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ABSTRACT

BACKGROUND

Pay for performance has increasingly become the subject of intense interest and
debate, both of which have been heightened as the Centers for Medicare and Med-
icaid Services moves closer to adopting this approach for Medicare. Although many
claims have been made for the effectiveness of this approach, the extent of its na-
tional penetration remains unknown.

METHODS

We surveyed a sample of 252 health maintenance organizations (HMOs) (response
rate, 96%) drawn from 41 metropolitan areas across the nation about use of pay for
performance. We determined the prevalence of pay-for-performance programs, de-
tailed the features of such programs, and examined the adoption of pay for perfor-
mance as a function of the characteristics of both the health plans and markets.

RESULTS

More than half the HMOs, representing more than 80% of persons enrolled, use
pay for performance in their provider contracts. Of the 126 health plans with pay-
for-performance programs, nearly 90% had programs for physicians and 38% had
programs for hospitals. Use of pay for performance was statistically associated
with geographic region, use of primary care providers (PCPs) as gatekeepers, use of
capitation to pay PCPs, and whether the plans themselves received bonuses or pen-
alties according to performance.

CONCLUSIONS
Pay for performance is now commonly used by HMOs, especially those that are
situated to assign responsibility for a particular patient to a PCP or medical group.
As the design of Medicare with pay for performance moves forward, it will be im-
portant to leverage the early experience of pay for performance in the commercial
market.
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INCE 2001, WHEN THE INSTITUTE OF MED-
icine called for better alignment of payment
incentives for providers with a national agen-
da to improve the quality of health care,* pay for
performance has increasingly become the focus
of debate.?> The Deficit Reduction Act of 2005 di-
rects the secretary of health and human services
to develop a plan for value-based hospital payments
for persons enrolled in Medicare beginning in fis-
cal year 2009. The Centers for Medicare and Med-
icaid Services (CMS) is considering plans to adopt
pay for performance for health plans, physicians,
and other institutional providers. Momentum in
the private sector is believed to be great. Recent
reports suggest that more than 100 health plans
and other public agencies and employers have im-
plemented pay-for-performance programs.®’
Although many claims have been made for the
importance of pay for performance, the extent of
the national penetration of this approach is un-
known. To date, knowledge about pay for perfor-
mance is based on inventories of programs iden-
tified opportunistically,®® rather than through a
systematic study of the national data. As a result,
there have been no representative estimates of
the prevalence of pay-for-performance programs
among private-sector health plans or information
on the characteristics of health plans that most
commonly initiate such programs or on details of
those that have been implemented. In addition,
while the federal government is contemplating
adopting pay for performance for Medicare, gain-
ing a clearer picture of the extent and nature of
pay-for-performance programs among private-sec-
tor health plans could provide useful information
about existing and potentially conflicting or rein-
forcing incentives for providers. We report the re-
sults from a recent national survey of commercial
health maintenance organizations (HMOs).

METHODS

DATA SOURCES
We identified Metropolitan Statistical Areas (MSASs)
and obtained population data using the 2000 Cen-
sus.? Health plans were identified primarily through
the 2004 InterStudy Competitive Edge Database,
which was supplemented by information from
state insurance commissioners to ensure complete-
ness.'® Information on pay-for-performance pro-
grams and the characteristics of health plans was
obtained through the survey.

SURVEY SAMPLE AND DATA COLLECTION

We surveyed health plans that offer commercial
HMO products in 40 randomly selected markets
(MSAS) in the United States where at least 100,000
persons are enrolled in HMOs. The markets in the
sample include an estimated 91% of persons en-
rolled in U.S. HMOs and represent 78% of the met-
ropolitan population.®*° To ensure that the sam-
ple would be distributed proportionally across the
four census regions, we calculated the number of
markets to be sampled within each region accord-
ing to the proportion of the total population in the
region. Markets were selected for the study on the
basis of their share of the population in the re-
gion, but only one Primary Metropolitan Statisti-
cal Area (PMSA) in each Consolidated Metropolitan
Statistical Area (CMSA) could be selected. PMSAs
are the individual, contiguous metropolitan areas
that make up a CMSA.° This choice was made to
limit sampling of too many contiguous markets.
Because New Orleans was in our original sample
and Hurricane Katrina occurred before all the in-
terviews for that MSA were completed, we added
an MSA from the same region (San Antonio, TX),
for a total of 41 MSAs. However, responses from
persons enrolled in the three health plans from
New Orleans who had been interviewed before the
hurricane were retained in the analysis.

