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ease surveillance will increase. 
Eventually, mobile-phone technol-
ogy, enabled by global positioning 
systems and coupled with short-
message-service messaging (text
ing) and “microblogging” (with 
Twitter), might also come into 
play. For instance, an organiza-
tion called Innovative Support to 
Emergencies, Diseases, and Dis-
asters (InSTEDD) has developed 
open-source technology to permit 
seamless cross-border communi-
cation between mobile devices for 
early warning and response in re-
source-constrained settings.

These Internet-based systems 
are quickly becoming dominant 
sources of information on emerg-
ing diseases, though their effects 
on public health measures remain 
uncertain. Information overload, 
false reports, lack of specificity 
of signals, and sensitivity to ex-
ternal forces such as media inter-
est may limit the realization of 

their potential for public health 
practice and clinical decision mak
ing. Sources such as analyses of 
search-term use and news media 
may also face difficulties with 
verification and follow-up. Though 
they hold promise, these new 
technologies require careful eval-
uation. Ultimately, the Internet 
provides a powerful communica-
tions channel, but it is health care 
professionals and the public who 
will best determine how to use 
this channel for surveillance, pre-
vention, and control of emerging 
diseases.
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What Works in Market-Oriented Health Policy?
Meredith B. Rosenthal, Ph.D.

There is a widespread belief, 
embraced by President Barack 

Obama as well as congressional 
and industry leaders, that the next 
round of health care reform should 
leverage market forces to lower the 
cost of care and improve its qual-
ity. The use of market forces in 
health policy typically involves al-
tering out-of-pocket prices and in-
formation for consumers (the de-
mand side) and incentives for 
providers (the supply side). Such 
market-oriented reforms — poli-
cies that alter the economic envi-
ronment in which consumers and 
providers make health care choic-
es in pursuit of their individual 

interests — can be implemented 
even in highly regulated settings. 
The main question is how to de-
sign these interventions to improve 
the medical system, without harm-
ful side effects (see table).

On the demand side, consum-
er cost sharing has been used for 
decades to alter decisions about 
care seeking, adherence, and pur-
suit of lower-cost treatment op-
tions. A 10% increase in the out-
of-pocket cost of care has been 
shown to reduce total spending 
per patient by roughly 2%.1 Sim-
ilarly, adding a high (approximate-
ly $1,000) deductible to a plan re-
duces total spending by 4 to 15%.2 

Thus, the adoption of policies 
that increase the share of costs 
paid by patients is one way to save 
money on medical care.

However, research also shows 
that there are limitations to the 
usefulness of cost sharing for im-
proving efficiency. Most impor-
tant, patients with high levels of 
cost sharing appear equally like-
ly to cut back on essential health 
care services as on services of low 
or no value. Such findings sug-
gest that consumer cost sharing 
ought to be selective, or value-
based: low cost sharing for high-
value services and high cost shar-
ing for low-value services. Some 
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progress has been made in de-
signing value-based insurance for 
pharmaceuticals, but the applica-
tion of this concept to other as-
pects of medical care has lagged, 
in part because of a lack of com-
parative-effectiveness information.

Many efforts to improve health 
care markets involve providing 
consumers with technical deci-
sion support — helping them to 
determine when to seek care, how 
to manage chronic conditions, and 
how to participate in decisions 

regarding treatment choices. Pay-
ers have invested billions of dol-
lars in efforts to engage patients 
in self-care and making decisions 
about treatment. Evidence of the 
efficacy of such efforts, however, 
is in short supply. Disappointing 
results from the recent Medicare 
experiment with disease-manage-
ment services provided by third 
parties have called into question 
the approaches most commonly 
used to engage consumers.3

Substantial effort has also gone 

into arming consumers with in-
formation to help them select 
physicians and hospitals that are 
high-quality, low-cost, or both. 
The combined goals of this effort 
are improving average quality or 
efficiency by directing patients 
to the best providers and creat-
ing competition among provid-
ers by inspiring them to improve 
care along the dimensions that 
are assessed and reported. Pro-
vider report cards have been avail-
able and evolving since the 1980s, 

What Works in Market-Oriented Health Policy?

Demand-Side and Supply-Side Interventions to Improve the Medical System.

