
Over the past few years, the need to rede-
fine the goals of physician payment has 
become increasingly apparent through 
repeated examination of the Medicare 
physician payment formula and the recur-
ring debate on annual updates.  Following 
Congressional hearings examining potential 
reforms in 2006, more than ten bills were 
introduced relating to changes in physician 
payment reform.  One such bill was passed 
in December 2006 freezing physician pay-
ment rates for 2007, but adding bonus pay-
ments for physicians who voluntarily report 
quality measures.1  This legislation also 
included a Medicare Medical Home demon-
stration, which aims to provide incentives 
to beneficiaries who require regular medical 
monitoring.2 The addition of financial incen-
tives that are not tied to volume of services 
suggests a movement away from strictly pay-
ing for services rendered. While Congress 
has shown an interest in transforming the 
current method of physician payment, the 
changes they have initiated are only minor 
improvements to a system that is in need of 
a major overhaul.  

Redefining the Goals of Physician Payment
Payment systems provide implicit and 
explicit incentives both to physicians and 
patients.  Recognizing the effects of these 
incentives, and their underlying goals, are 
important components to evaluate potential 
reforms.  Currently, the physician payment 
system rewards physicians for the volume of 
services they provide, which has been criti-
cized because it does not ensure quality care, 
control costs, or promote appropriate ser-
vice use.3,4  Theoretically, appropriate service 
use by physicians will promote better quality 
care, and reduce costs associated with over-
use and underuse.5  There is not, however, 
a single definition of what is appropriate for 
all providers or patients, adding additional 
complexity to the development of a payment 
system based around guidelines for care.  

A new payment system should create incen-
tives for providers to seek improved quality, 
lower costs, provide more efficient care, and 
maintain or improve access to care for con-
sumers.  It would reward the “right” behav-
ior, and would not penalize physicians for 
using cost-effective treatments and services.  
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Establishing such a system that appropri-
ately values and reimburses for services has 
proven difficult for all payers. Attempts 
to reform the legacy fee-for-service 
(FFS) system have been unable to limit 
growth in service volume, contain soaring 
costs, or improve quality for all patients.  
Nevertheless, lessons learned from each of 
these attempts can prove helpful in further 
reforming the system.  While payment is 
not a perfect tool for influencing physician 
behavior, physicians respond to economic 
incentives.6  These responses are condi-
tional on many other factors including 
local market conditions, and professional-
ism, among others.  In addition, while the 
method of payment can be an important 
tool, the amount of payment is also impor-
tant.  An updated vision of payment policy, 
based upon knowledge gleaned from past 
efforts, and informed by new research, can 
lead to the development of a payment sys-
tem that is flexible and sustainable.  

This brief discusses approaches to physi-
cian payment, both tried and evolving, in 
terms of their ability to help redefine the 
goals of reimbursement.  In simple terms, 
these goals are to improve quality of care, 
contain health care costs, and maintain or 
improve access to care.  With a growing 
number of payment systems being pro-
posed by stakeholders, gaps in research are 
becoming increasingly apparent; this brief 
outlines some of the important research 
needed to inform the development and 
implementation of future reform, although 
it does not describe all of the existing gaps 
in knowledge. 

Review of Major Payment 
Approaches
Fee-for-Service 
Medicare and private payers have struggled 
to find a way to make FFS a sustainable 
method of paying for health care.  The cur-
rent system does not offer the infrastruc-
ture physicians and practices need to ade-
quately provide the coordinated care neces-
sary to improve quality and efficiency, and 
reduce costs.7  Physicians are paid explicitly 
for services rendered, but the management 

of chronic disease and coordination of care 
are undervalued.8  With a focus on servic-
es, rather than appropriateness, efficiency, 
or quality, the current system provides 
perverse incentives to increase service 
provision, especially high-cost services, as 
opposed to improve quality care.9  

While FFS may increase overuse of servic-
es, it also combats the underuse of services 
associated with prepayment structures, 
such as capitation.10  In this respect, FFS 
may provide better quality care in some cir-
cumstances; however, there may be signifi-
cant variation, suggesting that a reliance on 
FFS to improve quality is unjustifiable.

