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In May 2025, the Centers for Medicare and Medicaid
Services (CMS) Innovation Center released a new
strategy consisting of three main pillars: promoting
evidence-based prevention, empowering individuals
to achieve their health goals through data
transparency, and enabling and growing choice and
competition in the American health care system.
These pillars are all in service to the core principle
of the new strategy: protecting the taxpayer. This
new strategy provides a promising roadmap for the
Innovation Center to get back on track and produce
savings for taxpayers.

This policy brief builds on these three pillars and
explores past failures at the Innovation Center,
particularly those issues arising from the reliance on
voluntary models, including benchmarks, quality
improvements, and a lack of focus on savings. To
address these issues, new models should:

e be true demonstrations or experiments that
can verifiably test innovative policies;

e prioritize mandatory demonstrations;
e generally be limited in size, scope, and time;

e ncorporate market-based principles,
meaning expanding choice and competition
in the market; and

e focus on producing tangible savings.

Additionally, this paper makes recommendations to
policymakers about statutory and regulatory
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KEY TAKEAWAYS

The CMS Innovation Center has largely failed to
produce models with savings or quality
improvements. Despite savings projections in the
tens of billions, the center’s models have generated
more than S5 billion in costs in its first decade.

The voluntary nature of demonstrations, flawed
benchmarks, and an inadequate focus on savings
have produced poor results.

The Innovation Center’s new strategy seeks to
rectify past issues with a renewed focus on
evidence-based prevention, patient empowerment,
choice and competition, and savings.

Congress and CMS can reform the Innovation
Center by prioritizing limited and true
demonstrations that are primarily mandatory and
based in markets with a focus on definitive savings.

If these reforms are not adopted or are not
successful, the Innovation Center should be
terminated.

actions to ensure threshold accountability at the
Innovation Center going forward.
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Background

The CMS Innovation Center was created by the
Affordable Care Act (ACA) to “test innovative
payment and service delivery models to reduce
program expenditures ... while preserving or
enhancing the quality of care.”” The models are
essentially experiments on how payment policy
can be changed to improve the efficiency of
health care delivery in Medicare and Medicaid,
with  potential participants including all
stakeholders who receive payment from those
two programs. The Innovation Center received an
initial $10 billion in funding for its first decade,
followed by another $10 billion for the second
decade and every decade thereafter.?

The Innovation Center has failed to live up to its
establishing principles. Although it was initially
expected to reduce net spending by $2.8 billion
between 2011 and 2020, the Congressional
Budget Office (CBO) further estimated in 2016
that the Innovation Center would save $34 billion
between 2017 and 2026.% The Innovation Center
has in fact increased net direct spending by $5.4
billion between 2011 and 2020, and CBO projects
that it will increase spending a further $1.3 billion
between 2021 and 2030.* According to a 2023
CBO report, the Innovation Center initiated 49
models between 2011 and 2020 with published
evaluations. Of those, six generated “significant
savings,” and only four were certified for
expansion beyond their original parameters.®
Perhaps particularly damning, in the 14 years
since the Innovation Center has been active and
out of 90 current and former models, only four
models have been authorized for nationwide
expansion.®
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Causes of Failure

The Innovation Center had several long-standing
causes for its failure to reduce spending. These
issues, highlighted in a 2021 New England Journal
of Medicine article by the then-Director Brad
Smith, include a reliance on voluntary models,
concerns with benchmark design, and quality
measurement problems.” Within each of those
issues, there were consistent problems with
favorable selection—where participants were
choosing only models that were most likely to be
profitable for them with little downside risk —and
a lack of focus on savings.

The Problem with Voluntary Models

Ideally, health care providers want to participate
in innovative financing models because they also
have a shared interest in reducing cost and
improving quality. However, because these
models often require providers to take on some
financial risk for an uncertain gain, providers are
often reluctant to join them. Forcing providers into
models — particularly when the Innovation Center
was new and political backlash around the ACA
was building —is politically difficult. Thus, the
Innovation Center generally incentivized providers
to voluntarily participate. Many models are
centered around a shared-savings approach:
Participants take on the risk, and if they fail to
reach a benchmark of savings established by the
Innovation Center, they are responsible for the
loss, but if they exceed the benchmark, they get
to keep some or all of the savings. Participants are
also incentivized through increased payments for
meeting certain standards, particularly in models
focused on improving care quality.

