
 

      
       

    
       

     
     
     

       
  

 

     
     

       
 

       
     

       
  

 
    

      
       

     

 

    

       

      

     

 

     

     
       

 
 

    
       

     
 

     
    

     

    
     

 
      

     
        

     

       
      

      
  

      
      

 
 
 

Pioneering Pay-for-Quality: Lessons from the Rewarding 

Results Demonstrations
 

Gary J. Young, J.D., Ph.D., James F. Burgess, Jr., Ph.D., and Bert White, M.B.A., D.Min. 

This article reports six overarching les­
sons learned from seven pioneering initia­
tives in the pay-for-quality (P4Q) movement. 
These lessons relate to the specific design and 
implementation challenges sponsors of P4Q 
programs can expect. The lessons are: (1) 
P4Q can prioritize providers’ quality goals, 
(2) provider engagement is difficult, (3) 
P4Q escalates concerns for data accuracy 
and validity, (4) P4Q increases the need 
for population-based information technol­
ogy and infrastructure, (5) tradeoffs exist 
between stimulating investment in qual­
ity infrastructure and diluting the power 
of incentives for individuals, and (6) 
significant challenges exist in documenting a 
positive return on investment. 

intrODUCtiOn 

In the last several years, the U.S. health 
care industry has embraced the concept 
of P4Q as a key approach to improving 
quality of care. The basic concept entails 
giving providers, usually physicians or 
hospitals, financial incentives to achieve 
assigned quality goals. Over 100 programs 
are now in place through health plans and 
employer groups (Belden, 2006). Several 
States either have adopted or are consid­
ering adopting a P4Q strategy for their 

The authors are with the Department of Veterans Affairs and 
Boston University School of Public Health. The research 
in this article was supported by the Agency for Health-
care Research and Quality (AHRQ) under Grant Num­
ber 5 R01 HS013591 and by the Robert Wood Johnson 
Foundation (RWJF) under Grant Number 04851. The state­
ments expressed in this article are those of the authors 
and do not necessarily reflect the views or policies of the De­
partment of Veterans Affairs, Boston University School of 
Public Health, AHRQ, RWJF, or the Centers for Medicare & 
Medicaid Services (CMS). 

Medicaid Programs, and Congress has 
mandated Medicare to have a P4Q pro­
gram for hospitals by 2009. The adoption 
of a P4Q strategy for Medicare, the larg­
est health insurance program in the U.S., 
sends a clear signal throughout the indus­
try that using financial incentives to pro­
mote quality has become a central element 
of U.S. health care policy. 

As the P4Q strategy spreads, pro­
gram sponsors need information that can 
guide them in designing and implement­
ing P4Q programs. While some academic 
studies are now appearing in the litera­
ture (Lindenauer et al., 2007; Rosenthal 
et al., 2006), these generally tend to focus 
on documenting program effects on qual­
ity and do not speak to the challenges that 
program sponsors face in implementing 
such programs. In this article, we report 
on several overarching lessons that we 
gleaned during our role as the national 
evaluator for the Rewarding Results (RR) 
demonstration. RR, which consisted of 
seven demonstration sites, was designed to 
test different ways of designing and imple­
menting programs for linking financial 
incentives with quality measures. While 
we have reported selected findings from 
our evaluation elsewhere, in this article we 
seek to synthesize our evaluation results 
into a set of key lessons that can provide 
guidance to program sponsors in their 
efforts to design and implement P4Q pro­
grams in the future. Our previous reports 
of selected findings from the evaluation are 
cited throughout the article as they apply 
to the key lessons. 
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BaCKgrOUnD 

In 2002, three private foundations— 
RWJF, California HealthCare Foundation, 
and the Commonwealth Fund—solicited 
sponsored projects to provide early, hands-
on expertise in the design, implementation, 
and evaluation of provider reactions to P4Q 
initiatives. The 7 selected demonstration 
projects were chosen from 151 applications 
submitted by health plans, employers, 
unions, State agencies, and collaborative 
efforts among employers, providers, and 
plans. Each demonstration made provid­
ers eligible for financial and non-financial 
rewards based on the achievement of spe­
cific quality goals linked to clinical quality. 
Then, AHRQ funded us to do the national 
evaluation of the RR program. 

