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THE NATIONAL GOVERNORS ASSOCIATION (NGA), founded in
1908, is the instrument through which the nation’s governors collectively
influence the development and implementation of national policy and apply creative leadership to state issues. Its members are the governors of
the 50 states, three territories and two commonwealths.
The NGA Center for Best Practices is the nation’s only dedicated consulting firm for governors and their key policy staff. The NGA Center’s
mission is to develop and implement innovative solutions to public policy
challenges. Through the staff of the NGA Center, governors and their policy advisors can:
• Quickly learn about what works, what doesn’t and what lessons can be
learned from other governors grappling with the same problems;
• Obtain specialized assistance in designing and implementing new programs or improving the effectiveness of current programs;
• Receive up-to-date, comprehensive information about what is happening in other state capitals and in Washington, D.C., so governors
are aware of cutting-edge policies; and
• Learn about emerging national trends and their implications for states,
so governors can prepare to meet future demands.
For more information about NGA and the Center for Best Practices,
please visit www.nga.org.
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Executive Summary

I

n many ways, the United States has a world-class health care system.
The most technologically and medically advanced health care can

be found in the nation’s premier health facilities and in the high-quality
health care organizations that operate throughout the nation. Many individuals in the U.S. health care system have a wide range of choices when
it comes to health services, physicians, and hospitals.
Despite these advantages, Americans pay too much for care, often with
below average outcomes, and there are still too many individuals who do
not have access to quality health insurance. A lack of focus on the importance of a high-performing health care system has hindered efforts to
create a more effective system and achieve better results.
Many leading experts have highlighted the need for system improvements to control skyrocketing health care costs and, simultaneously,
improve health outcomes. Cost, quality, and efficiency must be addressed
to get better value for every health care dollar and sustain health coverage,
especially in the environment of expanding health insurance programs.
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This report outlines the evidence in health system reforms,
as well as the opportunities for governors to lead these efforts. With contributions from experts in the health care
policy field, the report provides tools and levers available to
states to create a more efficient and effective health care system. After an introduction, individual chapters touch on the
following four focus areas as well as how the federal health
law provisions affect these areas:

• Chapter 3: Primary Care and Prevention. These are the
cornerstones of good health outcomes, but the nation’s
health care system is not organized or incentivized to encourage consistent use of or access to prevention services
and primary care. This chapter provides states with strategies for improving primary care and public health. The
authors identify opportunities for working across these
fields to accelerate progress in controlling costs.

• Chapter 1: Health Care Quality Improvement. This is
a key driver in moving toward a high-performing health
care system. Advances can be achieved through measuring quality and value, aligning policies and goals around
critical improvement areas, and ensuring financial incentives drive good health outcomes. This chapter outlines the major leverage points where states can exercise
efforts to ensure transparent and consistent quality in
health care delivery, including measurement initiatives,
the health information technology (HIT) infrastructure,
and the purchasing of quality health care.

• Chapter 4: Health Care Payment Systems. Such tools
are necessary to combat the current problem of paying
for volume rather than value. This chapter provides an
overview of the major types of payment reforms that can
be targeted toward hospital and primary care, such as
those that pay based on performance measures or combine payments to separate providers. It also explores the
structural and process changes that hospitals, specialists,
and primary care practices need to make to adopt new
payment systems.

• Chapter 2: Care Coordination and Disease Management. These are critical tools for improving health and
managing the costs of chronic diseases. Over the past few
years, a number of programs and strategies have been implemented to coordinate and manage disease, with mixed
results. This chapter sorts through the evidence of what
has worked, identifies the critical components and features of successful programs, and provides states with a
framework for renewed progress in these areas.
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• Chapter 5: Medicaid’s Role in the Health Delivery System. Because Medicaid will soon cover as many as 75 million people, it is an important vehicle for states to enact
delivery system reforms that will improve programmatic
quality and decrease health care spending. This chapter
provides options and opportunities for Medicaid involvement in systematic reform through quality improvement,
care coordination and disease management, primary care
and prevention, and payment policies.

Importance of States in
Delivery System Reforms

INTRODUCTION

With the cost of health care rising faster than the
gross domestic product (GDP), it is vital for the
United States to improve the delivery of health
care services. While federal health reform has
largely focused on health insurance coverage,
there needs to be greater emphasis on system
improvements that control the growth of health
care costs, achieve better results, and improve
the health of individuals and populations.
The U.S. spends almost $7,500 per person for
health services each year—more than double the
national average in other industrialized countries1—yet health outcomes are no better (Figure
1). Too often, the system encourages inefficiencies; fails to provide needed, high-quality services; and does not promote disease prevention,
instead opting for expensive care after patients
are already sick.
Many tools are available to improve system performance and increase sustainability.
Changing the way care is delivered, aligning
payments, and promoting health and wellness
can result in a healthier population and drive
value in the health care system. These efforts
will be vital in guiding future progress. Business leaders, medical professionals, and governFIGURE 1. Percentage of Americans with Ineffective or
Untimely Care

10% Individuals unable to get, or delayed in getting, needed medical care
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ments should continue to make health care system reforms and performance improvements
priorities in their work.
Governors have and will continue to be key
players in successful health system reform efforts. They have the ability to set a vision and
create the momentum for change in their states.
Through initiatives ranging from prevention
and wellness to payment reform and quality
measurement, governors can make their health
care systems more efficient and effective, leading to cost containment and better outcomes for
state residents.
State policy efforts to improve health care
delivery range from regulatory requirements
to public education campaigns to market-based
interventions. There are numerous best practices and evidence-based approaches that can
be used as models for these programs. State and
national government efforts and payer-driven
initiatives can serve as a guide for managing
health care costs and improving outcomes.

