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EXECUTIVE SUMMARY

With dramatic increases in health care costs, and growing concerns about the
quality of health care services, policymakers and experts are seeking ways to redesign the
health care system. Recent initiatives have shown that public and private purchasers might
play a role in these efforts through value-based purchasing activities. These are organized
attempts by purchasers to ensure and improve the quality of health programs by wielding

their considerable purchasing power.

In order to understand the strategies, extent, and impact of current value-based
purchasing (VBP) activities, the authors performed a comprehensive literature review of
peer-reviewed journals, non-journal publications, and reports by governmental and
nonprofit organizations from 1995 to March 2002. A related issue brief by Neil I.

Goldfarb and colleagues draws on interviews with experts to further examine the extent of
current value-based purchasing eftorts and identify the key obstacles to achieving broader

engagement and greater impact.

Value-Based Purchasing Strategies

The literature outlines six key value-based purchasing strategies: 1) collecting information
and data on quality, 2) selective contracting with high-quality plans or providers, 3)
partnering with plans or providers to improve quality, 4) promoting Six-Sigma quality, 5)
educating consumers on quality issues, and 6) rewarding or penalizing plans or providers

through use of incentives or disincentives.

The most commonly employed VBP strategy is data collection and analysis. For
example, 31 state Medicaid agencies have recently reported collecting information about
enrollees’ satisfaction with care. In the first survey of the health care purchasing practices
of large Fortune 500 companies, virtually all companies reported collecting some

information about health plan quality.

Extent of Value-Based Purchasing Activities

In the last 10 years, an enormous number of roundtables, conferences, meetings, and
debates have been organized across the United States to keep purchasers informed about
new purchasing models and tools. These are primarily aimed at improving health plan and
provider performance, as well as sharing experiences and defining areas of collaboration

among purchasers.
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Despite these dissemination and education efforts, only a limited number of
champions, particularly large employers and business coalitions, are actively involved in
promoting quality through their purchasing decisions. Furthermore, experts believe that,
although some purchasers have firmly committed to value-based purchasing, many
purchasers, especially large companies, are losing interest in implementing value-based
health plan programs. For instance, in a recent Washington Business Group on Health
/Watson Wyatt Survey conducted among nearly 300 companies with at least 1,000
employees, respondents reported that the strategy they are planning to adopt at the fastest
rate 1s “consumerism,” which involves empowering employees to make their own health
care decisions. In an analysis of current purchasing strategies, Fraser et al. concluded that,
thus far, employers have primarily been “quality takers,” rather than “quality makers.”
Although purchasers appear to be committed to gathering performance data about health

plans and providers, it is unclear whether they are using this information to influence

quality.

Purchasers’ Barriers to Promoting Quality

The literature reports a significant number of barriers that purchasers experience in seeking
to implement value-based purchasing initiatives. For example, purchasers report being
overwhelmed by the multiplicity of measures available. Moreover, purchasers sometimes
question the reliability and validity of data, complaining for instance that performance data
about plans published in different report cards often are inconsistent. The relatively high
cost of engaging in quality improvement initiatives appears to be another important
barrier. In fact, as purchasers become more proactive in pursuing quality, they may need
significant organizational changes or increased resources. Finally, consumers’ preferences
to select plans on the basis of cost rather than quality pose a significant challenge.
However, more research is needed to understand better whether and how these factors

affect the willingness of purchasers to include quality in their contracting negotiations.

Impact of Value-Based Purchasing

Very few studies have been conducted to examine whether value-based purchasing
initiatives are changing the behaviors of providers and insurers and, most important,
whether they are affecting quality of care. In the 2001 Sixth Annual Washington Business
Group on Health/Watson Wyatt Survey, most providers and health plans interviewed
were convinced that employers concentrated on costs, and fewer than half believed that
employers consider quality to be an important factor in selecting and evaluating plans.
Recent reviews have found that, beyond anecdotal evidence, little is known about

whether purchasers’ value-based purchasing activities have an impact upon quality outcomes.
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Conclusions

