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Learning objectives 
• Understand recent research on the role of payment 

and other incentives on physician behavior 

• Be familiar with proposed changes in the financing 
and organization of physician services that represent 
high-visibility opportunities for research 

• Understand the challenges of designing research to 
study the impact of changes in finance and 
organization of care on costs, quality, and access 

• Learn a fairly straightforward, proven method for 
doing valuable incentive research, regardless of your 
clinical forcus or specialty 



Why would you want to do 
research in these areas? 

• Because as a health-services researcher, your 
mission is to change the world, not just describe it 

• The work of our colleagues upstream on the 
translational continuum cannot reach or benefit 
patients unless we bridge the existing chasm 
between scientific knowledge and routine practice 

• Public and private funding sources have increased 
interest in delivery system research, fairly un-
crowded niche for career development awards 

• You can count your successes in lives  



Translational research:  
paradigms and problems 

T1: Translation 
to Humans 

T2: Translation 
to Patients 

T3: Translation 
to Practice 

T4: Translation 
to Populations 

X 

X 



Evolution of customer discontent: 

• 1970’s: dramatic increase in health care spending 
 
 

• Late 1970’s: Wennberg – discovery of high rates of 
variation in medical practice 

 
 

• Mid-1980’s: Brook and others find 30% overuse of 
major elective procedures.  Current estimates 
nearly identical despite multiple strategies to tie 
care to science. 

  



“T4” research on population-based health 
interventions: Urgent, current system performance 
unsustainable 

The status quo is not an option. If we want 
better care, we need to pay for it.  But how? 



Problem statement:  status quo 
highly resistant to change 

• Relentless cost increases, 20-30% waste due to 
overuse, underuse and misuse 

• Evidence evolves, practice patterns remain the same 
or steadily increase expenditures without 
corresponding improvements in value 

• We are entering our fourth decade of searching for 
solutions that consistently link routine clinical practice 
to current scientific knowledge 

• As a nation, we will now solve this problem.  We will 
do so by manipulating financial incentives. 

• Only remaining question is how to pay differently 
while achieving acceptable quality, access and equity  
 

 



Research targets: Incentive-based 
strategies for changing care 

• Precertification 
• Physician profiling and report cards 
• Pay for performance (P4P) 
• Financial risk sharing:  

– Episodes, bundled payments 

• Global capitation 
• A new direction: clinically detailed, variable 

incentives based on multi-level estimates of 
appropriateness 



Context: All cost and utilization 
research balances three “dragons” 

Cost Quality 

Access 



Cost 
 













                                                           

                                                                     
                                                                  

 
 
 
 
  

      
Robert Pear,  New York Times April 7, 2008 



Quality 
 



Amenable mortality trends: one measure of 
what $2.5 trillion buys us in U.S.A. 

• The statistic known as “mortality amenable to health care” or 
“amenable mortality” measures deaths from certain causes 
before age 75 that are potentially preventable with timely and 
effective health care.  

• Researchers have used it to assess the performance of health 
systems of industrialized nations and to track changes over 
time. 

• Previous studies have shown that the U.S. has failed to keep 
pace with rates of decline in amenable mortality in other 
countries. As of 2002–2003, the U.S. fell to last place out of 19 
industrialized countries. 



Mortality Amenable to Health Care by State. 
 
 

 
Deaths* per 100 000 Population; 2004–2005  
(a) left, Total population; (b) right, white-only population. 
Source: Commonwealth Fund State Scorecard on Health System Performance, 2009. 
 



New York Times, 21 March, 2011 
A Panel Decides Washington State’s Health Care Costs 
By ANDREW POLLACK 

 
SEATTLE — The health care board was in session, and Deryk 
Lamb was pleading for them to continue paying for the spinal 
injections he receives to dull the pain from a workplace injury.  
 
Washington state’s program …provides a living laboratory of the 
complexities of applying evidence-based medicine … as a way to 
rein in health care costs.  
 
The program denies coverage for procedures that have simply not 
been shown to work.  
 