To be included in the survey, respondents were
asked to confirm that they offered an HMO prod-
uct in the market. Our sample included all health
plans with an HMO product in the 41 selected
markets. Using information from the 2004 Inter-
Study database, we identified potential respon-
dents in each plan, generally medical directors or
directors of quality management. When the health
plans sampled were part of a regional or national
plan, we contacted people in management of the
local plan to learn whether the value-based pur-
chasing policies were set by local, regional, or na-
tional management and identified respondents at
that level of the organization. The survey was con-
ducted between July 2005 and January 2006 and
was administered by telephone, except in one case,
in which a large national plan elected to complete
a subgroup of the questions in writing, supple-
mented by telephone interviews.

SURVEY DESIGN
The survey instrument elicited information related
to the organizational characteristics of the health
plan, its products and purchaser contracts, pro-
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Table 1. Characteristics of 242 HMOs in the Survey Sample.*

Characteristic

Region

Northeast

South

Midwest

West
Model type

Network or IPA

Staff or group
Persons enrolled with PCP as gatekeeper
Persons enrolled with PCP required, but not as gatekeeper
Persons enrolled with no PCP required
For-profit plan
Market share
Payment for primary care by capitation, >50%

Contracts with purchasers include bonus or penalty
for performance

Use of any pay for performance in provider contracts

HMOs Weighted
According to
No. of Enrollment
HMOs Unweighted HMOs (N=100)

no. (%) %7
49 20.3 11.4
81 335 11.6
42 17.4 6.1
70 28.9 70.9
226 93.4 92.7
16 6.6 7.3
— 68.0+42.0 82.2
— 12.9+29.2 7.7
— 18.7+35.5 10.1
160 66.1 72.4
— 14.2+16.3 19.1
72 30.6 72.6
102 44.4 80.5
126 52.1 81.3

* Plus—minus values are means +SD. For characteristics that were recorded dichotomously (yes or no response), fre-
quencies are reported; if the plan was asked to report a percentage (e.g., of enrollees in products that require a PCP
gatekeeper), the mean +SD values are reported. IPA denotes independent practice association.

i Frequencies and means weighted according to the proportion of persons enrolled were computed with the use of the

HMO enrollment for each observation. The average enrollment in the sampled HMO plans was 323,553 persons.

vider contracting, quality-improvement approach-
es, disease management, and programs to influ-
ence choices regarding lifestyle and compliance
with recommended care among those enrolled in
the plans. Questions related to the last four of
these topics addressed the health plan’s HMO
products. Unless otherwise noted, the frame of
reference for the survey was 2005.

Here we focus on characteristics of health plans
that may be associated with use of pay for perfor-
mance and the scope and structure of a provid-
er’s pay-for-performance efforts. First, information
was elicited on the numbers of those enrolled in
an HMO in the sampled market, the share of the
health plan’s total enrollment in an HMO product,
the percentage of those enrolled required to select
a primary care provider (PCP) (with and without
a “gatekeeping” role), and ownership (for-profit or
not-for-profit). Using data from the Interstudy da-
tabase on HMO enrollment according to the MSA,
we calculated the plan’s commercial HMO market

share as the ratio of the reported enrollment in the
commercial HMO to the total enrollment in com-
mercial HMOs in that market. Then we asked
about the degree to which the plan relied on sal-
ary, capitation, and fee-for-service payment for
primary care. We also asked whether during the
previous year (2004) any of the health plan’s con-
tracts with purchasers included bonuses or pen-
alties related to performance, according to mea-
sures of clinical quality or patients’ satisfaction.

