
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* Source: Oppenheimer Equity Research, April 20, 2009; http://www.opco.com/public/capital_markets/equity_research.html

http://rs6.net/tn.jsp?et=1102555810995&s=1813&e=001dsHl7aw0XjT1CZIfPBJGHgkeMESXmLD_sgKHnYduj8J7DOPTZ5-9CN4DLek0rWR6KRDJCunZtltBwgoELPtod1Dg-fUItS1Yjswyy3sxmVeD9iSgVULHmzmcZ9lcvTa76ZRQASd18tfZSJbv7MJRz7wDxewQDp6YQw20TWrVD_k=


The Primary Effect on Consumers: Fear

Å Recession results in job losses, decreased incomes, shrunken retirement 
accounts, etc.

Å Economic fear has a major impact on consumer behavior

Å Even consumers who are fully employed are cutting back on spending, further 
depressing the economy
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Consumer Fear Reaches into Healthcare
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Å Harris Interactive reports that half of U.S. adults (48%) are very to extremely worried 
about having to pay more for their health care or health insurance, and only 8% are not 
worried at all ( Harris Interactive.com, March 9, 2009. www.harrisinteractive.com )

Å Exacerbated by increased cost sharing

Å Reductions not only in elective procedures, but preventive and chronic care

Å May have long term negative consequences 

Source: ñThe Current Recession and Healthcare 

Consumers,ò Thompson Reuters, Aril 15, 2009

http://paidlist.mcol.com/t/1340536/7962755/12369/0/


At the Same Time that Changes in Benefits Design 
Replaced Traditional Medical Management

Å Increased cost sharing: 
ï Deductibles

ï Copayments

ï Coinsurance

ï Caps and annual/lifetime limits

ï Exclusions

ï Tiering

ïProvision of information and ñtoolsò to help consumers make choices
ÅNo uniformity

ÅVery mixed results, if measured at all

ï CDH w/ pre -tax funds most attractive to wealthy and educated

ï Many provide little or no cost -sharing for basic prevention

ï Early data does not show negative consequences

ï No long term data exists

Å Value-based benefits design

Adam Smith:

Coming This Fall 
only on TPN!

Medical 
Director!
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Uninsured on the Increase

Å Many small employers drop coverage in the face of breathtaking 
premium increases

Å Increases in numbers of individuals who decline to take up when offered 
by employer

Å Job losses from corporate restructuring, downsizing, or business failures 
result in fewer people with access to employer-based coverage

Å The impact of COBRA on employers

Å Medicaid takes up some of the slack
ð Increase in number eligible
ð Offset by eligibility tightening due to budget constraints
ð $87 billion in stimulus bill for Medicaid:

Á Increase in SCHIP eligibility

Á Some help to states to help avoid reducing eligibility 
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Rising Unemployment Hits States Twice

Source: Stan Dorn, Bowen Garrett, John Holahan, and Aimee Williams, Medicaid, SCHIP and Economic Downturn: Policy 
Challenges and Policy Responses, prepared for the Kaiser Commission on Medicaid and the Uninsured, April 2008
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Faced with decreasing revenues and increasing Medicaid spending, 
expect even more downward pressures on payments to providers
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http://www.kff.org/medicaid/7770.cfm
http://www.kff.org/medicaid/7770.cfm


Which is Not a Good Thing for Hospitals

Hospital Payment Shortfall Relative to Costs for 
Medicare and Medicaid, 1997 ς2007

And as a special bonus, they pay late!
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Hospitals and Health Systems 
Themselves are Hard Hit

Å Hospitals and health systems, once felt to be ñrecession resistant,ò are feeling acute pain

Å Over 50% of hospitals in the red 1Q 2009 (Thompson Reuters Press Release, March 3, 2009)

ï Costs are incurred before payments received

ï Consumers are delaying or forgoing elective, ñhigh marginò procedures

ï Increases in bad debt and problems with collections

Á Increases in high deductible plans

Á Increases in numbers of uninsured

Á Effect of recession on consumers ability to pay out of pocket

ï Increases in uncompensated care
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Hospital and Health Systems Require Greater 
Access to Capital, Which is Now Harder to Get