Typically, FFS has not significantly increased 
or decreased access to care, however, crit-
ics of the current system have warned of 
reduced access to care for Medicare benefi-
ciaries due to scheduled fee cuts.11  As the 
need for physicians to care for Medicare 
beneficiaries rises due to aging baby boom-
ers, the number of medical students choos-
ing to specialize in primary care is declin-
ing.12  The impending shortage resulted 
from frustration among primary care physi-
cians over the financial and administrative 
demands of the current system.13

Capitation
As the building block of the managed care 
payment system, capitation provides physi-
cians with a specific amount per patient 
per month, regardless of services provided.  
Thus, the payment amount is indepen-
dent of the number or types of services 
provided to an individual patient.  For 
this reason, capitation proved an effective 
incentive to physicians to limit the number 
of services provided.14  Providers who have 
a very sick patient population may not be 
adequately compensated, however, because 
the payment amount is based on an aver-
age cost per patient, typically adjusted only 
for age and gender.  While recent advances 
in risk adjustment based on patient health 
status may improve rate-setting, they are 
not adequate to balance the financial risks 
associated with capitated payments to the 
individual physician.15    

While this presumably allows physicians 
the flexibility to provide the right mix of 
services without regard to the individual 
payments assigned to each service, it also 
carries the risk of underutilization.  As with 
fee-for-service, the incentives for physicians 
to perform services are misaligned; this can 
result in inefficient, poorer quality care.    

Research suggests that capitation may 
improve access to a usual source of care, 
yet, it has the potential to decrease access 
and other services.16  Health maintenance 
organizations (HMOs), the payer that most 
commonly utilizes capitation, have been 
heavily criticized by consumers for  limit-
ing access to care. These critiques, howev-
er, are based on the administrative barriers 
HMOs also use to limit costs, such as, set-
ting strict networks, requiring referrals, and 
prior authorizations for costly services.

Salary
Much like other professionals, salaried 
physicians receive a set compensation per 
pay period.  A benefit, and burden, of the 
salary system is that it removes the link 
between the individual patients and physi-
cian performance.  Salary systems provide 
no incentives for physicians to either over-
use or underuse services, but neither does 
it offer them incentive to provide quality 
care.  Lack of a financial benchmark, either 
high or low, eliminates a physician’s need 
to set a performance level for him or  
herself and discourages any consideration 
of cost-effectiveness when determining 
treatment plans.  Critics also suggest  
that salary systems are not responsive  
to rapid environment changes; salaried 
physicians have no incentive to change 
their caseload or service provision if 
demand for care changes.17 

While salary systems do not explicitly 
involve benchmarks for service volume 
or performance, the person or organiza-
tion providing the salary has the ability, 
as in other professions, to set individual 
or organization-wide performance goals.  
These performance goals can be tied to 
a number of incentives, or disincentives, 
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such as bonuses, annual or semi-annual 
raises, or termination.  Research has shown 
that organization-wide performance goals 
or incentive structures, independent of the 
reimbursement model, can affect the prac-
tice style of a physician.18

Limited research exists on the effect of sal-
ary systems on access to care for consum-
ers because it is not a widespread payment 
system.  Based on its characteristics, how-
ever, it can be deduced that like FFS, salary 
systems do not significantly alter access for 
consumers.  Further evaluation of those 
systems that do exist is necessary to better 
understand their effect on access.  

Administrative tools
While payment methods provide strong 
behavioral incentives for physicians, other 
administrative options can mitigate or 
aggravate financial incentives.  For exam-
ple, managed care organizations attempt 
to utilize limited networks, identifying and 
choosing providers that charge lower rates 
or practice more efficiently, to reduce costs 
through diminished utilization.  Utilization 
review and prior authorization have also 
been used to reduce the use of certain 
services. While there is some limited evi-
dence that these administrative options 
can mitigate the incentives to increase 
service use, and therefore limit service 
costs, they can also increase administrative 
costs and engender ill will by physicians 
and patients.19  By design, these kinds of 
administrative tools limit access to specific 
services, but their overall effect on access 
is unknown.  