More research is needed to investigate the following important issues. First, research is
necessary to determine the extent to which value-based purchasing strategies are being
pursued and what types of strategies are being implemented. Second, research should be
conducted to help define the factors that foster or impede these efforts. Ongoing value-
based purchasing programs should be investigated to identify the initiatives and specific
tools that have enabled them to grow. Concurrently, an endeavor should be made to
determine which barriers are most frequently encountered so that actionable strategies can
be selected and developed. Third, research should elucidate how providers and insurers
perceive value-based purchasing activities and whether these initiatives are moditying their
health care behaviors. Finally, methodologies should be developed to measure more
systematically the extent and outcomes of value-based purchasing in terms of both quality

and cost.
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VALUE-BASED PURCHASING: A REVIEW OF THE LITERATURE

INTRODUCTION

After a decade of modest growth in health care spending, attributed largely to managed
care, health care costs once again are increasing dramatically. With a per capita
expenditure of $4,675 in 2000, which represented 13.3 percent of the gross domestic
product (GDP), the United States spent more than twice as much of any other
industrialized country on health care on a per capita basis."” > Based on current trends, the
Centers for Medicare and Medicaid Services forecasts that health care expenses will reach

$9,972 per person by 2012, corresponding to 17.7 percent of the GDP.'

This significant level of health care spending would not be intrinsically
unacceptable if the U.S. public were receiving high-quality care (i.e., getting value for its
money). Several data sources suggest that is not the case, however. The World Health
Organization, in WHO Health Report 2000, ranked the U.S. health care system only 37th
overall among 191 countries, with the major deficiencies being in the areas of health
status, fairness in financial contribution, and responsiveness to people’s expectations of the
health system.” Moreover, Americans report a low level of satisfaction with the health care
system; in a recent survey, only 40 percent of those interviewed reported being “fairly
satisfied” or “very satisfied” with how health care is delivered in this country.” The Institute
of Medicine has reported that 44,000 to 98,000 individuals die each year in inpatient
settings as a result of medical errors.” Furthermore, consumers perceive that the health
system is not producing value. In a 2001 Harris Poll, the majority of respondents (54%)
felt that the trend toward more managed care would consistently harm the quality of care.’
Policymakers and experts point to an urgent need to redesign the U.S. health care system
to improve the quality of care and increase responsiveness to patients.” ' In a health market
structured primarily to foster competition among plans, the challenge is to find the proper

catalyst to encourage competitors to improve quality while simultaneously reducing costs.'” '

Recent initiatives have shown that public and private purchasers may be able to
influence the quality and costs of health care services through value-based purchasing
(VBP). VBP can be defined as the organized attempts by purchasers to ensure and improve
the quality of health programs when negotiating costs with providers and insurers.”” In
order to understand the characteristics and extent of VBP activities, the authors performed
a comprehensive literature review of sources dating from 1995 to March 2002. They
examined peer-reviewed journal articles as well as other relevant publications and
materials, including non-journal publications, websites, and reports by governmental and

nonprofit organizations. A related issue brief by Neil Goldfarb and colleagues draws on
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interviews with experts to examine the extent of current value-based purchasing efforts

and 1dentify the key obstacles to achieving broader engagement and greater impact.

VALUE-BASED PURCHASING STRATEGIES
Despite considerable progress in the last decades, the U.S. health care system still faces
significant quality-of-care problems, which can be classified into incidences of overuse,

. 11, 14, 15
underuse, and misuse.

Difterent approaches to quality improvement have emerged,
including the use of evidence-based medicine and clinical practice guidelines, professional
development, assessment and accountability, patient empowerment, and total quality
management.'® Because of the complexity of improving and changing patient care,
however, none of these approaches has brought about substantial changes in clinical

%17 M. J. Coye points out that these strategies have failed, in part, because of a
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practice.

lack of a clear “business case for quality” in health care.

Nevertheless, some purchasers public and private employers, business coalitions,
and public programs (e.g., Medicare and Medicaid) are attempting to build quality
considerations into their health care purchasing programs.” After turning to managed care
to hold down costs, state Medicaid agencies, which had more than 16 million enrollees as
of 2000, are secking to improve quality through the contracting process. > Since many
Americans receive health insurance through their jobs, both public and private employers
unquestionably play an important role in the demand for improved health care services.'”
In fact, 90 percent of nonelderly individuals with private health insurance are covered
through employer-sponsored health plans.’ Under the prevailing models of managed care,
private purchasers’ decisions may affect costs as well as network availability and access to

care.

