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The RAND Corporation
Efforts to Reform Physician Payment:
Tying Payment to Performance2
Before the Committee on Energy and Commerce
Subcommittee on Health
February 14, 2013
Chairman Pitts, Ranking Member Pallone, and distinguished Members of the Subcommittee,
thank you for inviting me here today. My name is Cheryl Damberg and I am a senior health
policy researcher at the RAND Corporation. I appreciate the opportunity to appear before you to
discuss physician payment reform. My remarks today address issues related to measuring the
performance of physicians and organizations of providers, which is a core component of new
payment models that tie payment to performance. My comments derive from research my
colleagues and I have conducted that examines the use of financial incentives tied to
performance and my experience working with provider organizations over the past decade to
measure health care quality and costs.
Congress is considering ways to revise the physician fee schedule so that payment policy
supports the delivery of high quality care and efficient use of resources. Performance-based
payment, which refers to a broad class of value-based purchasing models that use financial
incentives tied to performance on a set of defined measures, is one reform mechanism that can
support achievement of these goals. The application of value-based purchasing (VBP)
approaches to physician payment reform is already taking shape as called for under the 2010
Patient Protection and Affordable Care Act (ACA). Examples include the Medicare hospital
value-based purchasing program, the Medicare physician value-based payment modifier
starting in 2015, the Bundled Payments for Care Improvement demonstrations, and the
Accountable Care Organization (ACO) shared savings programs and demonstrations.
Measuring the performance of physicians and provider organizations on their quality and
resource use or costs is at the heart of these various reforms to care delivery and payment. It is
vitally important to signal to providers what patients and payers expect them to be working
1
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towards, and explicit measures—when tied to payment—help focus and redirect physicians and
physician organizations towards redesigning care processes and how they coordinate actions
with other care providers in order to deliver better value. Value is defined as the outcomes
(outputs) achieved divided by the cost or resources used (inputs) to generate those outcomes.
Value-based payment models are very new to the health system and represent a work in
progress. Public and private sector purchasers are actively working to design VBP programs to
achieve the stated goals of improved quality and more efficient use of health care resources.
How these programs are designed is a complex undertaking and one that will determine the
likelihood of their success. Two central design features are the payment structure (i.e., size of
incentive, how it is distributed across providers, and whether it rewards absolute levels of
performance, relative performance, or improvement) and the measures that are the basis for
determining payments (Mehrotra et al., 2010; Stecher et al., 2010; Schneider and Hussey,
2012). The pay-for-performance experiments of the last decade offer some useful lessons
(Pearson et al., 2008; Damberg et al., 2009a; Damberg et al., 2011; Stecher et al., 2010).
Performance measures are a foundational element of value-based payment models and our
ability to advance the implementation of these models requires having a set of measures that
will be used to determine differential payments to providers.
(1) What is our current state of readiness to measure physician performance?
Over the past two decades, we have significantly advanced our ability to measure the
performance of the health system at various levels—health plan, hospital, nursing home, and
physician or physician group. Most available measures assess processes of care that measure
whether patients are receiving clinically-indicated care, such as whether a patient who has
experienced a heart attack received aspirin at the emergency room. Such measurement
focuses on discrete events in a single setting of care or “silo” (e.g., hospital) rather than looking
longitudinally across an entire episode of care for a patient (Hussey et al., 2009; Schneider et
al., 2011).
The portfolio of measures that exist today were not developed or envisioned to be used in the
types of accountability and payment applications that are emerging—such as bundled
payments, ACOs, and patient-centered medical homes (PCMHs)—nor are these portfolios
necessarily focused on the right measures. Existing measures are not suitable for newer models
that emphasize the delivery of efficient, high quality care across a continuum of time and health
care settings, aligning the actions of multiple providers to achieve optimal outcomes for the
patient. Measurement needs to migrate away from a siloed approach which further perpetuates
a lack of coordination, to quality assessment that encompasses all care delivered to patients

