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1. Prices and Spending



Price of Medical Care vs. All Else – Last 23 Years 



National Debt – September 27, 2022: $33.1 Trillion ($255K/taxpayer)

Major Contributors: Health Care, Social Security, Defense

COVID-19

U.S. Office of Management and Budget and the Federal Reserve

The Nation’s Fiscal Reality – Health Care A Key Contributor
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Prices: Commercial vs. Medicare



Medicare 

Price

Commercial Insurer Price

In-Network Out-of-Network

Price Ratio Price Ratio

Office Visit $73 $80 1.1 $100 1.4

Hernia Repair $540 $771 1.4 $1523 2.8

ECG $9 $17 1.9 $28 3.3

Song Z. JAMA (2019)

No differences 
in vs. out of network

Fact 1: Two Types of Commercial Prices – Out-of-Network is Higher



Song Z. N Engl J Med (2017)

Rural Urban

Fact 2: Geography Matters – Rural Commercial Prices Are Higher



Fact 3: Drug Prices Have a Similar Story – It’s About Competition

Dave CV, Hartzema A, Kesselheim AS. N Engl J Med (2017) Ly DP, Giuriato MA, Song Z. JAMA Intern Med (2023)

Story of Colcrys: FDA approval and removal 
of all competitors from the marketMore Competitors → Lower Prices

16x increase in price



Wallace J, Song Z. Health Affairs (2016)

Walking From Commercial Insurance Into Medicare @ Age 65

30%
Outpatient Spending



Chernew ME, Hick AL, Shah SA. Health Affairs (2020)

Estimated % of Hospital Revenue 
Lost if Commercial Prices were 

Lowered to Medicare Levels



Wallace J, Jiang K, Goldsmith-Pinkham P, Song Z. JAMA Intern Med. 2021

Q: Impact of entering 
Medicare @ age 65?

A: Narrowed disparities 
in coverage, access, & 
self-reported health



But Medicare is Changing… Medicare Advantage in 10 Short Years

2013 2023
% of Beneficiaries in MA
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Global Budget +/- Financial Risk & Quality Bonus
(“Accountable Care Organization” or ACO Model)

Bundled (or Episode) Payment 
+/- Financial Risk & Quality Bonus

Framework for Health Care Spending (2)



1-sided 
ContractSpending = Prices x Quantities

This yearLast year Next year

Savings

Excess

2-sided 
Contract

-- Penalty

Reward Reward

+ Bonuses for performance on quality measures

Target spending adjusted for the 

health of the attributed population

Bundled Payment and Global Budget (“ACO”) Models



Muhlestein D, Saunders RS, de Lisle K, Bleser WK, McClellan MB. Health Affairs Forefront (2022)

Share of Population in Global Budget (“ACO”) Models



Evidence on Commercial Global Budget (“ACO”) Models

Song Z, Ji Y, Safran DG, Chernew ME. N Engl J Med (2019)

Savings on Claims:

Year 1 → 1.9%
Year 2 → 2.8%
Year 4 → 6.8%
Year 8 → 11.7% 

Net Savings after 
Provider Rewards:

Year 1 → No
Year 2 → No
Year 4 → Yes
Year 8 → Yes 



1. Prices and Spending

2. Clinician Workforce





PCP shortage: 21K to 55K by 2032

Less than 40% of primary care 
residents stay in primary care by 
the end of residency training

Association of American Medical Colleges (2022);
West and Dupras (JAMA 2012)



California Health Care Foundation (2022)



Bronchodilator in patients with COPD (%) Spinal Fusion for Low Back Pain (%) 

  

 

Pulmonologists Orthopedists/Neurosurgeons 

Statin therapy in patients with chronic CAD (%) Endoscopy for GERD with no alarm symptoms (%) 

 
 

C-section in patients with low-risk pregnancy (%) Any PT prior to elective hip or knee replacement (%) 

 
 

 

Cardiologists 

Obstetricians 

Gastroenterologists 

Orthopedists 

Less appropriate More appropriate 

“Value-Based Care” in a System with >100 Specialties of Medicine

Song Z, Kannan S, Gambrel RJ, Marino M, Vaduganathan M, Clapp MA, Seiglie JA, Bloom PP, Malik AN, Resnick MJ. JAMA Health Forum (2022)



1. Prices and Spending

2. Clinician Workforce

3. Provider Ownership



Medical practices owned by
hospitals or systems 

Nikpay, Richards, Penson (Health Affairs 2018)

MDs employed
by hospitals or
corporations

Surgical practices owned by
hospitals or systems 

Avalere Health (2022)



Hospitals

Physician Groups

Hospitals in Health System

Hospitals Not in Health System

New York TimesKaiser Family Foundation

Number of Hospital Mergers



National Institute for Health Care Management Foundation (2020)



$3.9 Billion

$10.6 Billion

10-year deal



$3.9 Billion 
(2022) 800,000 patients

188 clinics

$1 Billion
(2018)

$2.1 Billion 
(2021)



$10.6 Billion 
(2023)

10,000 pharmacies

$69 Billion
(2018)

10,000 clinicians in 
home health; supports 
24 of top 50 MA plans

Medicare 
Advantage

$8 Billion 
(2022)

600 PCPs
169 clinics



5,000 pharmacies

10-year deal 
(2022)

70,000 Physicians & 2,200 clinics
Example:

Many physician 
acquisitions



Ikram U, Aung K, Song Z. NEJM Catalyst (2021)

Venture Capital vs. Private Equity



PE Firm Provider

Management 
Fees

98% of 
equity

2% of equity

Fixed 
returns

2° PE (65%)

Corporate (20%)

IPO (5-10%)

Collateral

PE Fund

30%
Equity

70%
Debt

Acquire

Management Fees

Classic Model of a Private Equity (PE) Acquisition

Returns: first
8%, then 80% 

Exit

20% after hurdle 

Limited Partners 
US Pension Funds (>1/3), 
endowments, sovereign 
funds, wealthy people 

Lenders

(Bank)

3-7 yrs
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