Several explanations have been offered as to why purchasers might wish to factor
quality as well as costs into their health purchasing decisions. First, purchasers, rather than
patients, have begun to establish themselves as the real customers within the health care
delivery system—giving them a tremendous responsibility to health care consumers and an
interest in getting value for their money.”' Second, enhanced health benefit packages, and
the inclusion in benefit packages of providers perceived as being “high quality,” may help
employers to retain employees. This may be especially important for firms facing shortages
of skilled labor.** Third, high-quality health care may increase employee satisfaction and
productivity and reduce absenteeism, which may in turn diminish long-term health

22,23

costs. Finally, research has shown that employees, because of the complexity of the

market, want to retain employers as their agents in the selection of health insurance



plans.”’ Workers believe that their employers can negotiate and purchase health insurance

plans at lower prices than they could acting alone in the insurance market.

For these reasons, purchasers have a strong interest in seeking quality when making
health care purchasing decisions. They are beginning to demand accountability from
providers and are attempting to measure and monitor the value they receive for the health

21, 24

care dollars spent. Although VBP initiatives vary, the most common strategies can be

. 4 L . 13,1
classified into the following six categories.'” '

Collecting Information on Quality

Gathering information on the quality of care is the first step in most value-based
purchasing initiatives. Purchasers may strengthen their activities by having reliable
performance information on providers and health plans. Several recent studies have shown
that both public and private purchasers are consistently involved in data collection or
analysis. A survey conducted in Arizona, Kansas, Michigan, New Jersey, and West
Virginia found that these states generally have improved the amount and quality of data
they collect on the experiences of Medicaid clients.” A recent study by Landon et al.
noted that 31 of the 45 states identified as having comprehensive managed care programs
tor their enrolled Medicaid populations were collecting information on satisfaction with
care.'® Using data from the 1998 National Business Coalition on Health Annual Survey,
Fraser et al. found that 90 percent of the respondents collected data on quality using
different sets of standards, such as HEDIS, consumer satisfaction, or NCQA accreditation
status.”” In the first study of the health care purchasing practices of Fortune 500 companies,
J. Maxwell et al. found that virtually all companies reported collecting some information

about health plan quality.”

Selective Contracting with High-Quality Providers

Although few firms directly contract with provider networks, the potential quality and
cost-saving benefits from doing so may be significant.”” These types of contracts are
common in pooled purchasing arrangements, which hinge upon a group of purchasers
contracting selectively with plans or provider organizations based on demonstrated
performance.'” ** The best-documented example of direct contracting is the Buyers
Health Care Action Group, based in Minnesota’s Twin Cites.”® >’ The purpose of the
program, called Choice Plus, is to foster competition over price and quality among a

. - - L 30
group of providers, with consumers’ choices driving the process.



Partnering with Providers or Plans for Quality Improvement

Rather than eliminating plans through selective contracting, purchasers may improve
health plan and provider performance by partnering with plans or providers on continuous
quality improvement (CQI) efforts.”’ The principle of this VBP initiative is to hold plans
and/or providers accountable by measuring and providing feedback on their performance,
and then working closely with them to ameliorate that performance. Fraser et al. report on
an analysis of the National Business Coalition on Health Survey, in which 84 percent of
responding coalitions cited participation in what they described as CQI activities, with
almost half claiming “extensive” involvement.” In Ohio, the Health Improvement
Collaborative of Greater Cincinnati has been trying since its inception in 1992 to extend
the concept of partnering to a broader, more holistic collaboration.”® This collaborative, a
nonprofit coalition of leaders from the hospital, physician, employer, insurer, government,
public health, education, and consumer sectors, serves as a catalyst for community dialogue
among all stakeholders. The collaborative attempts to create long-term strategic alliances
and stimulate continuous, measurable improvement in the health of the Greater

o . )
Cincinnati community.