2

within a given health episode. We have much more work to do to define and measure quality in
health care (Reinhart, 2013).
Although performance measurement initially focused on evaluating whether patients received
evidence-based processes of care, the tide is shifting. Newer value-based payment initiatives,
such as the Massachusetts Blue Cross Blue Shield Alternative Quality Contract and the
California Integrated Healthcare Association’s value-based pay-for-performance (P4P) initiative,
include measures that capture outcomes of care. Health outcomes look at the impact of medical
interventions on patient’s health and well being (e.g., pain, functioning), avoidance of
complications from chronic illness, and for some types of interventions like surgery, infection
rates, occurrence of other adverse events, and mortality rates. The Massachusetts and
California programs are measuring a variety of outcomes including “intermediate” or near-term
outcomes that influence longer term outcomes (such as blood pressure control), patient
experience with receiving care, avoidance of hospital acquired infections, and total cost of care.
Similarly, the Veterans Administration’s quality measurement initiative holds physicians in the
VA accountable for intermediate outcome measures (e.g., blood pressure control, lipid control,
blood sugar control).
Our collective thinking about what is important to measure is evolving, as reflected in the
National Quality Strategy (2011), which created national aims and priorities to guide quality
improvement efforts. The three aims are better care, better health, and lower cost. These same
aims are at the heart of new delivery and payment models. Although the aims have been
defined, the measures that will be used to determine whether we have been successful in
achieving these aims have not.
When we ask health care providers to devote resources to measurement, it is critical that we
focus on the important aspects of care—those that matter most to patients and that providers can
most readily influence. Patients care most about outcomes—such as whether a chronic illness
like Type 2 diabetes was prevented or, for a patient with diabetes, whether the physician and
his/her care team helped the patient manage the condition (i.e., by keeping lipids, blood sugar,
and blood pressure under control) to prevent complications and premature death. Patients also
care about whether they can access care when they need it and whether their care is coordinated
across the many providers who treat them. They also care about how they are treated, whether
they feel heard, whether their preferences are considered, and whether they are treated with
respect. Lastly, patients care about the cost of treatment. How physicians deploy resources
drives costs that are borne not only by patients and their families, but by society more broadly.
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Regardless of the payment model used, the “true North” and Holy Grail of performance-based
accountability and payment is measurement of outcomes. A focus on outcomes applies whether
you are measuring individual providers or models of care—such as ACOs, PCMHs, or bundled
payments.
The 2011 National Quality Strategy provides an important framework for the nation, but it is now
time to get specific and define exactly what should be measured in terms of outcomes and then
have physicians and other health care providers focus their energies on working to achieve
those outcomes. Outcome measures employed under the National Quality Strategy to measure
provider performance should:


adequately adjust for differences across physicians in the patients they treat that
influence the outcome (i.e., risk adjustment) in order to create a level playing field in
comparing performance and to avoid unintended consequences (such as avoidance of
high risk patients).



be near-term or proximate events (such as within one year of treatment) such that the
actions taken or not taken by the physician are likely to have had some influence in
determining the outcome. For example, it is preferable to hold physicians accountable
for blood pressure control, not stroke (which may have involved the actions of many
physicians over many years).



aggregate processes or outcomes to a level (physician, practice site, medical group or
integrated delivery system) to ensure that there are an adequate number of patient
events to reliably measure performance.

