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Can providers counter high costs
with high tech?

The U.S. healthcare system is facing 2025 with uncertainty. As political
power shifts from one party to the other following the 2024 presidential
election, healthcare providers must address the ongoing challenges

of rising operational costs and resource limitations while preparing to
navigate a regulatory environment that could change unexpectedly.

Among the most pressing factors contributing to surging costs are labor
shortages, growing demand for high-dollar procedures and treatments, and
an aging population with a heightened propensity for chronic conditions.
Inflation, an evolving regulatory environment, and a rising interest in private
healthcare also add to providers’ operational challenges.

To counter these costs, healthcare providers are exploring forward-
thinking solutions including artificial intelligence, virtual and hybrid care
models, and alternative reimbursement models, particularly in the form
of value-based care.

In this report, we'll examine the challenges providers face along with the
technological and operational approaches being used to address them.
Along the way, we'll discuss the current regulatory and market conditions
affecting these solutions and how they might evolve in the coming years.

This report is divided into six parts:

@ Challenge 1: Staffing shortage

@ Challenge 2: High-dollar drugs and procedures

Challenge 3: Aging patient population
Solution 1: Artificial intelligence
Solution 2: Virtual and hybrid care

Solution 3: Value-based care
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Challenge I: Staffing shortage

Staffing has been a growing concern in U.S. healthcare for decades. The causes are
varied, and include demographic shifts, national and global health conditions, and
policy decisions.

Policy has had an especially outsized impact on the supply side of the staffing
problem. One example is the Balanced Budget Act of 1997, which capped Medicare-
funded residency slots to around 100,000 annually, limiting the growth of physician
training programs. Additionally, strict visa requirements and processing delays for
international medical graduates have made it harder for physicians trained overseas
to work in American hospitals.

Physicians aren’t the only care providers in short supply thanks to policy. According to
the American Association of Colleges of Nursing (AACN), a lack of state and federal
funding for nursing education has led to thousands of qualified nursing applicants
being turned away from training programs due to faculty and facility limitations.

In 2023 alone, the AACN estimates that more than 65,000 qualified applications
were not accepted at U.S. nursing schools, with an additional 10,000 applicants
being rejected from graduate programs despite a growing need for nurse educators

with advanced degrees!

Compounding the issue of lack of new care professionals is the growing exodus
from the field. While the COVID-19 pandemic didn’t start this trend, it considerably
exacerbated the problem.?

14
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Overwhelming patient loads, extended hours, personal health risks, and the
emotional strain related to high mortality rates contributed to widespread burnout
across the industry, leading many healthcare professionals—especially older, more
experienced physicians—to seek early retirements or career changes.

As covered in our 2023 staffing report, nearly one in five healthcare workers

quit their jobs between 2020 and 2023.2 To make matters worse, COVID-19 also
disrupted healthcare training pipelines, slowing the entry of new providers into the
depleting workforce.

Even as COVID-related restrictions have been lifted across the U.S,, persistent
shortages of physicians continue to impact the quality, accessibility, and cost of care.

One contributing factor worth examining is the age of the healthcare workforce.
According to Definitive Healthcare data, the average age of a U.S. physician in

2023 was 53.9 years old. The median age of the U.S. workforce, by comparison, is
just under 42 years old.*

SPECIALTIES WITH THE OLDEST AVERAGE PHYSICIAN AGE

m Medical speciality Numzﬁrb?rftﬁr‘?:::ers

Cardiology - Cardiac Surgery 1,194
2 Adult Medicine 58 131
3 General Practice 58 2102
4 Adolescent Medicine 57 1,747
5 Psychology - Clinical Neuropsychologist 57 10
6 Radiology - Nuclear Medicine 57 601
7 Addiction Medicine 57 622
8 Occupational Medicine 56 636
9 Preventive Medicine 56 557
10 Surgery - Orthopedic Surgery 56 19,330
il Surgery - Thoracic Surgery 56 2,593

Fig. 1 Analysis of data from the Definitive Healthcare PhysicianView product for 2023. Data represents
810,000 healthcare providers with a reported birth year and is sourced from proprietary research,
the NPI Registry, and Physician Compare. Only specialties with at least 100 providers reporting a
birth year are included.
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As Figure 1 shows, several high-demand primary care specialties are among those
with the oldest providers on average: Physicians in the adult medicine, general
practice, adolescent medicine, and preventive medicine disciplines are generally
older than their peers in other specialties, and thus more likely to retire.

