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Paying for Performance — Risks and Recommendations
Elliott S. Fisher, M.D., M.P.H.

Fee-for-service payment and a high degree of au-
tonomy have long been defining characteristics
of physician practice in the United States. And for the
past 40 years, the Medicare program has protected

— and largely reinforced — this
traditional professional model. But
change appears to be imminent.

The past decade has brought
compelling evidence of serious
gaps in the quality of medical care.
The increased availability of re-
liable measures of the technical
quality of care in both hospital
and ambulatory settings has proved
that it is feasible to measure qual-
ity — and highlighted a remark-
able variability in performance.
Rising costs are threatening bud-
gets in both the public and pri-
vate sectors and the affordability
of health insurance. Both public
and private payers are demand-
ing increased accountability. And
many observers believe that fi-
nancial incentives provide the best
leverage for modifying providers’
behavior.
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As a result, private payers (un-
der pressure from purchasers) and
the Medicare program (under pres-
sure from Congress) have been
experimenting with approaches to
rewarding improved performance.
Congress recently called on the
Centers for Medicare and Medic-
aid Services (CMS) to implement
a pay-for-performance system for
hospitals, and there is strong in-
terest in expanding such programs
to individual physicians.

The rush to adopt pay-for-per-
formance programs, however, has
raised a number of concerns
among physicians and policy an-
alysts. Foremost among these con-
cerns are the following:

What is the underlying goal> Al-
though the ostensible goal of pay-
for-performance programs is to
improve the quality of care, many
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physicians fear that “efficiency”
(i.e., the cost of care) will be the
only focus — a fear exacerbated
by the use of such measures to
select physicians for inclusion in
preferred provider networks.
Arethe measures adequate? A closely
related concern is that current per-
formance measures (see table)?
have serious limitations. Physicians
recognize that good care — espe-
cially for the frail elderly and pa-
tients with multiple chronic ill-
nesses — often requires a careful
balancing of risks, benefits, and
patients’ preferences, not rigid ad-
herence to clinical guidelines. Per-
formance measurement at the level
of the individual physician faces
serious technical challenges, rang-
ing from attribution (most patients
with serious illnesses receive care
from multiple physicians) to inad-
equate sample sizes (few physi-
cians have enough patients for
accurate measurement). And a
measurement system that focuses
on individual physicians or specific
institutional sites (hospitals and
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Selected Quality Measures for Ambulatory Care.*

Measure
Preventive services

Cervical cancer screening
Tobacco use

Diabetes
Blood glucose testing

Blood glucose control

Depression

Acute-phase depression
management

Continuation-phase depression
management

Measures addressing overuse

Treatment of upper respiratory
infection (URI)

Testing of children with
pharyngitis

Definition

Percentage of women who had one or more Pap tests during the measurement year or previ-
ous 2 years

Percentage of patients who were queried about tobacco use one or more times during the
2-year measurement period

Percentage of patients with diabetes with one or more tests of glycated hemoglobin conduct-
ed during the measurement year

Percentage of patients with diabetes whose most recent level of glycated hemoglobin was
greater than 9.0% (poor control)

Percentage of adults who were diagnosed with a new episode of major depression and were
treated with an antidepressant medication who continued to take an antidepressant dur-
ing the entire 12-week acute treatment phase

Percentage of adults who were diagnosed with a new episode of major depression and treated
with an antidepressant medication who continued to take an antidepressant for at least 6
months

Percentage of patients who were given a diagnosis of URI and were not dispensed an antibiotic
prescription on the day of the episode or within 3 days

Percentage of patients who were given a diagnosis of pharyngitis, were given a prescription
for an antibiotic, and underwent a group A streptococcus test

* Measures are from the 26-item starter set recommended by the Performance Measurement Workgroup of the Ambulatory
Quality Alliance.* Pap denotes Papanicolaou.

nursing homes) risks reinforc-
ing the fragmentation and lack
of coordination that are perhaps
the greatest failing of the current
delivery system.

Is implementation feasible? Even
for hospitals and large medical
groups, the investments required
to collect the measures for current
public-reporting initiatives are sub-
stantial. Physicians in small-office
practices — still the vast majority
— will have to collect the data by
hand through a review of medi-
cal records or make major in-
vestments in electronic health
records. Audits will be required
to ensure accuracy, and the costs
will be high.

Will rewards be sufficient> Wheth-
er the potential bonuses will be
sufficient to compensate for the
costs of data collection or to mo-
tivate change is unknown. If the
pool of funds for provider pay-
ments is fixed, then a policy that
creates large rewards for some
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could require substantial cuts in
payments for others. If only phy-
sicians achieving a high level of
performance receive payments,
those for whom such a level is out
of reach will not bother to try.
Could there be unintended conse-
quences? Perhaps the greatest fear
is that implementation of pay for
performance could cause more
harm than good. For instance,
unless physicians are firmly con-
vinced that risk adjustment is
sufficient, they could decide that
the easiest way to achieve high
scores is to avoid sick or challeng-
ing patients (those who need them
the most); systems serving the dis-
advantaged could see their reve-
nues fall (undermining our tat-
tered safety-net programs); and
the emphasis on financial incen-
tives could further undermine
morale and the core professional
value of altruism that is already
threatened by the increasing com-
mercialization of medicine.

