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L INTRODUCTION

America’s health system is a monster. It is by far the world's
most expensive: the United States spent S1.9 trillion on health
in 2004, or 16% of GDP. almost twice as much as the OFCD
average.' '

There is little doubt that the costs of providing health care services in the
United States have increased dramatically in the fast decade (from twelve
percent to sixteen percent of GDP) and continue to increase at a rapid rate.”
These costs are partly driven by the increasing life expectancy, increasing
chronicity of discases. multiplication of new medical standards and protocols,
proliteration of new and costly technology and medicines, and a more
knowledgeable patient population demanding the newest and most expensive
treatments. )

The mcreased costs are also driven by the tripartite nature of the medical
care system. This tripartite system is accurately described as an indemmity
insurance system (in which patients do not dircetly pay tor scrvices, and
doctors are not paid by patients) that leads to what is commonly known in
economics as a “principaliagent” problem. The unequal information available
to cach participant n this Uipartite system also leads to what is commonly
Known in economics as an “informational asymmetry” problem (demonstrated
m Figure 1),
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Figure 1: The principal-agent and informational asymmetry
probiems in the current medical system
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A The Principal:Agent Nature of the Medical System Leads 10 Conflicts of
Interest and Reductions in Economic Etficiencics in the Provision of Healil

(e Sorvices

Public (e.g.. Medicare and Medicaid) and private (e.g.. Blue Cross)
health insurance providers are faced with what is known in economics as an
~agency problem™ or “principal-agent problem.” Interests ave regularty at
odds.  The best interests of the patient {c.g.. the best health care tor the
individual regardiess of cost. since insurance pays for it. and regardless of
whether that means reduced sersice for other participants in the system) are
not routinely aligned with the interests of insurance providers (to provide the
salislactory level of eare. ftor a fixed amount of dollars, o the aggregate
members of the insurance plan), Thesenterestsm turn can be misaligned with
the interests of the medical service provider (1o provide the best level of care
within linancial limits. while receiving an acceptable personal wage). In the
present svstem. participants work to maximize their own utility at the cost of
the system. distegarding the fact that itis in the best interest of all concernced
to work collectively for the common good to reduce occurrence of disease,
improve the underlving health of the patient. and simultancously, to reduce
COSL. .

The medical service provider. cecupying the middle ground. 1s placed
in the position of having to provide health care services to the patient. while
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looking to the insurance provider for pavmont. As will be discussed more fully
below, because the exasting svstem relies on pay for services rendered rather
than pay for efficiency and performance. the physician often has little
monelary neentive to provide superior or officiont seryices.

B The Informational Asvouncrrics hithesent i the Medical Svyten: Caise
Reductions in Economic Efficiencics in the Drovision of Health Care

Services

The tripartite nature ot the medical system dircetly leads to an
mformational asymmetry probiem because ali information is not equally well
known by all partics in the svstem.  For example. it is often difficult for
patienis and insurers to determine whether the services provided by the
physician have been above or below average (e.v., the persistence of a discasc
could be due to the nature of the diseuse. the actions of the patient. the
eflictency of the doctor, or some other plausible reason). Tt is therefore
cndogenous 1o indemnity insurance svsiems that the well-being of (he
bencticiaries and the insurer are overlooked becuuse there are no real base
measures against which to compare success.

o The ddeal Physicuaan Compensation Sclivme is One that Reduces the
Principal-dgent and Difornational Asvomietre Problems

by Nobel Laurcate Keoneth Arrow as ancertainty in disease incidence.
treatment  efficacy.  and asymmetric information between  doctor  and
patient=—in conjunction with the demographic changes occurring within the
United States point 1o the need for innovative and econoutteally sound
solutions to ensure that the U1.S, health care svstem continues to bepetit from
ahigh level of service.” To that end. Pay-for-Performance (“P4P™) nitiatives,
which attempt to align the incentives of health care providers. Insurance
carvicrs. und patients. and o reduce the informational asvmmetry  and
principal-agent problems. have been proposed.