As can be seen in Table 1, the RR 
demonstration projects offered varied 
approaches to designing and implement­
ing P4Q programs. The sites covered sev­
eral geographic areas of the country with 
strong representation of California, where 
there has been considerable interest in 
the concept. Across the seven programs, 
several types of insurance arrangements 
also were represented, namely health 
maintenance organization, preferred pro­
vider organization, and Medicaid. The 
programs varied as to the unit of account­
ability—the type of provider or organiza­
tional arrangement eligible to receive the 
incentive money. In some programs, indi­
vidual physicians were eligible, whereas 
in others it was physician organizations 
(POs) (i.e., group practices and indepen­
dent practice associations). In either case, 
the focus was generally on primary care 
physicians. Hospitals did serve as the unit 
of accountability for one program, Blue 
Cross Blue Shield® (BCBS®) of Michigan. 
Most of the selected quality measures tar­
geted clinical processes undertaken to pre­
vent disease or manage chronic illnesses. 

Additionally, the programs had different 
incentive structures consisting generally 
of either bonuses, enhanced fee schedules, 
or withhold arrangements. Also, the pro­
grams linked incentives to one or more 
reward categories in addition to clinical 
quality (Table 2). 

MetHODS 

We arrived at the overarching lessons 
presented in this article by synthesizing 
information from several sources. One 
was the data we collected in our role as the 
RR national evaluator. These data include 
responses from over 1,500 physicians to a 
survey questionnaire we fielded in several 
of the demonstration sites that focused 
on respondents’ general attitudes toward 
P4Q and specific experiences with P4Q 
programs (Young et al., 2007b). Another 
was telephone interviews we conducted 
with over 50 senior leaders of POs to learn 
how their organizations were respond­
ing to quality-related financial incentives 
(Bokhour et al., 2006). Most of these inter­
views were conducted with senior leaders 
whose organizations were involved with 
the demonstration sites in Massachusetts 
and California. We also conducted site vis­
its to selected POs and hospitals (Sautter 
et al., 2007). In addition, we interviewed 
representatives of the health plans and 
employer groups that sponsored the P4Q 
programs in the demonstration sites. 
Details of our data collection methods and 
analytic procedures are presented in the 
previously referenced articles. 

Aside from the data we collected, we 
also drew from the work of other research­
ers who studied these seven demonstration 
sites. While we served as the RR national 
evaluator, each program sponsor had a 
local evaluator as well who conducted 
analyses of particular interest to the spon­
sor. We drew from these local evaluators’ 
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Table 2
�

Reward Category and Corresponding Weights for Rewarding Results Demonstrations
�

Reward 
Category 

Blue Cross 
Blue Shield® 
of Michigan 

Blue Cross® 
of California 

Bridges to 
Excellence1 

Excellus/ 
Rochester 
Individual 
Practice 
Association 

Integrated 
Health 

Association2 

Local Initiative 
Rewarding 
Results 

Massachusetts 
Health Quality 
Partners2 

Clinical Quality 
Measurement 

60 40 100 
Percent 

40 50 100 Plan-Specific 
Proprietary 
Reward 

Arrangements 

Patient 
Satisfaction 

— — — 20 30 — Plan-Specific 
Proprietary
 Reward 

Arrangements 

Information 
Technology 

— 18 100 — 20 — — 

Patient Safety 30 — — — — — — 

Utilization Cost 
Effectiveness 

— — — 40 — — — 

Generic Prescribing — 20 — — — — — 

Access to Care — 22 — — — — — 

Community Project 10 — — — — — — 
1 Offers distinct, focused incentive programs in the clinical quality measurement and information technology reward categories. 
2 These programs are consortiums among a group of health plans and other stakeholders, the Integrated Health Association consortium recommends 
weights for a category for specific initiatives, but Massachusetts Health Quality Partners does not. 