In the age of consumer-directed health care, 
administrative tools may or may not provide 
the same incentives to increase or reduce 
utilization of services.  Recent literature sug-
gests that while cost-saving incentives are 
being focused on the consumer, often in 
the form of cost-sharing and benefit exclu-
sions, some incentives to providers, such 
as withholds or bonuses, will remain viable 
to promote high-quality care.20  Research 
has shown that consumers will utilize some 
forms of care regardless of price, and some 
physicians will perform particular services 

on all patients with a particular condition 
without regard to the size or form of reim-
bursement.21  The effect of the cross-over 
between consumer and provider incentives 
is still unknown, because in many cases, the 
incentives have not been implemented on a 
large-scale or over a long enough period to 
provide adequate data analysis opportuni-
ties.22  There is some indication that engag-
ing consumers in health care decision-mak-
ing will improve quality of care.  However, 
there is insufficient research to determine 
whether this is accurate.23  Theoretically, 
consumer-driven health care products are 
designed without restrictions to providers or 
services, enabling increased access to care.  
To date, there has been no research detail-
ing how these new products or administra-
tive tools affect access to care for the overall 
population.

It is important to keep in mind that the 
administrative tools and payment methods 
used by insurers are not always readily appar-
ent to individual physicians.  Physicians prac-
tice in a multitude of environments, including 
large group practices, which can often miti-
gate financial incentives provided by insurers.  
In such instances, physician compensation 
may be different from the payment method.  
In fact, some groups may blend payments 
to physicians and provide a combination of 
efficiency incentives and other incentives.  
Some would argue that the newer approaches 
to payment discussed below may not be an 
effective way to induce individual physicians 
to change performance, but are in fact a way 
of inducing groups of physicians to imple-
ment organized processes to improve quality 
and control costs.24  While physician groups 
can influence health care costs through nego-
tiation of prices paid, insurers can also change 
the culture of physician groups by rewarding 
those groups that perform high quality servic-
es efficiently.25  In addition to their ability to 
impact quality, traditional HMO administra-
tive tools, in addition to capitation, when  
used in a group practice has shown to 
improve access to care more than individual 
physician capitation, implying that the group 
has a level of control over the actions of the 
individual physicians.26

Options for Expansive Reform
Although none of the existing payment 
methods appears to produce the right set of 
incentives for all types of care, a number of 
innovative reforms are being developed and 
tested.  It is important to recognize, how-
ever, that expansive reform will not happen 
overnight and that the culture surrounding 
the delivery of health care must also change 
for major quality adjustments to occur.  In 
its report on transforming health care qual-
ity, the Institute of Medicine noted that 
“redesigning the health care delivery sys-
tem… will require changing the structures 
and processes of the environment in which 
health professionals and organizations 
function.”27  Major transformation is an 
evolutionary process, however, and is not 
likely to occur in one step.  A sustainable 
payment system must include the flexibility 
to adjust and adapt as the environment 
changes.  While striving to improve quality 
and restrict the growth in health care costs 
are desirable goals of a payment system, it 
is also important to construct a system that 
will produce changes in the way care is pro-
vided, which includes improving access to 
high-quality care.

Pay for Performance 
The Bush Administration has promoted 
price and quality transparency in health care, 
encouraging consumers to take charge of their 
health care decision-making.28  Pay for perfor-
mance (P4P) provides payments to providers 
who meet or exceed certain care quality mea-
sures, as determined by the payer.  Initiatives, 
both in private insurance and Medicare, are 
on the rise, yet little research has been done 
to evaluate their effect on overall health care 
quality.29, 30   Inconsistencies among evalua-
tions of pay-for-performance initiatives sug-
gest that a simple P4P system may reduce 
costs or improve quality.  

Research has indicated that P4P as an inde-
pendent payment system may not improve 
quality, or control health care costs as much 
as anticipated, at least not initially. 31,32  In 
its current state, P4P seems best suited to 
increase the adoption of preventive ser-
vices, including recurring care for chronic 
illnesses, because it relies on administrative 
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claims data to determine physician perfor-
mance.  In addition, some question whether 
the incentives under P4P will be sufficient 
to counteract the incentives that exist under 
the current payment system; can a small 
payment at the margin reward behavior that 
is not income maximizing?