Promoting Six-Sigma Quality

Some purchasers are expanding the idea of partnering with plans and providers by
promoting the adoption of specific techniques that have been used as a business strategy
for some time: the so-called Six-Sigma tools.'* Six-Sigma methodology consists of five
consecutive steps: define, measure, analyze, improve, and control. The objective is to
reduce waste and improve the quality, cost, and time demands of a procedure in order to
reach an adequate level of perfection.'* ' The Six-Sigma approach has been applied to
contracts with health care providers and plans by several companies, such as General
Electric and Motorola. Although in its infancy, the approach appears to be very promising

for health care quality improvement.

Educating Employees on Quality Issues
Both public and private purchasers have created several initiatives to provide consumers
with educational material that would allow them to choose health plans, doctors, hospitals,
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and other facilities based upon quality. Some experts believe that purchasers will not

be able to improve quality significantly until the consumers they represent become active

%37 Engaging consumers in quality problems

participants in the decision-making process.
and safety issues might facilitate purchasers’ decision-making processes with regard to plans
and providers, as well as lead to positive changes in the behavior of health care delivery

organizations.”® The utility of providing consumers with data on the quality of health care,

however, remains unclear.”” For instance, a 2000 national survey about the role of quality



information in consumers’ health care decision-making, jointly conducted by the Henry ].
Kaiser Family Foundation and the Agency for Health Care Research and Quality,
revealed that only 4 percent of respondents had used quality information in selecting a
doctor or a hospital and 9 percent had used such information in choosing a health plan.
Overall, only 12 percent had used quality information at all.* Nevertheless, recent
research suggests that consumers may be able to factor quality information into plan-

selection decisions, although cost considerations may still dominate.* ™

Rewarding High Quality and Penalizing Poor Quality

There are different ways to institute financial incentives (or disincentives) in contracts,
including the use of bonuses or premium rebates or the withholding of payment.*
Rewarding (or penalizing) providers or plans for their performance is a popular strategy
among purchasers. For instance, 59 percent of the participants in the National Business
Coalition on Health survey declared that their purchasing contracts incorporate financial
incentives for performance.” In 1996, the Pacific Business Group on Health (PBGH), on
behalf of the 17 large employers in its alliance, began a well-documented experiment with
13 of California’s largest health maintenance organizations (HMOs). The PBGH’s
approach to holding HMOs accountable was to negotiate based on more than two dozen
performance guarantees, with the HMOs placing 2 percent of their annual premium paid
by PBGH employers at risk.*

EXTENT OF VALUE-BASED PURCHASING ACTIVITIES

According to employer and public purchaser self-reports and the media, the value-based
purchasing movement is flourishing. In the last 10 years, an enormous number of
roundtables, conferences, meetings, and debates have been organized across the United
States to keep purchasers informed about new purchasing models and tools. These are
primarily aimed at improving health plan and provider performance, as well as sharing
experiences and defining areas of collaboration among purchasers. Governmental agencies,
such as the Agency for Health Care Research and Quality; nonprofit organizations, such
as the Foundation for Accountability; and several business consortia, such as the National
Business Coalition on Health and the Washington Business Group on Health, have been
integral in fostering purchasers’ interest in value-based purchasing. The Leapfrog Group, a
consortium of many of the nation’s largest health care purchasers, has identified and
endorsed a set of targeted initiatives focused primarily on improving patient safety and the
quality of care.*”’ Notably, organizations and institutions have produced numerous reports
describing in detail the strategies and initiatives pursued by purchasers.”* > Even the press
has paid attention to value-based purchasing, generating public awareness of VBP

. .. 5457
activities.” >



Despite the growing body of information about the value-based purchasing
movement, however, many questions remain unanswered. To what extent are purchasers
successfully using value-based purchasing strategies to buy quality care? Are these
initiatives affecting providers’ and insurers’ behaviors and improving the quality of care?
Most important, have investigators found evidence that value-based purchasing activities

are concretely influencing the quality of care and costs?