Unfortunately, outcome measures are currently lacking in many instances or are in a nascent
state of development. For example, there are a small number of measures of cost or efficiency,
however many are poorly constructed and have not been fully tested for their validity or reliability.
Measures that assess change over time in important intermediate outcomes (such as blood
pressure control) and that influence longer-term outcomes (e.g., heart attack and stroke) do not
yet exist. Functional status measures or patient-reported outcomes measures (PROMs) were
developed in the context of research studies but have not been widely implemented in the context
of performance-based accountability and payment programs. However, it is interesting to note
that since 2009, the United Kingdom’s National Health System has invited all patients who are
having hip or knee replacements, varicose vein surgery or groin hernia surgery to fill in patientreported outcome (PROMs) questionnaires and has generated comparative statistics to
incentivize improvements and help patients understand performance differences across different
sites of care.
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(2) How to advance measure development moving forward?
In the foreseeable future, the dashboard of measures that are used will likely continue to be a
mix of measures that address structural elements that influence the delivery of care (e.g., HIT
capabilities), care processes, and outcomes. As we transition to a performance dashboard with
more emphasis on outcomes, there is work that can be done immediately to strengthen the
types of measures that are currently used. For example, a shift away from focusing on
delivering discrete clinical services towards longitudinally measuring the management of a
patient can shift the focus towards a more integrated, patient-centered way of providing care
(Hussey et al., 2009; Schneider et al., 2011). In addition, the HIT infrastructure that the federal
government has been developing through the Office of the National Coordinator for Health
Information Technology (ONC), and incentivizing through the Medicare program, may enable
the creation of new, novel measures. For example, new measures could be developed in the
context of ONC’s efforts to identifying high priority quality improvement targets that clinical
decision support features in EHRs could address (Damberg et al., 2012) or through leveraging
electronic health records (EHR) or health information exchange (HIE) audit trails (i.e., access
logs) to construct “indirect” measures of quality. A specific example is medication reconciliation
at hospital discharge. In lieu of a check box in the EHR (which could be easily “gamed” by
physicians), the EHR audit trail data could provide an indirect measure to determine whether the
physician accessed the patient’s medication list and made any modifications to it on the day of
discharge. The current measurement dashboard also could be enhanced through the
development of measures of care coordination (care transitions), patient and caregiver
engagement, structure (management, health IT utilization), efficiency, and composite measures
that combine outcome, process, patient experience, and cost measures (Schneider et al.,
2011). Composite measures will be critical for evaluating the performance of individual
physicians, where a small number of patient events can lead to measures that do not provide a
reliable signal on a provider’s performance. As new measures are developed and implemented,
we can rebalance the portfolio of measures and eliminate many of the process measures that
physicians currently are asked to report. The federal government (AHRQ, CMS, and ONC) has
an opportunity to lead through choice of measures to fund for development and specifying
outcome measures as the priority for performance programs in Medicare.
(3) What is the process for measure development?
Development of measures needs to occur using a scientifically rigorous process that is
transparent, inclusive of physicians and other stakeholders, and ensures the reliability and validity
of measures that become the basis of payment. To engage providers to achieve the three aims of
the National Quality Strategy, we must enlist them as true partners in defining the measures for
which they will be held accountable as individuals, and more broadly, as care teams and systems
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of care. Physicians have a vitally important role to play in the selection of measure concepts,
weighing the scientific evidence related to specific actions providers can take to influence the
process or outcome, specifying measures (including how to adjust for differences in the patient
populations they treat and which patients to exclude), assessing the feasibility of a measure in
practice, and ultimately endorsing the measures once developed. Some physician specialty
organizations have taken steps to identify measures and create registries containing process and
outcome measures. These measures and data sources could provide a starting point. For
example, the American College of Surgeons National Surgical Quality Improvement Program
®
(ACS NSQIP ) generates validated, risk-adjusted, outcome measures to help surgeons improve

the quality of surgical care.
Although value as a metric is intrinsically appealing, the challenge before us is defining and
constructing the measures that comprise the value equation (defined earlier in my statement)
and ensuring that the measures deployed in high stakes applications (such as payment and
public reporting) are valid and reliable.


A valid measure is one that measures what it claims to measure (e.g., mortality
resulting from how a surgical procedure was performed) rather than something else
(e.g., how sick the patient undergoing the procedure was). Valid measures are those
over which the provider has some control and, in the case of outcomes, account for
differences across provider in the patients being treated in order to provide fair
comparisons (i.e., by adjusting for different patient risk factors that affect the outcome).



A reliable measure is one that allows you to accurately differentiate performance
between providers. The baseball analogy is if you only observe a batter at bat 3 times
and they hit a home run all 3 times, would you say that batter’s batting average was
1.00 (100%)? Likely not—you’d need to observe many more attempts at bat before you
could reliably say whether that batter’s average is .250, .333, or .500.


