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Rewarding Provider Performance : Aligning Incentives in Medicare

The Promise of Pay for Performance

CHAPTER SUMMARY

This chapter reviews the current bealth care pavsient systesis;
the strengths, wealknesses, and potential adeerse consequences of
pay for performance; early experiences with the apfrroach; and the
wavs in which pay for performaice can be used as o pathay to
refornr. NMultipte and camplex challenges confront asy such effort,
and monitoring and evaluation will be essential so stabeliolders con
fearu from oxperience, idensify unamticipated conseguences, and
implestent miideowrse adiustnents as wecessary.

Cuerrent paybtent systenss ave sor well aligned with efforis to
achiews the six quality aims set forth in the Quality Chasm reprort
{(1OM, 2001}, These systems place little coiphasis on aclieving high
clinical quality, do not seflect the value of services, frequently act
1o drive up costs, and do not esconrage patient-centered care or the
officient use of resources, While this report does not attempt to
address all shorteomings of the enrrent systems, the cosmitice’s
analysis should be viewed within the broader framework of the
need for fundamental veform of the bealth care payment stractire,

http://site.ebrary.com.ezproxy.lib.uh.edwlib/uhmain/docPrint.action?...

The nitiatives proposed in this report would modify current health
care payment systems by using financial incentives to promete higher levels
of quality across diverse health care sertings. These initiatives are predi-
cated on the assumption that the health care Americans veceive conld and
should be of considerably greater value-—better-quality care abtained ata
sustainable and socially acceprable cost {see Chapter 11 Based on a review
of the available evidence, the commitee concluded thar modese changes
alone in the current systems-—systems in which provider reimbursement is
based fargely on the quantity of healdh care services rendered-—are unlikely
to promute significant progress toward the geals of improved quality and
reduced prowth in costs, Rather, a profound and fundamental alignment of
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mcentives {financial, informationat, and vepurational} with desived our-
comes i$ required o stimulate the needed ansformadional clange in the
current health care payment systems,

CURRENT PAYMENT SYSTEMS

At present, the care for 88 percent of Medicare benefictaries, or ap-
proxtmately 33 million individuals, is paid for onder fee-forservice sys-
tems. The remaining 12 perceny of heneficiaries are enrolled in the Medi-
care Advantage program, under which private plans are pald monshly,
risk-adjusted capitated amonntys i reparn for providing Medicare’s benefits
ta those who choose 10 envoll in Medicare Advantage {Kaiser Family Foun-
dation, 2005). Medicare's fee-for-service payment rates and fees are set ad-
ministeatively by the Centers for Medicare and Medicaid Services (CMS) ar
levels intended w cover the cost of the resources typicatly required o pro-
vide a particular service. The service may he defined narrowly, such as a
chest xeray, or broadly 1o encompass a bundie of seevices, such as all the
inpatient hospital care associated with a gtay of any duraion for a heart
Dypass operation,

Medicare's rates and fees do not vary with the yuallty of the service
provided. Furthermore, the fee-forservice payment structure generally does
not provide reimbarsement for health services that are recognized as impor-
tant contributors to guality, such as comprehensive vase management, care
coordination, health counseling, and many preventive services that may re-
duce the need for hospitalization or more expensive futnge medical proce-
dures, In addition, because of the way payment races for dilferent servives
are sat refative to one another, new, complex, high-rech interventions 1end
to be better compensated than procedures involving less intensive service
use, less or older rechnology, and more tme with patients {which may be
impostani to quality care} {Ginsbuarg and Grossman, 2005}, Additionally,
payment rates and fees do nat vary according to the need for a particular
service. For example, one study that examined elivical decision making un-
der different payment systems found chat expenditures for discretionary
services were lower ander capitated than under vradidonal {ee-forserviee
arrangements {(Shen et al,, 2004). Providers are paid more for doing mure
and are not penalized when the provided services are of Hele or no value or,
worse yet, negatively affect health putcomes. I some cases, the incentives
embaodied in fee-for-service payments may enconrage the delivery of unnecs
essary or even harmful services that can raise fundamental concerns aboue
cost and safety {Robinson, 2001}

Since fee-for-service payments offer linle direct incentive o improve
quality or avoid low-value services, they fall short of fostering goals inthe
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three crtical domains identified in Chapter 1 clinical quality, patient-
centeredness, and efficiency. Althoupgh fee for service is responsive to pas
tient demand for services in the sense that the health care system is respon-
sive to the sickest paticnats who require more complex and higher levels of
care, this type of payment structure offers no incentives to providers o
patients 10 improve overall health satos throngh preventive services or
fower-cost interventions that can uliimately reduce the demand for more
complex clinical services. The systems pay for weating illness and injury,
nut for keeping people well.