With voluntary models, providers generally
participate only if they can reasonably expect
financial benefit, meaning there is either little
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savings left over for the government or very little
risk to the providers if they fail to produce savings.
Thus, favorable selection abounds in voluntary
models. Some providers who find themselves
losing money will drop out of voluntary models or
not even sign up to begin with. To prevent this, the
Innovation Center occasionally alters voluntary
models in order to keep participants, further
reducing savings as concessions are given to the
participating providers.®

For example, the Oncology Care Model (OCM) had
to add additional payments to providers to ensure
robust participation, which ultimately prevented
net savings from occurring.® The OCM had a
relative reduction in spending of 2.1 percent
compared to non-OCM episodes of care—
meaning all services rendered to a patient for a
specific condition in a given length of time.
Ultimately, this was not enough to offset both
upfront and performance-based payments meant
to encourage participation that led to a net loss of
$639 million for Medicare.”® Other models had
similar issues.

Benchmark Design

A central issue with benchmarks in voluntary
models is that the Innovation Center typically sets
them prospectively rather than retrospectively
(see text box). In short, a prospective benchmark
is used to develop a hypothetical of spending in
the market without the demonstration.

Because a prospective benchmark is locked in
before the model starts, it does not capture what
would have happened anyway without the
model—normal changes in prices, volumes,
coding, or competition. That makes it hard to know
whether any reported “savings” came from the
model or from normal market changes. In the
Comprehensive Care for Joint Replacement (CJR)
model, these preset targets did not move with the
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BENCHMARKS IN INNOVATION
CENTER MODELS

Benchmarks are used to set savings goals for
model participants. In short, a benchmark is an
estimate of how much an episode of care for an
entire population would cost over time without
the demonstration’s intervention. The actual
participants’ costs would be compared to the
benchmark. As former Innovation Center Director
Brad Smith noted, “Benchmarking is one of the
most important aspects of any value-based
payment model, since the benchmark determines
whether participants saved or lost money.”

A retrospective benchmark looks at what the
model participant group actually cost compared
to costs during the same period (either in general
or often involving a specific control group
separate from the participant group), whereas a
prospective benchmark requires CMS to estimate
the potential cost without the model and then set
savings goals for the model participants before
the model starts based on that estimate. For a
prospective benchmark, CMS will typically
estimate future spending on a given service
based on past spending on that service.

market, so participants could earn bonuses even
when prices or volumes outside the model shifted.
Independent evaluations using retrospective
benchmarks found that the prospective model
benchmarks showed savings to be 235 percent
higher than the retrospective benchmarks in the
control groups of the evaluations showed—
meaning models that appeared to produce gross
savings of $1.9 billion actually produced net
losses of more than $583 million."
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The ideal prospective benchmark would
accurately predict hypothetical spending in the
absence of the model, but this is impossible to do
perfectly —costs change over time for reasons of
supply and demand as well as innovation in
techniques and technology. For example, the CJR
model set the benchmark for each procedure as
the average cost of the procedure across the
previous three years. When the model was active
(2016-2022), the CJR model generally showed
savings, but the three-year benchmark created an
unforeseen problem: As a result of a combination
of changes in patient preferences, non-CJR
Medicare payment policies, and increased clinical
evidence for best recovery practices, there were
significant yearly decreases in the use of skilled
nursing facilities after hip and knee surgeries,
which the CJR’s three-year average benchmark
design could not account for as quickly as the
general market could. Episodes of service in the
CJR model (after accounting for these decreases)
were significantly more expensive than their
comparison episodes. In its fifth year of operation,
the CJR model lost $95.4 million. It was only after
major payment reductions were made in the sixth
year that there were estimated savings —$30.8
million across all six years after payment
reductions resulted in $54.2 million in estimated
savings in the final year.”?