Research from other organizations reflects the staffing challenges faced by primary
care providers in particular. For instance, consultants at Mercer estimate that the
U.S. healthcare system will face a shortage of 100,000 critical healthcare workers
by 2028. This includes a shortage of around 73,000 nurse assistants.®

Different states and regions will be affected differently, but primary care is expected
to be among the most impacted specialties across the board.

STATES WITH THE LARGEST GAPS FOR 3 KEY OCCUPATIONS THAT
DELIVER PRIMARY CARE

California (-4086) California (-732) North Carolina (-1,394)
2 Texas (-287) Massachusetts (-512) California (-852)
3 Virginia (-104) Texas (-395) Illinois (-614)
4 South Carolina (-91) Georgia (-223) Georgia (-223)
B Missouri (-90) Ohio (-148) Michigan (-575)

Fig. 2 Market projection data from Mercer for 2028.

To make matters worse, the specialties that perform primary care tend to attract fewer
med school applicants. Notably, the problem is compounded in rural areas, which
have struggled to attract sufficient numbers of healthcare professionals for decades.

With no signs of slowing down, we expect the healthcare staffing shortage to drive
costs across the industry in 2025, as lack of care personnel creates inefficiencies
and increases labor expenses. For example, short-staffed facilities are often forced
to rely on expensive temporary staffing solutions like travel nurses, locum tenens
physicians, or agency hires, which can cost two to three times more than employing
full-time staff.

Understaffing can also have downstream effects, such as higher overtime rates

and burnout among existing employees, longer delays for patient appointments
and procedures, and overcrowding in emergency departments. While an injection
of talent into the staffing pool would be the most meaningful long-term solution,
providers will need to leverage technology, retention strategies, and innovative care
models to meet the needs of their patients and care teams in the short term.
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Challenge 2: High-dollar drugs
and procedures

Drug and procedure prices are often (and rightfully) discussed in terms of their
burden on patients, but their impact on providers is worth attention, too. High
development and approval costs, increasingly expensive medical technologies, and
pharmaceutical supply shortages that push drug and procedure prices even higher
present operational challenges for providers that can trickle down to patients.

Let’s quantify a couple supply-side pressures: The mean cost of drug development
for the U.S. market between 2000 and 2018 was around $879.3 million, when
including the cost of failures and capital costs. From 2008 to 2019, the U.S.
harmaceutical industry saw a drop of 15.6% in sales, but increased R&D
intensity—the ratio of R&D spending to total sales—from 11.9% to 17.7%,

according to a study published in JAMA Network Open.®

Pharmaceutical shortages also contribute to the issue. In 2023, the American
Society of Health-System Pharmacists and the University of Utah Drug Information
Service identified 309 active, ongoing drug shortages—the highest number
reported in almost a decade and just shy of the all-time high of 320
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Between biopharma developers’ reduced return on R&D investment, shortages for
hundreds of critical drugs, and increasingly restrictive insurance coverage, providers
and patients are left to foot the bill. From 2014 to 2024, the cost of prescription

medications has risen 37%.8

There have been significant disparities in prescription drug pricing between the U.S.
and other developed nations for years, and the aforementioned pressures clearly
aren’t helping. A 2022 study by the U.S. Department of Health and Human Services
revealed that U.S. prescription drug prices were
nearly 2.78 times higher than the average prices
Average and median in 33 other countries. This gap was even more
\ stark for brand-name medications, with U.S. prices
averaging 3.22 times those found internationally.?

U.S. hospital operating

margins have trended
downward since 2018. A 2023 poll from the Kaiser Family Foundation
found that nearly one in three Americans had
avoided filling a prescription, opted for an over-
the-counter alternative, or skipped doses in the last year due to rising costs.”®

Nonadherence can result in complications that lead to hospitalizations and poorer
outcomes, which are not only detrimental to the patient’s well-being, but also to
their provider’s performance metrics and bottom line.

So where does this leave providers? In short, between a rock and a hard place.

Data from our HospitalView product shows that the average and median U.S.
hospital operating margins have trended downward since 2018. Although the
nadir of hospitals’ operating margins unsurprisingly fell at the height of COVID-19 in
2020, margins were nearly as bad in 2022, according to the most recently published
Medicare Cost Report data." Furthermore, a 2024 report from Fitch Ratings
suggests that nonprofit hospitals might never see a return to the traditional

operating margins of 3%."?

