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The traditional fee-for-service system of healthcare in the United States is 
being challenged by a "bundled payments" structure supporters say has 
the potential to increase transparency, lower costs and improve medical 
outcomes. 
 
The idea is to set prices for treating various conditions, adjusted for factors 
such as age, and let medical providers compete for customers. Instead of 
being paid according to the volume and type of services they provide, 
hospitals and physicians would receive a fixed amount to deliver a full cycle 
of care, from tests to medical devices to follow-up. 
 
Already bundled payments are in use domestically for joint replacement 
surgeries and other procedures. These initiatives have been shown to 
reduce costs even as they improve outcomes. 
 
Medicare Savings Average 20%  
 
A recent study examining 3,924 lower extremity joint replacement 
procedures at Texas-based Baptist Health System found bundled 
payments saved an average of $5,577 per episode. Procedures with no 
complications saved Medicare 20.8% on average, while those with 
complications netted average savings of 13.8%. Costs for those requiring a 
prolonged hospital stay dropped 67%. 
 
Bundled payments are not universally favored, partly because they would 
disrupt what many consider a flawed system of financial incentives. Large 
insurers tend to favor the leading alternative: capitation, in which medical 
providers receive a fixed amount per patient monthly regardless of 
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condition. Capitation shifts financial risk to providers while offering limited 
accountability for inadequate care. 
 
Supporters of bundled payments contend capitation reinforces the trend 
toward consolidation of providers as hospital systems strive to deliver 
services in-house. They say this could pressure insurers to merge, as well, 
to counter hospitals' bargaining power. 
 
Published Price, Defined Goal 
 
By contrast, Harvard University professor Michael E. Porter and professor 
emeritus Robert S. Kaplan wrote in a 2016 article in the Harvard Business 
Review that bundled payments draw on an approach used in other 
industries: pay a published price to arrive at a defined goal. 
 
To maximize the benefit to patients, they proposed five conditions for 
bundled payments: cover the full cost for a given condition, make payment 
contingent on good outcomes, adjust price for risk, allow a fair profit and 
relieve providers from responsibility in catastrophic cases or unrelated care. 
Porter and Kaplan also suggested using "stop-loss" provisions to shield 
providers from outlier cases. 
 
The authors insisted bundled payments can work not just in the case of 
acute conditions but also chronic disease management and primary care 
"because of the huge benefits that result from coordinated longitudinal care 
by a multidisciplinary team." And while they acknowledged prices may 
initially increase to pay for better care, "even these prices will fall as 
providers become more efficient." 
 
A Rand Corp. analysis of bundled payments concluded such systems can 
indeed eliminate unnecessary spending — assuming the system is 
designed properly. 
 
"If bundled payments do not take severity of disease into account, 
providers may not want to care for sicker patients because of the risk of 
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financial losses," Rand's analysis found. "How well this aspect of the 
bundled payment system is designed will affect potential savings." 
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Tom Wilson is Co-Principal, Global One Ventures, Co-Manager, Convergent Same Day 
Orthopedic Strategies, CEO, Monterey Peninsula Surgery Centers. Contact Tom at: 
Tom@mpscllc.org (760) 494-9220 
 
Global One Ventures is a California-based licensed Third Party Administrator (TPA) delivering 
high quality surgical services. Global One’s administrator claims team manages all bundled 
payment claims on behalf of its Providers and Commercial Carriers. The Global One 
Commercial Bundle is supported by a network of surgeons, anesthesiologists, ambulatory 
surgery centers (ASC), and skilled nursing facilities. 
 
Convergent Same Day Orthopedic Strategies is a full service consulting company delivering 
contracting expertise, clinical education, process infrastructure, and coaching in support of 
successful Outpatient Joint Replacement Programs. 
 
Monterey Peninsula Surgery Center is the largest locally owned ASC in California performing 
nearly 17,000 cases annually, including joint replacement, spine, hysterectomy and breast 
surgery under a bundled payment methodology. 
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