These concerns, among others,
are discussed in a report recently
released by the Institute of Med-
icine (IOM) called “Rewarding
Provider Performance: Aligning
Incentives in Medicare.”? The IOM
committee, on which I served, ac-
knowledged these challenges but
strongly recommended moving
forward with pay for performance
as one element of a comprehensive
strategy to improve the quality of
care. Each of the aforementioned
concerns was addressed in our
recommendations.

The committee pointed to the
current payment system as an im-
portant cause of the fragmenta-
tion, complexity, unreliability, and
waste of the current delivery sys-
tem. We called on the CMS and
Congress to begin implementing
pay for performance as a means to
learn how to modify the payment
system to foster higher perfor-
mance and encourage systemwide
and comprehensive improvement.
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We emphasized that measures
and rewards of performance
should target multiple dimensions
of care, initially including mea-
sures of technical quality, patient-
centered care, and efficiency but
moving toward longitudinal and
health-outcome measures as soon
as it is feasible. Because most
Medicare beneficiaries receive care
from multiple physicians in diverse
institutional settings, the com-
mittee highlighted the need for
measures and rewards that foster
shared accountability and coordi-
nation of care. Given the current
threats to primary care, we rec-
ommended allowing Medicare
beneficiaries to identify their reg-
ular care providers, and then re-
warding such providers.

Although we called on the CMS
to mandate that all Medicare in-
stitutional providers participate in
pay-for-performance programs as
soon as possible, we recognized
the serious challenges faced by
physicians in small-office practices
and recommended that participa-
tion by physicians be voluntary at
first. Special efforts will be re-
quired to assist providers in de-
veloping data-collection systems
and adopting the electronic health
records required to support quality
improvement, performance mea-
surement, and payment reform.

We recognized that substantial
additional funding will not be
forthcoming in the current fiscal
environment and called for the
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creation of modest funding pools
derived from current payments.
Annual changes in payment rates
would be a likely source, so that
some providers could see little or
no increase in fees. All providers,
however, should be able to receive
performance rewards if payments
are targeted to multiple dimen-
sions of care and both improve-
ment and achievement are re-
warded.

Finally — and perhaps most
important — the committee (rec-
ognizing that the evidence under-
lying pay for performance is weak
and that unintended effects are
possible) called on the federal gov-
ernment to implement pay for per-
formance in the context of an ef-
fective monitoring and evaluation
system that assesses early expe-
riences (in order to identify po-
tential harms and take corrective
action), evaluates the approach’s
impact broadly (on all aspects of
care), and identifies and dissem-
inates information on how best to
improve performance.

Unfortunately, much of the cur-
rent work in performance mea-
surement and pay for performance
seems to ignore one or more of
the commonsense principles out-
lined by the IOM committee. The
technical quality measures still
reflect a tiny segment of clinical
practice. The efficiency measures
used or under discussion target
discrete diagnoses and episodes
(which can make fragmented care

by multiple providers appear “ef-
ficient”), rather than the longitu-
dinal costs and outcomes of care
(which would reward comprehen-
sive, coordinated care by single
providers). Much of the focus ap-
pears to remain on the measure-
ment of individual performance of
physicians — a daunting techni-
cal and administrative challenge
if implemented nationally. And
little attention is being devoted
to designing or building a com-
prehensive evaluation framework
that would allow us to learn from
our inevitable mistakes.

The shift from autonomy to ac-
countability and from fee-for-ser-
vice practice to new methods of
payment appears inevitable. Ac-
countability for performance on
the basis of evidence is now the
watchword for clinical services. We
would be wise to apply a similar
standard to the implementation
of our health policy reforms.

An interview with Dr. Fisher and Dr. Karen Da-

vis on pay for performance, Medicare, and the
IOM report can be heard at www.nejm.org.

Dr. Fisher is a professor of medicine at
Dartmouth Medical School, Hanover, NH,
and the VA Outcomes Group, White River
Junction, VT.
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he debate about public report
cards for physicians and hos-
pitals never seems to end.! Some
praise report cards for their role
in improving the quality of care,
patient safety, and the choices
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of patients, referring physicians,
and organizations that purchase
health care. Others argue that
such reports can have negative
consequences — for example, if
physicians or hospitals, in order
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Beyond

to protect their rankings, avoid
performing surgery on severely ill
patients for whom surgical treat-
ment might otherwise be recom-
mended. Nonetheless, more and
more data are being collected and
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