This aracle deseribes the current medical svstem. provides a brief
description of the vanious P4P initiatives. and attempts to provide insight into
the potential effect on the participants in the medical svstem (i.e., patients.
physicians. and insurance providers).

Al some instances, i s oven possible that HHBUUTSSATY Lesis inay be encouraged simply
because neither the pationt nor the phyvsicien is Bearing the costs o prosceribed treaiments.

A0 Sec Kenneth LoArrow  Cuecrnainte cend i 1 viteew P ononiies of Modical Care, 32
AN Beon REV YT (19063,
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11 A BRIEF DESCRIPTION OF THE CURRENT SYSTEM AND THE VARIOUS PAY-
FOR-PERFORMANCE INITIATIVES

Proponents of P4P systems essentially befieve that i’ physicians {or
Jiospitals) are competing-—on a refative hasis o their peers - for increased
monetary rewards. this form of induced competition will foree them to take
actions not merely for the sake of the patient. but also for their own finanvial
good.  The critical question is whether the proposed P4P meentives are
sulticient to align the varying interests in a manner that aifows free marker
conditions to generate pareto etficiency” while resolving {or reducing) the
principal-agent and informational asymmetry problems.

A The Current Svstem for Phvsician and Hospital Reimbursenent

The P4P initiatives are markedlv different than the current system [or
Jetermining reimbursement levels tor physicians and bospitals: the tatter i
based on what is called the Resource Based Relative Value Scale ("RBRVST)”
The RBRVS system involves a somewhat complicated set of cateulations that
reimburses physicians and hospttals hased on objective values caleulated fron
thousands of procedures. The system is broken down into three parts:
Physician Work component (fifty-two percent). Practice Expense compoenent
{forty-lour percent), and Professional Liability Insurance (four percent) S
essence. every tvpe of medical service fe.g., fixing a broken arm) is divided
into the resources necessary to provide that service {e.g.. physician time. x-
ravs. plaster, nursing services, ete.). and these resources are given a weighted
value that depends on the time, energy, and eftort required to perform that
function along with the medical equipment. maipractice mnsurance. and
administrative costs.  Thus, a relative value unit for physician services is
comprised of three factors: actual work performed. practice expeose, and
physician ability nsurance-—each of which has its own weighted value based
on the nature of the service provided. The system also takes into account cost
of fiving ditferences for various geographic locations.

The RBRVS does not specitically provide physicians or hospitals with
any incentives to improve service or efficiency. In fact. because compensation
has to be budget neutral (i.e.. total pay out to physicians’hospitals must remain
stcady), there may actually be less incentive to improve clficiency as

2ORONAINGL EHRFNBERG & ROBERT S Saite MODFRN LABOR ECONOMICS THEORY
s D PLBLIc Poiiey 7 (Sthed. 20035 (delining pareto efficiency as “a condition shen noe more
ransactions tike place in a market because 1 s not mutually beneficial ™).

G, Gregony 1 Przvbyishi, Understanding and Appiving a Rezource-Baved Relarive Vaine
Svatcns to Your Newrosurgical Practice, 12 NEUROSURGICAL FOCUS, at 120020, cvaifable
hrepe www . nans.org education journai neurosurgical:apr02/12-4-3 pdt tast visited Mar. 25,
2006

TOANL AL ASSNLAMEDICARE RBVRS: Tt PHivsic1ax™s GUInr 2005 24 (Patrick L.

Ctdhrgher et al, eds. 2005),
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improvement by itself may not guarantee higher payments.* Furthermore.
remuneration is simply based on a sct of criteria that are essentially unaftected
by the performance of the medical provider: the provider is paid a fixed
amount regardless of the outcome. In addition, there is often a time lag
between improvements in medical procedures (1.¢., a new procedure is found
to tmprove patient outcomes) and an adjustment o the medical provider
compensation calculations.  In other words. a new procedure that may be
costly, might remain uncompensated for a lengthy period of time before the
variables and calculations are adjusted.” A medical provider adopting this new
costly procedure could actually end up worse off financially. C onsequently.
physicians and hospitals can have reduced incentives for finding superior or
etlicient technigues.

