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At present, the healthcare industry’s transition towards 

value-based reimbursement is in full swing,
1
 with 

providers and payors preparing for significant ties 

between the quality and efficiency of services and the 

payment for those services. A 2014 survey revealed that 

physicians anticipate that, within the next decade, half 

of physician compensation will be determined by value-

based reimbursement models.
2
 Consistent with this 

sentiment, in January of 2015, the Centers for Medicare 

& Medicaid Services (CMS) announced its goal that by 

the end of 2016, 85% of Medicare’s fee-for-service 

(FFS) payments would be linked to quality in some 

manner, e.g., a portion of FFS payments would be 

determined by performance on measures of quality or 

efficiency.
3
 The current emphasis on quality and 

efficiency stands in stark contrast to previous 

reimbursement structures utilized by CMS. In 2005, the 

Medicare Payment Advisory Commission (MedPAC) 

reported that the Medicare program included counter-

productive incentives regarding the quality of care 

delivered to Medicare beneficiaries. In its 2005 report, 

MedPAC observed that the Medicare program offered 

no incentive for providers to improve the quality of the 

healthcare services that they furnish; rather, the 

Medicare program frequently provided additional 

reimbursement to practitioners engaging in follow-up 

treatment to patients who suffered serious illness or 

injury while in their providers’ care.
4
  

This Health Capital Topics article is the first in a three-

part series that will examine the evolution of value-

based reimbursement in the United States. This first 

article in the series will explore the early initiatives that 

attempted to test the efficacy of paying healthcare 

practitioners based on the value of the services that they 

provided in a reimbursement environment dominated by 

an emphasis on volume. For the purposes of this series, 

“value-based reimbursement” will include those 

payment models that reimburse healthcare practitioners 

based on some condition (or set of conditions) related to 

the quality or cost efficiency of the services that those 

practitioners provide. This does not include certain 

initiatives or payment models (e.g., capitation) that may 

ultimately generate improvements in the quality or 

efficiency of care, but do not specifically require such 

improvements in order for practitioners to receive full 

payment. 

The initial movements in this most recent shift toward 

value-based reimbursement in the United States began 

in the 1990s, when commercial payors and some state 

Medicaid programs were experimenting with programs 

that utilized financial payments to reward improvements 

in care.
5
 At the time, national health expenditures per 

capita were rising to historically high levels, reaching 

$2,843 in 1990, compared to just $355 in 1970.
6
 

However, these soaring expenditures on healthcare 

services did not translate into better healthcare for 

Americans. Despite the fact that by 1997, the United 

States’ national health expenditures per capita were 

more than double that of most industrialized countries, 

the United States consistently ranked at or near the 

bottom on commonly utilized measures of health 

outcomes (i.e., life expectancy and infant mortality).
7
 

Within this environment of rising costs and concerns 

over quality incentives, in 1994, William Kissick 

described what he called the iron triangle of healthcare, 

i.e.; (1) access to care; (2) quality of care; and, (3) cost 

containment.
8
 Kissick’s framework sought to illustrate 

the tension inherent in attempting to prioritize one of 

these three key goals of healthcare without sacrificing 

one or both of the others, explaining that in the 

preceding decades, the United States had expanded 

upon both access and quality, but had only achieved 

these advances at the expense of cost containment.
9
 

Theoretically, an effective value-based reimbursement 

program could ameliorate the problem presented by the 

iron triangle of healthcare, by providing appropriate 

quality at the lowest possible cost; however, Kissick 

argued that this so-called solution could create 

unforeseen consequences for access to care.
10

 

In December 2000, Congress passed the Consolidated 

Appropriations Act, 2001 into law, which included a 

provision that instructed the United States Department 

of Health and Human Services (HHS) to conduct 

projects that would test, and, if they were effective, 

expand upon the use of financial incentives to: (1) 

improve coordination of care; (2) encourage investment 

in structures and processes that improve the efficiency 

of services; and, (3) reward providers for improving 

health care outcomes.
11

 By the end of 2002, HHS had 

initiated voluntary programs that encouraged nursing 

homes and hospitals to report data pertaining to various 

quality metrics, in an early effort to, as then HHS 

Secretary Tom Thompson stated, “…make quality 
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disclosure a robust and helpful element throughout our 

health care system.”
12

  