“It’s still pretty astounding that we have individuals who say we don’t 
want you to look at scientific evidence in deciding how to spend taxpayer 
dollars,” (State Program Administrator) 

 

http://topics.nytimes.com/top/reference/timestopics/people/p/andrew_pollack/index.html?inline=nyt-per


Fungal meningitis cases from epidural steroid injections 

730 cases, 51 deaths 



The New York Times   December 30, 2006   
SIDE EFFECTS 
The Spine as Profit Center  
By REED ABELSON 
 
Spinal-fusion surgery is one of the most lucrative areas of 
medicine. An estimated half-million Americans had the 
operation this year, generating billions of dollars for 
hospitals and doctors.  
But there have been serious questions about how much 
the surgery actually helps patients with back pain and 
whether surgeons’ generous fees might motivate them to 
overuse the procedure. Those concerns are now 
heightened by a growing trend among some surgeons to 
profit in yet another way — by investing in companies that 
make screws and other hardware they install. 

http://topics.nytimes.com/top/reference/timestopics/people/a/reed_abelson/index.html?inline=nyt-per


Copyright restrictions may apply. 

Martin, B. I. et al. JAMA 2008;299:656-664. 

Estimated Annual Per Capita Age- and Sex-Adjusted Health Expenditures Among US Adults With 
and Without Spine Problems, MEPS 1997-2005 

Costs keep going up… 



Copyright restrictions may apply. 

Martin, B. I. et al. JAMA 2008;299:656-664. 

Self-reported Health Status and Disability Measures for Adults With Spine Problems, Age- and 
Sex- Adjusted, MEPS 1997-2005a 

While outcomes stay 
fairly constant… 



August 30, 2010 — The rate of cesarean deliveries in the United 
States is continuing its upward trajectory, according to a new study 
released today. Now accounting for 30% of all deliveries, the rate of 
cesarean delivery has increased 50% from 1996 to 2007 and shows 
no signs of diminishing. 
 

http://www.medscape.com/viewarticle/727759  accessed 
August 31, 2010    

http://www.medscape.com/viewarticle/727759




Access 
 



Geographic clustering of diabetic lower extremity 
amputations in low income regions in California 
 

Figure 2: Diabetic Amputation rates 
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Special Article  
The Oregon Experiment — Effects of Medicaid on 

Clinical Outcomes 

Katherine Baicker, Ph.D., Sarah L. Taubman, Sc.D., Heidi L. Allen, Ph.D., Mira 
Bernstein, Ph.D., Jonathan H. Gruber, Ph.D., Joseph P. Newhouse, Ph.D., Eric C. 

Schneider, M.D., Bill J. Wright, Ph.D., Alan M. Zaslavsky, Ph.D., Amy N. Finkelstein, 
Ph.D., for the Oregon Health Study Group 

N Engl J Med 
Volume 368(18):1713-1722 

May 2, 2013 



Study Overview 

• In 2008, a lottery was used to select low-income adults for Medicaid 
expansion in Oregon. 

• In this comparison of persons who were selected and those who were 
not, Medicaid coverage was associated with a lower rate of depression 
but no significant improvements in physical health. 



Mean Values and Absolute Change in Health-Related Quality of Life and Happiness with 
Medicaid Coverage. 

Baicker K et al. N Engl J Med 2013;368:1713-1722 



Mean Values and Absolute Change in Health Care Utilization and Spending, Preventive Care, 
Access to and Quality of Care, and Smoking and Obesity with Medicaid Coverage. 

Baicker K et al. N Engl J Med 2013;368:1713-1722 



Conclusions 

• This randomized, controlled study showed that Medicaid coverage 
generated no significant improvements in measured physical health 
outcomes in the first 2 years, but it did increase use of health care 
services, raise rates of diabetes detection and management, lower 
rates of depression, and reduce financial strain. 



Research targets: Incentive-based 
strategies for changing care 

• Precertification 
• Physician profiling and report cards 
• Pay for performance (P4P) 
• Financial risk sharing:  

– Episodes, bundled payments 

• Global capitation 
• A new direction: clinically detailed, variable 

incentives based on multi-level estimates of 
appropriateness 



Follow the dollar 

The flow of funds through  
the U.S. health care system 

$ 



Market participants: 

Multiple 
customers and 
stakeholders 

Provider group 
management 

Regulators 

Health 
Plans 

Research projects can target any individual player or interactions 

Practice partners 



Key vocabulary  

•  “Services”: all the tests, treatments and other  
 stuff we provide to patients 
 

• No free services: they ALL get paid  for. 
 