B. Public Pay-for-Performance Initiatives

As 0f 2006, there are several public P4P initiatives being actively tested
in limited geographic areas as a result of the Medicare, Medicaid., and State
Children's Health Insurance Program (“SCHIP"). Benefits Improvement and
Protection Act of 2000 (“BIPA™). and the Medicare Modemization Act of
2003 (“MMA™)."  These Acts collectively provide for the following
initiatives:

. Hospital Quality Initiative

. Premier Hospital Quality Incentive Demonstration

. Physician Group Practice Demonstration

. Medicare Care Management Performance Demonstration

. Medicare Health Care Quality Demonstration

. Chronic Care Improvement Program

. ESRD Disease Management Demonstration

d Disease Management Demonstration for Severely Chronically fil

Medicare Beneficiaries

- Medical providers do have reputational incentives which can eventually transiate to
finane ml vempensation. For example, a physician practice group that develops a reputation for
exeellence might be able to attract higher paying non-insurance patienus.

9. Itis our understanding that CMS s update schedule tor the RBRVS SYSTCNLES Dot very
respansive to changes in the patient care field. For example, adjustment o the Physician
Liability lm,u. ance Relative Value Unit (CPLIRVUT) oceurs every five years. See Am. Med.
Assno Medicure Resource Based  Physician Liahilite  fnsurance, httpr 7w ww . ama-
assn.org-ama/upload/mny 363 pliwhitepaper.pdf (last visited Mar. 25, 2006,

T A complete Hisung of what these acts entail can be found at the CMS website,

1. Press Release, U.S. Dep 't of Health & Hum. Servs., Ctrs. for Medicare & Medicaid
servs. Modicare “Pay for Performance (P4PY nitiatives (Jan. 31, 2003 availubie ar
artprinew.cnn hits.goviapps/media/pressireicase. asp?Counter=1343 (Jast visited Mar, 5.
MUTLYS
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) Discase Management Demonstration for Chronically 1l Dual
Fligible Benelicianes
Care Management For High Cost Beneficiaries

These initiatives generally detail a set of criteria by which medical
service providers {e.g.. physicians andor hospitals) are graded. with
compensation being determined by the awarded grade. To illustrate, the
Premier Hospital Quality Incentive ("PHQI™ i3 primarily based on criteria
developed by the Centers for Medicare and Medicaid Services ("CMS™). For
example. acute myocardial infarction (i.e.. heart attack) services are graded in
nine catecories: aspirin provided at arrival hospitalt aspirin prescribed at
discharge: preseribed angiotensin converting enzyme inhibitor (“ACEI") for
lelt ventricutar systolic dystunction "LV SD™); provided anti-smoking advice
or counseling: beta blocker prescribed at arrival: beta blocker provided at
discharge: thrombolytic therapy reccived by patent within 30 minutes of
hospital arrival: percutaneous coronary intervention (“PCIT) received by
patient within 120 minutes of hospital arrival, and inpatient mortality rate. A
hospital scoring in the top ten percent for these measures would receive a two
percent honus payment on top ol the standard diagnosis-related groups
(" DRGTY paviment tor the relevant discharges. ™ Those scoring in the next ten
percent would receive a one percent bonus. Eventually. hospitals farting 1
meet a4 certain minimum scote are subject to reductions in payment.””

Note that some of the criterta of the PHQI are process driven (e.g.,
whether aspirin was administered as per a protocol) whereas others are resuits
driven (e.¢.. patient mortality rate. m which the actual outconme of the
procedure is measured). Presumably the process driven measures are believed
to be generally beneficial to the average patient. The results-driven criteria are
more clearly refiant on the “skiil™ of the hospitals or physicians involved. it
is also important to note that none of the grading criteria are subjective. The
rules are either tollowed or not followed. Likewise, the patient either recovers
or does not recover. The process criteria are presumably set to maximize the
expected weltare of the patient while simultaneousiy reducing the costs ot
providing care. To the extent that the criteria are flawed. the end results are
also lawed.  If one assumes that the criteria are detined correctly, then
favorable results should be obtained. assuming that the monetary incentives
suffice to ensure compliance with the specilied criteria (this is largely an
empirical matter). [deally. these performance measures are designed around
established standards ol care that provide evidence-based outcomes.

