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A

fter many years under siege,
the edifice of fee-for-service
payment is beginning to crumble.
Federal, state, and private payers
are approaching a tipping point
when it comes to implementation
of global and episode-based payment models for hospitals. According to the Health Care Payment
Learning and Action Network,
the proportion of health care
spending represented by purely
fee-for-service payments decreased
from 62% in 2015 to 41% in
2017. This trend puts substantial
pressure on hospitals to reduce
low-value care and to manage
care delivered outside their walls.
Thus far, hospitals have found
savings by using an unusually
consistent strategy: reducing institutional postacute care, primarily
in skilled nursing facilities (SNFs).
In Medicare’s largest accountable care organization (ACO) model, the Shared Savings Program,
reductions in institutional postacute care were the largest single
contributor to savings.1 Over a
period of 3 years, for example,
one group of ACOs reduced spending on postacute care by 9%
more than a control group did.
This difference was driven largely by lower rates of discharge to
SNFs, which account for the vast
majority of postacute care facilities and Medicare spending on
such facilities.2 Similar changes
occurred in two of Medicare’s
episode-based (“bundled”) payment programs. A federal evaluation of the Bundled Payments for
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Care Improvement program found
that, for eight of the nine clinical
conditions for which significant
savings were generated between
2011 and 2016, most spending
reductions were the result of decreased spending on institutional
postacute care.3 Similarly, the 3%
relative decrease in spending in
the Comprehensive Care for Joint
Replacement program was driven
nearly entirely by lower use of institutional postacute care.4 A study
comparing traditional Medicare
with Medicare Advantage found
that the largest relative difference in spending and utilization
between the programs was in the
area of postacute care; Medicare
Advantage beneficiaries were significantly less likely than traditional Medicare beneficiaries to
use postacute care facilities.5
Why is postacute care the
“piggy bank” for savings in new
payment models? Evidence shows
that for most episodes of care involving a hospital admission, money spent on postacute care represents the largest source of variation
in spending — possibly owing to
our uncertainty regarding when
such care improves outcomes.
Where patients receive postdischarge care is driven as much by
facility availability as by clinical
severity, and in many borderline
cases, patients can probably be
discharged home instead of to a
SNF. What’s more, postacute care
providers typically aren’t part of
larger health care systems. If hospitals or physician group practic-
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es can reduce Medicare spending
by lowering SNFs’ revenue rather
than their own, the result is a
financial win–win for them and
overall spending, albeit at the expense of SNFs.
It remains unclear whether reducing postacute care represents
a short-term cost-saving strategy
or whether it could provide longterm savings. Although we believe
that there is still more discretionary postacute care to be cut,
hospitals will eventually reach the
point of diminishing returns from
focusing energy on reducing the
use of SNFs.
As hospitals continue to slash
the use of postacute care, however, various unintended consequences may result. Three such
consequences deserve particular
attention.
First, in their zeal to avoid institutional postacute care, hospitals may begin to send home
patients who need institutional
rehabilitation. Payment reforms
can be a blunt instrument, and it
may become difficult to distinguish low-value from high-value
use of postacute care. There is an
enormous evidence gap regarding how much and what type of
postacute care is best for which
patient. Thus far, cuts in postacute care under ACOs and bundled-payment programs haven’t
resulted in substantial reductions
in patient satisfaction or worsening outcomes. But the absence of
clear problems several years into
these new programs provides only
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minimal reassurance. Moreover,
few evaluations have assessed the
effect of payment reforms on patients’ functional status or experience. Patient outcomes should be
monitored closely for signs that
hospitals may be going too far in
cutting postacute care, particularly for vulnerable patients.
The second potential unintended consequence is driven by the
structure of the postacute care
market. Just as hospitals use high
profit margins from treating privately insured patients to crosssubsidize losses on Medicare and
Medicaid beneficiaries, many SNFs
rely on higher margins from treating Medicare patients to make up
for losses on Medicaid patients.
Substantially reducing the volume
of the most profitable SNF patients could place enormous financial strain on postacute care
facilities. Some facilities might
be forced to stop accepting vulnerable patients with less generous insurance; others may have
to close. Because most SNFs also
provide long-term care for residents with disabilities, facility closures could affect the supply of
long-stay beds, especially in rural
areas.
Third, discharging more patients home could place additional strain on their families. When a
patient is sent home instead of to
a postacute care institution, caregiving tasks such as bathing,
dressing, toileting, cooking, and
transportation are typically borne
by unpaid family members. Home
health staff may visit for only a
few hours per week to provide
therapy and skilled nursing care.
In cases in which families are
unable to provide care, patients

have to pay for services out of
pocket. Respite care, or temporary caregiver services, for patients who don’t require SNF-level
rehabilitation could be a solution,
but such services usually aren’t
covered by health insurance. This
burden is even greater for lowerincome families, since family
members may be unable to take
time off from work or hire private help.
Another consideration is whether future payment reforms should
directly target postacute care providers instead of putting financial pressure on ACOs or hospitals to change the way postacute
care is delivered. A sweeping reform of SNF payment in Medicare that goes into effect this
year may begin to move in this
direction. Payments to SNFs are
currently based on the amount of
therapy provided to a patient, not
on the severity of the patient’s
condition, which therefore creates
a strong incentive for facilities to
accept patients who can tolerate
large amounts of therapy. However, such patients are less likely
to require SNF-level care than patients with more complex medical problems. As a result, under
alternative payment models, hospitals gain and SNFs lose when
healthier patients go directly home
from the hospital. Effective October 2019, SNF payments will
be based on a patient’s clinical
condition and functional status.
This change should align financial incentives for SNFs with hospital incentives under new payment models to steer patients to
the most clinically appropriate
level of postacute care.
It may not be clear for several
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years whether reducing postacute
care will be a one-time piggy
bank for savings under new payment models or a long-term target for reducing spending. Regardless of long-term trends, however,
postacute care has played a crucial role in the early stages of
payment reform. Policymakers and
health systems planning for future payment reforms should pay
attention to the effects of changes in postacute care on patients,
families, and the market more
broadly.
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