Since Medicare's inception, palicy makers have been concerned abowt
the rapid growth of healih care expenditires. The program’s payment sys-
tems have been modified in response 1o these concerns, but these changes
have not heen sufficient. Maore recently, concern has also focused on the
quality of care, and some steps w improve quality have been taken. CMS s
currently conducting demonstrations to tes1 payment systems desipned
to reward higher-quality care, but these initiatives have not yet been im-
plemenced on 3 wide scale. A brief review of Medicare payment policies
{ollows.

Original Medicare Retrospective Paynient Systems

Initially, Medicare payment policies Tollowed rhe prevaling private-
sector practice of the eardy 19605, which was to reimbusse providers for the
fesser of vicher their usual and customary charges or their actual costs for
each service delivered. The reimbursement system was retrospective because
payments could not be calendated wntil after the service had been provided;
the physician or hospital would not learn the exact payment amoune anl
after the end of the year, when customary charges and actual costs could be
audited and payment rates caleulated, This payment system provided no
real restraint on expenditures. The wore providers spent on a service or
increased charges, the more Medicare would ultimately pay. To limit growth
in expenditures, Medicare began to define more narrowly which costs were
acceptable and which were vot, as well as 1o set limits on allowalile in-
vreases, thereby making the payment system increasingly complex.

Prospective Payment Systems

In an attempr to gain berter conwrol over burgeoning ex penditares,
policy makers began in the 1980s to shift Medicare from recrospective
to prospective payment systems. Prospective payment was first inwro-
duced in inpatient acute eare hospitals in 1983, Since then, CMS has
institnted prospective payment for other provider settings, including
skilled nursing facilities in 1998, home healds agencies in 2000, and
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owipatient acure care hospitals in 2000 [SUNY, 2001; CMS§, 2006¢),
Physicians are reimbursed according to the Medicare Physician Fee
Schedule, The new systems set payments for various services {or bundles
of services) in advance of their delivery. Thus, providers know how much
they will be paid before they weat chelr patients and can betrer plan their
care and resource use.

Fees and payment rates of Medicare's prospective paymeni systems are
set adminiseratively 1o cover CMS's estimate of the average cost of provids
ing a service, plus a sniall margio, Io some instances, the payment does not
cover the provider's costs; in other cases, the payment is more than suffi-
clent. Iy some siveations in which coses far exceed payments, Medicare pro-
vides additiona] “outlier pavimems™ that cover a portion of the excess costs.
Under most of Medivare’s prospective payment systents, payments are al-
justed for geographic differences in labor and other costs, In general, pro-
spective pavment encourages providers to keep the costs of services helow
the payment amount and creates incentives to trear those with the least
severe and complex conditions in any pasticnlar diagnosis, service, or risk
L’a!(.’gﬂl')ﬂ

Az noted above, the unit for which payments are made may be o bundle
that ercompasses all of the inputs necessary 1o provide a stay in an fnstitu-
tion ur periorm a procedure, or it may be a diserete, narrowly defined item,
test, or service. Under most of the payment systems, unless Congress inter-
venes, rates are automatically adjusted npward cach year based on indexes
of ansicipated price increases. A mjor exception is the Medicare Physician
Fee Schedule update, which is governed by the sustainable growth rate
ISGR). This formula limits the growth in per benefiviary Medicare Physi-
cian Fee Schedule expenditires 1o the groweh in per capita gross domestic
product. Because the volume and average intensity of services paid for un-
der the Medicare Physician Pee Schedule have been growing very rapidly,
application of the SGR formula has resutted in negative updates for physi-
cians in recent years, With the exception of 2082, Congress hns acted
to avert these seductions (LS. GAO, 20038%. CMS projects that the SGR
will impose annual negative updates of more than 4 percent each year during
2007-2011, which may affect physicians’ willingness o consider
performance-refated payment changes and incentives {MedPAC, 2006).