12, Note that the DRG is the current syvsten,

13, See Fred D, Baldwin, Hhaere Medicare Goes. The Rest of the Svstem Mav Well
Polliwe CMS Pav=jor-Pertorsiance Fxample, HEALTHCARY INFORMATICS, Apr. 2004 ar 24,
averilohicar ap: awww healthearc-informatics.comyissues 200404 0d:coverhrmdlast vistied
Nar. 25, 20067,
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Co Private Pav-for-Performance Dnitiatives

Many private health plans have possessed their own P4pP programs since
the 1990s.""  These programs have tvpically not heen standardized. have
contained inconsistencies in measurement or grading {and thercby provided
disparate incentives), and have not provided uniform objectives with respect
to mformation technology (*TT™) investment. In an cflon o consofidate such
varying standards and to belter align the interests of the participants (e.g..
reduce the informational asymmetry and principal agent problems), third-party
associations such as the Integrated Healthcare Association ("IHA™Y in
California have recently emerged to coordinate the initiatives. The 1HA
nitiative involves over 2235 Medical Groupsidndependent Practice Associa-
tions, seven major health plans, and over 6.2 million HMO eproliees.” The
participation of prominent and nationally known health plans highhghts the
level of private and corporate interest in P4P and the polential impact these
itiatives will have on the health industry.

1 Standardization of the P4P Plasy

‘Fhe importance of the standardization proposed by the P4P initiatives
cannot be understated. Total incentive payments to physician groups equaled
337 4 mullion for the HHA metrics in the 2003 measurement vear. For this first
ear. pavouts for the clinical and patient experience domains were relatively
equal at about $17 miltion each. with the balance of ahout $3 million paid for
mformation technology.'* Payouts varied considerably by health plan. This
variation reflects both the differences in enrollment and maximum payment
thresholds ot participating health plans. Total payments in 2003 for the second
measurement vear, 2004, are estimated to be about $54 million, reflecting
substantial payment increases by several plans and the addition of a plan
While this data suggests that the plans participate significant!y in the THA
initiatives. they do so inconsistently with respect to their total payvment
aliocations.  Consequently, the incentives provided by these plans are not
unitorm and hence. the results obtained are not uniform.

bt

4. ~Although CMS often sets a standard for private health insurers in urees hike payment
systemis and coverage policies. MCOs are fay ahead of Medicare when it comes to pav-for-
pettormance (P4P) nrograms.” Privare Puavers Procecd an P4 Programs. B hile Wearching
CMSy Programy and Demos. MANAGED Capl MWE PR May 20 2005 @t L. avadlable ae
hitp: “wiwew aishealth.comyManagedCare GenBus. MOW PP payers himt (Mar. 25, 200060,

5 THA acts in collaboration with the Pacific Business GQroup on Health ("PBGH™ ).
which represents over six million Californians enrolled in private health plians. Inteerated
Healtheare Ass'n, Addvancing Quaiine: Theowgtt Collaboration: The Calitivria Pav for
Pertormance Program. at 2 Q0063 availabio a hitp: wavw.ihaarg wpO20606. pdf(last visited
Nar, 23, 2006),

{6, 4

R 5



364 v INDIANA HEALTH LAW REVIEW [Vol. 3:349

2. Uniform Performance Measurement

We have already described how uniform measurement is essential to the
PAP initiatives. Within the IHA's P4P framework. the performance measuics
used for evaluating physician groups as of 2005 are allocated as follows:
Clinical-—fifty percent (percent of a physician group’s score); Patient
Fxpericnce—thirty percent; IT Investment—twenty pereents and Individual
Physician Feedback program-—ten percent override (Table 1).