We requested information on the use of pay for
performance, including bonuses or penalties, sep-
arately for physicians and hospitals. For physi-
cians, among whom such incentives are more
commonly used, we asked about the magnitude
and structure of incentive payments, the types of
performance indicators included (i.e., clinical qual-
ity, including six specific domains, and patients’
satisfaction and information technology cost) and
the unit of measurement (individual vs. medical
group). HMOs for which the predominant meth-
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Table 2. Characteristics of HMOs with Pay-for-Performance Programs.*

Characteristic

Plans with any pay-for-performance programs
Hospital pay-for-performance
Physician pay-for-performance
Plans with hospital pay-for-performance programs
Total plans
Measures
ICU staffing
Computerized physician order entry
Volume measures
Other measures of quality
Plans with physician pay-for-performance programs

Total plans

Individual physician

Medical group

Both

Unsure
Measures targeted
Domains included;
Total plans
Clinical quality
Information technology
Patients’ satisfaction

Cost

Pay-for-performance features (unit of measurement or reward)

Programs
no. (%)
126

48 (38.1)
113 (89.7)

48

17
14
11
35

354
29.2
22.9
72.9

AAAA
_ == =

113

15 (13.3)

64 (56.6)

26 (23.0)
8(7.1)
45

Capitated Plans§
51 62

51 (100.0) 49 (79.0)

41 (80.4) 28 (45.2)
35 (50.0)
(41.9)

Noncapitated Plans

68.6) 31
NA 26 (41.9

od of payment was capitation were not asked about
the inclusion of cost measures in their pay-for-per-
formance program because of the conceptual dif-
ficulty involved in distinguishing the cost-control
incentives related to the base capitation payment
from any additional payment in relation to such
measures. For hospital pay-for-performance pro-
grams, we asked about the targeting of specific
measures promoted by the Leapfrog Group (e.g.,
staffing of intensive care units, computerized phy-
sician order entry, and volume standards for high-
risk procedures).

STATISTICAL ANALYSIS
We first summarized the characteristics of the
sample and the prevalence of pay for performance,
with and without weighting according to the pro-
portion of persons enrolled in the commercial
HMO. We also examined the characteristics of

pay-for-performance programs with the use of un-
weighted frequencies. Next, we tested the bivari-
ate association between the selected characteris-
tics of HMOs and use of any pay for performance
using generalized estimating equations to account
for clustering at the market level. We further ex-
plored the association between the HMO’s char-
acteristics and use of any pay for performance by
estimating a multiple regression, again using gen-
eralized estimating equations to account for mar-
ket-level clustering. For the bivariate and multiple
regression analyses, we excluded staff and group-
model HMOs, because they were few in number
(16) and differ in important ways from the rest of
the sample. We tested the sensitivity of our re-
sults to this exclusion.

We chose characteristics of HMOs to examine
as potential correlates of pay for performance on
the basis of previous studies (geographic region,
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Table 2. (Continued.)
Characteristic Programs
no. (%)
Clinical indicators targeted
Blood pressure control 35 (31.0)
Asthma medication 80 (70.8)
Diabetes care 98 (86.7)
Management of antidepressant medication 42 (37.2)
Mammography 85 (75.2)
Cholesterol management 70 (61.9)
Bonus
Average bonus
<5% 40 (35.4)
25% 34 (30.1)
Unsure 39 (34.5)
Maximum bonus
<5% 32 (28.3)
>5% 47 (41.6)
Unsure 34 (30.1)
Structure of bonusz:
Rewards only to top performers 36 (31.9)
Based on attainment of predetermined performance threshold 70 (61.9)
Based on improvement 23 (20.4)
Unsure 8(7.1)

*|CU denotes intensive care unit, and NA not applicable.

 These three measures are specified by the Leapfrog Group (for details, got to www.leapfroggroup.org).® The measure

“ICU staffing” requires dedicated physicians specially trained in critical care to be in the ICU during the day and avail-

able by pager at all other times.