LANDSCAPE FOR CHANGE
Even as government leaders stand ready to
move forward with system improvements, they
do so at a time of major difficulty. State budgets
are strained; large-scale fiscal challenges are
forecast for several more years. This has resulted in stretched state agency personnel, limited
state investment in health care improvements,
and reduced private-sector interest in reforms
as the health marketplace struggles to overcome its own economic difficulties.
While the current fiscal situation limits the
capacity for system reform, it also makes it a
critical necessity. The cost of health care cannot
continue to increase at the current rate. As more
individuals are offered coverage under new and

SOURCE: “Public Views on U.S. Health System Organization: A Call for
New Directions.” Commonwealth Fund, 2008 and MEPS Survey, 2007.
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expanded programs in the wake of federal reform, cost containment and solid system performance become even more
essential. Among the many challenges governors face, the
issue of access to both affordable coverage and high-quality
care remains a top priority (Figure 2).
The Patient Protection and Affordable Care Act (PPACA)—the federal health reform law—passed in March 2010.
It expands coverage to millions of uninsured Americans
and offers a number of pilot programs and grants to address
health system improvements. The law offers support for patient-centered medical homes, bundling payments, preventive services, Medicare/Medicaid integrated care, and other
important system reforms.
PPACA provides states with new opportunities and leverage points to make changes and renews the imperative
to address system performance. While the sheer size and
impact of the new law could make it more challenging to
drive system improvements in the short term, governors
should work to incorporate these newly created initiatives
Figure 2:
FIGURE
2. Medicaid
Medicaid as a Component of Total State
Spending
2009) (FY 2009)
Total
State(FY
Spending

21.1%
34.9%

21%

1.6%
3.3%

8.2%

into their strategic planning for health reform. After all,
without effective cost containment and a more efficient system overall, the coverage expansions in PPACA may not be
sustainable.
As much-publicized changes to the health insurance system kick in over the next several years, governors have the
opportunity to use the populations that will gain coverage
in their states as a leverage point. As more residents get coverage through the Medicaid expansion, the new state-based
health insurance exchanges, and existing state health programs, states will have the option to build system improvement initiatives into their negotiation contracting and certification agreements with carriers and providers. Without
such efforts, states will struggle to contain costs and expand
coverage in a system where spending is already rising more
quickly than GDP.

GOVERNMENT-LED HEALTH SYSTEM REFORMS
State governments have long recognized and acted to address
the challenges in our health care system. The last few years
have seen a range of activities and initiatives in a majority of
states across the country, including cooperative efforts with
the private sector, communication and information-sharing
initiatives, and other innovative programs to boost health
outcomes, control costs, and improve system function.
The federal government, likewise, can use Medicare,
community health clinic funding, employee health plan
purchasing, and public health efforts to improve system performance. The federal health reform law, the health information technology funding provided by the 2009 American
Recovery and Reinvestment Act and other federal initiatives
will accelerate reforms and increase the potential for federal-state partnerships.

9.8%

Elementary and Secondary Education
Medicaid
Higher Education
Transportation
Corrections
Public Assistance
All Other Expenditures

SOURCE: The Fiscal Survey of the States,
National Governors Association and National Association
of State Budget Officers, Spring 2010
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State Leverage for Reforms
Governors have multiple leverage points from which to tackle system reforms. These levers can be used in conjunction
or targeted to specific efforts. The following are the tools
available to governors to lead or contribute to these efforts:
1. Establish initiatives and spotlight opportunities for
improvement. The challenges in the health care system
are often not well understood by the public or agreed on
by stakeholder groups. Governors have a critical opportunity to formulate a vision for improvement in their states

and bring the resources of all stakeholders to the table.
They can lead to develop and highlight ways in which the
system can work more efficiently—while still providing
high-quality, accessible care—by strategically coordinating system improvements with health reform implementation, participating in public health efforts, or working
with stakeholders to communicate a unified message.
2. Implement policy changes and regulatory reforms.
State government regulation mostly touches on the
health care provider and insurer communities. As such,
governors can use that regulatory role to implement policies that support system improvements and remove barriers to reform efforts, including through provider and
facility licensure and the oversight of health insurance.
With stakeholder buy-in, additional certification processes can allow providers and plans to meet reporting
requirements and comply with new rules that advance
state system improvements.
3. Leverage state purchasing power to drive change
adoption. Through public health, Medicaid, state employees, safety net and other programs, states are a sizeable purchaser of health care services. States can also
collaborate with private purchasers to ensure that efforts encompass a broad range of providers and patients
across the state.
Medicaid purchasing has been a frequently used
health reform tool, but there is concern that the program does not give states enough leverage to make sustained and systemic changes. A number of states have
recently worked to enhance their market influence in
system reforms by combining purchasing power through
both Medicaid and state employee insurance plans with
changes to have a greater impact.
In addition, starting in 2014, the governors’ market
power could be greatly increased with an expanded

Medicaid population and an influx of enrollees into private health insurance through the state-run exchanges.
These will give states more leverage to push for greater
changes in the health care system.
Taken together, these approaches will help drive system improvement. All can be enhanced with broad participation from key stakeholders and accelerated when
strategically aligned to a clear vision for a high-performance health system.