SOURCE: Young, G.J., Boston University School of Public Health, 2007. 

published and unpublished written mate­
rial and interviewed them several times 
during the course of the demonstra­
tions. We also attended several meetings 
that brought all the evaluators together to 
discuss and share results of their research. 

leSSOnS 

These lessons (Table 3) do not speak 
specifically to the most critical ques­
tion concerning P4Q; that is, does this 
approach lead to actual improvements in 
quality of care. We do not address this 
question in the form of a lesson because 
the demonstrations were not designed to 
provide definitive evidence on the impact 
of P4Q on clinical quality. Evaluations 
of the impact of the incentive programs 
have been conducted at several of the 
demonstrations sites (Felt-Lisk, Gimm, 
and Peterson, 2007; Young et al., 2007a), 

and these evaluations have produced evi­
dence pointing to positive, albeit modest, 
improvements in quality. However, conclu­
sions about the overall impact of financial 
incentives across the seven demonstration 
sites are significantly constrained by meth­
odological limitations such as inadequate 
baseline data or a lack of suitable con­
trol groups. Accordingly, our focus in this 
article is to highlight the challenges and 
opportunities that program sponsors and 
providers confronted as pioneers in the 
P4Q movement. 

Prioritize Providers’ Quality goals 

The spread of P4Q in the health care 
industry has occurred in the face of a vig­
orous debate about whether and to what 
degree providers will respond to financial 
incentives for improving quality of care. 
While, as noted, we cannot offer definitive 
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Table 3
�

Six Key Overarching Lessons from Rewarding Results Demonstrations
�
P4Q Can Prioritize Providers’ Quality Goals 

Provider Engagement in P4Q is Difficult to Achieve 

P4Q Escalates Concerns for the Accuracy and Validity of Quality Measurement 

A Lack of Quality Improvement Infrastructure is a Major Barrier to Achieving P4Q Goals 

Selecting a Unit of Accountability for a P4Q Program Entails Potentially Important Tradeoffs Between Stimulating Investment in 
Quality Infrastructure and Diluting the Power of Incentives for Individual Providers 

Program Sponsors Face Significant Challenges in Documenting a Positive Return on Investment 

NOTE: P4Q is pay-for-quality.
�

SOURCE: Gary J. Young, Ph.D., J.D., Boston University School of Public Health, 2007. 


evidence of actual quality improvement 
(QI), the findings from the demonstrations 
strongly indicate that many providers gave 
priority to the quality targets for which 
they had incentives. Across the sites, 
many providers reportedly responded 
to the incentives by shifting their atten­
tion to the assigned quality targets. Their 
attention to the quality targets often led 
to investments in QI infrastructure, such 
as disease registries, point-of-service alert 
sheets in patient charts, and additional 
staff to conduct patient outreach activities. 

For example, at the BCBS® of Michigan 
demonstration, which focused on hospitals, 
approximately 75 percent (50/66) of hospi­
tal leaders reported that they responded 
to incentives by enhancing their QI infra­
structure. During site visits to 10 hospi­
tals participating in this demonstration, 
we saw many examples of how hospitals 
responded to the financial incentives by 
adding staff or investing in information 
technology (Sautter et al., 2007). Similarly, 
at the Integrated Healthcare Association 
(IHA) demonstration, POs were observed 
to be very responsive to quality-related 
incentives, particularly through invest­
ments in information technology (Williams 
et al., 2006). 

Indeed, across the sites, providers exhib­
ited a willingness to pursue quality-re­
lated incentives even though the majority 
of physicians we surveyed had concerns 

about the adequacy of the incentive money 
(Young et al., 2007b). While the available 
evidence from the demonstrations cannot 
be used to estimate a precise relationship 
between magnitude of financial incentive 
and provider performance, some evidence 
from the demonstrations suggest that 
incentives amounting to approximately 5 
percent of total physician earnings are ade­
quate for gaining some degree of meaning­
ful attention from physicians (Mehrotra 
et al., 2007; deBrantes, 2005). Of course, 
program sponsors who possess substan­
tial market share, and thus account for a 
significant portion of providers’ earnings, 
will likely have a distinct advantage in 
attracting the attention of providers. 

Aside from money, provider responsive­
ness to P4Q programs appeared to reflect, 
at least in part, a feeling of professional 
responsibility for quality of care. Among 
providers interviewed at one demonstra­
tion site, there was a strong consensus that 
financial incentives tied to improving qual­
ity were far preferable to incentives tied 
to reducing utilization or increasing pro­
ductivity (Bokhour et al., 2006). Further, 
the surveys we conducted indicated that 
most physicians are comfortable with the 
concept of P4Q, though they had definite 
concerns about the ways programs were 
designed and implemented. The surveys 
also indicated that in the early phases of 
the demonstrations, providers were not 
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overly concerned that the incentive-linked 
quality measures would distract them 
from performing other important, but 
not explicitly rewarded, activities (Young 
et al., 2007b). 