Table 1: Domain weightings for IHA P4P Initiative'

1. Childhood Immunization Status |

(8]

. Appropriate Treatment for Children with Upper i

‘ Respiratory Infection

o

. Breast Cancer Screening

e 4. Cervical Cancer Screening
CLINICAL

Recommended weighting: 30%

e

. Chlamydia Screening i Women
6. Use of Appropriate Medication for People with
Asthma
7. Diabetes Care: HbATe Screening
- 8. Diabetes Care: HbATc¢ Poor Control
9. Cholesterel Management LDL Screening

10. Cholesterol Management: LDL Control <130

. Specialty care

. Timely access (o care

w2 D ——

i
; PATIENT EXPERIENCE

i . . Doctor-patient communication
Recommended weighting: 30%

. Care coerdination {PAS Composite)

w4

} . Overali ratings of care

| 1. Integrate clinical electronic data sets at group level
- ITINVESTMENT for population management
© Recommended weighting: 20% 2. Support clinical decision making at point of vare

through electronic tools

The weightings of these allocations relate significantly to levels of objectivity.
The clinical entities, for example, are commonly accepted standards of care
with important clinical ramifications. Moreover, they are readily measurable.
Patient experience and information technology. conversely. are less

I8, Integrated Healthcare Ass'n. PP 2005 Measyrement Year 7 2006 Reporting ancl
Pavment Year. httpfwww.iha.org/pdpy3.him (last visited Mar. 25, 2006).
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standardized entities and are more challenging to measure and implement on

a large scale.

3. Consistent lncentives and Ohjectives with Respect to lnformaiion
Techmology

It ts useful here to further comment on the properties of the information
technology mvestment. as this component s often mistaken tor a panacea for
the health care system’s ills. Within the P4P mitiatives. there exist information
technology components that seek to encourage phvsicians and hospitals to
upgrade and modernize their information technology processes by standardiz-
g and sutomating record keeping., improving communications between
providers, and generally increasing data management technigues.”™ 1t is clcar
that medicine suflers from uncoordinated data services: indecd, one of the
greatest difficulties for healtheare providers and insurers in a P4P progran is
Lo adequately quantify their performance. These difficulties stem from hi uh
overhead costs and flawed processes downstream in the healthcare svstem
where provision of care actually occurs,

Because of these significant limitations. the 1T component of P4D
initiatives at this stage aims to coordinate and support data systems. Major i1
cfforts include clinical messaging. creating condition-specific registries.
forming P4P action hists™, streamlining hilling, and establishing in-house
technieal support.™  importantly. such suggested IT Svstems are not merely

clectronic reiterations of the ubiquitous paper systems. Thev aim mstead to be
dynamte portals that not only enhance data ransfer and accountab nhity, but also
provide a clearer window into traditionally un-measurable m‘ronmlmn Only
this type of system and capability will generate the support of providers.
msurers. and healtheare purchasers who want to track meaningtul population
data,

HELTHE POTENTIAL IMPACT OF PP INITIATIVES ON P IYSICTANS

As we have shown, the initiatives generally seek to enforce physician
and hospital compliance with procedures that are Acficred 1o be beneficial 1o
patients while simultaneously being cost efiective.  There is currently no
conciusive evidence as to whether these plans will perform as hoped - therein
fies the debate. On a theoretical level. it is our belief that a P4p System
reduces at teast some of the informational asymmetry and agency problems of
the RBRVS svstem. For the purposes of the following theoretical anal YSIS, We
assume that the initiatives work as expected.