Retrospective benchmarks avoid some of these
issues in that they naturally incorporate market
trends over the same period (because the general
costs or control group reflects those changes).
However, such benchmarks also have some
drawbacks. First, they make it difficult to direct
behavior change as they are set only after
participants have made decisions and completed
changes to how they provide services. This
inherently limits the scope and extent of
interventions or changes in behavior providers can
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consider, as participants do not know what they
are being measured against. If the providers knew
they needed a small amount of savings, they
would likely make small changes to their
practices, whereas knowing they need a large
amount of savings would result in greater
changes to their practices. Put another way: It is
difficult for participants to set a course, including
investing in changes, without a map. Additionally,
retrospective benchmarks tend to make voluntary
models more difficult to execute, because
participants do not have clarity regarding the
financial targets and are thus even less willing to
participate given that they do not know the
potential risk.'

However, this challenge can be mitigated to some
extent: Retrospective benchmarks that are
strictly formulaic and leave no discretion at all for
the Innovation Center when they are calculated
help participants better understand how they are
being measured and ensure that success in a
model is not dependent on arbitraging or
predicting government decisions. Retrospective
benchmarks can also be improved if they are
based not on specific numbers (e.g., what would
have been spent without the model) but instead on
who achieved the most savings (e.g., the top 10
percent of participants in terms of total savings
get to keep 90 percent of their savings, the
second best decile get to keep 75 percent, and so
on). This may allow for participants to adjust for
actual market conditions and incentivizes
participants to find ways to save the most amount
possible —not to merely settle for an objective the
Innovation Center has set. CMS’ proposed
mandatory Ambulatory Surgery Model takes an
approach like this by tying payment to
participants’ performance relative to their peers.™

Additionally, the use of averages in benchmarking
(necessary to account for regional or national
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spending on a given service or population) leads
to favorable selection in voluntary models. Some
providers will have costs below the benchmark
(meaning they are likely to profit from
participation), and others will have costs above it
(meaning they are likely to lose money from
participation). Providers on the losing end are
unlikely to participate in the model, meaning a
model may show savings that reflect only the
participation of providers who knew they were
likely to make a profit before starting. Voluntary
models inherently create this favorable selection
problem: Providers will participate only if they
believe it will be profitable. Therefore, in general,
providers who are more efficient and have the
resources and know-how to make a model
profitable will participate.

Quality Measurement Issues

Quality improvement in Innovation Center
models—a core initial aim—remains elusive.
Although the Innovation Center can collect quality
metrics on its models through a wide variety of
means —including surveys, registries, and claims,
only claims data is normally available for the
control-group.”® In 2021, the Innovation Center’s
models had control group data for only 55 percent
of the quality metrics used in models. Meanwhile,
participants are still paid based on quality metrics
that cannot be compared to a control. Smith
explained that:

across a representative sample of nine
models, 71 quality metrics were used to
determine performance-based quality
payments, but only 39 of those metrics
were included in the evaluations.... 99 of
the 138 quality metrics that were used in
the Center’s evaluations were not included
in the models’ performance-based quality
payments.'®
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This means the Innovation Center was frequently
paying providers to meet quality metrics for which
it had no comparison to determine if these
participants were actually improving quality over
standard practice.

A more fundamental problem is that measures of
quality are also notoriously difficult to create: The
rule of thumb is often “what can be measured will
be measured.” This leaves out less tangible
measures of quality —the difference between a
physician practice checking a patient’s chart
about his last vaccine versus having a
conversation about his health history. Measures of
quality determined by government bureaucrats
may not align with the measures that patients
actually value. As described in a previous Paragon
report, “Patients exercising their preferences
about where to receive care can be a better
indicator of provider quality than measures
designed through bureaucratic processes.””” The
difficult-to-define nature of what “quality” care
means, combined with the voluntary nature of
most models, creates favorable selection
problems with quality metrics: Providers prefer to
join models with quality metrics that are viewed as
easier to meet. Thus, in order to attract needed
participants, the Innovation Center is motivated to
put relatively less emphasis on more meaningful
quality metrics.