Even before implementation, research and 
evaluation must be funded to develop and 
test the validity of quality measures before 
judging physician performance and con-
necting it to reimbursements.  Important 
decisions regarding the size of incentives, 
how to deal with patients with chronic 
conditions, and how to account for patient 
behavior must be included in the develop-
ment of a successful system, yet little eval-
uation of these aspects of P4P has been 
done.  Equally important is the method of 
determining attribution.  Recent research 
indicates this will be a significant obstacle 
for Medicare, as beneficiaries tend to visit 
multiple physicians.33

Strict P4P models could reduce access for 
already underserved areas because low-
performing providers are often located 
in areas with vulnerable populations.  
Minorities are more likely to live with 
and die of chronic illnesses and receive 
care in emergency rooms, and are less 
likely to have health insurance, increasing 
the challenge to improve their quality of 
care.34  Research has suggested that qual-
ity improvement efforts could actually 
increase disparities that already exist in 
health care, noting that in order to avoid 
this unintended consequence, quality 
efforts must specifically target minorities.35  
Providing quality care to all without affect-
ing access for any will prove difficult under 
a pure P4P system.  

Medicare has tested P4P in several dem-
onstrations, and most recently began the 
Physician Group Practice Demonstration.  
The demonstration attempts to encourage 
coordination between Part A and Part B, 
promote efficiency by supporting adminis-
trative structures and processes, and reward 
physicians for improving 

health outcomes.36  The ten groups that 
are participating in the demonstration 
have at least 200 physicians, and are being 
evaluated on 32 quality measures that were 
developed with the help of physician and 
specialty associations and were reviewed 
by the National Quality Forum.37  CMS 
plans to use the demonstration to evaluate 
how physician groups respond to financial 
incentives based on performance and use 
these findings to develop broader physician 
payment initiatives in Medicare.  

Private payers have had success in utiliz-
ing measurement and reporting, some with 
financial incentives, to improve perfor-
mance.  In particular, UnitedHealthcare 
developed a multifaceted strategy to 
improve performance – including promot-
ing and disseminating information, analyz-
ing variations in care practices and identify-
ing and promoting providers with superior 
quality – that incorporate the use of pay-
ment systems that support innovation and 
flexibility (including P4P).38 

Combining P4P with more comprehensive 
payment change could provide the neces-
sary incentives to both control costs and 
improve quality.  For example, if the base 
payment system were to contain strong 
incentives for efficiency and cost control, 
then measures could be developed to 
monitor specific performance targets and 
ensure quality.     

Bundled Payments 
In other parts of Medicare, reimburse-
ment policies have moved toward bundled 
payments, which elicit little concern over 
unwarranted volume increases for the ser-
vices that have been “bundled” and paid 
for together.39  In the Coronary Artery 
Bypass Graft (CABG) sugery demonstra-
tion, bundled payments encouraged coordi-
nation of care between hospitals and physi-
cians, which resulted in lower costs and 
higher quality of care.40  Creating bundles 
of services for high-cost DRGs, usually 
associated with chronic conditions, could 
help to facilitate care coordination and 
improve quality for these conditions.41  

MedPAC, in an analysis of potential 
changes to the current Medicare physician 
payment system, has begun to examine the 
use of episode groupers to assess physician 
efficiency, which they define as the “inter-
action between resource use and quality of 
care.”42  As noted in the June 2006 Report 
to Congress, “many private health plans 
already measure and compare physicians’ 
resource use using episode groupers.”43  
Initial analyses show that groupers attri-
bute care to a single physician in most 
cases, which could help to identify efficient 
physicians for payment purposes.44  While 
further analysis is being done to examine 
accuracy at the individual physician level, 
the use of episode groupers to determine 
physician efficiency could minimize the 
need for analysis of individual claims.45  
Tying payments to efficient care would 
promote appropriate utilization levels of 
services, helping to control costs while 
providing quality care.  

