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A new RAND Corporation study on bundled payments in 

the private sector was published in the March 2021 issue 

of Health Affairs.1 The study analyzed data from over 

2,000 procedures performed as part of a direct payment 

program by Carrum Health between 2016 and 2020,2 and 

found significant savings from this bundled payment 

program, without any significant changes in quality.3 

This study adds important evidence to the argument in 

favor of bundled payments and is especially important 

because it examines the under-studied area of bundled 

payment models from commercial payment systems. 

While fee-for-service payments4 still dominate U.S. 

healthcare reimbursement models, bundled payments, 

also known as episode-based payments, offer an 

alternative payment structure that has received increasing 

attention in recent years, especially from the Centers for 

Medicare & Medicaid Services (CMS).5 Bundled 

payments are single payments for all healthcare services 

corresponding to a specific treatment or condition.6 

Healthcare providers who accept bundled payments from 

a payor assume the financial risk for all costs of medical 

services that exceed the bundled payment amount for the 

particular treatment or condition.7 Bundled payments 

operate under the assumption that the model will 

incentivize providers to lower costs and reduce 

unnecessary services.8 

The first modern iteration of bundled payments from 

CMS was the Medicare Participating Heart Bypass 

Center Demonstration, which took place from 1991 

through 1996.9 The short-lived test, which involved only 

four hospitals, showed promising results.10 The hospitals 

in the program were able to significantly lower costs 

related to bypass surgery while simultaneously 

maintaining quality.11 However, later research into the 

demonstration project found that cost reductions actually 

came from nursing management and pharmacy 

changes.12 In 2006, bundled payments gained significant 

attention when Geisinger Health System implemented its 

“ProvenCare” model, which packaged coronary heart 

bypass surgery into one bundled price.13 The model 

proved much more successful than originally anticipated, 

and with extraordinary quality results, including a 

significantly shorter length of stay for patients in the 

model.14  

 

The results of the ProvenCare program helped spur 

considerable support for more widespread use of 

bundling. Over the next ten years, beginning with the 

2010 Patient Protection and Affordable Care Act (ACA), 

CMS made significant moves toward bundled payment 

models.15 First, CMS created the Bundled Payments for 

Care Improvement (BPCI) Initiative, which created four 

broad models of care wherein payments are bundled for 

a particular type of care.16 Subsequently, CMS 

implemented a payment system for joint replacement 

surgery, called the Comprehensive Care for Joint 

Replacement (CJR) model, in 2016.17 Joint replacements 

are the most common surgery among Medicare 

beneficiaries,18 and the cost and quality can vary 

significantly.19 This model has been relatively less 

successful, with recent evidence indicating that the only 

type of CJR model clinical episode that results in cost 

savings is lower extremity joint replacement.20 While 

these savings: were lower than predicted; may be 

partially explained by participant demographics; and, 

may hold less benefit for newer program participants, 

positive early results from bundled payment programs, 

including overall cost savings to participating hospitals,21 

encouraged CMS to pursue bundled payment models 

further and create a new BPCI Advanced Model in 

2018.22  

The new RAND study on private bundled payments 

showed significant cost savings. The mean prices for 

spinal fusion, joint replacement, and bariatric surgery – 

the three most common procedures – decreased by 29.1% 

(from $98,944 to $69,780), 18.4% (from $38,498 to 

$31,355), and 6% (from $29,225 to $27,625), 

respectively.23 Price variation also decreased 

significantly for all three procedures.24 A reduction in 

episode prices of $4,229 was observed for all three 

procedures, with 85% of these savings going to the self-

insured employers. However, both employer and patient 

spending decreased, with patients seeing the greatest 

reductions in terms of relative costs.25 Further, savings 

grew over time: prices decreased by $4,402 in the first 

year of implementing the bundled model and by $6,225 

in the second year and thereafter.26 Employers and 

patients saw a similar rate of decrease over time in their 

costs, from $3,712 in year one to $5,963 after and from 

$499 in year one to $550 after, respectively.27 

Researchers tested their hypothesis both with and without 

accounting for patient-level covariates in their model and 
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observed similar results, suggesting that any patient 

characteristics that were not accounted for and model 

choice likely did not confound study results.28 

Despite the potential cost savings, published research has 

focused primarily on CMS and public payor programs, 

leaving private payor bundled payments severely under-

studied.29 This subject has been difficult to research 

mainly due to a lack of coordinated incentives for 

providers, payors, and patients which has led to 

numerous implementation issues.30 Payment systems 

have largely been unable to identify providers willing to 

participate in a bundled payment system, connect willing 

providers with payors capable of processing these 

payments, and encourage patients to utilize these bundled 

arrangements when receiving care.31 While the potential 
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