Lack of Focus on Savings

Across all three areas—voluntary models,
benchmark design, and quality improvement
measurements —the root of the problem is the
lack of focus on savings. Instead, during its first
decade, the Innovation Center focused on
ensuring participation in models. Voluntary
models were more politically palatable than
mandatory ones, but they require strong
incentives to get providers to participate. These
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402 DEMONSTRATION WAIVER
AUTHORITIES IN CMS

Section 402 of the Social Security Act'® provides
broad authority for CMS to waive requirements
for payment in Medicare and Medicaid in order to
create demonstration programs that “increase
the efficiency and the economy” of providing
services, reduce costs, and improve the provision
and utilization of services.

Section 402 authority has been used in several
instances. In 2024, the Biden administration
created a three-year Part D demonstration
program’® to mitigate significant premium
increases resulting from the Inflation Reduction
Act (IRA). This “demonstration” cost S5 billion in
the first year alone in increased payments to
stand-alone Part D plan sponsors. It was
implemented in August of a presidential election
year, raising questions about whether Part D
premiums were lowered for seniors in order to
influence the election. The Trump administration
has taken action to lessen this taxpayer bailout,
but the executive branch should not be able to
unilaterally increase Medicare spending with no
substantive direction from Congress. This type of
abuse highlights the dangers of broad waiver
authority. Section 402 demonstrations should be
required to produce no new net spending, or the
waiver authority should be eliminated.

incentives result in increased payments to
participants and benchmarks being adjusted to
make goals easier to meet, functionally
eliminating much of the savings potential for
many models. Paying providers for reaching
“quality metrics” that could not ensure that
quality improved indicates that even this core
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purpose of the Innovation Center was subject to
the demands of maintaining participation. To
quote one CMS evaluation of 21 models:
“Generous financial incentive payments, which
helped ensure robust participation in models,
made it difficult for many models to demonstrate
net savings.”?® While participation in models is
important, the statutory purposes of the
Innovation Center should not be sacrificed to that
end.

First Principles for Fixing the
Innovation Center

Despite these problems, the Innovation Center
holds promise as a tool of policymaking to
produce genuine improvements in spending and
quality in federal health programs. But to match
its lofty mission, the Innovation Center needs to
reorient around the concept that models are
demonstrations. Importantly, all of these
demonstrations should be true and limited
demonstrations, and mandatory demonstrations
should be prioritized. If a model is shown to work,
then Congress can make its feature permanent, or
CMS can pursue broader rulemaking.

True Demonstrations

Statute allows the Innovation Center to waive
existing laws and regulations governing Medicare
and Medicaid in order to implement its models.?
The core purpose of the Innovation Center models
is to experiment with policy changes with the goal
of producing savings and improving quality. “True
demonstrations” are experiments that seek to test
if a policy saves taxpayer dollars and improves
quality. Experimentation —and the ability to learn
from the demonstration —should be at the heart
of every model.

703.527.2734



The Innovation Center has not always abided by
this core principle. For example, the Biden
administration attempted to use the Innovation
Center toimplement a Two Dollar Drug List Model,
which the Trump administration ended before it
could be implemented.?? The proposed model —
flat S2 copays for select CMS-listed generic
drugs across all benefit phases—was not an
experiment: Roughly 20 percent of beneficiaries
(mostly in Medicare Advantage) already have $2
generic copays. In 2024, nine of 14 national stand-
alone prescription drug plans offered SO copays
for preferred generics, and the median copay for
non-preferred generics was $5.22 This “model”
was simply an attempt to standardize and
potentially expand this benefit offering (even to
non-generics) and make it mandatory. This would
have pushed up premiums and, because of the
IRA’s 6 percent cap on premium increases, federal
subsidies. Real experiments test novel ideas
against credible counterfactuals. This proposal
did neither and risked misuse of Innovation Center
authority.