With such limited operating margins, many hospitals and other providers face
several conundrums when it comes to high-cost drugs and procedures: Do they
opt to bear the upfront costs for stocking pricey medications and technologies,
knowing insurers may not provide full reimbursement? Do they prescribe high-cost
treatments to patients who may not be able to afford them and risk the negative
outcomes associated with nonadherence? Or do they elect less effective or older
therapies to cut costs but potentially compromise care quality?
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AVERAGE AND MEDIAN HOSPITAL OPERATING MARGINS

2018 2019 2020 2021 2022

0 -7.9% I -5.3% |—13.7% -1.3% —10.8%' -3.8% |—13.5%

-14

B Median operating margin B Average operating margin

Fig. 3 Analysis of data from the Definitive Healthcare HospitalView product. Hospital operating margin
data is sourced from the Medicare Cost Report for October 2023.

To combat costs, many patients are turning to industry disruptors like GoodRx,
Hims/Hers, and Amazon, all of which sell drugs directly to consumers at a discount.
On its face, increased access to medication seems like a good thing to everyone
involved, but these direct-to-consumer companies present some complications

to providers.

For one, D2C companies often use their own in-house telehealth physicians or run
prescription services through a third party, making it harder for patients’ current
providers to perform medication reconciliation and coordinate care. Some of these
companies promote specific generics based on pricing agreements, which could
conflict with providers’ judgment about patients’ specific needs.

Unfortunately, neither patients nor providers can wait around for systemic reforms
or policy changes around price transparency and reimbursement. In the meantime,
however, providers can leverage technology to identify more cost-effective options
at the point of care, promote preventive care and hybrid care measures that reduce
the need for high-dollar treatments, and advocate for value-based procurement
that aligns treatment investments with the greatest patient benefit.
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Challenge 3: Aging patient population

Providers aren’t the only ones getting older. The American population aged 65 and

older is growing faster than ever before, due to the sheer size of the “Baby Boomer’
generation born between 1946 and 1964.

According to the U.S. Census Bureau’s 2023 National Population Projections,
the number of senior Americans is projected to grow from 58 million in 2022
to 82 million by 2050. That’s a 47% increase that would bring the 65-and-older
demographic up from 17% to 23% of the population.®

This demographic shift creates new practical challenges for providers while also
driving healthcare costs ever higher.

Older adults tend to require healthcare services more often than their younger
peers, especially in the form of hospital stays, outpatient visits, and home care.
They're also more likely to require routine diagnostic testing and monitoring as
well as specialist consultations, which contributes to resource and labor strain on
providers’ parts and pushes up overall spending.

Only about 19% of healthcare is paid out of pocket by people in the 65+ category,
and although around 46% make some use of supplemental private insurance,
nearly 94% of seniors are enrolled in a public option like Medicare, Medicaid, or
the Department of Veterans Affairs.” That means a considerable amount of the
financial burden of care for the elderly falls to government programs—and, in part,

to providers themselves, who are reimbursed by Medicare and Medicaid at rates

between 25% to 60% less than private insurance.”™
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The Baby Boomer generation brings its own particular challenges that previous senior
populations didn't have to contend with. For one, the prevalence of obesity among
65-and-older adults nearly doubled between 1988 and 2018, rising from 22% to 40%.%.

Obesity is known to increase the risk of chronic conditions like heart disease, type
2 diabetes, and certain breathing disorders, as well as stroke, certain cancers, and
mental iliness. These conditions need to be managed with ongoing and occasionally
complex or emergent care—and, unfortunately, it's not cheap. The CDC estimated
obesity-related medical care costs were around $173 billion in 2019."”

Chronic disease, in general, is becoming more common in the U.S., and while
obesity likely has something to do with the trend, it's not the entire story. Regardless
of other factors, these conditions disproportionately affect older adults: AlImost
95% of seniors have at least one chronic condition, and about 80% have two or
more, according to a study from the National Council on Aging.®

Caring for people with chronic conditions accounts for a whopping 90% of the
$4.5 trillion we spend each year on healthcare!® As seniors become a larger portion
of the population, we can expect this spending to rise.

Whether due to chronic disease,

o health di disability, or illness at the end of life,
n average, healthcare spending O O adults over 65 are also more likely to

in the last year of a person’s life :é utilize long-term and palliative care
amounts to around $80,000. services. Many of these services

are provided in specialized facilities

like nursing homes, assisted living
facilities, and hospice facilities, while others are delivered via home care.

