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Study: Most Physician Compensation Plans Still Productivity-Based

A study conducted by the RAND Corporation and
published in the January 2022 issue of the Journal of the
American Medical Association (JAMA) seeking to
determine whether health systems primarily incentivize
volume or value in their physician compensation models
found that almost all physicians are still compensated
through a volume-based model that rewards productivity
over the value of care provided.

The most recent iteration of healthcare reform,
formalized in the 2010 Patient Protection and Affordable
Care Act (ACA), signaled the shift to both value-based
care (VBC), i.e., the goal of improving a patient’s
outcomes and the quality of care, and value-based
reimbursement (VBR), how health systems and payors
financially incentivize physicians to practice VBC over
volume-based care.! Volume-based care has been, and
still is, the default method of care and payment model in
the U.S. because it incentivizes healthcare providers to
treat more patients in order to achieve higher revenue.?
The problem with volume-based care is that it largely
disregards a patient’s health outcomes and the quality of
care received. As a result, volume-based care and
volume-based payment models are increasingly under
scrutiny and the Centers for Medicare & Medicaid
Services (CMS) is leading the charge with their goal of
shifting all Medicare beneficiaries to be treated by a
provider in a VBC model by 2030.°

In the article’s introduction, the RAND researchers noted
that since the ACA’s passage, physician hires and the size
of health systems have increased.* They also noted that
the majority of physician payment models were still
based on volume-based care in 2019 (the end date of the
study’s survey).®> This result, nine years after the ACA
was passed, led RAND researchers to investigate how
physicians are compensated and why VBR has been slow
to be embraced.5

In determining why VBR has been slow to be
incorporated, RAND researchers collected data,
conducted interviews, and ran surveys from November
2017 through July 2019.” The researchers collected
information from 31 physician organizations (POs)
among 22 non-profit health systems across four states
(California, Minnesota, Washington, and Wisconsin).®
These 31 POs were comprised of 27 medical groups and
4 independent practice associations; all but one had
compensation plans for both primary care providers
(PCPs) and specialists.®
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The two-year study indicated that VBC practices were
the easiest and quickest way for physicians to increase
their compensation.’® 26 of the 31 primary care PO
compensation models incentivized the volume of
services in their base compensation, as did 28 of the 30
specialist PO compensation models.* Further, of the 26
primary care POs that cited volume as a compensation
model component, it comprised, on average, just over
68% of the PCPs’ total compensation; for specialist POs,
that component was nearly 74% on average.? Beyond
volume-based compensation methods, capitation and
salary were the next most common forms of physician
payment, leaving VBR models at the bottom.*® However,
many physicians on capitation and salary payment
models still receive benefits from increased volume.** Of
the 31 primary care POs, 26 POs (nearly 84%) did
include some form of incentives based on quality and
cost effectiveness, although they accounted for (on
average) just 9% of a physician’s overall compensation
and benefits.’®> Further, compensation plans for
specialists within the POs studied relied more heavily on
the volume of patients seen compared to the primary care
providers.*® Within the “quality” and “cost effectiveness”
incentives studied by RAND were various subcategories;
the most prominently incentivized subcategories
included clinical quality and patient safety/patient
experience/satisfaction.'” However, these subcategories
only added up to half of the total compensation incentives
from VBC practices.*®

The study highlights the issues with U.S. healthcare
system’s payment hierarchy, which includes payors at the
top imposing payment policies onto health systems,
which, in turn, pass those incentives down to the POs.°
The problem, according to RAND, is that health systems
often pass down the incentives, but not the larger
payment model, to the POs.2® The study noted the
challenge of “translat[ing] risk-bearing payment
arrangements and many measures of quality, utilization,
or value to the individual physician level for payment
purposes owing to limitations in panel sizes and
reliability concerns with measuring individual physician
performance.”?! In response, many health systems and
physician practices position themselves “as a buffer
between payers’ incentives and physicians...[which] also
likely contributes to the dominance of volume-based
compensation and modesty of quality and cost
performance incentives.”?> This leads to the current
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challenge facing the U.S. healthcare delivery system —
how to incentivize VBC.

These study results are in direct contradiction to the
longstanding narrative that the U.S. healthcare delivery
system is shifting away from volume-based
reimbursement and toward VBR. Over a decade after the
passage of the ACA, the limited incentives for physicians
to incorporate more VBC measures into their care
routines is unsettling. Despite the low percentage of a
physician’s compensation that these incentives comprise,
they are higher than before the ACA’s passage.?® It is
difficult to change decades-old payment models,
especially when considering that POs and health systems
have undergone tremendous growth the last decade. This
strong growth makes it all the more critical for health
systems to incentivize patient volume to keep pace with
competitors for market share, revenue, and physician
retention. It is worth considering, however, that
incentivizing physicians to incorporate VBC measures is
not the only way health systems can affect patients’ care
experience. Other ways to improve the quality, safety,
and outcomes of care include nonfinancial incentives,
leadership incentives, and improving referrals and
ordering support.?*
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The shift to VBR is certainly occurring, albeit much
slower than expected. Nevertheless, many health systems
and physicians are active in pursuing this shift. In
response to RAND’s study, Evident Health in California
noted that physicians’ minds are being changed, but there
is still a long way to go.?® Additionally, a physician and
researcher at RAND noted that current physician
compensation models are designed for volume, not value
and emphasized the need to re-think payment models
across health systems.? This comes at a time when many
experts are pointing to evidence suggesting that more can
be done at an organizational level to pass down value-
based incentives (but not risk) to physicians, rather than
keeping them.?” Of course, that alone will not be enough
to ensure a smooth transition to VBR.

As noted above, physician buy-in is crucial to the
movement because many will not want to assume more
risk if they are not appropriately compensated for it.
Beyond physician buy-in is health system buy-in. While
many systems are forced by payors, through VBR
models, to incorporate VBC practices, health systems
will need to know for certain that they can maintain
revenue levels under a VBR model. The shift to value-
based care is underway, but is by no means secure.
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