Amo Medo AssTo Plavecim Pay for o Porformiance 1P P) Initictives,
Bp: s swsniorg resources pprevised W'clpd flast visired Mar. 23, 20000,
20 fd
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A P4D Dnitiarives Will Likely Increase Overall Physiciun Performance
Levels Bhile Compensating Superior Perforsicrs

As discussed earlier. complianee with the P4P protocols is ensured by
rewarding complying physicians with additional pavments.” To the extent
that physicians exhibit logarithmic utlity functions (i cssence abways
prefesring more compensation o less). we would expect the initiatives 1o
increase compliance. The critical guestion is not whether financial meentives
can elicit the desired behavior. but rather whether the specified criteria are
indeed maximizing patient welfare while concomitantly minimizing cost. This
is an empirical matter. but simplisticalty. if alt physicians are forced to adhere
o the procedural criteria. the result eriteria will dominate. This will allow
superior physicians and tactlites to carn additional money at the expense of
those who perform less ably.

It should be noted that certain physician groups have expressed converns
that physicians will focus only on measured criteria -ut the expense ot other
important medical decision making: this in turn may argue for broader clmical
penetration of P4P.

A welcome result for phvsicians will be the substantal transfer from
atilization review (a process for monttoring the use and delivery of senvices
that is often used by managed care providers to control health care costs) to
guality review (performance ay a function ol quality. as i outeomes oF
appropriatencss effectiveness o cared.  Utihization review has long been
known to be necessary but has been viewed as a relatively passive and
disconnected metric for evaluating and reimbursing patient care. Utilization
metrics can merely dissuade appropriate patient care: PAP more closely aligns
physician action (versus inaction} with quality processes and outcomes. In
other words. utilization review focuses on strictly curbing the cost of services
provided thereby often placing tinancial decisions above gquality healtheare
decisions.  The P4P approach aims to make quality the driver for medicul
decision making, with the fong-term goal of decreasing costs as a resull of
more appropriate medical decision making.

Importantly. PAP still faces challenges within the physician community.
Some primary care physictans are skeptical ot Medicare’s P4P iinative
because they believe Medicare has financially undervalued the rale of primary
care services. The American Academy of Family Practice. for example.
opposes CMS s recently unveiled the Physteian Voluntary Reporting Program
(in which physicians themselves directly report performance data to Medicare

21, Bakhwing s note 130 at 23
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and receive feedback on their performance’ hecause it teels physicians witl
shoulder a disproportionate burden of the program.”

The most significant divide. however. will cxist between those
physicians and provider groups that possess functional intrastructures and
those that do not. The collection of data demanded by P4P requires IT and
communication protocols to function as accessible data portals: currently, it 1s
not uncommon tor such systems to be merely extensions of inadequate and
cumbersome paper systems. Whether PAP s 1T initiative alone can help mieet
this challenge in step with its other initiatives (s uncertain.

=

IV, THE POTENTIAL IMPACT OF PP INITIATIVES ON INSURANCE CARRIERS

The financial effects of P4P initiatives on insurance carriers (whether
government tunded Medicare svstem or private health insurance company
systems) could be significant. Again, the financial incentives inherent in the
P4P systems are likely to cause phyxicians and hospitals to adhere to the stated
criteria. while simultancously developing improved techniques or procedures,
and improving patient outcomes. As previoushy stated, the relevant cuestion
1s whether adherence to the stated criteria for each initiative reduces COSLS,
while improving patient outcomes. It is unknown whether the introduction of
new procedures (motivated by the PAP initiatives) will increase or decrease the
cost of medical care. For example. development of new efticiencies may
reduce costs. whercas development ol new technigues could require costly new
medicmes. Additionally. an argument could be made that P4P may result in
additional expense for insurcers it better screcning (hecause of P4P) diagnoses
more patients with treatable diseases, as these patients or conditions will. of
course. require treatmernt, '

Consequently. it is not ¢lear whether the financial Impact on msuranee
carriers will be positive or neutral. Unforwnately. it is tmpossible to tell on a
theorctical basis what will be the direction (i.e.. more or less expensive) or the
magnitude of the change. One potential indication as 10 the expected direction
of the change is that the insurance companies themselves are positioning sound
P4P initiatives as a marketing driver, ™

it is important to remember that a kev characteristic of providing medical
care Is inconsistent with most other provision of goads and services m a
market economy: the majority of healtheare is provided locally = Maotivation
for an information infrastructure on a state or national scale, thercfore. has