Appeadix A presents more detailed descriptions of payment syseems
and their incentives for in< and ougpatient hospital eare, skilfed wursing
facilities, home health care, ourpatient dialysis services, physicians, and
Medicare Advantage plans. The discussion there is intended ro give a broad
overview of payment methodologies, not a detailed pictare of all the com-
plexities of each method, to provide a context for the consideration of pay-
ment incentives, Table 2-1 presents an overall pictare of spending in the
Medicare program by provider serring.
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TABLE 2.1 Medicare Program Spending by Provider Seuing, 2003

Supplemensary

Henpital Medhreal

Insurance Insurance Toml Fercent

thilliosns {hitkirns {hillions of
Sething of dolbars) nf dallirss of dolars) Torl
Hospital 1994 17.9 £27.3 45
Physicians NA 483 483 17
Managed cire 19.5 17.2 36.8 13
Skilled neesing facitiny 14.3 NiA 143 5
Home health 2.6 7.1 9.7 3
Cther 4.5 333 Ine 14

NOTE: NAA = not applivable.
SOURCE: Based on data frons MedPAC (MedPAC, 2003).

PAY FOR PERFORMANCE AS A PATHWAY T REFORM

Pay for performance has emerged as a promising strategy to address the
inadequacies of the current payment system outlined above, and bas ar-
tracted considerable attention in the private marketplace, Additionally,
CMS has besun o invest resources in pay for performance as a reform
stratepy (GMS, 2006a). These pay-for-performance initiatives must be
implemented successiully, both t achieve their pariculay goals—-improved
quality of care and cost containment-—and to prompr the fundamental
changes needed in the health care system overall

In other sectors of the American economy, a reform of this magninsde
would be hased not only v sound theory, but also on pertinent practical
expericnce, While the database on which to base the design and evaluation
of pav-lor-performance programs is growing steadidy, it remaing incom-
plete and without substantial validation. Despite this kick of a definitive
evidence base, both private: and publicsector decision makers would like
1o move forward apgressively with payfor-performance programs. How-
ever, expesience with other health care initiatives suggests that the rapid
implementation of new paynient strategies based on theosy amd prelintinary
results does not abways achieve the desired goals. In facy, bt can prove w be
counterproductive, exacerbating current problems and creating new oucs,

The Theoary Behind Pay for Performance
In essence, pay for performance represents an attempl to align incen-
tves in the payment system so that rewards are given to providers who
foster the six quality alms set forth w the Quality Chasns report (IOM,
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2001} {see Chapter 1) and improve health outcomes while using resources
parsimoniously. At the most basie [evel, iaproving care requires changes in
the behavior of providers, Paying providers for improving performance or
achicving superior levels of performance should motivate them to focus on
domg so in measured arcas. Pav for perfarmance also has the potential o
achieve change by influencing the environment in which providers praciice,
For instanve, pecformance-based payment could make it ateractive for both
providers and provider organizations to invest in improved systems for
tracking and enhancing the quality of care, making them better able w
manage the health of the populations they serve. Ideally, pay for perfor-
mance would encourage cerain changes in structural and organizational
practices, such as a new emphasis on comprehensive and coordinated care
and callaboraton across individual seetings of care, and stimulate consum-
ers to pay atension wo qualiey practices.

Effects of Medicare Payment Systems on Providsr Behavior

Evidence thar providers have responded w chandes in Medicare pay-
ment policies in the past suggests that health cagl providers will fikely
change their behavior I response to Medivare ppyment incentives to im-
prove quality. The hmplementation of various Medicare prospective pay-
ment systems has been associared wich significdnt changes in provider be-
havior. All of these hebavior changes cannot he atribuced conclusively o
the new payment systems because those systgfs did not emerge inisolation,
and becaunse research on their effects ofteh examined varying aspeers of
change, used different data, and fecused/on different types of providers.
Nonetheless, the Hrerawre atrests to duyghatie shifts in the way health cave
is delivered since the new systems werednstitated. For example:

s In the 1980x, hospital dischagfies and avernge lengths of stay were
stowly decreasing among those unde/ age 83, while both rates were inereas-
ing for the Medicare populadion. THis wend reversed in the Medicare popu-
fation afrer a prospective paymenfd system was implemented in acote care
hospitals in 1983, Also, ntilizatigh rates dropped dramatically in 1984 and
1983, while those rates amaong fhe rest of the popudation continued to de-
crease at a more gradual pace, Although widlization increased somewha for
both populadons later in the A980s (Modpkin and MeGuire, 1994},

s Controlled studies of the responses of hospitals 1o Medicare pay-
ment changes showed that fheir hehavior was related divectly to Medicare’s
portion of their volume. Thus hospitals that were more dependent on Medi-
care patients were fikely/fo show a larger change in the obwerved behavior
relytive 10 hospiaals fiith o smaller proponion of Medicare patients
tHodgkin and McGuife, 19945
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The Experience of the United Kingdom