The Innovation Center should make true
experimentation a core standard of all models.
Models, like all other scientific experiments,
should be designed, tested, and evaluated. They
need to demonstrate measurable results —not
simply continue operating because they are
politically popular or administratively easier than
pursuing legislative change.

Time Limits

For similar reasons, demonstrations need to have
clear time limitations, with extensions generally
avoided. Given the broad waiver authority, models
without time limits could be continued indefinitely
and after the model has stopped demonstrating
anything, particularly if a demonstration is
politically popular. Once a demonstration reaches
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the end of its prescribed time period, the
Innovation Center should conduct its standard
end-of-demonstration evaluation and make a
recommendation to Congress and CMS on
whether to implement the model on a nationwide
scale.

Limited in Size and Scope

There are important reasons to consider limits on
the size and scope of models. The purpose of the
Innovation Center is to test innovative models, not
to implement sweeping policy under the guise of
a model. As such, for example, demonstrations
that include the entire (or nearly the entire)
Medicare or Medicaid population allow for
untestable policy to functionally become the law
of the land without the appropriate congressional
or regulatory actions. Potential limits on models
could be to implement the policy change only in a
distinct set of regions, states, or metropolitan
statistical areas (MSAs) or a subset of
beneficiaries across the nation, including through
randomization. Under current statute, a model
may be expanded beyond its initial scope if (1) the
Secretary of Health and Human Services (HHS)
determines that the model is likely to save money
without reducing quality or improve quality
without increasing spending, (2) the chief actuary
of CMS determines that the expansion would
reduce net program expenditures or not result in
an increase, and (3) the Secretary of HHS
determines that such expansion would not deny or
limit coverage or the provision of benefits.?* Going
forward, the Innovation Center should adopt a
policy of doing expansions only through full
notice-and-comment rulemaking. For
demonstrations the Innovation Center would like
to be made permanent or span the entire (or nearly
the entire) Medicare or Medicaid population, the
administration should instead request that
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Congress expand such models through statute.
On top of the Innovation Center adopting these
policies on its own, Congress should consider
putting such guardrails into statute.

Furthermore, there is merit to limiting the number
of models that are active at any given point in time.
For example, in 2023, 39 percent of all Medicare
fee-for-service beneficiaries were in Medicare
accountable care organizations (groups of
providers that aim to coordinate care and share in
the cost or savings of episodes of care), including
those in the Medicare Shared Savings Program
(which is not an Innovation Center model). This
large proliferation makes it difficult to test
models without other programs interfering with
the results. CBO has noted that the proliferation
of multiple models within single health care
systems can create conflicting incentives for
providers.?®> These overlapping models and
programs may also increase administrative
burden and complexity, which can create a
disincentive for small providers to participate, as
discussed previously. More transparency
regarding the overlap of models and attribution of
savings would help mitigate this particular
concern. It would also provide public insight into
the impact of models on certain subsets, such as
smaller providers and beneficiaries who rely on
them.

When smaller providers are more likely to eschew
models due to complex administrative
requirements, it means larger providers make up
the bulk of participants in models, and thus the
results and lessons reflect only the experience of
those larger providers. One way to mitigate this is
to create separate tracks for smaller providers,
assuming that can be done without undermining
the utility of any benchmark as discussed above.
Without smaller providers participating one way
or another, the model cannot show if there were
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any potentially negative effects on these smaller
providers. As such, any program-wide changes
made to Medicare payments may unintentionally
bias changes in Medicare payments against
smaller providers.

The effect of administrative complexity extends
to the internal operations of CMS generally as
well, which has a history of being hamstrung by
technological and operating deficiencies that
have resulted in the loss of millions of dollars in
waived or improper payments.?® Fewer models
would help mitigate this issue and allow more
resources to be focused on ensuring effective
model implementation.

Ensuring that models are limited in size, scope,
and length of time and requiring transparency
along the lines outlined above also mitigates
concerns about a potential “medallion effect” —in
which early model participants obtain advantages.
But most importantly, such limitations collectively
safeguard against future abuses that attempt to
change policy through demonstrations on shaky
bases, including with respect to lower or same
cost or quality, which are effectively subject only
to administrative self-restraint.