I Because the categories are not mutually exclusive, responses may sum to more than 100%.
{§ Capitated plans are defined as HMOs that use capitation to pay for half or more of primary care services. These plans
were not asked whether performance information on cost was used to determine bonuses or penalties (withholds).

for-profit status) and our judgment of the factors
that would increase the likelihood of adopting pay
for performance.’**3 These factors included a re-
quirement that those enrolled have an assigned
PCP (with or without a gatekeeping role), which
would facilitate the attribution of patients to ac-
countable physicians; payment by capitation, which
would also ease attribution and increase concern
about underuse; a large market share (defined as
the commercial HMO market share), since it
would make such programs more influential than
those with less market share; and the receipt of
bonuses or penalties according to performance
through purchaser contracts, which could height-
en interest in this approach.

Odds ratios and two-sided P values are reported
for each predictor variable. The odds ratio for mar-
ket share and a gatekeeping role of PCPs were
evaluated for a meaningful increment of differ-
ence (10%). P values of 0.05 or less were consid-
ered to indicate statistical significance.

For characteristics collected as percentages
(market share, proportion of enrolled persons with
PCPs or gatekeepers, and proportion of primary
care funded through salary, capitation, and fee-
for-service programs), we tested linear, quadratic,
and various threshold models and selected the
specification that appeared to fit the data best. For
PCPs with a gatekeeping role and market share,
we used the linear specification; for payment
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*

* The analysis excluded plans with HMOs based on the staff or group model.
i P values were derived from generalized-estimating-equation modeling that

accounted for clustering within the MSA.

1900

method, we created a dummy variable to indicate
that 50% or more of HMO payments for primary
care were by capitation.

RESULTS

Of 309 health plans sampled, 57 were found to be
ineligible, because they no longer offered a com-
mercial HMO product in the relevant market (306),
had closed entirely (11), or were duplicates (10). Of
the 252 eligible plans, 242 completed the survey
(response rate, 96%). For individual questions on
the survey, the response rate was high (93%). For
questions related to the existence of pay-for-perfor-
mance programs, the nonresponse rate was less
than 1%; detailed descriptions, particularly the

Table 3. Prevalence of Any Pay-for-Performance Activities, According to amount of payment, el.1C1ted higher rates ij n.on-
Characteristics of the HMO.* response. HMOs that dl.d not respon.d to individu-
al questions were less likely to require a PCP as a
Any Pay-for- gatekeeper and had greater market share (data not
Performance h h h hat did d to individual
Characteristic Activity PValuej | S owp) than those that did respond to individua
% questions.
IESIECIE >3.1 CHARACTERISTICS OF HMOs IN THE SAMPLE
Region <0.001 The average HMO enrollment in the sampled health
74.5 plans was 323,553 persons and constituted 75%
South 20.5 of the average plan’s overall commercial enrollment
56.4 (data not shown). On average, more than two thirds
West 75.8 of thpse enrolled in the plans in the sample were
Role of PCP required to select a PCP as a gatekeeper; another
ole o .
12.9% were required to select a PCP but not one
1O, . .
As gatekeeper, 250% 61.3 0.002 with a formal gatekeeping role (Table 1). Pay-
Required but not as gatekeeper, 250% 35.0 ment by capitation accounted for the majority of
Not required, >50% 25.7 the HMOs’ payments to PCPs among 30.6% of
Ownership status <0.001 the health plans. In terms of performance-based
463 contracting, 44.4% of the HMOs reported at least
Not-for-profit 07 one contract with a purchaser that included a bo-
nus or penalty for performance.
Market share 0.33
Below median 50.0 HMOs’ PAY-FOR-PERFORMANCE PROGRAMS
Above median 56.7 More than half the HMOs representing more than
Payment by capitation <0.001 80% of persons enrolled use pay for performance
>50 28.4 in their provider contracts (Table 1). In 37 of the
<50 38.0 ;11 maré(ets sampled,d at leist one HIMO us;d pay
or performance, and in those markets, the me-
Contracts with purchasers include bonus <0.001 . P ’ . s, .
or penalty for performance dl_an share of persons enrolled in HMOs in plans
v 63.8 with a pay-for-performance program was just un-
oL der 50% (data not shown).
' Hospital pay-for-performance programs were

less common than physician-oriented programs
(Table 2). A minority of hospital programs in-
cluded the three measures specified by the Leap-
frog Group, and nearly three quarters of these
programs included other measures of the qual-
ity of the hospital.