On average, healthcare spending in the last year of a person’s life amounts to
around $80,000.%° For patients receiving care in the hospital, most of these
services are covered by Medicare—a clear relief for the patient and their family, but
a potential pressure on providers due to the program’s diminished reimbursement
rates compared to private payors.

Patients who require or elect to receive care in long-term care facilities (LTC),
nursing homes, or at home face considerably higher expenses. Somewhere
between 28% and 38% of care costs in an LTC facility or nursing home is paid out
of pocket. When a patient dies without paying their debt, the provider foots the bill,
amounting to roughly 3% of all end-of-life care costs.?!

Between the Baby Boomer population’s unique health challenges and their growing
need for complex, ongoing care—as well as their sheer numbers—the costs and
hurdles of an increasingly aging patient population will only grow for providers in the
years and decades to come.
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Solution I: Artificial Intelligence (Al)

Artificial intelligence (Al) has found its way into nearly every industry—as well as
into consumers’ pockets—with massive transformative potential. In healthcare and
elsewhere, it's driving cost efficiencies, automating complex tasks, uncovering
actionable insights from data, and enabling faster decision-making.

The global Al healthcare market, currently valued around $16 billion, is
projected to grow at 40% CAGR to reach $173 billion by 2029.?? This rapid
growth highlights the thorough adoption of Al—and its immense opportunity—
among healthcare providers.

For providers, Al's potential to lower operational expenses, maximize productivity,
and improve care outcomes is hard to ignore. Al-powered imaging software and
electronic health records (EHRs)

are empowering physicians to make

Our 2023 survey of providers more accurate diagnoses, develop

showed that ~38% were actively . ,
) streamline workflows—all of which
employing Al/ML, and 40% had help to reduce waste, save time,

personalized treatment plans, and

Just how much cost-savings could Al
generate? A paper published by the
National Bureau of Economic Research suggests wider Al adoption could lead to
a savings of 5%-10% in U.S. healthcare spending alone.?®

Interestingly, our 2023 survey of healthcare providers found that only around 38%
were actively employing Al or machine learning technology, and only 40% had plans

to use it by 2025, indicating meaningful adoption, but still plenty of room to grow.?

More than half of the respondents in that survey said they were using Al to improve
operational processes or workflows. Let’s take a look at some specific ways we
expect providers to leverage Al in 2025 and beyond.

() Mining unstructured data

Healthcare generates an immense amount of data, around 30% of the world’s data
volume according to estimates from RBC Capital Markets. Unstructured data—such
as medical images, clinical notes, and lab reports—comprises about 80% of that
volume. This data can hold critical insights, but the manual analysis required to
access those insights can be time-consuming and resource-intensive.
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Al tools simplify this process, helping providers untangle vast datasets to recognize
patterns and trends that drive earlier, more accurate disease detection. For example,
Al can analyze historical data to identify high-risk patients and predict medication

outcomes. The technology can also help radiologists detect anomalies in MRIs or
CT scans faster and with greater accuracy.

Because providers’ data needs vary based on their size, patient population,
and service lines, most organizations gravitate toward customizable platforms.
Configurable front-end interfaces and back-end data flows ensure unique use
cases can be easily addressed.

Not only do these capabilities help providers save money on labor time; they also
reduce diagnostic errors and enable earlier interventions, which can ultimately
lower treatment costs.

() Enhancing remote patient monitoring capabilities

Remote patient monitoring is on the rise, with some of the top related procedures
growing nearly 1,300% between 2019 and the end of 2022.?° The technology is
making it easier for providers to capture and process patients’ physiologic data
outside of traditional healthcare settings.

Remote patient monitoring benefits patients by granting flexibility and transparency
around their care, while helping doctors reduce readmissions and cut costs. When
paired with Al, the technology is even more potent.

Al-enabled remote patient monitoring can track and analyze trends in vital signs,
assess symptoms, and transform collected data into personalized insights, giving
providers and patients a clearer understanding of chronic conditions and overall
health status. Al can also alert patients and their physicians to potential health risks
before they escalate, supporting preventive measures and, when necessary, faster
emergency interventions.

Keeping patients and doctors fully aware of an evolving medical condition can
reduce the need for costly emergent care and hospital readmissions. When
employed on a larger scale, Al-enabled remote patient monitoring can make
managing entire patient populations more effective and less expensive.