In health care, it is hard to get a reliable estimate of a single physician’s
performance if only looking at a few events, which commonly occurs at the level of
the individual physician. The reliability of the estimate of performance can be
improved by aggregating data across multiple providers, such as the practice site or
physician group, aggregating a physician’s data over multiple years, or by
constructing a composite measure that aggregates a physician’s data over multiple
measures. Reliability is important because if the measure is not reliable, you
increase the chance of making incentive payments based on noise or random
variation in performance rather than true signal.
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The National Quality Measures Clearinghouse underscores that the requirements for validity and
reliability are higher when using measures for payment and public reporting, necessitating that
each provider collects data in the exact same way through standardized and detailed
specifications (NQMC, 2012).
Finally, if the approach to performance-based payment embodies quality improvement, then
physicians and other health care providers are more likely to engage. To improve, physicians
need to see comparative data on performance variation. Federal efforts to measure providers’
performance should include real-time feedback outside any annual reporting and payment
adjustment activities to support providers in their work to achieve the specified targets.
(4) How do we improve efficiencies in measure development efforts?
Numerous public and private sector entities are engaged in measure development, including the
Joint Commission, the National Committee for Quality Assurance (NCQA), employer coalitions,
community collaboratives, federal agencies (CMS, AHRQ, HRSA, CDC), state agencies,
private/commercial firms, health plans, and consumer groups. The Centers for Medicare and
Medicaid Services (CMS) alone uses approximately 800 measures across its various programs,
of which 300 were developed and are now being maintained by the agency. With the passage of
the ACA, measurement development efforts have intensified and there is little to no coordination
of this activity.
Historically, there has been poor coordination among the measure developers and those who
finance measure development. The net result has been overlapping investments and
development efforts that generate duplicative or very similar (“me too”) measures. Additionally,
there is a lack of coordination in the application of measures, with multiple parties measuring the
same provider on similar concepts with slightly different measure specifications or thresholds—
creating undue provider burden and confusion. Because much of the current measure
development is occurring using federal tax dollars, there is a clear need to coordinate these
efforts to better deploy scarce resources and minimize burden on providers.
Aware of the need for alignment and coordination, the U.S. Department of Health and Human
Services and the Center for Medicare and Medicaid Services (CMS) have recently begun work
to coordinate efforts within and across the federal agencies that are engaged in measure
development and implementation (i.e., the HHS Measures Policy Council, the HHS Measures
Coordination Work Group, the CMS Quality Measures Task Force, and the CMS Measures
Coordination Work Group). Additional steps should be taken to coordinate federal measure
development with measure developers outside the federal government. Many state
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collaboratives and physician professional societies that are actively engaged in performance
measurement and federal efforts should seek to coordinate with these efforts. To that end, CMS
recently released a request for information (RFI) on the use of clinical quality measure data
reported to specialty boards, specialty societies, regional health care quality organizations and
other non-federal reporting programs. The focus of this inquiry is to understand how such data
might be used to report for the Physician Quality Reporting System (PQRS) and the Electronic
Health Record (EHR) incentive program. These are much needed and welcome first steps.
(5) How do we advance our data systems to enable performance measurement and quality
improvement?
To enable the construction of performance measures that new payment and delivery models
emphasize, we must focus efforts on strengthening data systems. How can we expect physicians
to coordinate care, avoid duplicative use of services/procedures, and manage total cost of care
when they are flying blind? In most cases, physicians only see the care they themselves provide,
given the lack of interconnectivity and information exchange with other providers, such as
hospital, or with the payers, who often have data that the providers need. One example is
pharmacy data that capture whether a patient filled a prescription based on a physician’s order—
data that resides with the payer and not the physician. If a patient is admitted to a hospital or
emergency department, their physician generally does not know this absent a health information
exchange (HIE) or data sharing arrangement with the hospital. In addition to the lack of
information exchange, there are other deficits in our data systems that will continue to hinder our
ability to measure performance unless they are addressed.
A must read paper regarding what we can do to strengthen data systems to enable performance
measurement, and more importantly enable providers to manage care delivery was published in
1999 by my RAND colleague Eric Schneider (1999). This paper lays out a road map for an
integrated health information framework, and identifies seven features that an integrated health
information framework should possess:
1. specified data elements;
2. established linkage capability among data elements and records;
3. standard data element definitions;
4. automated data capture;
5. procedures for continually assessing data quality;
6. strict controls for protecting security and confidentiality of the data; and
7. protocols for sharing data across institutions under appropriate and well-defined
circumstances.
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CMS, as one of the nation’s most influential health care payers, has an important role to play in
strengthening our nation’s health data systems. Implementation of an integrated health
information framework can be catalyzed if the federal government leads by (1) requiring its
provider partners to capture detailed, accurate data and to share data across providers, (2)
defining the data elements that should be captured and standardizing data definitions, and (3)
setting policies that allow for sharing of data across institutions in ways that protect the security
and confidentiality of the data.
Conclusion
In summary, revising physician payment is a daunting challenge, but one that is absolutely
necessary. Performance-based payment reform is vital to driving improvements in health care
delivery. The ability to move forward with new performance-based payment models is
predicated on having (1) a robust set of measures and (2) an integrated health information
infrastructure that supports physicians in their quality improvement efforts and performance
measurement.
As Congress considers policy changes to provider payment, there are several areas where
federal leadership and investment could facilitate and support the transition to value-based
payment models.

1. Provide federal investment in and leadership related to developing a robust
measurement strategy by:
o

defining the performance measure concepts that should be the focus of
accountability and payment,

o

developing the concepts into actual performance measures using a rigorous
development and testing process that ensures that measures are valid, reliable,
and represent important areas for physicians to focus their attention and
resources on, and

o

providing resources to update measures (or retire them) to incorporate changes
in the scientific evidence.