Type of Mechanism and Policy Market-Oriented Objective Summary of Evidence

Demand-side mechanisms

Incentive

Cost sharing Encourage consumers to seek 
care only when benefits ex-
ceed costs and to seek  
higher-value alternatives

Effectiveness: Multiple studies show effectiveness; the RAND Health Insur
ance Experiment shows that a 10% increase in out-of-pocket costs de-
creases total health care spending (by all parties) by 2%; a $1,000 de-
ductible decreases spending by 4 to 15%

Side effects: Consumers do not discriminate well between high-value and 
low-value care; reductions in useful therapies occur, and some vulner
able populations may be harmed

Value-based insurance 
design

Encourage consumers to use 
specific high-value therapies 
(and not to use low-value 
therapies)

Effectiveness: Few published studies; some evidence of increased adher-
ence to recommended maintenance drugs when copayments are re-
duced

Side effects: None examined in published studies

Information

Provider report cards Support consumers’ informed 
choice of physician, hospital, 
or health system and cause 
providers to compete on 
performance to attract and 
retain patients

Effectiveness: Consumer awareness and use of provider report cards are 
minimal (<20%); provider response (quality improvement) has been 
documented in several cases even without consumer response

Side effects: Providers avoid high-risk and minority patients

Condition or disease 
management

Provide patients with interactive 
advice and support for im-
proved self-management  
and navigation of the health  
care system

Effectiveness: Few peer-reviewed studies; recent randomized, controlled 
trials show little effect on quality or total spending; diversity of pro-
grams limits generalizability

Side effects: None examined in published studies

Supply-side mechanisms

Incentive

Risk sharing Encourage providers to consider 
the costs of care to third-party 
payers when recommending 
treatment alternatives and de-
veloping approaches to illness 
prevention and management

Effectiveness: Reduces utilization; changing from cost-based to prospec-
tive reimbursement for hospitals decreased length of stay; capitation 
associated with lower spending than fee for service

Side effects: Not entirely clear, but reduced access and underuse of effec-
tive services were found in some studies; at the hospital level, there 
was little evidence of avoidance of high-risk patients

Pay for performance Encourage providers to adhere  
to specific standards of care, 
work to attain positive health 
outcomes, and avoid compli-
cations

Effectiveness: In some, but not all, studies, leads to modest improvements 
in targeted measures (usually process measures of quality)

Side effects: Avoidance of nonadherent or high-risk patients, manipulating 
the system to increase payments without improving performance, exces-
sive focus on targeted measures anticipated
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but research has cast doubt on 
their value, since patients fre-
quently do not understand, trust, 
or rely on such reviews in select-
ing providers.

On the supply side, by contrast, 
there is some evidence of a re-
sponse by providers to public re-
porting about their performance. 
For example, in a controlled ex-
periment in Wisconsin, hospitals 
whose quality data were report-
ed publicly engaged more active-
ly in quality-improvement activi-
ties than did hospitals receiving 
the same information privately.4 
Public reporting of providers’ per-
formance also appears to yield 
less desirable supply responses, 
including avoidance of patients 
perceived to be high-risk. Such 
adverse effects might be dimin-
ished through measure selection, 
risk adjustment, and denomina-
tor-exclusion policies that reduce 
incentives for avoiding nonad-
herent or high-risk patients.

Payers, for their part, increas-
ingly recognize that payment in-
centives can affect supply in the 
realm of medical services in the 
same way that informed consum-
ers do in other markets. Concep-
tually, reimbursement reforms 
involve changing the level of pay-
ment, the risk that providers face 
in relation to utilization or costs, 
or both. Payers might use the 
level of payment to encourage 
more or less utilization overall or 
to encourage providers to deliver 
specific services. Causing provid-
ers to hold financial risk related 
to the cost of services is known 
as risk sharing. In practice, risk 
sharing varies along a spectrum 
from withholding of payments 
or paying of bonuses related to 
utilization or spending to capita-
tion (i.e., full risk).

Increases in relative prices (for 
one group of patients or type of 

service versus another) have been 
associated with increased supply. 
Yet in some cases, providers may 
increase the volume of services 
in response to an overall reduc-
tion in prices — as they did dur-
ing the Economic Stabilization 
Program of the early 1970s. Such 
“offsets” have been found to re-
duce the savings from fee reduc-
tions by as much as 40%.

Although the magnitude of 
providers’ response to increased 
risk sharing is less well under-
stood than that of consumers’ 
response to increased cost shar-
ing, providers do respond predict-
ably to incentives for cost con-
trol: risk sharing reduces health 
care utilization and spending. The 
introduction of Medicare’s Pro-
spective Payment System, for ex-
ample, resulted in a substantial 
decline in lengths of stay in hos-
pitals. Of course, the quality of 
care is also of concern, and there 
are conflicting findings regard-
ing the effect of risk sharing on 
quality. There are also concerns 
about incentives for avoiding high-
cost patients, but though such 
“cream skimming” has been 
found among health plans, there 
is weaker evidence in the case 
of providers. There is a paucity 
of well-controlled studies of risk 
sharing, however, and most of 
them confound provider pay-
ment with other features of cov-
erage, organization, and care 
management.