In 2006, PROMETHEUS Payment, Inc. 
released a white paper describing a new 
payment system based upon evidence-
based care.46  Evidence-based case rates 
(ECRs) will serve as the base payment 
to physicians, which are being developed 
using evidence-based guidelines.  Payments 
based on these case rates are financed 
from a portion of payment withheld in a 
“performance contingency fund” tied to 
provider performance on process and out-
comes, patient experience of care, and cost 
efficiency.  A portion of the score is tied to 
clinical integration, although each provider, 
from the physician to the pharmacist, is 
reimbursed for the portion of the episode 
for which they are responsible.47  Because 
providers are also responsible for the refer-
rals they make, quality and efficiency scores 
are provided openly, promoting the use of 
high quality specialty services.48  There is 
some concern that there is not currently 
enough evidence to develop ECRs for 
every condition or combination of con-
ditions that a physician may encounter.  
While the proposal is in the early develop-
mental stages and many details need to be 
addressed, it offers an interesting per
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spective on bundled payments.  Certainly, 
assessing the impact of this model on costs 
and quality of care through in real world 
settings should be considered.    

Medical Homes 
As improving health care quality becomes 
a larger policy discussion, there has been 
increased focus on coordination of care.  
Exploring the barriers to delivering qual-
ity health care, the Institute of Medicine 
described the American health care system 
as “a highly fragmented delivery system 
that largely lacks even rudimentary clinical 
information capabilities, resulting in poorly 
designed care processes characterized by 
unnecessary duplication of services and 
long waiting times and delays.”  The cur-
rent system is not designed to properly 
care for the growing number of chronically 
ill Americans; it provides little support 
for care coordination, the provision of 
evidence-based medicine, or long-term pre-
ventive medicine.49  

Over the past several years, two major 
physician groups, the American Academy 
of Family Physicians, and the American 
College of Physicians, have developed a 
proposal for major reform in the health 
care delivery and payment systems.50  The 
proposal focuses on coordination and 
quality of care, with one physician serving 
as a “medical home” for each patient.51  
Payments would include a prospective, 
bundled component, a fee-for-service per 
visit component, and a performance-based 
incentive component, each risk-adjusted 
for case-mix, which will increase reim-
bursement to account for increased admin-
istrative burdens associated with the overall 
management of patient care to those serv-
ing as medical homes.52 Financial incentives 
are provided to physicians who provide 
appropriate care including referrals to other 
efficient providers.  In its most recent posi-
tion paper, the ACP posits that the propos-
al will “facilitate a sustainable environment 
in which physicians are provided adequate 
incentives for furnishing care appropriate 
to the patient population.”53

Differentiated payment systems
Researchers are beginning to look into the 
feasibility of designing separate payment 
systems, with separate goals, for various 
providers or services. Developing separate 
payment systems for different providers 
could promote appropriate service use by 
providing financial incentives for specific 
specialties, such as primary care.  For exam-
ple, a family physician who serves as the 
primary care provider for a patient could 
help improve quality and control costs for a 
diabetic patient by checking in on a weekly 
basis, however, this takes time and is not 
usually reimbursed.  If primary care provid-
ers were offered financial incentives to pro-
vide these additional services, they would 
likely provide them.  On the other hand, a 
radiologist would not need to provide this 
kind of personalized service, and should 
not be compensated to do so, warranting 
a different kind of payment system.  The 
differentiation of services, by cost, diffi-
culty, and cost-effectiveness, in addition to 
differentiation of providers (primary care 
vs. specialty), could help to control costs 
by more accurately paying for services, and 
controlling inappropriate service use.  To 
date, there are no specific proposals for 
such a complicated system, and research 
is limited on the best way to differentiate 
between services and providers.  

While a method to differentiate, and there-
fore pay, different types of providers exists, 
there is no empirical way to differentiate 
between types of services provided by any 
type of provider.  The current method for 
coding services provided in administra-
tive claims data may provide guidance.  
However, this would likely provide a sys-
tem no different than the current, relative 
value-based system in fee-for-service.  