Å Investment portfolios suffered declines and write -downs, resulting in loss 
of investment and endowment income 

Å Access to capital market is sharply reduced for hospitals, much more so 
than for health plans

Å Costs more to get if they can access it

Percent of Hospitals Finding Access to Capital More Difficult

Source: AHA Report on the Capital Crisis: Impact on Hospitals, January 2009
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Pressures on Hospital Expenditures in 
the Face of Reduced Access to Capital

Å Salaries and benefits are relatively fixed
Å Layoffs occurring, but 4.7 million employed in the sector, so itôs less affected than 

most
Å Facing continually increasing IT costs, made worse by required changes in coding, 

partially offset by federal funding
Å Hospitals significantly reducing capital expenditures
Å Many considering closing necessary but unprofitable services such as burn units, 

MH/CD units, etc.
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Source: AHA Report on the Capital Crisis: Impact on Hospitals, January 2009



At the Same Time, Hospitals Face New Competitors

Å Single specialty hospitals

ï May have physician equity positions

ï Attract non -complex patients with insurance or Medicare

ï Not only loss in high margin revenue, but increases cost of keeping surgeons 
happy

Å Physician office-based procedures ïsame dynamics

Å Medical tourism

τ Two markets: uninsured and insured

τ Some plans offer to cover travel and provide better benefit for use 
of accredited, less expensive offshore provider

τ Potential for similar U.S. based competition, but barriers exist

τ Not a major issue yet, but potential is there
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So Increasing Rates with their Largest Payers is 
the Top Contracting Priority of Hospital CEOsé
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Source: 2009 PayorSurvey, Davies Public Affairs; http://www.daviescommunications.com/downloads/2009DaviesNationalPayorSurvey.pdf



éWhich Means that Charges Will Go Up

Å Cost shifting to commercial payers will increase to even higher levels

Å Reports of demands on health plans by hospital systems for 15% - 30% payment 

increases in some parts of the country

Å Hegemonic regional systems able to obtain differentials as high as 30% if not more*

Å High charges for DRG outliers ïwill be exacerbated by CMS change to MS-DRGs

Å Increases in FFS charges for outpatient procedures
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* /ŦΦΥ ά! IŜŀƭǘƘŎŀǊŜ {ȅǎǘŜƳ .ŀŘƭȅ hǳǘ ƻŦ .ŀƭŀƴŎŜΣέ .ƻǎǘƻƴ DƭƻōŜΣ bƻǾΦ мсΣ нллу

Community Hospital Payment-to-Cost Ratios, 
by Source of Revenue, 1980-2006 
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Source: American Hospital Association and Avalere Health, Avalere Health analysis of 2006 American 
Hospital Association Annual Survey data, for community hospitals, Trendwatch Chartbook 2008, 
Trends Affecting Hospitals and Health Systems, April 2008. 



Whatta Ya Gonna Do?

Å Even if utilization stays down, charge increases will more than make up 
the difference in costs

Å Need to refocus on contracting

Å More reliance on P4P?
ï Difficult to administer , esp. for providers

ï Mixed results

Å No pay for ñNever Eventsò
ï Good idea, but

ï Unlikely to have significant impact on overall costs

Å Move to MS-DRGs

Å Get off of charge-based outpatient facility

Å Bundling payments

Å Need to get creative

Å Manage the effect on premiums
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Physicians Were Feeling the 
Heat Even Before the Recession

Å Physicians have much more difficulty in passing cost 
increases along to payers

Å Physicians drop out of networks

Å Weôre also facing a serious shortfall in primary care 

Å Physicians turn to hospitals
ï Specialists stop covering the ED or demand incentive payments

ï PCPs and general surgeons have been looking to hospitals for shelter

ï Creates even more cash flow pressures on hospitals
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