Prioritize Mandatory Demonstrations

The Innovation Center should prioritize mandatory
demonstrations. Concerns about the potential for
mandatory models to become de facto changes to
law can be ameliorated by ensuring that all
models are limited and fulfill the definition of a
true demonstration, as described above.
Mandatory = demonstrations eliminate  the
favorable selection problem whereby participants
choose only models they are likely to profit from.
Ultimately, the true potential of a model to
achieve program-wide savings is unclear if the
participants are functionally limited to only those
who are best equipped to achieve those savings.
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Voluntary models can succeed if the benchmarks
(and incentives) are crafted correctly. However,
this has proven very difficult to accomplish,
particularly when benchmarks are made
prospectively. The downsides of voluntary models
typically outweigh the greater difficulty in
implementing mandatory models.

Mandatory models require the Innovation Center
to go through the rulemaking process, which
significantly delays a demonstration, and
comments from stakeholders and entrenched
interests can also impact the program’s design.
When mandatory models are not practical for
political or bureaucratic reasons, the alternative
options presented to providers should be limited
and not simply allow the target providers to
maintain the status quo (with exceptions for any
necessary control groups). The recent WISeR
model released by the Innovation Center has
narrowed the choices that providers have in
cooperating with participating companies without
subjecting them to mandates (see text box).?” This
approach to voluntary models is a clever way to
reduce the problem of favorable selection.

Focus on the Savings

Models have often reflected an either/or
emphasis when it comes to focusing on savings or
quality. But the statute establishing the
Innovation Center demands both: “test innovative
payment and service deliver models to reduce
program expenditures while preserving or
enhancing the quality of care”®® However, in
health care, quality and efficiency often go hand
in hand. For example, one analysis found that
hospitals with lower costs also had lower rates of
patients experiencing harm and that hospitals
with better margins frequently deliver better
care.?® Models do not need to choose between
lower costs and better quality.
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THE WISeR MODEL

The first new demonstration from the Innovation
Center in the Trump administration is the
Wasteful and Inappropriate Service Reduction
(WISeR) model. The participants are third-party
administrators  with  previous experience
conducting prior authorization reviews, and the
model seeks to use artificial intelligence and
machine learning in conjunction with human
review to monitor payments for a specific set of
services that are prone to fraud and abuse.

Providers strongly oppose prior authorization in
any form. To deal with this, the Innovation Center
has given providers in the selected regions a
choice: They can cooperate with the prior
authorization companies in the model and seek
prior authorization for the services included in the
model, or they can submit claims for pre-payment
review. Either way, the model aims to protect
taxpayer dollars from fraud and abuse.

The new strategy for the Innovation Center
refocuses on making “protecting the federal
taxpayer a foundational principle” of the agency.*°
The strategy includes requiring downside risk for
participants and providers, refining and
simplifying benchmarking methodology,
prioritizing high-value care and services, and
ensuring that all model tests are fiscally sound
with a pathway to certification, among other
items.®!

There are other actions that can ensure that the
Innovation Center remains fiscally prudent. Some
demonstrations may not work despite best
efforts, but the Innovation Center should pursue
(and Congress should follow up in statute with) a
policy requiring savings throughout the lifespan
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of a demonstration. Specifically, a given model
should be initiated only if CMS’s Office of the
Actuary’s midpoint projections for that model
show positive net savings, which would serve as a
guardrail against launching models based on
overly  optimistic  assumptions. Similarly,
Innovation Center policy (and eventually, statute)
should require that those demonstrations whose
costs exceed a certain predetermined threshold in
the middle of their duration should have periodic
assessments if future savings are likely to be
produced. Such predetermined thresholds can be
model-specific to account for different sized
models. If savings are unlikely after an initial
grace period, the Innovation Center should
terminate the model.