• Guess who pays?   



Flow of funds:  
Workspace for incentive research 

Purchaser tier Payer tier Provider tier 

Government 

Federal 

State 

Local 

Employer 
 

Public 
Medicare 

Medicaid 

Private 
Insurers 

Health 
Plans 

Facility 

Hospital, 
SNF 

 
Professional 

Specialists 

PCPs 

 Pharmacy 

 
Other 

 

monthly payment for each covered member (“eligible life”)  
$ paid PER MEMBER PER MONTH = PMPM  

 



Step I: Transfer of funds from our pockets 
to Purchaser tier 

• We pay about 15% of what we make for care 
• We give $$ to public and private Purchasers 

– Taxes: federal, state and local 
– Health insurance premiums 

• We pay through deferred wages 
– Employer “contribution” = withhold from paycheck 



Step II: Plans offer different models as 
options to purchasers 

• “Conventional”: straight fee for service to any provider 
(a.k.a. “Indemnity”) Historical interest only 

• Preferred Provider Organization (PPO): discounted 
FFS, contracted physician network, generally broad  

• Health Maintenance Organization (HMO): restricted 
network, some risk sharing with providers (capitation)  
– Staff model HMO: owned facilities, employed physicians 

• High-deductible, Health care savings account 





RISK 
• The legal or contractual obligation to pay for health 

services 
• Begins with the worker, and moves down through the 

system 
• Premium =>purchaser=>plan=>provider 
• Who bears risk? 

– Individuals 
– Employer 
– Government, federal, state and county 
– Provider (i.e. hospital/physician/med group) 

 



Flow of risk 

Purchaser tier Payer tier Provider tier 

Government 

Federal 

State 

Local 

Employer 
 

Public 
Medicare 

Medicaid 

Private 
Insurers 

Health 
Plans 

Facility 

Hospital, 
SNF 

 
Professional 

Specialists 

PCPs 

 Pharmacy 

 
Other 

 



The Risk Pie: How much is safe for doctors? 

Based on 
$400 PMPM 

$120 PMPM 

$80 PMPM 
$40 PMPM 



Lee, TH, Mongan, JJ. Chaos and Organization in He   



So among options to use reimbursement to 
change care patterns, what works? 

• Precertification? 

Robinson JC: Reinvention of health insurance in the consumer era 
 
The private health insurance industry in the United States has fundamentally 
changed its strategic focus, product design, and pricing policy as a result of the 
backlash against managed care. Rather than seek to influence the behavior of 
physicians through capitation and utilization review, the major health plans now 
seek to influence the behavior of patients through benefit designs that cover a broad 
range of services but with high co-payments, tiered network designs that cover a 
broad range of physicians but with variable coinsurance, … The contemporary 
product and pricing policies reflect a retreat by the insurance industry from 
previous efforts to transform the health care system and embody a delegation to 
individual consumers of responsibility for setting priorities and making financial 
tradeoffs.  
JAMA. 2004 Apr 21;291(15):1880-6   PMID: 15100208 



• Physician profiling and report cards? 
. Physician cost profiling--reliability and risk of misclassification. Adams JL(1), Mehrotra 
A, Thomas JW, McGlynn EA. Author information: (1)RAND, Santa Monica, CA, USA.. 
 
BACKGROUND: Insurance products with incentives for patients to choose physicians 
classified as offering lower-cost care on the basis of cost-profiling tools are increasingly 
common. However, no rigorous evaluation has been undertaken to determine whether 
these tools can accurately distinguish higher-cost physicians from lower-cost physicians.  
 
We used commercial software to construct clinically homogeneous episodes of care 
(e.g., treatment of diabetes, heart attack, or urinary tract infection), assigned each 
episode to a physician, and created a summary profile of resource use (i.e., cost) for 
each physician on the basis of all assigned episodes.  
 
RESULTS: Median reliabilities ranged from 0.05 for vascular surgery to 0.79 for 
gastroenterology and otolaryngology. Overall, 59% of physicians had cost-profile scores 
with reliabilities of less than 0.70, a commonly used marker of suboptimal reliability. 
Using our reliability results, we estimated that 22% of physicians would be misclassified 
in a two-tiered system.  
 