GOVERNORS ARE CRITICAL TO BROAD-BASED
SYSTEM REFORMS
Through public programs, regulatory authority and public
visibility, the support of governors for health care system
improvements is critical to attaining long-term change.
With the expansions of states’ roles in health programs in
PPACA, the opportunity for state leadership in system reforms has never been greater or more essential.
Strategic, coordinated efforts are critical to sustained system improvements. By working with the private sector and
through state and federal programs, governors are poised to
continue this important work.
To assist states, this report assembles models for achieving more efficient and effective care, identifies successful
methods and lessons learned, and provides guidance to state
policymakers who are working to improve the health care
system. Because of its major relevance to these issues and
to states, system improvements that can be driven through
Medicaid are also highlighted.
Through targeted and coordinated efforts in quality measurement, care coordination, primary care and prevention,
and payment reforms, states have many options to improve
health system performance. Used effectively, these powerful tools can control costs, improve the quality of care, and
enhance the health of all individuals.
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CHAPTER 1

Health Care Quality Improvement—
The Basics
Greg Moody, Lisa Duchon and Vernon Smith
Health Management Associates

Until recently, most Americans took for granted
that the quality of their health care was the best
in the world. Then, in 1999, the Institute of
Medicine (IOM) upset conventional wisdom
when it reported that as many as 98,000 hospitalized Americans die each year due to medical
errors. The IOM report, To Err Is Human: Building a Safer Health System, and a 2001 follow-up
report, Crossing the Quality Chasm, presented
clear and urgent evidence that Americans often
do not receive the care they need or receive care
that causes harm.
Significant quality improvements are within
reach, however. The U.S. already offers some of
the most advanced health care in the world,
with some of the best trained providers and the
most advanced technology. Today’s challenge is
to increase the value of health care spending by
improving the quality of care while also controlling costs. Reaching these goals requires multiple strategies. Long-term efforts include improving individuals’ health status through public
health initiatives and reducing the incidence of
disease and chronic conditions. Near-term strategies include improving the efficiency and effectiveness of health care delivery. This later

strategy—to improve systems of care—is the focus of this chapter.
Current systems of care in this country often
are ad hoc, poorly organized, uncoordinated,
complex, and inefficient. They lack basic information to relate services to health outcomes,
and they reward the quantity of services provided without regard to their quality. As a result
of these inefficiencies, Americans spend twice
as much for health care compared to citizens in
other industrialized nations, yet health outcomes are no better (Figure 3).
The recent passage of national health care
reform was, in large part, a response to spending ever more on health services without comparable gains in quality, health outcomes, or
insurance coverage. Under federal health reform, states will have the opportunity to expand their influence as purchasers of health
coverage, regulators of insurance and providers, and advocates for public health. These
roles will grow with the federal expansion of
the Medicaid program to 133 percent of poverty and the creation of state-run insurance exchanges. Assuming sufficient state flexibility,
these coverage expansions provide additional

FIGURE 3. Health Care Spending in U.S. Compared to OECD
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SOURCE: OECD Health Data 2009.
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opportunities for state innovation and creativity to drive
health system change.
In addition to coverage expansions, the Patient Protection and Affordable Care Act also calls for a National Strategy to Improve Health Care Quality. States will expand their
partnership with the federal government as “learning laboratories” for quality and value-based purchasing initiatives.
New federal funding will be available for state and community demonstrations, pilot projects to test quality improvement strategies, and efforts to better coordinate Medicare
and Medicaid.
This chapter covers a variety of ways states can improve
health care quality and safety by discussing:

Defining Quality
The IOM defines quality as “the degree to which health
services for individuals and populations increase the likelihood of desired health outcomes and are consistent with current professional knowledge.”2 The institute examined the
“chasm” between what health care is and what it could be,
and identified the following six areas for improvement. High
quality care should be:

• Progress and challenges to date and new opportunities
created under federal reform;
• The state of health care quality in the U.S. and evidence
that suggests there is significant room for improvement;
• Examples of state strategies to advance quality improvement; and
• Steps states can take to further develop a quality agenda.

• Effective. The health care system should match care to
science, avoiding both overuse of ineffective care and underuse of effective care.

The goal is to provide state policymakers with a quick reference to the substantial work already underway to improve
health care quality and to stimulate new ideas for any state
that wants to further improve health system performance.

• Safe. Patients ought to be as safe in health care facilities
as they are in their own homes.
• Timely. Care should continually reduce waiting times
and delays for both patients and those who give care.