Additionally, notwithstanding the value of limiting
the number of models as outlined above, while all
models should be savings-focused, it should be
emphasized that policymakers should consider
judging the overall success of the Innovation
Center based on the aggregate amount of savings
produced by models and not based on the number
of models that produce savings. Models are
experiments, and the potential for experiments to
fail is a crucial part of learning. For example, if the
agency launches ten models, nine of which lose
money with aggregate losses of $15 billion, but
the tenth model saved S$5 billion, the total
portfolio cost would be $10 billion, and the
Innovation Center should be considered a failure.

Defaulting to a Market-Based Approach

The Innovation Center is tasked with designing
new payment models to save taxpayer dollars and
improve quality. This is difficult in the convoluted
U.S. health care system, where the primary
recipients of services (patients) are not the
primary payers (third parties such as insurance
companies or the federal government), and so the
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true value of any given service to the patient —
measured in both cost and quality —is functionally
unknowable, as the services are oriented toward
the requirements of payers and not the choices of
patients. Private insurers are more responsive to
patient preferences, because patients provide
revenue through premiums, whereas government
payers (Medicare, Medicaid, etc.) have no such
incentives.

Therefore, the Innovation Center should default to
a market-based approach, meaning that models
look to market solutions instead of government
intervention. Models that seek to have payments
reflect market conditions—and specifically
empower patients to be the primary determinants
of value —should be prioritized. Helpfully, the
Innovation Center has already stated that
promoting choice and competition and
empowering individuals by aligning financial
incentives with health priorities are two of the
three pillars of its new strategic vision. The
Innovation Center would do well to follow through
on this promise by publishing models that deploy
a market-based approach and/or seek to discover
aspects of the market, such as prices based on
what patients actually value. While it is still very
early, the latest models, including the WISeR
model and the latest updates to the Achieving
Healthcare Efficiency through Accountable
Design (AHEAD) model (see text box), indicate
that the Innovation Center intends to follow
through on the promise of its strategic vision.®?
Other topics of exploration that would benefit
from market-based demonstrations include
market-informed pricing, shoppable services, and
competitive bidding.33
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Recommendations for Statutory
Changes

One primary criticism of the Innovation Center is
that its waiver authority is too broad and
delegates too much congressional authority and
power to an executive branch agency. Congress
should ensure that the Innovation Center remains
true to its experimental purpose and does not
become a de facto way for sweeping changes to
Medicare law across the country. As shown above
with the Biden Medicare Two Dollar Drug List
Model demonstration, the waiver authority
granted to the Innovation Center is broad and
could be abused by an administration looking to
circumvent Congress to use the Innovation Center
to make nationwide, sweeping policy changes.

Congress should amend the statute to include
boundaries on the length of time demonstrations
may last. The ideal length of time is subject to
reasonable debate, but around five to seven years
is probably close to an optimal time limit for most
models. Additionally, Congress should limit the
number of demonstrations in effect at any given
point in time. Flooding the program with
demonstrations, even if they are time-limited, is
another potential way for the executive branch to
bypass congressional authority. The Innovation
Center currently has 25 active models. It should
work with Congress to develop a reasonable limit
on the number of models, at the same time not
allowing models in their final stages to impede
new models starting up. Alternatively, Congress
may want to consider not allowing more than a set
number of models to be introduced annually.

Furthermore, Congress should place limits on the
geographic spread of demonstrations. This can be
done by limiting the number of MSAs, regions, or
states included in models at any given point in
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THE AHEAD MODEL UPDATE

The Innovation Center recently announced major
changes to its AHEAD model. The model gives
states the responsibility to use their authorities
to control costs and quality across all payers,
including Medicare, Medicaid, and private payers.
The model is running for 11 years from 2024 to
2035. Importantly, this update includes requiring
states to implement two new policies from a
menu of options: one that promotes choice
(including implementing Medicaid site neutrality
and banning noncompete clauses, among other
options) and one that promotes competition
(including removing certificate of need
requirements, repealing any-willing-provider
laws, and reforming scope of practice laws,
among other options). These and other changes
in the AHEAD model demonstrate the Innovation
Center’s willingness to pursue its new strategic
pillar of promoting choice and competition.

time. Population limits should also be considered.
For example, limiting a model to areas with a
population equivalent to the 10 largest MSAs
would cover a total population of over 90 million
people. Keeping demonstrations limited requires
keeping their size limited. Finally, any new
demonstrations that are successful and might
qualify to be scaled up nationwide should be
approved by Congress before that happens.