One example of an older healthcare monitoring technology being improved with Al
is the telehealth kiosk, often deployed by providers in convenient places like malls,
pharmacies, and even inside office spaces. Al-enabled diagnostic tools inside these
kiosks give users access to services like blood work, vital sign monitoring, and triaging.
For providers, these kiosks can help generate revenue by directing appropriate
patients to their traditional facilities or telehealth services for additional care.

© 2025 Definitive Healthcare, LLC. All rights reserved. 2025 Industry Pulse: Providers 12


https://www.definitivehc.com/blog/digital-twins-clinical-trials
https://www.definitivehc.com/blog/digital-twins-clinical-trials
https://www.definitivehc.com/resources/research/remote-patient-monitoring
https://www.definitivehc.com/resources/research/remote-patient-monitoring
https://www.healthcareitnews.com/news/can-ai-power-progress-remote-patient-monitoring-technology

FEB | 2025

With the right data, Al can also be used to identify patients most likely to benefit
from remote patient monitoring. Many providers screen for social determinants of
health, demographics, and lifestyle data upon patient intake. When processed by Al-
powered analytics, this data can reveal patients at higher risk of chronic illness—and
who would thus benefit from ongoing monitoring.

@ Optimizing the medical supply chain

The COVID-19 pandemic exposed major vulnerabilities in the medical supply chain,
prompting providers—along with manufacturers, suppliers, and distributors—to turn
to technologies like Al and blockchain to improve efficiencies and reduce the risk of
resource shortages.

Predictive analytics powered by Al are of particular interest to providers, who are
using the technology to derive projected market forecasts from historical data,
patient demand trends, and external factors like seasonal health patterns or global
crises. Using this data, the Al then delivers insights that allow providers to anticipate
demand, reduce waste, and avoid stockouts of critical medications and supplies.
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When paired with blockchain’s decentralized digital ledger, Al gives providers even
greater transparency into their supply chains, allowing them to verify the origin,
authenticity, and condition of every product and transaction, and intervene or
identify alternative sources when supplies go missing or become damaged.

Ultimately, these improvements enhance providers’ operational efficiencies,
reduce overstocking costs, and ensure essential items are on hand when needed,
producing significant cost savings for health systems and care facilities.

Solution 2: Virtual and hybrid care

One of the “new normals” brought about by COVID-19 was the rapid adoption of
virtual care, or telehealth, as a form of primary care. During the pandemic, telehealth
gave patients access to low-acuity care services from the security of their homes
and helped providers optimize the utilization of their workforces.

At the height of the pandemic, telehealth utilization averaged above 30% across
specialties. While it accounts for closer to 6% of care encounters today, that’s still
far above the <1% it represented pre-pandemic, indicating that virtual care is here to
stay as part of a new, more streamlined hybrid care model.?

That's good news for providers, as telehealth continues to serve as a counterweight
to rising costs by increasing efficiencies, improving access to care (and thus
reimbursement opportunities), and reducing unnecessary expenses.

@ Enhancing workforce efficiencies

By employing telehealth and other “digital front door” strategies, providers can make
the most of their limited labor resources. Virtual care allows patients to circumvent
interactions with administrative staff and skip the check-in procedures typically
performed by a nurse while waiting for the doctor, nurse practitioner, or physician
assistant. This helps providers care for more patients without hiring additional staff.

A hybrid care model also introduces flexibility to providers’ work, potentially enabling
some care personnel to work from home or while traveling to satellite offices and
other facilities. Not only does this maximize providers’ efficiency; it also could
reduce burnout associated with repetitive visits or high-demand caseloads—and
thus help keep valuable staff in place.
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The hybrid approach isn’t right for every service line or patient. Facility and network
administrators can target hybrid care investments by analyzing diagnosis, procedure,
and EHR data to quantify service line performance and identify the most qualified
patient cohorts.

@ Improving access to care

In a world connected by fiber optics and satellite links, virtual care can take place
just about anywhere. Telehealth eliminates geographic barriers to care and drastically
reduces the time necessary for travel, intake, and the care encounter itself.

This enables primary care providers to reach mobility-challenged patients (see the
section on our aging patient population) as well as rural and other underserved
populations who might otherwise delay or forgo care, creating new avenues for
reimbursement while potentially preventing the higher costs associated with
deferred treatment and more acute care needs.

Virtual care can also help connect patients with specialists in high demand, whose
packed schedules and multi-facility residencies can make them quite difficult to
reach. These specialists can save costs associated with travel by incorporating
virtual consultations into their practices.