• Efficient. The reduction of waste, and by extension, the
reduction of the total cost of care should be never ending.
• Patient-centered. Health care should honor the individual patient, respecting the patient’s choices, culture, social context, and specific needs.
• Equitable. The system should seek to close racial and
ethnic gaps in health status.3

HEALTH CARE QUALITY IN THE UNITED STATES

FACING THE EVIDENCE

Every day, millions of Americans receive high-quality care
that helps them maintain or restore their health. However,
far too many individuals do not. This overview of health care
quality in the United States takes into account the following
factors:

A growing body of evidence shows that Americans often receive care that does not meet IOM’s framework for quality
care because it is:

• A definition of quality and the key attributes of high-quality care;
• A sample of the evidence that shows health care quality is
not what it should be;
• Examples of quality measures to benchmark performance;
• Current initiatives to improve quality; and
• Barriers to achieving a system-wide transformation in
health care quality.
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• Not safe. As noted earlier, medical errors are the cause of
unnecessary death and injury to tens of thousands of hospitalized Americans each year.4 A 2006 IOM report estimated that preventable medication errors injure 1.5 million people in hospitals, long-term care, and outpatient
settings at costs upward of $4 billion annually.5
• Not timely. Delayed screening, diagnosis and treatment
for mental disorders, cancers, and certain acute conditions often lead to unnecessary suffering and even death.6
A 2008 study by The Commonwealth Fund found that the
U.S. fell to last place among 19 industrialized nations related to deaths that might have been prevented with timely and effective care.7

• Not effective. Overuse, underuse, and medical errors all
contribute to ineffective care. Each year, an estimated
18,000 people die because they do not receive effective
interventions.8 Americans receive just 55 percent of recommended treatments for preventive care, acute care,
and chronic care management.9 In recent studies, only 24
percent of diabetes patients received all recommended
testing; only 45 percent of heart attack patients received
potentially life-saving beta-blocker medication; only 64
percent of elderly patients were offered a vaccine to protect against pneumonia, an important cause of death; and
only 41 percent of children received recommended preventive care.10
• Not efficient. Various studies estimate that 20 percent to
30 percent of all health care spending is for unneeded
care.11 The greater the number of physicians, hospital
beds, and diagnostic imaging equipment in a community,
the higher the rates are of hospitalization, physician visits, and testing.12 One study found that the unnecessary
use of three low-cost tests—urinalysis, electrocardiograms, and x-rays—cost the system $50 million to $200
million annually.13 Compared to citizens of other countries, Americans are more likely to experience unavailability of test results or records at the time of an appointment, duplication of testing, or conflicting information
among a patient’s various providers.14
• Not patient-centered. Physicians often miss the opportunity to communicate effectively with patients and other
caregivers; involve patients in treatment decisions; or recognize patients’ preferences, beliefs, and concerns.15 Such
effectiveness of communication is linked with an increased
likelihood that patients will accept advice, adhere to treatment, and be satisfied with their care.16 Almost half of all
Americans feel that their doctor does not spend enough
time with them and 40 percent feel that their doctor does
not always listen carefully or explain things clearly.17
• Not equitable. The care that racial and ethnic minorities
receive often is of lower quality compared to the care received by whites. Racial segregation and other health system disparities are contributing factors in unequal care.
For example, primary care physicians who care mainly
for black patients are more likely to report that they are
unable to provide high-quality care to all their patients

than physicians who care primarily for white patients.18
And mortality after a heart attack is higher at hospitals
with more black patients than hospitals with few admissions of blacks.19
In addition to the human costs described above, poor quality also imposes significant, unnecessary financial costs on
an already expensive system. IOM estimated the total costs
of preventable adverse events—including the expense of additional care necessitated by errors, lost income and household productivity, and disability—to be between $17 billion
and $29 billion per year just in hospital expenses.20 The annual costs of poor-quality care are estimated at $420 billion
for direct care and between $150 billion and $210 billion in
indirect costs.21

Measuring Quality
The key to accountability and quality improvement is performance measurement and reporting. Without efforts to
assess and track system performance, very little can be done
on a system-wide basis to improve performance. The most
powerful health care quality measures are relevant to stakeholders, scientifically sound, not too burdensome to collect,
and reveal something important that can be acted on to improve future results.22 Different measures provide insight
into different aspects of care, including access, outcomes,
patient experiences, processes and utilization, and structural features (Figure 4).
Improving Quality
A tremendous amount of activity is already underway to
make care safer, more efficient, evidence-based, and patientcentered. Numerous public and private organizations are
committed to quality improvement. They test and endorse
quality measures, collect data and report on performance
measures, hold caregivers accountable for performance,
conduct research about what works, disseminate best clinical practices, and “benchmark” results to encourage providers to perform at the best level shown to be achievable. Examples of these organizations and their activities in
performance measurement and quality improvement are
described below.
• Accreditation and quality improvement organizations
and foundations. Accrediting bodies such as the Joint
Commission and the National Committee for Quality Assurance (NCQA) develop and validate measurement
State Roles in Delivery System Reform | 11

FIGURE 4. Examples of Health Care Quality Measures
Domain

Objective

Example

Access

Assess the patient’s attainment of timely
and appropriate health care.

Percentage of children who had a visit with a primary
care practitioner in the past year.

Outcome

Assess the health state of a patient resulting
from care, reflecting the cumulative impact of
multiple processes of care.

Percentage of intensive care unit (ICU) central line
associated blood stream infections during the past six
months.

Patient Experience

Provide the patient perspective on health care by
aggregating reports of patients about their
observations of and participation in health care.

Percentage of patients who reported how often they
were seen within 15 minutes of their appointment.

Process

Assess a health care service, usually by its adherence Percentage of adult members who had an outpatient
to recommendations for clinical practice based on
visit and who had their body mass index (BMI)
evidence or consensus.
documented in the past year.