Nevertheless, provider attitudes and 
behaviors regarding the incentive pro­
grams did not always prove optimistic for 
the future of P4Q. For instance, some pro­
viders found P4Q to be a one-size fits all 
proposition that can stand in the way of 
meaningful QI. In addition, while policy-
makers would of course like to see P4Q 
programs raise the quality of care for all 
patients, whether or not they are enrolled 
in a health plan with a financial incen­
tive program, we found that some provid­
ers limited their attention only to those 
enrollees for whom incentives were avail­
able. Indeed, a number of POs reported 
that efforts to limit administrative costs 
associated with pursuing a quality-related 
incentive required that they focus only on 
covered patients. 

Provider engagement 

While evidence from the demonstrations 
indicates shifting attention to incentive-
linked quality targets, program sponsors 
also faced difficult challenges to engage 
many providers fully in P4Q programs. 
That is, providers turned their attention to 
the rewarded measures, but often with less 
than full appreciation of the critical features 
of the incentive programs. For program 
education, sponsors largely relied on stan­
dard methods of communication with pro­
viders—mass mailings, provider relations 
contacts, and newsletters; however, such 
methods clearly fell short. Our own sur­
veys indicate that physicians, on average, 
had a low level of understanding of basic 
features of the P4Q programs in which 
they participated, such as incentive struc­
tures, payout formulas, and measurement 

specifications (Young et al., 2007a; Meterko 
et al., 2006). This was true of all physi­
cians we surveyed, regardless of whether 
they or the organizations with which they 
were affiliated (i.e., physician or hospital) 
were the unit of accountability. Further, 
approximately 10 percent of the physicians 
surveyed indicated that they did not know 
any of the quality measures for which they 
were eligible to receive financial incen­
tives. Other researchers reported similar 
findings from their independent efforts to 
assess provider awareness of and engage­
ment with P4Q in the demonstration sites. 
One conclusion from the evaluation of the 
Bridges to Excellence demonstration was 
that physicians found the rules regarding 
patient eligibility and rewards complicated 
and difficult to understand (Thomson 
Medstat, 2007). In one site that rewarded 
individual physicians, 75 percent of those 
eligible received a bonus payment in the 
first year, yet very few knew if they had 
received it or made a connection between 
the payment and their performance on the 
program’s quality measures (Teleki et al., 
2006). Anecdotally, some physicians in 
this site were so unaware of the financial 
rewards available to them that they tossed 
out mail that included their bonus checks 
(Curtis, 2006). 

The apparent difficulties program spon­
sors faced in achieving provider engage­
ment in P4Q is not surprising given the 
many barriers that exist. Critical barri­
ers to provider engagement in P4Q are 
the relative absence of organizational and 
physician leadership to create and foster 
engagement, and absence of systems sup­
port (i.e., data systems and personnel to 
generate feedback reports at the physician 
level) to facilitate monitoring and behavior 
change (Teleki et al., 2006). An additional 
barrier is that providers often do not read 
communications from health plans. To 
overcome some of these barriers, program 

HealtH Care FinanCing review/Fall 2007/Volume 29, Number 1 64 



 

 

  

  
 

      
      

 
 

      
       

 
 

  
      

 
     

 
       

 
      
   

    
 

     

       
       

      

     
 

       
 

 
 

 

   
       

 

 

  
 

    

 

     
  

  

    
     

       
 
 

    
 

      
    

     
 

 
      

sponsors did try to engage providers 
by using more creative methods of out­
reach that, in one case, even entailed hir­
ing a public relations firm. Some sponsors 
were able to enlist the support of physi­
cian leaders to speak about P4Q at profes­
sional events (Damberg et al., 2005). As a 
strategy to capture provider attention, one 
Medi-Cal health plan in San Francisco sent 
out two checks to physicians, one with 
an amount for what they actually earned 
in the incentive program and one voided 
check for what they could have earned 
had they reached all the quality targets 
for which they were eligible (Highsmith 
and Rothstein, 2006). Accordingly, pro­
gram sponsors should use multiple meth­
ods of communication to convey initial 
program information. 