PERCENTAGE OF HOSPITALS OFFERING TELEHEALTH SERVICES BY STATE
il - -
‘. ‘. ' " ‘“’

UREST N

30% 40% 50% 60% 70% 80% 90% 100%

Fig. 4 Analysis of data from the Definitive Healthcare HospitalView product. Telehealth utilization data
is sourced from proprietary research and the Medicare Cost Report for October 2023.
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Interestingly, some of the least densely populated states in the country—Alaska,
Wyoming, Montana, North Dakota, New Mexico, Idaho, Nebraska, Nevada, and
Kansas—are among the bottom half of states by telehealth adoption, indicating
there’s plenty of room for providers to take initiative and expand access to care with
a hybrid approach.

Data that identifies the kind of care patients are actively seeking—like diagnosis and
procedure claims data—can be combined with lifestyle insights like patients’ access
to transportation and average distance to the nearest facility to highlight the most
lucrative opportunities for hybrid care.

@ Reducing unnecessary expenses

Virtual care eliminates the need for physician space for certain types of care,
allowing providers to reduce costs associated with renting, maintaining, and
staffing facilities. Administrative processes like patient intake and billing can also be
streamlined or automated in a virtual care setting.

The benefits of hybrid care are especially clear for specialties that don’t require
specialized medical equipment, such as those under the behavioral health umbrella.
With services like BetterHelp and Talkspace already offering 100% virtual mental
healthcare, it's not hard to imagine independent specialists—or even entire care
groups—going virtual to save on overhead costs. (Plus, the lack of intimacy of a
virtual consultation can actually be a benefit for some patients with anxiety or
sensory disorders.)

Our data shows that social workers, psychologists, and psychiatrists are all among
the top four users of telehealth, with primary care providers making up most of the
rest of the top 10.

© 2025 Definitive Healthcare, LLC. All rights reserved. 2025 Industry Pulse: Providers 16



FEB | 2025

TOP TELEHEALTH UTILIZATION BY SPECIALTY

m Primary Speciality Number of providers

1 Social Worker - Licensed Clinical Social Worker 27165
2 Nurse - Nurse Practitioner 15,057
3 Psychology - Clinical Psychologist 12,540
4 Psychiatry 8,495
5 Physician Assistant 3,204
6 Family Practice 3135

7 Internal Medicine 2,475
8 Dietitian/Nutrition Professional 1907
9 Pediatric Medicine 1143

10 Therapy - Speech Language Pathologist 943

Fig. 5 Analysis of data from the Definitive Healthcare PhysicianView product. Telehealth utilization
data is sourced from proprietary research and the Medicare Cost Report for October 2023.

As with remote patient monitoring (a tool often employed as part of a virtual or
hybrid care model), telehealth makes it easier to track patients’ conditions and
ensure adherence to treatment plans, reducing the need for costly acute care
services and hospital readmissions, as well as the associated penalties for providers.

Some post-operative patients are even able to recover at home under virtual
supervision rather than in a hospital, saving money for all parties involved.

Telehealth is undoubtedly a valuable tool for providers looking to deliver high-
quality care at lower costs—a key component of the value-based care model that
the U.S. continues to shift toward.
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Solution 3: Value-based care

Unlike Al and virtual/hybrid care, value-based care (VBC) isn't a distinct technology
or modality that a provider might choose to leverage to combat rising costs. Rather,
VBC is a systemically reimagined approach to healthcare. It's a complex, integrated
delivery model that brings providers, payors, and patients together to improve the
quality and experience of care while reducing associated costs.

By participating in the Centers for Medicare and Medicaid Services’ value-based
programs, providers are rewarded for the quality of care they give rather than
the quantity of services they perform. Participating providers are incentivized to
coordinate care so that, for example, a patient who requires a blood panel while
seeing several doctors only receives the panel once, saving both the patient and
provider(s) from unnecessary expenses associated with repeat visits and tests.

Generally speaking, VBC ties reimbursement rates to performance, outcomes,
and patient experiences. Negative outcomes like rehospitalizations, hospital-
acquired infections, and long lengths of stay, for instance, can result in a provider
being penalized.

While utilization rate estimates vary, one 2018 study found that only 45% of U.S.
physicians received any reimbursements for VBC services. Another study suggests
that between 2017 and 2022, 66% to 91% of physician practices participated in at
least one of CMS’ VBC programs.?”’