Structure

Assess the capacity of a health care organization
or clinician to provide health care.

The practice can produce a register of all cancer
patients.

SOURCE: National Quality Measures Clearinghouse, http://www.qualitymeasures.ahrq.gov/browse/browsemeasures.aspx.

standards for hospitals, health plans, and provider practices. They work with government, private purchasers
and providers to implement measurement standards and
publicly report results. Private organizations, such as the
Institute for Healthcare Improvement (IHI) and the National Quality Forum (NQF) have advanced the business
case for quality measurement and improvement. Private
foundations, such as The Commonwealth Fund, Robert
Wood Johnson Foundation, and Kaiser Family Foundation support the replication and evaluation of emerging
best practices.
• Academic medicine and medical societies. Major medical research and teaching institutions have strong collaboration with the National Institutes of Health (NIH),
the Agency for Healthcare Research and Quality (AHRQ),
the Centers for Medicare & Medicaid Services (CMS),
the Centers for Disease Control and Prevention (CDC),
and other federal agencies in conducting research to advance clinical quality and safety standards and practices
and to make the scientific evidence more useful and more
accessible to clinicians and patients. National, state, and
local chapters of various medical societies also play a role
in vetting quality measures and clinical guidelines in
their respective specialties, often collaborating with state
Medicaid programs, CMS, and other private and federal
agencies to disseminate best practices.
• Other private-sector stakeholders. Many private employers—through dedicated quality organizations they
support, such as The Leapfrog Group, or through state
12 | State Roles in Delivery System Reform

and regional business coalitions—use their purchasing
power to engage providers and health plans in quality
improvement through performance measurement and
performance-based incentive programs. These programs
often seek to replicate the high quality achieved in integrated health systems such as Geisinger Health Systems
in Pennsylvania, Inter-Mountain Health Care in Utah,
the Mayo Clinic in Minnesota, and the closed health
maintenance organization (HMO) model of Kaiser Permanente in California and other states. These systems have
all been recognized for having an infrastructure that
supports high quality through care coordination and sophisticated applications of health information technology (HIT). For example, Inter-Mountain implemented
systematic protocols to analyze bedside care and use
the results to modify and standardize practice patterns,
frequently with large-scale improvements in health
outcomes.
• Federal government. CMS and AHRQ lead federal efforts in the area of quality improvement. The health programs that CMS administers—Medicare and Medicaid—
account for 40 percent of total U.S. health care spending,23
which creates a significant opportunity and responsibility to improve the delivery and cost effectiveness of health
care. The actions of these agencies impact the private
sector as well because it often follows their lead. CMS’
existing role in funding national demonstrations designed to test promising approaches to quality improvement and value-based purchasing was expanded under

federal health care reform. CMS has also been a leader in
standardizing health measures and collecting and publicly reporting hospital quality data. For example, the
CMS Hospital Quality Compare website24 provides information on how well hospitals care for patients with certain medical conditions or surgical procedures, and shows
results from a survey of patients about the quality of care
they received during a recent hospital stay.
AHRQ is the lead federal agency designated to develop
and test measures of quality. AHRQ sponsors a National
Quality Measures Clearinghouse (NQMC) database and
website with information on specific evidence-based
health care quality measures and measure sets.25 Under
health care reform, AHRQ will establish a Quality Improvement Network Research Program for the purposes
of testing, scaling, and disseminating interventions shown
to improve quality and efficiency. AHRQ also supports a
“State Snapshots” website to help state leaders, researchers, consumers, and others understand the status of
health care quality in individual states.26 State Snapshots
provide state-specific quality information, including
strengths, weaknesses, and opportunities for improvement.
• State and local governments. States promote quality and
safety by regulating insurance markets, licensing and
overseeing health professionals and facilities, providing
legal protections for consumers, and purchasing and
funding health care services and coverage. State governments often assume special responsibilities in assuring
the availability of providers for vulnerable and underserved populations (the federal government and local
communities also play a role). Also, state universities are
major institutions of training and education for medical
and allied health professionals.
There are significant lessons to be learned from the
substantial amount of quality improvement work already
underway. Recent trends include a greater emphasis on
prevention and primary care, care coordination and disease management, and payment reform that shifts volume-based reimbursement systems toward overall accountability for quality and costs (each trend is covered
elsewhere in this report). The success of these strategies,
however, is often limited by systemic barriers within the
current delivery system.

