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TO THE EDITORS:
Current payment systems in United States healthcare are plagued by the 
problem of adverse incentivization. Capitated systems encourage provid-
ers to underutilize resources so as to maximize profit, potentially limiting 
patients’ access to useful medications or procedures. Fee-for-service sys-
tems encourage providers to overutilize resources, straining an already 
bloated healthcare budget and perversely rewarding poor outcomes that 
require subsequent costly treatment. A recently proposed reimburse-
ment system—the accountable care organization (ACO)—seeks to miti-
gate the magnitude of adverse incentivization by combining system-wide 
capitation with provider-level quality and safety benchmarks.

While ongoing efforts to simultaneously maximize healthcare quality 
and minimize cost are to be applauded, early experiences from ACO 
trial sites have yielded mixed results.1 The ACO model may be equally 
unable to yield an optimal balance of quality and cost as traditional re-
imbursement models because, like those systems it is designed to replace, 
it fails to directly address the economic reasoning of ground-level health-
care providers. Savvy billing entities (providers, provider networks, or 
entire healthcare systems) with a comprehensive understanding of any 
reimbursement system will utilize that understanding to maximize profit 
within that system. It is the a priori knowledge of the reimbursement 
scheme’s methodology that creates a financial incentive for either under-
provision or overprovision of care.

A more efficient system, which to my knowledge has not previously 
been proposed, would be one which leaves billing entities uncertain of 
how a given patient encounter will be reimbursed until after that en-
counter has been concluded. In such a system, a neutral and blinded 
third-party organization would randomly assign closed patient encoun-
ters to either fee-for-service payment or capitated payment. Because pro-
viders would not have been cognizant of the reimbursement scheme at 
the time of care provision, the only incentive for providers at point of 
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contact would have been to provide the 
best and most judicious possible care to 
the patient. 

Such a system, while purely theoreti-
cal, would not be prohibitively difficult to 
implement, as it could be built upon exist-
ing payment schemes. The system would 
be highly dependent upon the existence 
of a neutral and trustworthy third-party 
organization to adjudicate claims, but the 
underlying relationships between payers and providers 
would not need to be drastically altered. Until the issue of 
adverse incentivization is addressed at a more fundamen-
tal level, currently envisioned payment schemes may, by 
design, continue to yield suboptimal outcomes.
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Take-Away Points 

n	 Current healthcare payment systems in the United States are all plagued by the 
problem of adverse incentivization. 

n	 Capitated systems encourage providers to underutilize resources so as to maxi-
mize profit, potentially limiting patients’ access to useful medications or procedures.  

n	 Fee-for-service systems encourage providers to overutilize resources, perversely 
rewarding poor outcomes that require subsequent costly treatment.  

n	 A more efficient system, which to my knowledge has not previously been pro-
posed, would be one which leaves billing entities uncertain of how a given patient 
encounter will be reimbursed. 