Standing in contrast o the pay-for-performance progepins iy the 1.8,
commercial insurance marcket is the recent General Pracaitiofer {GP) contract
with Britain's National Flealth Service (NHS) (Rokand, 2004; Smith and York,
20040, The arrangement instituted under this contract gévards a substantial
portion of compensation aceording to pecformance off 118 quality indica-
tars, The program tacgers physician praciices, which generally have fewer
than five physicians, rather than individuat physiciang, and pays according 1o
overall performance using a balanced scorecard {i.gf, points are awarded for
cach of the 146 mdicators, and the total score 15 lhcn used as the basss for
pavment). In addition 10 performance bonuses,fpracrices are provided with
subsidies lor infrastructure improvements, as well as additional staffing. The
plan is to put approximately I8 percent of GF income ac visk, to be distrib-
uted subsequently on the basis of perfonmayke measuees. Financial penalties
for porsistent fow peeformance are also plphined for future years.

Of note are several important differgnees hetween the NHS and Medi-
care that relate to the ease of implemenyation and effectiveness of a pay-for-
perfornance program. Every NHS pafiens must register with an individual
practitioner who assumes responsibflity for thae patient’s vare. Addition-
ally, the United Kingdom is in the process of instituting a wniform national
computerized information systenythar will include .1}).;hi]iiies o Automate
reporting on the specific measupgs einployed. Most physicians in che United
Stares conerace with munbtiple frivace and public payers, and many plans
with pay-for-performance prggrams do not account for a large portion of a
physician’s income. Moreofer, the majority of physician award pregrams
in the United States do noy/put more than § percemt of compensation au risk
{Raosenthal et al,, 2004),

Previous programs/in the United Kingdom showed positive responses
to financial incentives/Smith and York, 20043 A “fundholding experiment”
from 1991 to 1998 phat gave practitioners fixed budgers lor providing sec-
ondary eare and pharmaceuticals o their patients ultimately resulted in
fewer inpatient pfocedures and reduced patient waiting times. A program
in Fast Kent frghn 1998 10 2000 defined disease management targets that
practitioniers ¥ad o meer or repay funds. Both of these programs required
new money ; mmil), ]mwuwr a]u fu st uu.ucd incentives fm cfhuenw savs

Common Themes Among Pay-for-Performance Programs

The majority of incentive arrangements target 3 mix of population-
based measures of clinical quality and patient experience measures {Rosenthal
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et al, 2004} According to a recent survey, payers are also mereasingly
providing direct incentives {or the adoption of information technology and
for performance on cost-efliciency metrics (AIS, 2004},

In almost all cases, pay-for-pesformance sponsors reward alf physicians

whese performance exceeds an absolute threshold (e.g., at least 30 percent of

patients with coronary artery disease undergo appropriate cholesterol screens
ingd or all physivians above a given percentile rank based on the fevel of
performance. Thus, quality improvement is nor explicitly required for the
receipt of a bonus, and the incentives to improve vary with baseline perfor-
mance, With an absolute performance threshold, pliysicians whose baseline
performance s ligh need only maintain the status quo o receive payment,
Far physicians with the lowest performance, the award may not be sufficient
to halance the coss of making the required dramatic improvement.

Most of the early pay-for-performance programs for physicians tar-
geted primary care domains (although paymenis were often to multispecialty
aroups). More recently, payers also appear w be measuring and rewarding
the quality of care delivered by specialists, According to a privare survey,
more than twothirds of current pay-for-performance pragrams now cover
specialists, including cardiologists, obsterricianfgynecologists, orthopedists,
gasteoenteriplogists, otolaryngologises, and gencral surpeons (ALS, 200:4).

Pay for Perfornvance in Medi

While meastretnent systems bave provided Ao impetos {or continiing
improvement in the quality of care in the Medigdre program, overall change
has heen slow. To date, CMS has tovested ficavily in the collection and
reporting of data on the quality of care of hylth plans, hospitals, and other
instingional providers, While informatigh-based approaches continue to
evolve, reliance on benchmarking, subtlf pressure from purchasers, and the
market impact of idividual patient elybice are undikely to eliminate the gap
hetween optimal, evidence-based mgdicine amd actoal pracuce, However,
these effosts do fay the groundwoirl for an effective pay-for-performance
program by gencerating critical bagtline information and the infrastructure
that will serve as dhe base for thefreward system.

A broad policy rationale forfa Medicare pay-for-performance program
is the opportanity to improve pbr only the overall qualicy of care for Medi-
care envollees, but also the cage provided 1o other populuions. Many qual-
ity improvement investmenty/involve fixed costs, such as those for informa-
tion technofogy or training] whose benefits will acerue to all patients. In
additiout, the added markef power of Medicare will magnify the importance
of the existing pay-for-peflormanece programs of health plans and may have
further positive spillovef effects if other payers follow the fead of CMS in
payment reform, as wgb the case with prospective payment systems.