However, even if program sponsors are 
successful in educating providers about 
the basic elements of a P4Q program, they 
still may lack their full commitment to the 
program. The evaluators for the Rochester 
Individual Practice Association (RIPA) 
demonstration theorized based on their 
own observations that commitment occurs 
largely as a developmental sequence across 
several stages that are similar to Kubler-
Ross’ stages of dying: denial that a program 
even exists; anger at being the subject of 
quality evaluation; desire to bargain the 
details of the program, and, finally, accep­
tance and commitment (Beckman et al., 
2006). Because engagement is a likely crit­
ical success factor, it needs to be evaluated 
prior to performance measurement and 
regularly throughout the program. Mid-
course corrections in communication and 
engagement should be anticipated. 

accuracy and validity of Quality 
Measurement 

All initiatives to measure provider perfor­
mance raise concerns about the reliability 

and validity of the selected measures. 
These concerns were also evident across 
the demonstration sites. However, some 
initial concerns appeared to diminish 
as providers learned that the incentives 
would be linked to quality measures from 
well-established measurement sets such 
as the National Committee for Quality 
Assurance’s Health Employer Data and 
Information Set (HEDIS®). Program spon­
sors relied on standardized measurement 
sets for two reasons: (1) the measures had 
been vetted through the clinical community 
for many years and had wide acceptance 
among providers, and (2) the measures 
were readily available, and in most cases 
did not impose additional significant data 
collection burden on themselves or provid­
ers. The measurement sets that sponsors 
adopted consisted primarily of measures of 
clinical process and not outcomes. Some 
providers did raise concerns that some of 
these process measures were more about 
documentation than actual QI. 

In general, program sponsors collabo­
rated with providers to select particular 
measures from these measurement sets 
for the programs. Such collaborations, 
which also helped to ease provider con­
cerns about measurement issues, were par­
ticularly strong at Massachusetts Health 
Quality Partners (MHQP) and IHA, both 
of which are consortia of health plans, pro­
viders, and consumer groups. At the RIPA 
demonstration program sponsors modified 
the specifications of several HEDIS®-based 
diabetes measures in response to the rec­
ommendations of a RIPA community-based 
advisory committee. Further, RIPA devel­
oped an appeals process and reserve fund 
to address measurement concerns and 
rectify errors that resulted in inaccurate 
incentive payments (Curtin et al., 2006). 

Nevertheless, providers still had signifi­
cant concerns about data accuracy. In gen­
eral, program sponsors wanted to rely on 
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electronic claims data to facilitate the col­
lection and exchange of data. However, 
at one California demonstration, nearly 
all sampled physicians expressed suspi­
cion about the ability of quality measures 
to reflect quality accurately unless the data 
were obtained from medical chart review 
(Teleki et al., 2006). A common concern 
was the correct assignment of patient eli­
gibility for a given quality indicator. In 
recognition of such concerns, program 
sponsors expanded opportunities for tech­
nical assistance by instituting, for exam­
ple, billing forums to train providers to 
avoid miscoding of claims (Highsmith and 
Rothstein, 2006). 

Providers also expressed concerns 
about measurement based on small num­
bers of patients. Program sponsors took a 
number of steps to counter these concerns. 
Some sponsors established minimum num­
bers of patients for eligibility and others 
created composite measures. MHQP and 
IHA aggregated patient data across mul­
tiple payers. Another strategy assigned 
physicians the average score for their 
specialty for each measure where their 
patient count did not meet the required 30 
patient minimum. 

Data accuracy always will need to be a 
work in progress that is part of a continu­
ous QI process. Central to this process is 
the provision of patient lists to providers 
that relate to quality measures for which 
they are accountable (Francis et al., 2006). 
Providers also should understand the mea­
surement and reporting methods, and have 
a fair appeal process when there is dispute 
over data. 

Qi infrastructure 

Although many providers responded to 
quality-related incentives by investing in 
QI infrastructure, a significant number of 
providers also believed quite strongly that 

they lacked important resources for achiev­
ing the quality goals of the programs. In 
the surveys we conducted, physicians 
revealed some degree of uncertainty as to 
whether they had the necessary resources 
to achieve the quality measures for which 
they had incentives. At the same time, 
many providers apparently thought the 
financial incentives were not large enough 
to offset the costs of making needed invest­
ments in quality infrastructure (Young et 
al., 2007b). 