However, by 2003, Congress and HHS had begun to 

pivot away from voluntary quality reporting, toward a 

system with more definite incentives, a shift that 

paralleled the directive of the Consolidated 

Appropriations Act, 2001. The Medicare Prescription 

Drug, Improvement and Modernization Act of 2003 

stipulated that a hospital would suffer a reduction to its 

annual payment update for inpatient services, if that 

hospital did not report data pertaining to certain policies 

and procedures regarding patients suffering from heart 

attack, heart failure, or pneumonia.
13

 The Reporting 

Hospital Quality Data for the Annual Payment Update 

Program (later shortened to the Hospital Inpatient 

Quality Reporting, or “Hospital IQR,” Program)
14

 

constitutes an early example of what is currently known 

as a pay-for-reporting (P4R) initiative. P4R programs 

are characterized by their utilization of financial 

incentives for providers that report data on certain pre-

defined metrics,
15

 allowing the entities who govern the 

programs (and potentially consumers, if the program is 

designed to publish the quality information) to make 

informed decisions.
16

 The providers that are targeted by 

P4R programs vary between each individual initiative; 

for example, the Hospital IQR program applies to 

hospitals that bill Medicare for inpatient services.
17

 

Years after the initiation of the Hospital IQR, HHS 

implemented similar P4R programs for outpatient 

hospitals and physicians, as directed by the Tax Relief 

and Health Care Act of 2006.
18

 Due to the importance 

of the Medicare program as a price setter in the 

healthcare industry,
19

 these early federal P4R programs 

constitute a significant milestone in the overall 

transition towards value-based reimbursement. 

Beginning in 2003, as the Hospital IQR (known at the 

time as the Reporting Hospital Quality Data for the 

Annual Payment Update Program) was preparing to 

launch, HHS began to explore pay-for-performance 

(P4P) programs. P4P programs are value-based 

reimbursement models that are characterized by their 

utilization of financial incentives that are directly tied to 

measures of the quality or efficiency of care that a 

practitioner provides.
20

 HHS’s early P4P demonstrations 

included: (1) the Premier Hospital Quality Incentive 

Demonstration (HQID), which began in 2003; and, (2) 

the Physician Group Practice Demonstration (PGP), 

which began in 2005.
21

 Like P4R, many individual P4P 

initiatives are restricted to the specific targets of a given 

program. This limitation may be a result of value-based 

reimbursement models’ reliance upon pre-defined 

metrics, as each type of provider may be best measured 

by standards that are specific to their setting. For 

example, the HQID measured participating hospitals’ 

performance related to certain inpatients, e.g., those 

undergoing coronary artery bypass grafts,
22

 a major 

surgical procedure.
23

 This type of metric would be a 

poor fit for many physician practices; rather, a patient 

with coronary artery disease who sought treatment from 

a physician may receive ace inhibitor therapy,
24

 a 

treatment that was captured by the PGP’s quality 

metrics.
25

 

As demonstration projects, the HQID and PGP were 

relatively restricted in scope, applying to only a small 

sample of the totality of providers in the United States,
26

 

in order to test the viability of P4P initiatives.
27

 Since 

the completion of the HQID and PGP demonstrations 

(in 2009 and 2010, respectively),
28

 HHS has more 

aggressively pursued broader P4P programs, targeting a 

broader set of providers and settings of care (e.g., 

physician practices, hospitals, and hospices), 

predominantly as a result of provisions the Patient 

Protection and Affordable Care Act (ACA).
29

 Notably, 

while early P4P initiatives focused on measures 

pertaining to the quality of care, more recent P4P 

programs have included a greater emphasis on cost 

efficiency and the appropriate utilization of services.
30

 

It should be noted that, while this article has focused on 

P4R and P4P initiatives, other types of programs may 

also drive healthcare practitioners to provide care that is 

high in quality, coordinated, and efficient. For example, 

in the early 1990s and the late 2000s, CMS conducted 

demonstrations examining the impact of bundled 

payments on the provision of healthcare services.
31

 

However, these early bundled payment demonstrations 

did not tie provider reimbursement to measures of the 

cost or quality of care that the participating providers 

furnished;
32

 instead, these early bundled payment 

demonstrations relied on the limited reimbursement 

inherently associated with bundled payments to drive 

providers to improve their cost efficiency. Like P4P 

initiatives, federal bundled payment programs have 

continued to expand as a result of the passage of the 

ACA.
33

 

Regardless of the successes or failures of any of the 

early value-based reimbursement programs, together, 

these programs signify describe a deliberate procession 

towards an ultimate goal: to change the incentives 

present in United States healthcare delivery, such that 

providers are rewarded for improving the care that they 

deliver.
34

 Whether or not the implementation of value-

based reimbursement can definitively overcome 

Kissick’s iron triangle of healthcare, by providing 

improved quality and lower costs without reducing 

access to services, is yet to be seen.
35

 As such, 

healthcare providers and administrators would be 

prudent to monitor the efficacy of value-based 

reimbursement as these programs become more 

widespread. 

The next article in this series will continue to examine 

the evolution of value-based reimbursement in the 

United States, through an examination of the ACA, the 

impact of this landmark legislation on the value-based 

reimbursement programs extant at the time of its 

passage, and the ACA’s emphasis on shared savings and 

accountable care organizations.  
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