Among the 113 health plans with physician-
oriented pay-for-performance programs, only a few
(13.3%) focused solely on the individual physician
as the unit of payment. Nearly all the programs
included measures of the quality of clinical care
(capitated plans, 100%; noncapitated plans, 79%).
Use of information technology and measures of
patients’ satisfaction were also relatively common
elements of incentive programs for physicians in
HMOs that paid for 50% or more of primary care
using capitation (80.4% and 68.6%, respectively).
Among the clinical indicators specifically asked
about, diabetes care, mammography, and asthma
medication were most commonly included in mea-
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sures of clinical care used in physician-oriented
pay-for-performance programs. The bonus poten-
tial in these plans was typically equivalent to 5%
or more of the payments from the plan (according
to 41.6% of respondents and 60.0% of those who
reported the amount of the bonus).

Approximately one third of the physician-ori-
ented incentive programs were designed to reward
only the top-rated physicians or groups. In addi-
tion, 62.0% offered rewards for the attainment
of a predetermined performance threshold, and
20.4% explicitly rewarded improvement (14.3% of-
fered rewards for both attainment and improve-
ment; data not shown).

CHARACTERISTICS ASSOCIATED WITH USE
OF PAY FOR PERFORMANCE

A number of characteristics of HMOs were asso-
ciated with having any pay-for-performance pro-
gram (Table 3). Health plans in the South were sig-
nificantly less likely to use pay for performance.
Four markets in the South had no pay-for-perfor-
mance programs, whereas every market in the oth-
er three regions (Northeast, Midwest, and West)
had at least one program (data not shown). Cer-
tain characteristics — the requirement to designate
a PCP with or without a gatekeeping role, not-for-
profit ownership, and payment by capitation —
were associated with greater use of pay for perfor-
mance. HMOs with at least one purchaser contract
that included a bonus or penalty for performance
were also more likely to engage in pay for perfor-
mance than those without such contracts (68.8%
vs. 41.5%, P<0.001).

The same factors that were found to be impor-
tant predictors of pay for performance in the bi-
variate analysis were significant in the multiple
regression model, with the exception of for-profit
ownership status (Table 4). When we included
HMOs with a staff or group model in the analy-
sis, the only qualitative difference was that in the
Northeast region the adjusted odds ratio for hav-
ing any pay-for-performance program was signifi-
cantly greater than 1 (data not shown).

DISCUSSION

Anecdotes and data from convenience samples
have suggested that use of pay-for-performance
programs is increasingly common. Our data from
a representative national sample document that
52.1% of health plans representing 81.3% of per-
sons enrolled in HMOs used such programs in

Table 4. Adjusted Odds Ratios for Any Pay for Performance Derived
from a Regression Model.*
Adjusted Odds Ratio
Factor (95% ClI)
Region
Northeast 2.25 (0.65-7.82)
South 0.08 (0.02-0.28)
Midwest 1.14 (0.37-3.51)
Proportion of plans in which PCP re- 1.02 (1.01-1.03)
quired, but not as gatekeepery
Proportion of plans in which PCP is 1.01 (0.99-1.03)
gatekeepery
For-profit status 0.43 (0.16-1.16)
Market share above median 1.52 (0.61-3.80)
Payment by capitation 22.03 (7.73-62.78)
Contracts with purchasers include bo- 3.81 (1.72-8.44)
nus or penalty for performance

P Value

0.20
<0.001
0.82

0.007

0.18

0.10
0.37
<0.001
<0.001

* The analysis included 207 HMOs and excluded those based on staff or group
models and any plan with item nonresponse in the dependent or any of the

independent variables (a total of 35 respondents.)