For example, providers at the Medi-
Cal site lamented that they lacked infra­
structure to create monthly contact lists 
of enrollees who were due for well child 
visits (Highsmith and Rothstein, 2006). 
At another site in California, physicians 
commented that to be more successful at 
achieving assigned quality targets, they 
need better capabilities to monitor their 
own performance during the year (Teleki 
et al., 2006). While a majority of the phy­
sicians interviewed had received some 
feedback about their performance, the 
data were sometimes inaccurate. Such 
concerns appeared to be most acute at 
smaller POs that lacked internal resources 
to collect and improve clinical quality data 
(Williams et al., 2006). Some program 
sponsors did step in to assist providers by 
using their own staff or other resources to 
help track patients, monitor performance, 
and develop clinical protocols (Highsmith 
and Rothstein, 2006; Beckman et al., 2006; 
Damberg et al., 2005). Based on surveys 
and interviews with providers, however, 
such efforts were not sufficient to close 
what appeared to be a substantial shortfall 
in resources required for some providers 
to achieve quality targets. 

Providers’ concerns about lack of 
resources did not appear to be unfounded. 
Considerable evidence from the demon­
strations indicated that resource availability 
influenced how well providers performed 
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on quality-related measures. At the BCBS® 

of Michigan demonstration, a hospital’s 
ability to respond to the quality-related 
incentives appeared to depend on exist­
ing quality infrastructure, including staff 
availability, planning capacity, and informa­
tion technology (Reiter et al., 2006; Sautter 
et al., 2007). At the RIPA site, initial incre­
mental improvements in quality appeared 
to be unsustainable over time because in 
part the participating physicians, who were 
largely organized as solo practitioners 
and members of small groups, lacked the 
financial means to invest in infrastructure 
(Meterko et al., 2006; Young et al., 2007a). 
These physicians may have worked harder 
by spending more time with patients to 
convince them to have a particular pre­
ventive test performed, but this seemed 
to translate into one-time gains in quality 
measures rather than consistent increases 
in performance. These observations are 
consistent with the findings of researchers 
and QI organizations that have found that 
higher clinical performance and greater 
use of information technology go hand-in­
hand (Casalino et al., 2003). 

Clearly, without infrastructure, it is diffi­
cult for providers to make substantial and 
sustainable improvements in quality. This 
problem may be particularly acute for pro­
viders whose baseline performance is at 
the low end of the distribution for a qual­
ity measure. One recommendation is that 
incentives for such providers could be 
based in part on improvement instead of 
attainment of absolute thresholds. 

accountability 

A lack of quality infrastructure was 
ostensibly a barrier for many providers 
to achieve quality goals of P4Q program. 
Sponsors of future P4Q programs will 
likely need to consider how to spur greater 
investment in quality infrastructure among 

participating providers. In this vein, find­
ings from the demonstration sites point 
to possible tradeoffs that program spon­
sors may need to strike between selecting 
organizations versus physicians as the unit 
of accountability. 

In terms of spurring quality-related 
investment, program sponsors may do best 
by selecting hospitals or POs as the unit 
of accountability. As one would expect, 
provider investment in QI infrastructure 
appeared considerably greater in those 
demonstration sites where either hospitals 
or POs served as the unit of accountability 
relative to sites that focused on individual 
physicians. Hospitals and POs are simply 
more likely to have the financial means to 
invest in new technology and personnel. 
In the previously noted survey results on 
physician resource availability, the lowest 
scores, on average, were from physicians 
who were participating in sites where indi­
vidual physicians were the unit of account­
ability (Young et al., 2007b; Meterko et al., 
2006). Provider interviews and site visits 
also revealed clear differences in invest­
ment activity between sites that rewarded 
organizations and sites that rewarded indi­
viduals. Moreover, for physicians in solo 
or small practices, money is not the only 
barrier to enhancing their use of qual­
ity infrastructure. Because many of these 
physicians have had little exposure to elec­
tronic medical records and related tech­
nologies, they typically do not possess a 
strong conceptual understanding of how to 
use advanced medical decision support. In 
one of the California sites, individual physi­
cians seemed to lack an orientation to data-
driven, patient population QIs (Teleki et 
al., 2006). 