Performance-based payment is 
increasingly being used to ad-
dress quality problems in health 
care. Studies have found modest 
effects of pay for performance 
on process measures of quality 
and intermediate health outcome 
measures. There are few published 
data regarding the effect on costs, 
though one study showed that a 
pay-for-performance program tar-

geting diabetes quality measures 
generated savings of 1.5 to 2.5 
times the program’s cost.5 Sav-
ings from pay for performance 
should not be presumed, how-
ever, as demonstrated by Britain’s 
experience with spending over-
runs due to its Quality and Out-
comes Framework for general 
practitioners.

Although reformers point to 
economic principles to support 
market-oriented policies, in many 
cases there is a gap between be-
lief and evidence. Yet research 
and practice with such policies 
provide some lessons. First, con-
sumers and providers respond 
predictably to policies requiring 
them to share the burden of 
health care costs: they find ways 
to reduce utilization and spend-
ing. Second, there is strong evi-
dence that increased consumer 
cost sharing causes unintended 
reductions in the use of services 
that are important for better 
health — a problem unlikely to 
be solved by simply offering con-
sumers information or advice. But 
no similar body of evidence doc-
uments negative effects on qual-
ity from increased risk sharing 
by providers. Moreover, providers’ 
information advantage over con-
sumers, along with professional 
ethics, suggests that essential or 
effective services are less likely to 
be underused as a consequence 
of provider risk sharing than 
consumer cost sharing. Pay for 
performance and risk adjustment 
could minimize any negative ef-
fects on the quality of care.

On balance, I believe that re-
forms focused on provider rather 
than consumer behavior are more 
likely to yield lower costs and 
higher quality while minimizing 
unintended consequences. To be 
sure, many questions remain 
about the ideal design of provid-
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er incentives. For example, how 
can risk-sharing arrangements 
be used effectively when providers 
are not part of integrated sys-
tems? And more research is need-
ed to establish the appropriate 
scope and magnitude of pay for 
performance to complement en-
hanced risk-sharing regimes.

The focus on providers should 
not mean an absence of involve-
ment by patients in improving 
the effectiveness and efficiency of 
care. Along these lines, there 
may be promise in efforts to re-
ward consumers for the same 
care-quality processes included in 

provider pay for performance. 
Consumers, too, must have some 
perceived financial stake — and 
choices — in cost control. Of-
fering them a financial incentive 
to entrust their care to a provider 
team with the capabilities and 
incentives to deliver coordinated, 
effective, and efficient care might 
be a near-term way of accom-
plishing this goal.
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As Congress considers man-
dating the disclosure of in-

dustry gifts and payments to 
physicians on a searchable feder-
al government Web site,1 others 
have been developing proposals 
for reforming physician–industry 
relations, and key changes are 
being made to policies at various 
academic medical centers, pro-
fessional societies, and compa-
nies. In late April 2009, the In-
stitute of Medicine (IOM) issued 
a report on conflicts of interest 
that is notable for its breadth — 
it covers many aspects of medi-
cal research, education, and 
practice as well as both individu-
al and institutional financial re-
lationships — and the variety of 
its proposals (see box).2

The IOM defined a conflict of 
interest as “a set of circumstanc-
es that creates a risk that pro-
fessional judgment or actions re-
garding a primary interest will 
be unduly influenced by a sec-

ondary interest.” The primary in-
terests of concern include “pro-
moting and protecting the integrity 
of research, the welfare of patients, 
and the quality of medical educa-
tion.” Secondary interests “may in-
clude not only financial gain but 
also the desire for professional 
advancement, recognition for per-
sonal achievement, and favors to 
friends and family or to students 
and colleagues.” Of course, pub-
lic attention has focused primar-
ily on financial conflicts of inter-
est, and the IOM did so as well, 
viewing them as “not  .  .  .  nec-
essarily more corrupting” than 
other secondary interests but “rel-
atively more objective, fungible 
and quantifiable” and “more ef-
fectively and fairly regulated.”

In general, the IOM committee, 
chaired by Dr. Bernard Lo of the 
University of California, San Fran-
cisco, supports further restrictions 
on and oversight of financial as-
sociations — but not “a goal of $0 

contributions from industry,”3 as 
was recently proposed for profes-
sional medical associations. Some 
of the IOM recommendations in-
volve prohibitions, such as bans 
on faculty participation in compa-
nies’ speakers bureaus and other 
promotional activities in which 
they “present content directly con-
trolled by industry” and bans on 
gifts of any amount from medical 
companies. In some areas, such as 
research, the committee recom-
mends permitting structured in-
volvement in exceptional cases 
of physicians who have substan-
tial financial interests in indus-
try but also have expertise that 
is deemed essential. Noteworthy 
ideas include standardizing the 
content and format of disclo-
sures of financial relationships, 
a new system of funding for ac-
credited continuing medical ed-
ucation (CME) that is “free of 
industry influence” (although 
the committee did not agree on 

Copyright © 2009 Massachusetts Medical Society. All rights reserved. 
Downloaded from www.nejm.org on December 6, 2009 . For personal use only. No other uses without permission. 