Experts believe that, although some purchasers have firmly committed to value-
based purchasing, many purchasers, especially large companies, are losing interest in
implementing value-based health plan programs.” For instance, in a recent Washington
Business Group on Health/Watson Wyatt Survey conducted among nearly 300 companies
with at least 1,000 employees, respondents reported that the strategy they are planning to
adopt at the fastest rate is “consumerism,” which involves empowering employees to
make their own health care decisions.”” In an analysis of current purchasing strategies,
Fraser et al. concluded that, thus far, employers have primarily been “quality takers,”

rather than “quality makers.”'

In other words, purchasers appear to be committed to
gathering performance data about health plans and providers, but it is unclear whether

they are using this information to influence quality.

A recent study on the use of performance data in health care purchasing decisions
conducted by Lo Sasso et al. describes the results from two independent employer surveys:
the 1997 Mercer/Foster Higgins National Survey of Employer-Sponsored Health Plans
and their own 1999 survey of two business coalitions.®’ The former collected information
from a random sample of 3,915 public and private employers with 10 or more employees.
The latter was administered to 178 members of two business organizations, the Midwest
Business Group on health and the Washington Business Group on Health. In the Mercer
survey, 86 percent of respondents said that employers have “some responsibility” for the
assessment of their health plans’ quality. However, among items in the survey related to
“responsible purchasing,” only information on the geographic coverage of plans and
member access were rated as “very important” by more than half of the firms. NCQA
accreditation and member satisfaction were considered very important by less than one-
third of respondents, and HEDIS measures by only 15 percent. Moreover, less than half
reported taking action in managing their health plans, and only 19 percent eliminated
plans on the basis of performance or negotiated performance guarantees. Respondents in
the Lo Sasso survey of business coalitions were more inclined than respondents in the
Mercer survey to use information about responsible purchasing, as indicated by two main
findings. First, nearly three-quarters (72%) of respondents reported adopting health plan

and provider performance standards. Second, more than half (53%) of respondents limited



their purchasing to plans/providers that met or exceeded the respondents’ own

performance standards.

Other studies have found that purchasers might consider quality but, in fact, act on
cost. In a review of purchasing activities in 15 communities, researchers found that the
majority of purchasers were taking traditional steps to control costs, such as shifting more
of the financial burden of plans to employees. Very few purchasers used quality-related
information to select health plans; large and prominent employers and community-based
coalitions were among the few that did.*® Still, in a 1997 Deloitte & Touche survey, less
than half of employers interviewed considered any performance standards in their health
plan contracts or monitored quality of care.”> Maxwell et al. surveyed 14 large employers,
and found that few were seeking to have a direct influence on quality through the
contracting process.”* Rather, the majority of companies surveyed shared information
with their employees to promote informed choices among plans. Some companies also
used financial incentives to encourage employees to enroll in the lowest-cost plan meeting
the company’s required minimum standards, thus shifting the burden of decision-making

to workers.

In another survey, Hibbard et al. interviewed representatives of 33 large employers
that purchased insurance for 1.8 million covered lives.” Study results suggested that, even
though employers collected performance data in the form of HEDIS measures, consumer
satisfaction levels, and NCQA accreditation, they did not place significant emphasis on
quality in the decision-making process. Instead, costs were the driving force. Fraser et al.
pointed out that, while the majority of business coalitions have some data collection
mechanisms in place, the extent to which coalitions are attempting to use these data to

: . 22
promote quality remains unclear.

Like many large employers, small employers did not appear to emphasize quality in
making purchasing decisions. According to a recent survey of the members of RI Health,
a Rhode Island health insurance purchasing coalition made up of 350 small employers,
cost and premium rates are driving health care purchasing decisions, rather than quality
measures.”” Of even greater concern, the vast majority (93%) of survey respondents said
they were not familiar with quality measures, such as HEDIS. As pointed out by Nelson et
al., this lack of emphasis on quality is unfortunate since small employers—who employ 57
percent of the American workforce and provide health insurance for 47 percent of that
population—might have the purchasing clout to motivate health plans and providers to

improve their performance and raise the quality of care.”



The literature on the impact of value-based purchasing activities among public
programs presents mixed findings. Landon et al. found that state Medicaid agencies are
slowly but surely adopting certain aspects of value-based purchasing, requiring, for
instance, that health plans measure their performance based on different indicators,
including satisfaction with care and the quality of and access to care.'® However, very few
states are using this information when making their contracting decisions.'” Similarly,
other studies have found that quality data were not being emphasized in the contracting

24, 67
process.