Harold S. Luft, Ph.D., University of 
California, San Francisco, is doing research 
to develop a system which combines the 
differentiation of services and provid-
ers.  Still in early development, this system 
includes: lump-sum payments for acute 
episodes; annual payments for managing 
chronic conditions; fee-for-service payments 

for minor acute episodes; fee-for-service 
payments for preventive care; and annual 
payments for serving as a medical home.54  

Research Gaps
To ensure viability of any potential changes 
to current Medicare payment policies, 
research and evaluation must be com-
pleted.  Policy changes require extensive 
development prior to implementation,  
and a number of research questions 
remain unanswered.  While the discussion 
below includes only a few of the numer-
ous physician payment issues meriting 
further research, its topics are integral to 
the evaluation of current demonstrations 
and initiatives, and therefore are key to the 
long-term sustainability of any reformation 
of the physician payment system. 

Making Data Available for Researchers
For a complete analysis, research and evalua-
tion of potential policy changes often require 
significant data.  Although some data are 
available for use by researchers, much of the 
data necessary to complete a thorough analy-
sis remains unavailable, and much of the data 
that are available have significant limitations.  
These limitations include prohibitively high 
costs to obtain the data, and restrictions on 
linking data. For example, aggregating data 
from multiple payers to the physician level 
to obtain a complete picture of a physician’s 
practice style is difficult.  In addition, privacy 
concerns inhibit sharing of data.  Because 
Medicare is the largest purchaser of health 
care in the United States, its data provides 
information on a vast majority of patients 
and providers.  Increasing accessibility to 
more of Medicare’s clinical and claims data 
would provide researchers the ability to fully 
examine large-scale potential changes and 
demonstration projects.  Additionally, provid-
ing researchers the ability to link Medicare 
data with private payer data could increase the 
information available to fully assess changes in 
physician payment and quality measurement.  

Measurement
Physician performance measurement is part 
of most reform options that have been dis-
cussed.  While a number of specialty societies 
and quality organizations have been develop-
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ing performance measures for a large number 
of conditions and services, they have not 
been universally accepted, and there is no 
infrastructure in place to collect or analyze the 
data necessary to provide informative results 
to physicians.  Questions about performance 
measurement remain, and will require addi-
tional research and evaluation to answer them.  

Definitive research has not been done deter-
mining whether process or outcome mea-
sures are best for determining performance. 
Research is needed to conclude which pres-
ents a better measure of quality.  More spe-
cifically, evidence is needed to support either 
process or outcome measures as the primary 
method of performance measurement, more-
over, a combination of process and outcome 
measures may be most appropriate if specific 
services lack process measures.  When gaug-
ing the best method of performance manage-
ment, it is important to evaluate expectations.  
How should casemix be accounted for with 
performance measurement?  Should measures 
be risk adjusted, or will quality account for 
differences in patient health?  Can we expect 
to measure patient preferences?  If so, how 
can they be measured and reported?  While 
many opinions exist on these questions, little 
research evidence exists to determine exactly 
how these questions will be addressed.   

Because there is not currently a strong 
infrastructure for reporting quality metrics, 
the administrative burdens on physicians 
and their office staff must also be taken 
into account.  Will there be increased pay-
ment for investing in the infrastructure?  
Will additional payments be made to sup-
port administrative staffs who submit the 
metrics?  Before quality measures can be 
fully implemented in a payment system, 
these questions must be examined to deter-
mine the best method of payment.

Physician Responses to Payment 
Incentives
When striving to reform the broad goals of 
a payment system, it is important to evalu-
ate how physicians respond to various pay-
ment incentives.  Aligning these incentives 
with the goals will ensure that not only will 
changes occur, but that they will last.

Most physicians have contracts with more 
than one insurance carrier.  The financial 
incentives of one carrier are in competition 
with those of another.  Understanding how 
incentives drive action to produce desired 
results is important in designing a system 
that will have an effect, regardless of the 
incentives being provided by other carri-
ers.  Medicare, as a large payer, can drive 
the payment systems of other carriers, and 
create a significant change in physician 
behavior with positive incentives.  The 
extent to which Medicare’s effect on phy-
sician behavior is definitive is unknown.  
Examining these effects will be important 
in assessing the success of any changes in 
payment incentives.  