CONCLUSIONS: Current methods for profiling physicians with respect to costs of 
services may produce misleading results. N Engl J Med. 2010 Mar 18;362(11):1014-21 



Pay for performance (P4P)? 

Houle SK et al,  Does performance-based remuneration for individual 
health care practitioners affect patient care?: a systematic review:  
PURPOSE: To evaluate the effect of P4P remuneration targeting individual 
health care providers.  
DATA SOURCES: MEDLINE, EMBASE, Cochrane Library, OpenSIGLE, 
Canadian Evaluation Society Unpublished Literature Bank, New York 
Academy of Medicine Library Grey Literature  
DATA SYNTHESIS: The literature search identified 4 randomized, 
controlled trials; 5 interrupted time series; 3 controlled before-after studies; 
1 nonrandomized, controlled study; 15 uncontrolled before-after studies; 
and 2 uncontrolled cohort studies.  
Two of the 4 randomized trials were negative, and the 2 statistically 
significant trials reported small incremental improvements in vaccination 
rates over usual care (absolute differences, 8.4 and 7.8 percentage 
points). Of the 5 interrupted time series, 2 did not detect any improvements 
in processes of care or clinical outcomes after P4P implementation,  
CONCLUSION: The effect of P4P targeting individual practitioners on 
quality of care and outcomes remains largely uncertain. Implementation of 
P4P models should be accompanied by robust evaluation plans. Ann 
Intern Med. 2012 Dec 18;157(12):889-99 PMID: 23247940  



Financial risk sharing:  
Episodes, bundled payments 

. Weeks WB et al. “The unintended consequences of bundled payments”,  
Consensus is building that episode-based bundled payments can produce 
substantial Medicare savings, and the Center for Medicare & Medicaid 
Innovation's Bundled Payment Initiative endorses this concept. The 
program generates potential cost savings by reducing the historic cost of 
time-defined episodes of care, provided through a discount.  
Although bundled payments can reduce waste primarily in the postacute 
care setting, concerns arise that, in an effort to maintain income levels that 
are necessary to cover fixed costs, providers may change their behaviors 
to increase the volume of episodes. Such actions would mitigate the 
savings that Medicare might have accrued … 
 Although bundled payments have some advantages …true cost-savings 
to Medicare will be realized only when the federal government addresses 
the use issue that underlies much of the waste inherent in the system and 
provides ample incentives to eliminate capacity and move toward 
capitation.  
 
Ann Intern Med. 2013 Jan 1;158(1):62-4 



Global capitation? 

Kaiser Permanente: The Face of Future Health Care 
• By REED ABELSON NY Times  March 10, 2013 

When people talk about the future of health care, Kaiser Permanente is 
often the model they have in mind.  
The organization, with some $50 billion in annual revenue, owns 37 
hospitals and employs 17,000 doctors, all on salary.  
The days when doctors, hospitals and other providers are paid separately 
for each procedure will disappear eventually, health experts say. Instead, 
providers will have financial incentives to encourage them to keep people 
healthy, including lump sums to care for patients or provide comprehensive 
care for a specific condition.  
 
 “All of care is going to move down this path, and it has to,” Mr. Halvorson 
said. “Medical homes are doing it; the very best A. C.O’s are going to 
figure out how to do it.”  

 

http://topics.nytimes.com/top/reference/timestopics/people/a/reed_abelson/index.html


Lee, TH, Mongan, JJ. Chaos and Organization in He   



A new direction: clinically detailed, 
variable incentives based on multi-level 
estimates of appropriateness 
• The Rand Appropriateness Method (RAM) offers a 

valid method for combing RCT and CER evidence 
with expert opinions to produce multi-level (1-9) 
estimates of medical necesity (medical benefit-
medical risk, independent of cost).  

• Since Bob Brook’s group at RAND/UCLA invented 
the method in 1986, it has been used to develop 
detailed guidelines for dozens of diagnostic tests and 
therapeutic procedures. 

• The results have been applied as condition- or 
procedure-specific guidelines, but provide a robust 
infrastructure for incremental value based financial 
incentives on patients (copays) and providers (fee-
for-service adjustment) the preserve choice while 
reducing waste and “nudging” value. 