Finally, Congress should critically evaluate the
Innovation Center after a reasonable period of
time to determine whether the reforms initiated in
the Trump administration have succeeded in
reversing the disappointing trajectory of the
Innovation Center. If, at that time, an evaluation
finds that the Innovation Center itself has cost
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more than it saves, it is reasonable for
policymakers to terminate it.

Conclusion

The Innovation Center has largely failed to design
models that lower costs and improve quality. But
under new leadership and direction, the
Innovation Center has a chance to improve
Medicare and Medicaid policies, and its new
strategy is a promising start to rectify past
failures. To prove that its promise is achievable
and earn its continuation, the Innovation Center
should refocus its idea of a model toward true,

142 U.S.C.§1315a.

2 There will be some minor loss of funding in future years due to
Medicare sequestration and no adjustments for inflation.

3 CBO, Federal Budgetary Effects of the Activities of the Center for
Medicare and Medicaid Innovation, September 2023,
https://www.cbo.gov/system/files/2023-09/59274-CMMI.pdf; Mark
Hadley, Deputy Director, CBO, “CBQO’s Estimates of the Budgetary
Effects of the Center for Medicare and Medicaid Innovation,”
testimony before the House Budget Committee, September 7, 2016,
https://www.cbo.gov/sites/default/files/114th-congress-2015-
2016/reports/51921-cmmitestimony.pdf.

4 This spending reduction was expected to be offset by $7.5 billion
in spending by the Innovation Center to operate these models. See
CBO, Federal Budgetary Effects.

5 CBO, Federal Budgetary Effects.

6 CMS, “Innovation Models,”
https://www.cms.gov/priorities/innovation/models.

7 Brad Smith, “CMS Innovation Center at 10 Years — Progress and
Lessons Learned,” New England Journal of Medicine 384, no. 8
(2021): 759-764, https://doi.org/10.1056/NEJMsb2031138.

8 CBO, Federal Budgetary Effects.

9 Smith, “CMS Innovation Center at 10 Years.”

10 Matthew Trombley et al., “Evaluation of the Oncology Care Model:
Final Report,” Abt Global, May 2024,
https://www.cms.gov/priorities/innovation/data-and-
reports/2024/ocm-final-eval-report-2024-exec-sum.

"Trombley et al., “Evaluation of the Oncology Care Model.”

2 CMS, “Comprehensive Care for Joint Replacement (CJR) Model
Evaluation of Performance Year 6 (Oct. 2021-Dec. 2022),”
https://www.cms.gov/priorities/innovation/data-and-
reports/2024/cjr-py6-ar-findings-aag.

8 Smith, “CMS Innovation Center at 10 Years.”

4 CMS, “Medicare and Medicaid Programs; CY 2026 Payment
Policies under the Physician Fee Schedule and Other Changes to
Part B Payment and Coverage Policies,” 90 Fed. Reg. 13271 (July 16,
2025), § 1327, https://www.federalregister.gov/d/2025-13271/p-
1327.

5 Smith, “CMS Innovation Center at 10 Years.”

6 Smith, “CMS Innovation Center at 10 Years.”

Paragoninstitute.org

HEALTH

Reforming government. Empowering patients.

DARAGON, .

INSTITUTE

POLICY BRIEF

How to Reform the CMS Innovation Center
with a Choice and Competition Approach

limited, and primarily mandatory demonstrations
that are market-based and focus on creating
transparent savings. This new approach would
ultimately ensure that scarce taxpayer funds are
well used and, most importantly, that patient care
is re-centered away from a bureaucratic process.
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