PURCHASERS’ BARRIERS TO PROMOTING QUALITY

As seen above, the literature shows that a limited number of purchasers are actively
involved in promoting quality when making their purchasing decisions. Some of the
commonly discussed barriers that purchasers experience in implementing value-based
purchasing initiatives are described below. More research i1s needed to understand whether
and how these factors affect the willingness of purchasers to include quality in their

contracting negotiations.

Data Issues

The availability, credibility, and relevance of information significantly affect purchasers’
ability to promote quality. For example, purchasers frequently complain that they get too
much information and are overwhelmed by multiple measures. This may deter their use of
performance data to promote quality of care.”® Research found that most purchasers
consider at least three categories of performance indicators (e.g., service quality, consumer

satisfaction, and HEDIS) and that each of these categories can have multiple measures. > %%

61,94 65 This abundance of data makes comparing information across plans difficult, even
prohibitive, and ultimately makes purchasing decisions more complicated.”” According to
Hibbard et al., stakeholders have an emerging interest in NCQA accreditation, which
integrates several characteristics in a single, easy-to-understand measure.” Along these
lines, the National Quality Forum initiative to develop a common set of core measures for
national use is viewed by purchasers, policymakers, consumer advocates, and other

. . . S 70, 71
constituencies with strong and growing interest.

In addition, purchasers sometimes question the reliability and validity of data,
complaining for instance that performance data about plans published in different report
cards often are inconsistent.”> Research also shows that purchasers express concerns about

hospital outcomes measurement methodology and question whether the data are timely

and valid.®



Purchasers also often report that performance data are not appropriate for their
needs. For example, purchasers have noted that the HEDIS measurement set does not
address factors important to them and their constituents, such as plan financial stability,
costs of care, geographic access to providers, and quality of customer service.”> Moreover,
while HEDIS aggregates data at the health plan level, some purchasers have expressed a
greater interest in obtaining quality data at the provider level.”” This may be especially
important for purchasers in health care markets served by a limited number of large

provider groups or networks.

Financial Issues

The relatively high cost of engaging in quality improvement initiatives appears to be
another important barrier.”” In fact, as purchasers become more proactive in evaluating
quality, they may need to make significant organizational changes or increase resources
devoted to health care.”’ Purchasers may also have to acquire knowledge of managed care
in order to pursue quality-related objectives. Business coalitions and large purchasers may
have sufficient market clout and the ability to take a long-term view on health care, and
are certainly in a better position than smaller purchasers to improve quality and engage in

L e 22,74
quality initiatives.

User Preferences
Although consumers’ choices may be affected by information on quality, they appear to
act primarily on the basis of costs when selecting health plans. Several surveys have

20, 72, 74
Consumer

indicated that consumers value cost more than measures of quality.
preferences may in turn encourage purchasers to prioritize cost over quality and thus limit
their interest in value-based purchasing, or lead them to see VBP mainly as a tool for

. . . 20, 72
negotiating less expensive premiums.

IMPACT OF VALUE-BASED PURCHASING

Some evidence suggests that purchasers are making efforts to include quality in their
purchasing decisions. From a policy perspective, however, it is important to understand
whether and to what extent value-based purchasing initiatives are changing the activities
of providers and insurers and, most important, whether these eftorts are having an impact

on quality outcomes. To date the small amount of literature does not clarify these issues.