Medical Necessity 
 

 Care is necessary when medical benefits sufficiently 
exceed medical risks that the procedure is worth 
doing and when withholding care is associated with 
less favorable outcomes, based on evidence 

 
 We would not want to undergo unnecessary 

treatments, even if they were “free” 

 

 
 

 

 



Potential applications of RAM in 
preserving chioce while improving 
value: 

Use the 1-9 necessity ratings to set co-pays for patients. 
– A patient (without cancer risk) presents with 3 days of new severe sciatica 
– Since the condition has  90%  cure with conservative treatment, panel 

assigns a 3/9 rating, in other words, very low value or inappropriate. 
– Patient then is offered the procedure with a 50% co-pay, and the provider 

50% of Medical payment for the procedure 
– Twelve weeks late, returns with persistent, despite a trial of NSAIDS and 

PT.  That this point, patients co-pay might go down near-zero, and the 
facility and radiology would receive full funding for  the procedures  

– The same exact principle could be applied for adjusting FFS provider 
reimbursement.  multi-level medical necessity ratings, and fee-for-service 
payment could adjust based on ratings of informed. 

Notice that choice is preserved, but patients are gently “nudged” to attempt a 
trial of non-operative treatment. All parties benefit, as waste is reduced and 
practice variation is controlled around best practices, 
Concept piece by Abbott and Stevens pending in next months Loyola Law 
review, pre-publication full text 
availablehere.http://papers.ssrn.com/sol3/papers.cfm?abstract_id
=2402956  
 

https://mail.mednet.ucla.edu/owa/redir.aspx?C=uPdD9RPI5kSlTP7TPPF_VrFWJKQvEtEIU1Bme0HgwAr_aCIRdYtlOtz5z80SkyomZDprEgHDRtg.&URL=http%3a%2f%2fpapers.ssrn.com%2fsol3%2fpapers.cfm%3fabstract_id%3d2402956
https://mail.mednet.ucla.edu/owa/redir.aspx?C=uPdD9RPI5kSlTP7TPPF_VrFWJKQvEtEIU1Bme0HgwAr_aCIRdYtlOtz5z80SkyomZDprEgHDRtg.&URL=http%3a%2f%2fpapers.ssrn.com%2fsol3%2fpapers.cfm%3fabstract_id%3d2402956


Date of download:  3/7/2014 Copyright © 2014 American Medical 
Association. All rights reserved. 

From: Processes of Care in the Multidisciplinary Treatment of Gastric Cancer:  Results of a RAND/UCLA Expert 
Panel 

JAMA Surg. 2014;149(1):18-25. doi:10.1001/jamasurg.2013.3959 

Expert Panel Members, Specialty, and Hospital Affiliationa 

Figure Legend: 



Date of download:  3/7/2014 Copyright © 2014 American Medical 
Association. All rights reserved. 

From: Processes of Care in the Multidisciplinary Treatment of Gastric Cancer:  Results of a RAND/UCLA Expert 
Panel 

JAMA Surg. 2014;149(1):18-25. doi:10.1001/jamasurg.2013.3959 

Gastrectomy Without Preoperative Therapya 

Figure Legend: 



Date of download:  3/7/2014 Copyright © 2014 American Medical 
Association. All rights reserved. 

From: Processes of Care in the Multidisciplinary Treatment of Gastric Cancer:  Results of a RAND/UCLA Expert 
Panel 

JAMA Surg. 2014;149(1):18-25. doi:10.1001/jamasurg.2013.3959 

Nonsurgical Management for Metastatic Gastric Carcinomaa 

Figure Legend: 



“I am sorry for you , young 
men and women of this 
generation. You will do great 
things. You will have great 
victories, and standing on our 
shoulders, you will see far, 
but you can never have our 
sensations. To have lived 
through a revolution, to have 
seen a new birth of science, a 
new dispensation of health, 
reorganized medical schools, 
remodeled hospitals, a new 
outlook for humanity, is not 
given to every generation.” 
 
 
Sir William Osler 

share 

but it is given to yours: big-
time!” 

You young’uns 
have got to fix  
this delivery  
system before  
the wheels  
come off! 



Questions? 

Enjoy surfing the waves of change 
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