7 Odds ratios related to market share and gatekeeping by PCPs were evaluated
for a meaningful increment of difference (10%). Values reflect the effect of the

10% change.

2005. Several characteristics of HMOs were asso-
ciated with the use of pay for performance, includ-
ing geographic region, role of PCPs, method of pay-
ment for primary care, and whether the plans
themselves faced performance incentives.

A number of our findings have particular rel-
evance to the prospects for a pay-for-performance
program for physicians in traditional Medicare and
to the appropriate design of such a program. First,
HMOs with a large proportion of enrollees who
are not required to select a PCP — a feature shared
by Medicare — were less likely to undertake pay
for performance. This finding may well reflect the
challenges of attributing performance to a single
doctor or group when many doctors or groups are
responsible for a patient’s care. The development
of appropriate strategies to overcome the current
lack of a designated PCP in the Medicare system
will be critical to the implementation of a pay-for-
performance program. Second, as a corollary, pri-
vate-sector approaches to paying physicians for
performance appear to be heavily concentrated in
medical groups rather than among individual phy-
sicians, perhaps because of the advantages of using
groups or systems as the locus for the measure-
ment of quality and improvement.***> Medicare
does not currently recognize groups as contract-
ing entities (with a few notable exceptions), but the
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CMS may need to consider doing so to take the
greatest advantage of pay for performance. Third,
our survey suggests that many private payers use
rewards greater than 5% of payments, presumably
reflecting their belief that this level of payment to
providers is needed to achieve improvement. Given
its financial constraints, the CMS may not be able
to meet this benchmark without reducing base
payments to some physicians.

Although our data did not permit us to assess
the use of pay for performance in non-HMO prod-
ucts, the findings related to gatekeeping and capi-
tation suggest that there would be more barriers
to implementating pay for performance in these
types of managed care arrangements. By exten-
sion, if enrollment in HMOs continues to decline,
pay for performance might be expected to become
less viable.

Our analysis indicates that external pressure
from purchasers in the form of performance con-
tracting is an important correlate of pay-for-per-
formance activity. This finding suggests that if the
CMS emulates private purchasers by implementing
pay for performance for Medicare Advantage Plans,
as recommended by the Medicare Payment Advi-
sory Commission (MedPAC),° these incentives
may ultimately flow downstream to providers.

We underscore several strengths and limita-
tions of the study. Our data reflect 2005 activity
and, to our knowledge, represent the only system-
atic survey of national health plans that provides
a detailed description of the current use of pay for
performance. Within the 41 randomly sampled
markets, we included all health plans with HMO
products and achieved a 96% response rate. We

focused on MSAs with a minimum of a total of
100,000 persons enrolled in HMOs because of our
interest in value-based purchasing and our as-
sumption that such activity would be focused in
markets with a minimum of HMO penetration.
The results may not be generalizable to markets
with lower levels of HMO activity. The markets
from which we chose our sample include 91% of
the persons enrolled in HMOs. Our findings are
applicable only to HMOs and probably cannot be
generalized to preferred-provider organizations,
among which pay for performance has been found
to be less prevalent.” In addition, our enrolled-per-
sons—weighted results are likely to overstate the
reach of pay for performance somewhat, because
we assumed that pay-for-performance programs
affected all persons enrolled in HMOs within a
plan. Finally, the well-known weaknesses of self-
reporting represent a limitation of the data, par-
ticularly with respect to the accuracy of estimates
such as the magnitudes of average bonuses.

Pay for performance has become an established
feature of many payment systems of HMOs in the
private sector. Patterns of diffusion of pay for per-
formance are largely consistent with the notion
that health plans that are better situated to ben-
efit from these programs are more likely to incor-
porate them into their payment systems than
HMOs that are less well situated to do so. As the
CMS begins to design a pay-for-performance pro-
gram for Medicare, information on commercial

models may prove critical.
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