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VALUE-BASED PURCHASING IN MEDICARE: JUST ANOTHER GIMMICK? 
 
Describing current methods of paying health care providers as failing to ensure high quality of care and 
efficiency in the delivery of care, the Centers for Medicare & Medicaid Services (CMS) has proposed a 
variety of Medicare demonstration programs to test “value-based purchasing (VBP),” also known as pay-
for-performance (P4P).  The demonstrations are intended to evaluate health care providers according to 
specified performance measures and to pay additional money to providers that meet designated 
performance goals.  But little evidence exists that P4P systems lead to significant improvement in quality 
of care for patients and there is some evidence that unintended negative consequences occur. 
 
Although relatively new to the Medicare program, VBP is not a new idea in health care.  More than 100 
“reward and incentive programs” are now used by private insurance companies and employers.i  
Researchers who reviewed 17 studies of P4P noted that while it may seem “intuitive that paying more 
money for higher-quality services will improve health care…health care does not operate like a classic 
free market.”ii  Even policy-makers who endorse incentive-based purchasing programs in principle 
recognize that there is little evidence that VBP actually leads to improved care for patients.iii  As The New 
England Journal of Medicine notes in a recent editorial, the rationale behind pay for performance is 
“compelling,” but the evidence linking incentive payments to better quality of care is “thin.”iv  The 
editorial calls for a recognition by CMS that P4P is “fundamentally a social experiment likely to have 
only modest incremental value.”v

 
While CMS touts the Premier Hospital Quality Improvement (PHQI) Demonstration now underway as an 
unqualified success,vi even the hospitals that received incentive payments in the Demonstration question 
the method of distributing incentive payments and the measures themselves.vii

 
The PHQI demonstrations proposed by CMS do not include additional Medicare funding.  Instead, they 
are budget-neutral; money paid to one health care provider comes from other health care providers.  
Reductions in Medicare spending, primarily payments to hospitals, will fund incentive payments for the 
nursing home and home health demonstrations.  If Medicare spending is not reduced, nursing homes and 
home health agencies will not receive incentive payments, regardless of their performance. 
 
While there are differences in the VBP demonstrations that CMS is currently developing for nursing 
homes, hospitals, and home health, some common themes and consumer concerns emerge in all of them.  
Here are some questions to ask:  
 
Which measures of performance will be used?  Identifying measures of good performance is both 
critically important and complex.  Criteria for selecting measures include such factors as importance of 
the measure, scientific validity, usability, whether the matter being measured is under the control of the 
provider, and whether collecting the required data to evaluate performance is unduly burdensome.  
Performance measures need to be clinically meaningful, and not simply those that can be calculated 
easily.   
 

Copyright © 2007 Center for Medicare Advocacy, Inc. 



Generally, a limited number of outcome and process measures are selected. While too many measures 
would be confusing, too few measures are insufficient to evaluate complex areas of care.  The Premier 
Hospital Quality Incentive Demonstration project uses 33 process and outcome measures for five clinical 
areas.  An evaluation of the Demonstration’s first year found that patients with heart failure, the most 
complex clinical area of the five areas studied, who received more of the Patient Process Measures did not 
do better; in fact, they  had worse clinical outcomes, higher average lengths of stay, and higher costs than 
patients receiving fewer of the recommended services.viii   
 
The measures that are selected are likely to affect providers’ performance, possibly in unintended, even 
negative, ways.  For example, providers might focus their attention on the selected measures, rather than 
on broader and more important, but less quantifiable, areas of performance.  Or providers might avoid 
treating patients with difficult health care needs who will give them lower scores on certain measures, 
exacerbating access problems for certain beneficiaries. Indeed, the Institute of Medicine (IoM) identifies 
three such “unintended adverse consequences” of P4P programs – “decreased access to care, increased 
disparities in care, or impediments to innovation” – that need to be “closely monitored.”ix  These concerns 
are not simply theoretical.  As described below, they have been identified as consequences of existing P4P 
systems. 
 