Performance mprovements Staff. Rewarding Provider Performance : Aligning Incentives in Medicare.
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The objectives of pay for performance are o

¢ Encourage the most rapid feasible performance improvement by afl
providers,

» Support innovation and constructive change throughout the bealth
care system ta achieve clinical quality improvements, patienc-centered care,
and efficient use of health resources,

* Tromote hetter ourcomas of care, especially throngh coordination of

care across provider settiugs and time, especially i the treatment of chronic
disease.

Pay for performance is not simply a mechanism 1o reward these who per-
form welly rather, its purpnse is to encoueage redesign and transformation
of the health care system to ensure high-quality care for all, In such a sys-
tem, alf participants—providers, purchasers, and heneficiaries—can poten-
tially benefit.

As pay-for-performance programs go forward, it will be crucind 1o de-
velop a strong fearning system within the Medicare enterprise (o eusure
successfud implementation and ongoing improvement {see Chapter 6). The
evidence base to support pay for performance is still emerging {see below)
and implementation efforts should encompass extensive testing and evalun-
tlon o assess the effects of the new system. While pay for performance
appears 1o induce change in some health care environments, it cannot by
itself create either the high-performing health care system or the payment
reform envisioned in the previous reports of the Institnte of Medicine’s
HONUSY Patbrways to Queality Health Care series. Ideally, the conuibutions
of payment reform should be conpared with the ountcomes that could be
produced by other mechanisms, such as contimiing medical education, ac-
creditation, and consumer activation, which may also be linked to financial
incentives, Such an assessment was heyond the scope of this study. Other
nonfinancial mechanisms, such as public reporting, benefit redesign, and
professional and public education, are alse critical camponents of a far-
reaching quality improvement strategy. Al of these efforis should be aligned
with pay-for-performance progeams in ordes to ensuie & common goal and
synevgistic effects,

Rewarding Benefigiiuies

1n designing a pav-for-performancedrogram for Medicare, Hinancial
rewards could be directed at providgs, heneficiaries, or both, For ex-
ample, mechanisms could be devispd to allow those consumers who im-
proved their lifestyles fto promotd bevter health outcomes) to share with
providers in the savings that refufted from the prevention of consequent

Performance improvements Staff. Rewarding Provider Performance : Aligning Incentives in Medicare.
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cdata are suspect, and suitable natral experinehes are lackiog. The negative
stncies in the health care Hreratwre used sipdll rewards and incenrives based
on performance relative to peers, so phafsicians had no way 10 know what
performance levels would ensure a bpfius, Overall, past studies have yielded
no clear guidance on the approgriate magnitude of performance-based
compensation,

MONITORING FOR UNINTENDED CONSEQUENCES

As noted above, more than 100 pay-for-performance programs have
Been implemented in the health care secvor (Med-Vantage Iie., 2006). These
initiatives constitare a rich source of experience regarding the impact of his
innovation i health care linancing, experience thar can help answer ques-
tions about what works that are asked by all stakehobders. Concrete data
with which ro assess the benefits and identify the unintended adverse conse-
quences of the approach are increasingly becoming available; quantifica-
gion of the impact of pay-for-performance programs is possible, however,
oy {f they are evaluated thoughtfully and systemarically. Such evaluarion
requires carciul planning,

Byideice for uainended or nnexpected consequences of pay for pesfor-
mance outside of the health care arena, such as paming in return-to-work
and schoo! programs, i relatively well established (Burgess and Rawo, 2003
Courty and Marschle, 2004). Iis heatih care, if providers are paid based on
pecformance aceording (o outcome criteria, they may attempt 1o select
healthier patients to maximize net revenues. Other possible negative effeces
of targeted incentives, such as reductions in varlous dimensions of quality
of care in areas not targered for financial rewards {which may be a partica-
{ar concern in primary care because of the broad scope of practice}, have
not been evaluated empirically. White providers for the most part have the
best interests of thelr patients in mind, such anintended adverse conse-
quences may be a real concern, Table 2-3 s & nonexhaustive Hsting of some
of these potential unintended adverse consequences, each of which iy re-
viewed below, Furtler expertence may fdentify addivionad concerns.