Barriers to Transforming Health Care Quality
Despite significant progress to improve quality measurement and reporting over the last decade, key features of the
current system continue to undermine the quality of care
that Americans receive. Because these challenges are far
reaching and interrelated, experts have concluded that
nothing short of a fundamental redesign of the entire system
will make it better.27 Some of the major challenges to achieving a high-performing health system are described below.
• The payment system rewards quantity not quality.
The prevailing fee-for-service system creates incentives
to provide more care and more intensive treatments,
with little regard for the effectiveness of those treatments
in terms of improving health at the lowest possible cost.
Many valuable services such as effective preventive care
and coordinated care after a hospital stay are often underutilized because doctors and hospitals do not have adequate financial or other support to provide them. Without payment reforms that reward value over volume,
quality before quantity, and organized delivery over uncoordinated care, incremental delivery system reforms
and quality initiatives are unlikely to be adequate to address the current gaps in quality and value.
• There is a lack of evidence about the effectiveness of
care. Medical science and technology have advanced at
an unprecedented rate during the past half-century. New
technologies, which account for at least half of the growth
in health care spending over the last few decades, are often adopted without proven effectiveness over existing
and less expensive treatments.28 Faced with such rapid
changes, the nation’s health care delivery system has fallen far short in its ability to translate knowledge into practice and apply new technology safely and appropriately.
As a result, there are wide variations across the country
in the use and cost of medical services. And places with
higher levels of health care spending are not necessarily
associated with better quality of care or outcomes.29
• Care is fragmented and uncoordinated. The U.S. health
care system is decentralized in terms of insurers and payers and, its physicians are uncoordinated. Patients and
their families often navigate unassisted across multiple
providers and care settings. When this occurs, it becomes
easier for providers—few with access to complete information—to make mistakes or to duplicate tests and
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screenings. Fragmentation also makes it difficult to hold
providers accountable for practicing evidence-based
medicine and, as a result, exacerbates variations in the
use and cost of medical services.

of the best-performing states. Here is how states compare
when looking at the following health system parameters:
Quality. The percentage of adults age 50 or older receiving all recommended preventive care ranges from 50
percent to 33 percent across the states, and the percentages of diabetics receiving basic preventive care services
varies from 65 percent to 29 percent.33 If all states reached
the levels achieved among the top-ranked states, nearly 9
million more older adults would receive recommended
preventive care and almost 4 million more diabetics
would receive care to help prevent disease complications.
Preventable utilization and costs. Rates of potentially preventable hospital admissions among Medicare
beneficiaries range from more than 10,000 per 100,000
beneficiaries in the five states with the highest rates, to
less than 5,000 per 100,000 in the five states with the
lowest rates.34 If all states reached the lowest levels of
admissions and readmissions, hospitalizations could be
reduced by 30 percent, saving Medicare $2 billion to $5
billion each year.35
Achieving the highest levels of health system quality
ultimately requires changing the structures and processes of the environment where health professionals
and organizations function. Quality improves by systematically applying evidence about the best care to
clinical practice, using electronic health information exchange to put the right information at the right place at
the right time to improve care and aligning payment
policies to reward the quality instead of the quantity of
services. States have a vital role to play here.
They can lead others toward a vision for quality
improvement that ultimately improves the nation’s health and well-being.

• Health information technology is deficient. The U.S.
has been much slower than other industrialized nations
to adopt HIT and use it to exchange health information
electronically. For example, less than half (46 percent)
of U.S. physicians have electronic medical record (EMR)
capabilities compared with more than 90 percent of
physicians in Australia, Denmark, Italy, The Netherlands, New Zealand, Norway, Sweden, and the United
Kingdom (Figure 5).30 Paper-based record systems in
the U.S. limit communication among patients’ doctors
and have been shown to lead to unnecessary hospitalizations, especially among patients with multiple
chronic diseases.31 Better tools have the potential to improve patient safety and overall quality of care by encouraging physicians to adhere to evidence-based
guidelines, avoid preventable errors, and reduce paperwork and other administrative costs.
All of the barriers described above contribute to wide
variations in health system performance across states. A
scorecard created by The Commonwealth Fund to highlight state-to-state variations on key dimensions of health
system performance32 clearly shows that states are making progress to improve quality, but it also shows how
much more is possible if all states performed at the level
FIGURE 5. U.S. HIT Integration Compared to Other Countries
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As major purchasers of health care—for state employees, Medicaid beneficiaries, wards of the
state, and residents who receive public health services—state governments have been pioneers in
broad-based strategies to improve health care
while holding down the growth in costs. This focus has been driven in part by state budget shortfalls and the resulting imperative to obtain the
best possible value for the considerable state dol-

State Roles in Delivery System Reform | 15

lars invested in health services. Key strategies that states are
pursuing to improve quality include:
• Engaging providers, purchasers, and consumers by collecting and publicly reporting data on medical errors, adverse events, and other quality outcomes;
• Leveraging the purchasing power of Medicaid and state
employee health programs to encourage and support integrated systems of care; and
• Accelerating the adoption of HIT.

Measuring and Reporting Quality
Public reporting of data that measures aspects of health
system performance is a critical ingredient for system accountability, a necessary tool for consumer choice, and an
effective way to drive quality improvements. Quality improvement depends on making price and quality information transparent to consumers and purchasers. Many states
are achieving greater transparency by standardizing reporting requirements, publicly reporting quality outcomes,
and convening multi-stakeholder quality forums, all of
which are discussed below.
STANDARDIZE REPORTING REQUIREMENTS

The first step in achieving price and quality transparency is
to standardize data requirements and quality measures.
States often play a role in establishing standard quality guidelines or measures and setting standard data reporting requirements for hospitals, nursing homes, other providers,
and health plans. Uniformity of measures and reporting standards help to align requirements across purchasers, eliminate duplicative or unnecessary reporting requirements, give
providers confidence that employers and consumers are
making fair comparisons, and allow providers to focus improvement on quality measures that reflect evidence-based
medicine. States typically adopt performance standards
based on national measures and best practices, such as those
developed by NCQA and the Joint Commission.
PUBLICLY REPORT QUALITY AND SAFETY OUTCOMES