How is performance evaluated?  If providers self-report their performance data, as is typical, some level 
of audit is necessary to confirm that the data are accurate.  If evaluations are made on the basis of 
Medicare claims data, how will information be included about services rendered that are not billed to 
Medicare?  The hospital VBP demonstration has identified a broad range of alternative methods for 
validating hospital-reported data, such as annually or quarterly auditing all hospitals or a sample of 
hospitals, permitting attestation by hospitals, or imposing financial penalties for the submission of invalid 
data.x
 
Which levels of performance should be financially rewarded? Paying only for performance at the 
highest levels discourages providers at lower levels that cannot hope or expect to be eligible for incentive 
payments.  Paying only for excellence may result in providers getting rewarded because they perform at 
the highest levels, even if they do not improve at all, improve only slightly, or even (theoretically) 
decline, but remain at the highest levels.  On the other hand, paying for improvement might result in the 
payment of incentive payments to providers that still fail to provide sufficiently high levels of care.   
 
Again, these concerns are real, not theoretical.  A recent evaluation of the Premier Hospital Quality 
Incentive Demonstration, during its first two years of operation, found that “the lion’s share of bonus 
payments were [sic] made to hospitals with the highest baseline performance.”xi  Thus, the highest-
performing hospitals were better before the demonstration and received incentive payments primarily for 
remaining better.  In the third year of the demonstration, payments will be reduced to hospitals that “failed 
to exceed the performance of hospitals in the lowest two deciles, as established during the program’s first 
year.”xii  The result of the demonstration may be the transfer of money from facilities that improved the 
most to the highest-performing facilities that showed little or no improvement. 
 
How large should incentive payments be and how should they be structured?  Most incentive 
payments are quite small at present, generally only 1-2% of reimbursement rates.  It is an open question 
whether such small incentive payments are sufficient to affect provider behavior, especially when 
compared with the incentives inherent in the rest (98%) of the provider’s reimbursement rate.  However, 
not enough is known about the effectiveness of QBP to justify shifting larger portions of Medicare 
reimbursement into larger incentive payments.  
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Do quality-based purchasing programs improve care for patients?  This is the most important 
question.  As noted at the outset of this Center for Medicare Advocacy Alert, there is little evidence that 
pay-for-performance payment systems leads to significant improvements in quality of care for patientsxiii 
and some evidence that unintended negative consequences occur.  Researchers who reviewed 17 pay-for-
performance studies found, in a study involving people with substance abuse, that some providers denied 
care for the most severely ill patients.xiv   They reported that providers that improved the most received 
the smallest amount of performance pay when programs paid solely for the achievement of excellence, 
not for improvement, and that rewarding processes of care (e.g., documentation of smoking cessation 
advice) rather than outcome of care (e.g., cessation of smoking) may encourage gaming.xv  They also 
found that improved performance may reflect improved documentation, rather than changes in care 
practices.xvi  A hospital participating in the Premier Demonstration reported that “the scoring system 
rewarded it for following the recommended medical treatments more frequently but did not take into 
account the need to make overall improvements that actually improve care.”xvii  Pay-for-performance also 
exacerbates health care disparities when poorly-performing health care providers from whom money is 
taken to pay for other providers are those who provide care and services to poor and minority 
populations.xviii

 
Conclusion:  Pay-for-performance is not an obvious cure for poor quality of care or for reducing the high 
costs of health care.  Bruce Vladeck, former Administrator of the Health Care Financing Administration 
(predecessor agency to CMS), finds little to support in  P4P, which he describes as “the kind of seductive 
focus group-tested catch phrase that . . . is largely devoid of real content.”xix  He writes:     
 

Is the increasing “commodification” of health care, especially as embodied in “pay for 
performance” schemes, consistent with a thoughtful, long-term strategy to maximize quality?  A 
comprehensive quality improvement strategy needs to focus on reinforcing the norms and values 
of professional responsibility, rather than on undermining them through the exercise of economic 
muscle.xx

 
For more information on this topic, contact attorney Toby Edelman (tedelman@medicareadvocacy.org) 

in the Center for Medicare Advocacy’s Washington, DC office at (202) 216-0028. 
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