Decreased Access

lonproved quality of care overali is a highly desirable goal, but it shoulid
not be achieved at the expense of decreased access v care. Access to neces-
sary secvices forms the foundation for high-quality eare, A meaningful de-
crease in access to care resulting from the implementation of a pay-for-
performance program constitutes an unacceeplable ontcome,

It their efforts to veach pesrformance threshokds that will result in aug-
mented payment, providers may exchide patients from their practices who
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are known 10 be ar high risk for adverse elinieal outeomes, As the evidenee
base continues w grow, providers will be better able 1o identify prospec-
tively those patients likely to respond pootly to their care. Process-based
performance measuces may exert a sinilar adverse selection pressure,
Noncomphiant patients constitute a particularly fruseating group of pa-
tients to manage, putding heakth eare providers ar risk for poor perfonmance
based on measuses of both process and nutcome, If providers veact by avoid-
ing these patients to keep their pesformance scores high, the result could be
restricted access o care and worsened health, 'This is che case especially for
the old or chronically ith iniially at higher risk, their health staros s more
likely 10 deteriorate and at a faster vate i their access to care is limited,
Thevefore, researchers must make the investigation of risk adjusiment for
pecformance measures a high priovisy. For example, pay-for-performance
progeams myight be strnctured to give greater rewards to providers who
trear high-risk patients {see Chapter 43, If pay for pecformance is ro realize
its Full potential for change, it will be necessary to engage providers in the
care of these challenging patients,

The public reporting of provider performance may also contribute to
decrensed access, As emphasized throughont this report, public reporting is
a cardinal feature of health care veform as it enhances transparency. It can
be a powerful motivator to guide change in provider behavior and provide
consmmers with key daa on which to hase good decisions (Shaller et al,,
20035 Both of these effeers are thought to resulc in higher-guality health
care, wihich in tuen represents berter valne {Marshall er al., 2000; Mason
and Street, 20065, At the same time, however, there is concern that the
public reporting of provider performance could have unintended adverse
consequences, Mealth care consumers, both individoal patients and payers
for health care services, would likely seek ont che high-quality providers,
Providers shown to perform at lower levels mighc ope to reduce their Medi-
care caseloads in favor of participants in private plans. As a result, some
consuness could be denied access to the eare chey desive.

Increased Dispavities

Previsus [OM repores have bighlighted disparities in quality of care
thar occur along many specific dimensions, inclading geographic regions
provider type; and patient age, sex, and ethaicity {JOM, 2002, 2005). Dis-
parate care is, by definition, low-quality care, and pay for performance
could exacerbate such disparities. Populadons most affected by disparities
in health care are cared for disproportonately Iy undercapitalized provid-
ers who ave likely to lack the resources necessary to invest in the infrastroe-
ture fsuch as health information technology) needed to facilitate pardcipa-
ton in pay for performance, Nevertheless, the health care services they offer
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constitte a crivical safery ner. The same market forces that will operate o
improve or elinminate the cohort of providers who perform poorly may feave
popudations subject to disparities in care with fewer provider options than
they had before, Pay-Toe-pecformance programs mwmst therefore he carefully
designed to identily relationships that exist between populations subjeet o
disparate care and poorly perfonning providers, Objecrive assessment will
help Himit cultural bias in performance measurement.

Marginalized Comprehensive Integrated Cace

The application of performance measures in the evaloatjon of healch
care For a pareienlar condition fe.g,, diabetes meflitus) or proventive service
{e.g., broast cancer screening) poses the risk of decreasing performance and
thereby compromising the quality of care being provided in areas that ave
not the {ocus of pay for performance. Pay for perfarmance could encourage
this tendency 1o manage w the measures, focusing efiorts excessively on
those measures that vield the greatest financial retuen, At the same e,
however, this could be beneficial by focusing effores on areas with the great-
est need for improvement, such as the treatment of chronic diseases.

Additicnally, meassires may conflics with one another, sliimately cavsing
harit 1o padents, This concern reinforces the need, articuioted in the Porfor-
mance Meassrement report (EOM, 2006b), te develop a comprehensive ser of
perfornmnce measures as mapidly as possible. The presene report articnlates
the need for mensures that reward three key domains of caver clinical guality,
patient-centeredness, and efficiency. As noted carlier, a single-minded focus
on clinical quality can lead o increased health care costs through overuse of
services, A similar narrow focus on efficicney could compromise clinical qual-
ity and raise at least the appeacance of a fundamental conflict of interest, And
performance measures that place undue emphasis on clinical guality or effi.
cieney are undikely 10 be patient-centered.