Research shows that simply publishing provider performance data can have a significant and positive effect on hospital quality and physician practice patterns. About half of
the states publicly report quality information. In six states—
Kentucky, Maine, New Jersey, Oregon, Pennsylvania, and
Rhode Island—all payers are required to supply quality data
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to state collection efforts. States commonly disseminate
quality data through Web sites.36
Some states are using the information they collect from
health plans and providers to create “value” measures—a
combination of quality and costs—to present comparative
information. Early examples of publicly reported comparative information include the Wisconsin Hospital Association’s Hospital CheckPoint and PricePoint programs, which
allow health care consumers and purchasers to see online
how virtually every hospital in the state compares with others and with national and state benchmarks for quality.37
Some impact of comparative reporting is already evident.
Health plans report that they are paying attention to the
publicly available data for how they compare to other health
plans and how hospitals and physicians in their network
compare to others. Anecdotal evidence indicates that hospitals and many physicians also pay attention to how they
compare to their peers and, as a result, appear to be making
efforts to improve their scores. Some businesses are also using publicly reported measures in discussions and negotiations with health plans; however, in most areas, employers
do not often use the information and consumers rarely consider it.38
CONVENE MULTI-PAYER QUALITY FORUMS

States can leverage the impact of uniform standards by encouraging other health care purchasers to use the same
standards the state is using or by joining a purchasing coalition and adopting its measures. Twenty-one states report
participating in a public-private collaborative or forum for
the purpose of improving the quality of health care. Of these,
12 report that the state convened the initiative.39 These efforts can amplify impact by ensuring uniformity of approach
and priorities across payers.
Several states—including Iowa, Massachusetts, Maine,
Minnesota, Vermont, and Wisconsin—support a standalone organization with a specific mission to collect and
publicly report cost and quality information. These organizations are at the center of public-private partnerships to
standardize quality measurement and reporting, raise public and health sector awareness of quality problems, and
support the use of innovative technology and the exchange
of information across health care settings to improve quality
and reduce errors. In some cases, these organizations were
originally established by physician leaders or hospital systems to improve patient care. Today, they function as a

MINNESOTA’S QUALITY MEASUREMENT AND PUBLIC REPORTING INITIATIVES
Minnesota’s employers were among the first in the nation to identify great variation in health plan and
provider quality. In 1988, General Mills, 3M, and other large self-insured employers in the state created
a Buyer’s Health Care Action Group to challenge the state’s health plans and providers to publish quality results so that consumers and employers would have the information they need to reward optimal
health plan and provider performance. Despite some initial tension, Minnesota’s health plan and provider community embraced market transparency as a strategy to drive quality. Strong physician leaders
and the state’s non-profit health plans worked together to create the Institute for Clinical Systems
Improvement (ICSI) and MN Community Measurement (MNCM).
ICSI was established in 1993 by HealthPartners, Mayo Clinic, and Park Nicollet Health Services to
improve patient care through innovations in evidence-based medicine. Today, 85 percent of Minnesota
physicians and all of the state’s health plans participate in ICSI. MNCM was created by Minnesota’s
health plans in 2004 to report statewide health care quality measures across medical groups. Using ICSI
guidelines and data that the health plans supply, MNCM measures, compares, and reports “HealthScores” for more than 700 provider groups and clinics across the state. ICSI and MNCM put Minnesota
ahead of most states in its capacity to understand what contributes to health care value and health
system performance by creating a forum to discuss, test, and act on new ideas.
SOURCE: Commonwealth Fund, “Aiming Higher for System Performance,” October 2009.

multi-stakeholder forum to align statewide quality improvement and cost-control initiatives.
These organizations are “on call” to evaluate and adopt
emerging best practices and have enabled their host states
to act quickly to adopt quality-oriented delivery system reforms, including patient-centered medical homes, electronic health information exchange, and payment reforms that
reward caregivers for the quality rather than the quantity of
services provided. They often are instrumental in supporting other collaborative efforts, such as value-based purchaser coalitions and initiatives to adopt HIT.

Leveraging State Purchasing Power
State and local governments are responsible for 17 percent
of all health spending in the U.S. much of which—38 percent—is related to Medicaid.40 As a major purchaser of care,
states have significant leverage to demand high quality from
providers, and to specify the delivery system through which
care is provided. States are using a variety of tools to leverage their purchasing power for quality improvement, including contract requirements, direct financial incentives,
alignment across state agencies, and value-based purchasing collaboratives, all of which are discussed below.