The transition from traditional fee-for-service to VBC has been slow-going, perhaps
in part because some providers are hesitant to adopt and adjust their practices

to reimbursement models that require additional infrastructure investment and

may expose them to downside risk. In some cases, providers might simply not
understand how they and their patients benefit from VBC. However, the potential
positive impact on patients, payors, and providers themselves is too great to
overlook—especially as care becomes increasingly expensive to provide.

@ Better patient outcomes

VBC programs emphasize holistic, preventive care and early interventions to
manage health concerns before they become severe and costly, reducing the
need for expensive—and often traumatic—emergency care and hospitalizations.

By promoting care coordination and communication between providers, VBC also
ensures patients get the right care at the right time, helping to eliminate redundant
tests, errors, and unneeded treatments—all cost drivers.
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@ More personalized care

Patients are increasingly seeking care that fits into their specific lifestyles and
recognizes them as unique individuals. VBC models reward providers for doing
just that: Personalizing care to the patient, focusing on their health goals, and
connecting them with resources outside of the care continuum (such as social
services, food banks, and support groups for certain conditions). In turn, this
encourages patients to stick with a provider for life, knowing that all their needs
can be met within the confines of their care network.

() Healthier lifestyles

The VBC approach also recognizes that better health outcomes also require
lifestyle changes in addition to traditional medical interventions. VBC incentivizes
providers to act as patients’ partners in their health journey, even when that
partnership is better served by guidance and encouragement rather than
hands-on care modalities.

Under VBC, providers can be reimbursed for helping patients make modifiable
lifestyle changes around factors like diet, exercise, and stress management.
Supporting patients through positive adjustments in these areas can improve their
overall health, reduce the risk of hospitalization, and cut off potential complications
before they arise. These sorts of lifestyle adjustments that can be addressed at
home and keep patients out of the hospital are especially valuable at a time when
staffing resources are already stretched thin.

@ Risk mitigation and cost containment

Under certain VBC models, payors and providers participate in risk-sharing
agreements, giving providers a financial stake in the outcomes of specific patient
populations. VBC models also encourage providers to use time, staff, and resources
efficiently, ideally resulting in lower costs and reduced waste—although critics

point out that the substantial investments required to coordinate care and track
performance metrics can offset or altogether eliminate these savings, especially in
the short-term.

() What’s ahead for VBC?

In 2025, we expect more providers to adopt VBC models as support structures

and incentives grow. In Colorado, for instance, a law will go into effect that requires
private payors to incorporate certain VBC parameters like transparent risk
adjustment into their payment models.?? Some private payors like UnitedHealthcare,
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Blue Cross Blue Shield, and Humana have already implemented VBC payment
models on their own. And with 80% of physicians expressing interest in VBC, other
payors will likely follow their lead.?

Furthermore, we anticipate an increased focus on data integration, especially
around social determinants of health, among both CMS and private VBC programs.
As the healthcare ecosystem becomes ever richer with data, VBC administrators
will see new opportunities for more accurate risk analysis, care personalization, and
greater resource efficiency.

However, CMS and other payors interested in promoting VBC programs will need

to demonstrate to providers that the costs of participating in their programs—for
infrastructure, staffing, etc.—are outweighed by potential savings and reimbursement
opportunities. In such a competitive market environment, providers are keen to
avoid downside risks associated with missed quality and cost targets.

Get ahead in 2025 with healthcare
commercial intelligence

Shifting demographics, economic pressures, and an ever-changing regulatory
landscape make the U.S. healthcare system a challenging space to operate in.
Providers must confront a perfect storm of cost-related challenges, including labor
shortages, an aging population, and increased demand for expensive care—and
that’s to say nothing of inflation.

Despite these hurdles, there’s hope yet for the year ahead. From leveraging artificial
intelligence to adopting virtual and hybrid care models and embracing value-based
care reimbursement, healthcare providers can pave the way for more sustainable
and effective operations. However, the success of these strategies depends on their
ability to adapt to change.

With the right data and analytics, providers can gain powerful insights that enable
them to keep ahead of evolving market conditions and seize opportunities to reduce
costs, maximize their investments, and operate more efficiently. Definitive Healthcare’s
commercial intelligence platform pairs data from across the U.S. healthcare system
with powerful, intuitive analytical tools and insights from a team of experts, making it
easier to get ahead and stay ahead, for whatever 2025 has in store.
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