A comprehensive portfolio of performance measures must reflect con-
sensus around the vision of a reformed and inregeared health care system
desigaed 1o achieve the goals ardewlated in the Quality Chasai report {IOM,
20011, For example, prompt, understandable, and empathetic communica-
tion to the paticnt of che vesalts of 3 magnetic resonance scan is as impoy-
tant as the technical quality and value of the imaging stady irself; idealiy,
financial incentives should be restructured, based on valid and robust mea-
sures of pecformance, 1o encourage botl,

limpeded Knowledge Transfer and Inpovation

Ity the health care sector, hest practices are adopted at a surprisingly
and disconcertingly slow rate (Lomas et al., 1993; Bates et al,, 20033, While
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health care preseiss a unigue set of challenges for praciice improvement,
innovations that are evidence based and have been demonstrated to im.
prove the quality of care can take in exeess of 17 years to become common
practice (Balas and Boren, 20001, Delay in the development or iimplementa-
tion of best pracrices has substantial buman and financial costs, QOpen dis-
semination of experience is necessacy o harness the capacity of the healdh
care Industry to improve, Pay-for-performance programns could unintea-
donally subordinate collaboration to competition. Providers following a
mwwore econamically direcred model of care might hesitate 1o share sneeessful
practice improvement steategies with their competitors, fearing thar doing
so would put at risk not only the financial incentives offered through pay
for performance, but also the competitive advantage that these suceessful
innovations would offer in negotiaring with parients and insurers,

It is (HiTicudt to know how best 1o prevent this from oceurring, Clearly
the business case for cooperation must be made as solidly and goickly as
possible so that providers will be motivated to share both successful strate-
gies and barriers to implementation they may identify. Governmenr is liny-
ited in its ability to bring about this 1ype of interchange. Entities such as
Medicare’s Quality Improvement Organizations might provide a fornm for
exchange of such information, fostering thic ereation of a enhwre of quality
improvement (JOM, 2006a)

A separate compelling concern is chat pay for performance counld inad-
vertently stiffe long-term bmovation by shifting the focus of quality im-
provement exclusively 1o the achievement of short-term goals. While it is
imporrant o reward nterventions that result in shorc-eerm improvements,
it is cssential as well not to suppress the experimentation and innovation
thar can lead 10 new procedures, applications, and approaches thar can
gencrate fong-term contintous Inprovement in sprality, Successiol pay-for-
performance progeams must noi foster the development of a new status guo
that is better, but incomplete.

Demoratized Workip

Pay for performance must be strocnugd to promote higher-quality eare
and cost control, but not ar the expense 4 driving providers from the health
care arena. Provider acceprance will e a farge point of conendon in any
pay-far-performance initiative, If gayment under such o program is per-
ceived by providers as safair, théy may hecome increasingly demoralized.
Addidonally, if she buvden on groviders of parsicipating in a Medicare pay-
for-performance pragram is Zou overwhelming (refative to the potential re-
wardsy, providers may wiphdraw from participation in Medicare, causing
serious access issues in #bie geographic regions in addition 1o those dis-
cussed above. For exadiple, Tewer physicians are choosing prinsary care as

'ce
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intended neparive conseguences,
The Iollowing chapters describe hos pay for performance in Medicare
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STEPS INVOLVED IN IMPLEMENTING PAY FOR
PERFORMANCE AND THEIR TIMING

Because a pay-for-perormance progrant depends on many inputs and
the creation of new capabilities, the time needed to implement such a sys-
em is an issue thar requires careful consideradon, Before performance-hased
resards can be offered, measures nnust be developed and tested {ns dis-
cussed in Chapter 4 and the Institute of Medicine {IOM] repott Pesfor.
mance Measurensent: Accelerading Improvenstent TOM, 2006]), Next, dar
reflecting these measures must be collecred and auvdited, and then distrib-
wted to providers {for review and feedback. The performance data nwst then
he publicly reported before the final step of paying providers for their per-
formunce can be implemaned,

Data Collection and Auditing and Provider Feedback

Following the development and testing of performance measures {which
as noted was discussed in desail in the Performarice Measwreimsnt vepost),
the next step toward pay for performance is data collection, Daa reflecting
how well each provider performs on a given metric can generally be garh-
cred from administrative claims, surveys, or medicaf chart review {in order
of the lowest to highest time and cost burden imposed on providers). As
discussed in Chaprer 4, trade-offs must be made heeause data relating to the
most useful measares are aften the most difficult to collect. After being
collected, the dara need to e audited by an independent body 1o ensure
their validity before they are used 1o determine relutive performance and
payment. Data collection and andit may ke 6 meonchs even under an ap.
gressive timetable. Once the data have been andired, the resulis should be
shared with providers, each of whom should have the oppormnity 1o pros
vide feedback. Even on a tight timeline, feedback may initally take vp o
another & months o complete, On a less aggressive timetable, these cssen-
tial steps could initially take up 10 2 years. After the first eyele of reporting
had been complesed, however, the time required for feedback could be re-
duced ta less than 1 month {see Figure 5-1). The endre timeliie should be
condensed wherever feasible without imposing an undue burden on pro-
viders; differences in ability by various provider types showld be recopnized.