Changing Providers’ Behaviors?
In a 1993 Foster Higgins survey of 102 managed care organizations and 127 health care
providers on their perception of the health care marketplace, 69 percent of respondents

ranked price as the most critical factor for success in the marketplace, while only 20



percent considered a quality improvement strategy to be important.”” According to the
survey findings, many providers believe that purchasers focus primarily on price rather
than quality when making health care purchasing decisions. Data from the 2001 Sixth
Annual Washington Business Group on Health/Watson Wyatt Survey appear to confirm
this.”® Most providers and health plans surveyed were convinced that employers are
concentrated on costs, and fewer than half believed that employers consider quality to be
an important factor in selecting and evaluating plans. Managed care organizations and
health care providers, however, currently appear to place more emphasis on and be more
engaged in quality improvement than 10 years ago. Recently, Scanlon et al. asked plan
medical directors of 24 managed care organizations about the degree to which these
organizations were working to take responsibility for the quality of care and service they
provide.”” Research found that managed care organizations were revamping their
management structures and building the technical capacity for quality improvement,
suggesting that these organizations are responding to external pressures to be involved in
such activities. However, the extent to which these pressures are coming from purchasers

. 77
is not clear.

Affecting Quality of Care?

To date, there have been very few studies that track changes in quality of care. Research
has been conducted recently to measure the impact of the Buyers Health Care Action
Group initiative known as Choice Plus on costs and quality.” The study analyzed
program outcomes, comparing data from one year before the implementation with data
from the initiative’s first and second years. Several variables, such as the number of
enrollees, premiums, and quality indicators for selected chronic conditions and preventive
services, were taken into account. Despite the limited time frame considered, research
showed that, while overall health care costs increased slightly less than the national rate,

measures for quality of care were stable or improved moderately over the study period.”

In their synthesis of past research on purchasers’ behaviors, Fraser and McNamara
concluded that, beyond anecdotal evidence, little is known about whether purchasers’
value-based activities have an impact on clinical quality and quality outcomes.”” As experts
advocate, “systematic, objective, qualitative, and quantitative research” that gauges the
impact of these initiatives on quality of care will be essential in making purchasers conscious

of the value of quality improvement and willing to take more significant steps to pursue it.”’

CONCLUSIONS
Recently, concrete eftorts supported by both public and private institutions and

organizations have made all stakeholders more sensitive to the problems of quality and
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safety of care, as well as to the costs of care. Most agree that the health care system needs a
new framework to address these issues. Understanding and identifying who is qualified and
willing to take the lead in this process is crucial. By wielding their considerable purchasing
power, public and private purchasers might be able to hold health care providers and
insurers accountable for both the cost and quality of the health services they deliver. Many
purchasers are already taking steps in this direction. Indeed, they are starting to factor
quality into the decision-making process by incorporating performance data when

choosing health plans and providers.

More research is needed to investigate the following important issues. First,
research is necessary to determine the extent to which value-based purchasing strategies
are currently being pursued and which types of strategies are being implemented. Second,
research should be done to help define the factors that foster or impede these efforts.
Ongoing value-based purchasing programs should be investigated to identify the initiatives
and specific tools that have enabled them to grow. Concurrently, an endeavor should be
made to determine which barriers are most frequently encountered by purchasers, so that
actionable strategies can be selected and developed. Third, research should elucidate how
providers and insurers perceive value-based purchasing activities and whether these
initiatives are modifying their health care behaviors. Finally, methodologies should be
developed to measure more systematically the extent and outcomes of value-based

purchasing in terms of both quality and cost.
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APPENDIX. METHODOLOGY

A comprehensive search of publications related to value-based purchasing was
performed. All searches were restricted to English-language publications. First, the
Medline and HealthStar databases were searched for articles from 1995 to March 2002.
Since value-based purchasing is variously defined, the search was conducted using
variations on the following keyword terms: value, purchasing, purchaser, quality,
management, health, care, improving, medical, employer, employee, consumer, insurance,
measurement, performance, business, coalition, plans, benefit, HEDIS, CAPHS, and
NCQA. Selected papers and abstracts were thoroughly reviewed and assessed for relevant
content, and additional articles were identified from accompanying texts and references.
The second component of the search involved reviewing non-journal sources, including
non-journal publications and websites. Proceedings and reports of governmental agencies,
such as the Agency for Health Care Research and Quality; non-profit organizations, such
as the National Health Care Purchasing Institute, the Foundation for Accountability, The
Commonwealth Fund, and the Milbank Memorial Fund; and business consortia, such as
the National Business Coalition on Health; were taken into account. Finally, selected
opinion leaders and experts involved in value-based purchasing activities were asked to

contribute additional materials they thought to be related to the study objectives.
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