Equally important is the effect that 
incentive adjustments have on physi-
cian organizations.  For example, medical 
groups often re-distribute payments from 
insurance companies to their physicians.  
They may use an entirely different pay-
ment approach, e.g., receiving a capitated 
payment from a health plan and paying 
physicians in the group on salary.  If a 
payment system is performance-based, 
how would the incentives be distributed, 
and would this ultimately change the way 
the incentives work?  Additionally, medi-
cal groups could provide incentives that 
counteract the incentive payments set up 
by the insurance carrier.  Is it possible that 
performance-based incentives from the 
insurance carrier are lost when distributed 
among medical groups?  Is there a system 
of incentives that could counterbalance the 
distribution within medical groups?

While we know that an expenditure tar-
get in Medicare encourages physicians to 
increase the volume of services they provide, 
labeled the “behavioral offset,” research is 
lacking about more specific relationships 
between payment incentives and resource 
use.55  Research has also indicated that there 
is significant variation in Medicare payments 
by geographic location.56  This research, 
however, does not explore the relationship 
of payment incentives to individual physi-
cians and resource use, and it is limited to 
geographic location.  Other characteristics 

beyond geographic location could have an 
effect on the ultimate resource use of a phy-
sician, due to or regardless of the payment 
incentives.  Race, gender, and socioeconomic 
status of the patients receiving services could 
all have an impact on physician resource use.  
Understanding the motivations for physician 
resource use could provide the information 
necessary to develop payment structures 
to correspond to more appropriate utiliza-
tion overall.  It is also important to examine 
how the point of service for a patient affects 
the services provided, helping to identify 
high-utilization provider locations, such as 
individual practices, multi-specialty groups, or 
specialty providers.

While pay-for-performance is being touted 
as a cost containment method, little research 
has been completed to support this claim.  
It is essential to better understand the abil-
ity of pay-for-performance to affect the way 
in which a physician practices.  Research 
should address its effect on the quality of 
care provided as well as its ability to control 
costs.  A new payment system must address 
all of the goals set, and a full examination of 
potential changes is needed. 

Access to Care
Research suggests that the socioeconomic 
rift in access to health care is becoming 
increasingly apparent.57  Health care is 
becoming more centered in affluent areas, 
leaving those in low-income areas, often 
areas with large concentrations of minori-
ties, with reduced access to care.58  Little 
research exists to determine how changes 
in payment policies could affect access to 
care, especially for already vulnerable popu-
lations.  Much of the research on physician 
responses to changes in payments exists 
in the literature on Medicaid.59  Although 
not definitive, research suggests that states 
with lower reimbursement rates also have 
lower rates of physicians who are willing to 
accept new Medicaid patients.60

Medicare beneficiaries are fortunate to 
have nearly unrestricted access to provid-
ers, however, Congressional testimony 
from MedPAC Executive Director, Mark 
E. Miller, Ph.D., suggests that failure 
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to increase payments to physicians, 
either overall or for specific services, 
could, over time, reduce access to care.61  
Understanding the potential decline in 
access to physicians for beneficiaries due to 
changes in payment systems is an extraor-
dinarily important aspect of evaluating 
demonstrations prior to full implementa-
tion.  It is especially important to evaluate 
its effects because the potential for quality 
improvement through performance mea-
surement could be diminished by reduced 
access to care.  

Conclusion
Given the constantly changing environ-
ment of the health care system, it is impor-
tant that a new system is flexible, enabling 
reevaluation and adjustments as technology 
changes.  It is clear that major changes are 
necessary to the current physician payment 
system, however, research and evaluation 
must be done before implementation of 
any new system.  Conducting targeted 
research and evaluation on specific options 
for reform can provide insight into the 
sustainability of any changes that are made.  
While the current system may not provide 
incentives to provide high-quality care, it 
is important that all factors, such as the 
impact on access to care, be considered 
before undertaking reform efforts.  
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