The commitwee strongly endorses/transparency and accouneability in
health care w better inform all sppeholders, especially patients, abou the
performance of the care deliveryystem. To this end, the conunittee believes
dhae information reflecting bfv well health care providers pedform on spe-

Performance mprovements Stafl. Rewarding Provider Performance : Aligning Incentives in Medicare.
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hitp:/fsite.ebrary.comAibfuhmain/Doc?id=101607388ppg=127

Copyright @ 2007, National Academies Press. All rights reserved.

May not be reproduced in any form without permission from the publisher, except fair uses permited under U.S. or applicable

copyright law.

http://site.ebrary.com.ezproxy.lib.uh.edwlib/ulmain/docPrint.action?...

8/16/2010 10:55 AM



Rewarding Provider Performance : Aligning Incentives in Medicare

ofl

Institute of Medicine (U.S.), Commillee on Redesigning Health Insurance Performance Measures, Payments and

IMPLEMENTATION 129

of electronic data collectionAnd reporting systems to strengthen
the use of consistent perfpfinance measures,

"STATISTICAL ISSUES

The validity and acceptability of a system for rewarding pesformance
depends on the guality of the data used to construr the performance mea-
sures. To ensurve high-quality data, statistical reliability and validity are es-
sential. Implementation of pay for performance also depends on the compa-
rability of data. Appropriate adjustmens must be made o the raw da o
correct for clear biases and confounding elements thar may be beyond the
conteol of the provider, It is important to recagnize the major role of beneii-
ciary hehavior in overall health care onrcomes. These behaviors must be
adjusted for and taken into account when the care delivered is being aitrib-
wied 1o the performance of individual physicians, especially with respect to
oulcomes,

Deriving an accurate representation of a provider's performance neces-
sifates mecting minumun requirements for sample size, Sample size refers wo
the number of cases being vsed to calculate a measure. If there are not
enough cases, poor or excellent outcomes may reflect sample variabiticy
rithey than tne performance. Fhis issue is pardenkly important with re-
spect o physicians. As noted earlier, many peneral practitioners may not
see 15 patients—viewed as 3 minimum threshold for performance mea-
sures~-affficted with the same condition.

For some measures, the data nsay be skewed by characteristics of 1he
patient or the environment, For example, a provider’s performance mea-
sures niay look mediocee not becanse his skills or processes are poor, bt
becanse the cases weated are more complex than average or his patients
have many comorbidities. Risk adjustment 3s an arcempt 1o correct for such
confounding conditions. Similar adjustments may be necessary for social,
culsral, and economic differences in providers’ padents, For example, sonse
providers may serve disproportionate numbers of nonadherent patienus,
patients who are evonomically disadvantaged and Iack supplemental insur-
atee, or those wha are unable o comnminicate effectively with the pro-
vider. A pay-for-pecformance program should not penalize providers who
serve such heneficiaries or crente incentives to avoid them, recopnizing thae
progeasis 10 promoie bewer behavior should be rewarded. Such unintended
adverse consequences should be compensated for and should not be ne-
glected. These stacistical issues are inherent in performance measuiement,
b can be adjusted for wo better characterize the care that is delivered,
Flowever, much research must be completed before an optimal system is
available, Mechods of better accounting for somple-size problems and car-

Performance mprovements Staff. Rewarding Provider Performance : Aligning Incentives in Medicare.
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rying out risk adjustment must be formulated to ensure the integrity of a
pay-for-performance program.

SUMMARY

Implememarion of a pay-dor-performance program is complicated, Pro-
viders are at different levels of readiness fo participate in such a program
because of variations in the availability of performance measures and sup-
portng infrastructure. Public veporting is 4 necessary step in rewarding per-
formance, To help sase the burden of data collection, CMS should pay
providers for veporting. It is expected that eventually, all Medicare provids
ers will be rewarded hased on their performance. Adequate financial incen-
rives and assistance should be provided 10 achieve this goal. While informa-
tion technologies can be useful in accelerating implementation, they are not
necessary for success. A pay-for-performmnce program should be a learning
system and should theselore undergo vegitlar comprehensive evaluation. The
next chapier addresses monitoring, evaluation, and the research apenda that
must be carried out to better understand the effects of pay for performance
and optimal foture directions.
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