However, incentives directed to POs 
rather than individual providers may also 
tend to limit direct physician involvement. 
Our interviews and site visits revealed 
that when hospitals and POs are the unit 
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of accountability, these organizations 
may do little to engage individual phy­
sicians and other providers in the pro­
grams (Sautter et al., 2007; Bokhour et al., 
2006). Thus, at the BCBS® of Michigan 
site, most of the hospitals that we site vis­
ited had not had any detailed discussions 
with medical staff members about the hos­
pital incentive program even though the 
hospitals did undertake initiatives that 
directly or indirectly sought to modify phy­
sician behaviors in ways that were con­
sistent with the quality measures. While 
a few hospitals did engage in some lim­
ited gainsharing arrangements with cer­
tain clinical departments, most commonly 
when the physician staff was highly con­
nected to the hospital, none took the step 
of distributing incentive money to medical 
staff members based on their own perfor­
mance. In sites that targeted incentives 
to POs, we found much more variation in 
terms of whether and how organizations 
engaged individual physicians in the pro­
gram. Still, it was apparent that many of 
these organizations did not directly engage 
their physician members through shared 
incentive arrangements. 

The implications for the future of P4Q 
in pursuing quality-related incentives with­
out engaging individual physicians in the 
programs are extremely complex. Some 
organizations may be able to build the nec­
essary infrastructure to achieve quality 
measures without directly interfacing with 
physicians about the incentives and shar­
ing incentive money. Some of the POs that 
took this approach reportedly retained all 
incentive money at the organization-level 
to invest in that infrastructure. Still, such 
an approach obviously diminishes the 
power that incentives have for those who 
work on the frontlines of the health care 
industry, namely physicians. Thus, while 
program sponsors may be able to spur 

investment on the part of providers by 
selecting hospital or physicians as the unit 
of accountability, they need to be mindful 
of the diminished incentives for physicians 
and the long-term effects this may have 
on their morale and willingness to step up 
their quality of care. 

Program Sponsors Face Challenges 

To compute an accurate return on invest­
ment for a P4Q program, it is necessary to 
track all financial costs and returns, includ­
ing opportunity costs resulting from activi­
ties not undertaken given the development 
of the program. While the BCBS® of 
Michigan, Bridges to Excellence, and RIPA 
demonstrations have reported a positive 
return on investment (Nahra et al., 2006; 
deBrantes, 2005; Curtin et al., 2007), pro­
gram sponsors face significant challenges 
in computing valid return on investments 
(Wheeler et al., 2007). In particular, eval­
uation periods and data collection cycles 
often do not line up well and at this time 
program sponsors lack sufficient experi­
ence with P4Q to simulate effects. Like 
most business investments, much of the 
cost of P4Q is frontloaded while benefits 
may not accrue for many years. However, 
many payers are not guaranteed these ben­
efits because of enrollee turnover from 
year-to-year. As such, the quantification of 
program-related benefits is quite difficult. 

These and other similar complex issues 
arising in comprehensive return on invest­
ment calculations suggest that more 
narrowly focused questions about the 
effectiveness of P4Q programs are more 
likely to be answered accurately. QIs can 
be categorized as increasing or decreas­
ing costs of care and on whether the ben­
efits accrue immediately or only far out in 
the future. Positive return on investment 
reports are unlikely from quality processes 
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that do not reduce volume of services or 
cost per unit, or have benefits that accrue 
only far in the future. 

COnClUSiOn 

As the P4Q movement in the U.S. con­
tinues to gather momentum, program 
sponsors are searching for evidence about 
the impacts of such programs. Our evalu­
ation was unable to address in a compre­
hensive manner the impact of P4Q on QI. 
However, based on our evaluation of the 
RR demonstration, we expect that provid­
ers will take financial incentives for quality 
seriously and this may lead to improve­
ments in quality of care. It is also clear that 
program sponsors face a significant learn­
ing curve for P4Q and so they, as well as 
policymakers and providers, will need 
to be vigilant in searching for best prac­
tices for designing and implementing 
P4Q programs. 
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