2. Shift the focus and resources towards a greater emphasis on defining and
measuring outcomes. The federal government can lead through the types of
measures it chooses to fund for development. Work to specify and develop outcome
measures should be a top priority for CMS and AHRQ, and physicians should be
strategic partners in this work.
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3. Support the development of a robust integrated health IT framework for quality
improvement and reporting. Federal investment in the national health information
infrastructure can contribute substantially to our ability to assess the performance of
physicians, and, more importantly enable physicians to improve quality and be more
efficient in how they use resources. The ONC, working in coordination with CMS and
AHRQ, should focus on standardizing data elements and definitions and facilitating data
sharing across providers and payers to enable better management and coordination of
patient care and the ability to track longitudinal outcomes. Enhancing requirements that
providers move to report on certain types of measures (such as PROMs) will drive
delivery organizations to invest in the information infrastructure that will support quality
improvement.
4. Continue efforts to coordinate measurement development within the federal
government and expand those efforts to coordinate with measure development
parties outside government. The federal government should continue to coordinate its
measure development and measure applications across the various federal agencies,
and actively work to engage in coordination with the external community of measure
developers.
o

To reduce redundancy of federal investments, federal agencies should be required
to search existing measure databases (the National Quality Measures
Clearinghouse, National Quality Forum) before letting contracts for new measure
development to assess whether measures already exist.

o

Coordination should also occur between measure development work at AHRQ and
CMS and ONC’s efforts to advance the HIT infrastructure in order to support the
development of new, novel measures that HIT may enable. New measures could
occur in the context of identifying high priority targets for clinical decision support
(Damberg et al., 2012) or through leveraging EHR or HIE audit trails (i.e., access
logs) to construct “indirect” measures of quality.

5. Use a rigorous, transparent and inclusive process to develop measures. Because
performance measurement will affect the behavior of physicians and the organizations in
which they work, it is important that what we ask them to focus on is based on scientific
evidence related to actions they can take to influence the outcomes of interest. While
CMS may fund or lead efforts to develop measures, physicians should be actively
involved in these efforts, could lead such efforts, and existing physician-led data
registries that track processes and outcomes could be leveraged. The development
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process should ensure that the measures that will be applied in high stakes applications
are valid and reliable. Results from testing of measures should be publicly available for
physicians to review; such transparency will build confidence in the measurement
system.
6. Support providers in their efforts to improve. Medicare can work collaboratively with
physicians to support improvement by making performance results available in a timely
fashion and showing them comparative statistics on their performance.
7. Recognize that in addition to paying differentially for performance, public
reporting of comparative performance scores (i.e., transparency) is a powerful
incentive to prompt physicians and the organizations in which they work to improve
quality (Lindenauer et al, 2007).
8. Guard against unintended consequences. Paying providers differentially based on a
set of performance measures can potentially lead providers to respond in unintended
ways.
o

First, physicians may seek to avoid more challenging patients who will bring
their scores down. Measures need to be designed (such as adjusting for
differences in the mix of patients) to minimize the likelihood that physicians will
avoid sicker patients. VBP programs can also use other adjustments, such as
holding the mean incentive payout to be equal across pre-defined groups of
providers (e.g., defined by the socioeconomic status of their patients) to avoid
redistribution of payment in ways that harm disadvantaged providers and
patient populations (Damberg and Elliott, 2010). To mitigate these effects,
Medicare will need clinical and sociodemographic information on the patients
cared for by each physician to enable front-end risk adjustment or postmeasurement adjustments, as well as access and other measures to determine
whether providers are avoiding high-risk patients (Schneider et al., 2011).

o

Second, measures dictate the things that providers will focus their attention
on—“what gets measured is what gets done.” Incentive programs often address
only a narrow portion of a physician’s outputs or the processes that contribute
to outputs. To avoid encouraging physicians to focus on a narrow set of items
that are measured and neglecting other important outputs that are not being
measured, it will be important to apply a broad dashboard of performance
measures.
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RAND researchers have developed performance measures (McGlynn et al., 1995; Wenger et al.,
2003; Asch et al., 2004), evaluated the impact of pay-for-performance (Damberg et al., 2009),
and more recently value-based purchasing programs, helped to define alternative measurement
approaches that can support new payment models (Hussey et al., 2009), and assessed the
implications of alternative incentive designs and scoring systems to reward performance
(Schneider et al., 2012; Mehrotra et al., 2010; Damberg et al., 2009; Stecher et al., 2010;
Friedberg and Damberg, 2012). We are happy to work with Committee members to share the
work we have done in this area to inform policy making.
Again, let me thank you Mr. Chairman, Mr. Ranking Member, and members of the Subcommittee
for allowing me to appear before you today to discuss this important issue. I would be happy to
take your questions.
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