220 Medicare Takes Firse Steps Teward Payv-For-Performance. 13 FAM. PRAC, Moy
252702006y,

23, Press Release. tntegrated Healtheare Ass . top Performing Northern and Southern
Califonia Physician Organizaiions Tdentified by Integrated Healtheare Association (Oct. 10,
2005 gvaifohic ar httprwsewiihaorg TGOS iy Hlast visited Mar, 25, 2006,

20 AN Nogl S davhody Happy with O Fleadtheare Sistem? 37 A 2OSSTHE BOARD
33430 (2008
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been lacking. The IT component of the PAP initiatives has hope for success
farzely because it ventures (o meet the needs of all involved parties (providers.
insurers, and purchasers),  With support, physicians will be incentivized 1o
redesign or upgrade their electronic management of patient data. billing. and
scheduling systems. By definition, P4P necessitates accurate and transferable
paticnt-related data among insurers. purchasers. and providers. Successamong
the P4P clinical initiatives should further illuminate this important relatonship.

V. THE POTENTIAL TMPACT OF PAP INITIATIVES ON PATIENTS

The effect of P4P initiatives on patients (or consumers of medical
services) will be felt in two wavs. First, for consumers of medical services and
purchasers of medical insurance (either private or public), any resulting
reductions m medical costs will likely result in reduced medical insurance
premiums (private) or reduced government expenditures (public). Note that
medical insurance premiums are set to cover the expected cost of providing
coverage. Competition ensures that reductions in costs will generally be
transfated into reductions in premiums,  Second, to the extent that P4P
encourages superior service and the development of new beneticial techniques.
patient care and outcomes could be improved. Economic theory suggests that
patient outcomes will improve while ctticiencies are obtained but, agam. this
is fargely an empirical matter.

VI PRELIMINARY RESULTS OF PAP INITIATIVES AND CONCLUSION

Given the agency and informational asynmunetry problems inherent in the
existing medical system as described above, it 15 probably mmpossible to.
achieve perfectly competitive market conditions.  Nevertheless, economic
principles and theory indicate that the current P4P initiatives are likely to
produce tmprovements over the RBRVS system.

The final determination as to whether the P4P system provides long-term
reductions in costs and improvements in the level of medical service will
require empirical verification. Recent studies have shown encouraging resulis.
Prefiminary analysis of first-year performance found median quality scores for
hospitals had improved=:

. from ninety percent to ninety-three percent for patients with acute
myocardial infarction theart attack .
. from cighty-six percent to ninety percent for patients with

coronary artery bypass gratt;

23, Press Release, OMS Office of Public Affairs, Medicare Pay-for-Performance
Demonstraiion Shows Sienificant Quality of Care Improvement at Participating Hospitals ( Mav

3. 2005). avaidahic ar htipr www.ems.hbs.goy ‘apps/media‘pressirelease?counter= 341 (last
vistted Mar, 25, 2006,
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. from sixty-four percent to seventy-six percent for patients with
heart failure;

. from eighty-five percent to ninety-one percent for patients with
hip and knee replacement; and

. from seventy percent to eighty percent for patients with
pneumonia.

Of particular relevance in the context of these metrics,  provider
accountability can in fact improve performance si gnificantly by as much as six
times in comparison to situations where no accountability is present.”® The
long-term implications of the quality changes listed above, in combination
with the magnitude of accountability they may engender, are vet to be
determined. Ultimately, the strength and ramifications of this combination
will be central to best evaluating P4P’s impact on healthcare delivery.

26. Judith H. Hibbard, Jean Stockard & Martin Tusler, Does Publicizing Hospitul
Performance Stimudate Quality Improvement Efforis?, 22( 2) HEALTH AFF. 84, 84-94 (2003 );
see also Frangois De Brantes, The Promise of Pay for Performance: Better Value. GE Corporate
Health Care. available ar http://ww w.chcca.com/presemations,fp['psummiU’debrantes.pdf(iast
visited Mar. 25, 2006),