REQUIRE QUALITY IMPROVEMENTS IN CONTRACTS

State agencies that purchase health services commonly use
managed care delivery systems, because these approaches
can provide an organized, integrated structure for care.
States sometimes choose these systems of care specifically
because they hold the promise of higher quality while assuring access, resulting in cost savings and allowing the state to
hold a single entity responsible for performance. State agencies can build quality and safety standards into their contracts with health plans and providers. Most that do so, require reporting on nationally developed or endorsed quality
measurements, such as those from AHRQ, CMS, NCQA,
Joint Commission, and NQF. State Medicaid and Children’s
Health Insurance Program (CHIP) plans also commonly use
state-developed measures, particularly to assess quality outcomes for children. Contract requirements to report patient
safety are less common than quality measures, although a
few states—including Florida and Oregon—require reporting on patient safety measures on all contracts.41
PROVIDE FINANCIAL INCENTIVES FOR QUALITY IMPROVEMENT

Many states use direct financial incentives to influence the
behavior and decisions of providers, health plans, consumers, and private purchasers of health coverage to promote
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higher quality and better health care value. Traditionally,
purchasers have focused on cost containment—getting discounts from suppliers or shifting costs to workers—rather
than trying to use their market power to improve value and
system performance. Increasingly, states are working with
other purchasers to pursue new, innovative, incentive-based
techniques to achieve quality improvement.
Pay-for-performance (P4P). These programs exemplify financial incentives. P4P ties a portion of the provider’s
fee to one or more objective measures of performance.
These programs use extra payments to reward health plans
or physician practices for meeting benchmarks or improving on process of care measures (e.g., immunization rates),
structural measures (e.g., adopting medical home practices), or other desired outcomes. These efforts have shown
some improvements in quality but little evidence of cost
savings.42
More than half of all Medicaid programs have established
a P4P initiative.43 Seventy percent of existing Medicaid P4P
programs operate in managed care or primary care case
management (PCCM) environments, and the vast majority
focus on quality improvement rather than cost containment,
sometimes with impressive results. For example, Pennsylvania’s managed care P4P program led to a 9 percent increase in mammograms for early breast cancer detection
and a 20 percent increase in adolescent well-child visits.44
States have also recently started providing incentives directly to hospitals, nursing homes, and other providers
through fee-for-service programs. For example, the Arkansas Medicaid hospital P4P initiative offers bonuses for
reaching target performance levels on CMS quality measures that hospitals were already reporting.45 Pennsylvania
Medicaid’s P4P initiative measures seven-day readmission
rates and rewards hospitals on structural measures that include e-prescribing and computerized physician order entry (CPOE).46
Nonpayment for “never events.” This is another type of
incentive program where providers are not reimbursed for
services rendered in error. In addition to paying for good
performance, some states are not paying for certain types of
poor performance. More than half of the states have enacted
legislation, regulations, or executive orders creating reporting systems for preventable, adverse events. Many of these
reporting systems focus on “serious reportable events”
identified as events that should never occur in a health care
setting, hence the phrase “never events.”47 The National
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Academy for State Health Policy (NASHP) recommends
that states implement nonpayment for preventable, adverse
events or conditions as a relatively easy, visible, and noncontroversial first step to promoting patient safety.48
Currently, in 12 states—Colorado, Kansas, Maine, Maryland, Massachusetts, Minnesota, Missouri, New Jersey,
New York, Oregon, Pennsylvania, and Washington—Medicaid or other health care purchasers deny or adjust payment for certain adverse events or preventable conditions.
At least six additional states have CMS approval to implement a Medicaid non-payment policy, and others are considering such a policy.49 All but one of the states that have
implemented nonpayment policies base them on NQF’s list
of serious reportable events or Medicare’s nonpayment policy, which includes NQF’s list plus certain other preventable
hospital-acquired conditions.50 One state—Maryland—uses
a unique list of 50 potentially preventable complications.51
The following other incentive programs can be explored:
• Consumer incentives. A few Medicaid programs are
working with their health plans to offer incentives that
encourage people to take a more active role in their own

care. Initiatives have generally focused on lifestyle
changes related to smoking or obesity or on seeking preventive or follow-up care.52 At least five states have enacted legislation to begin or consider initiatives that build
on the concept of “patient engagement” promoted by the
U.S. Department of Health and Human Services as a way
to control costs and improve health outcomes. Incentives
for the desired behavior may include reduced cost sharing (Florida), additional benefits that are not part of the
standard benefit package (Michigan, Texas), and gift
certificates or movie passes (California).53
• Tiered premiums or copayments. Some states are using
tiered premiums or copayments to steer care toward
more efficient and effective providers. For example, the
Group Insurance Commission (GIC) in Massachusetts,
which administers state employee health benefits,
worked with six of the seven largest private insurance
carriers in Massachusetts to develop physician performance profiles based on quality and cost-effective care.
GIC provides results for individual physicians to all of its
contracted health plans and requires the plans to develop
and implement tiered cost sharing that is based on the
provider’s performance ranking. The provider’s performance group (e.g., tier-one, tier-two, or tier-three) is
communicated to enrollees through the plans, and differential co-pays are attached to each tier to reward enrollees who seek care from higher-performing providers.54

Convene Value-Based Purchasing Collaborative
Some states are forming multi-payer purchasing coalitions
with private purchasers to make measurement, reporting,
and incentive programs uniform for providers and to establish common benchmarks for improvements in quality and
safety (Figure 6). Most public-private health care purchasing initiatives have focused more on cost containment than
on quality improvement. Only about half of public-private
health care purchasing initiatives that include states specifically address quality. Among these, the Washington Medicaid program and public employee health plan participate in
the Puget Sound Health Alliance, a regional partnership involving employers, providers, health plans, and patients
working together to use evidence to identify and measure
quality and produce publicly available comparison reports
designed to help improve health care decision-making; and
the Wisconsin state employee plan participates in a public-

FIGURE 6. Examples of State Medicaid Programs Participating in
Multi-Payer Value-based Purchasing or P4P Initiatives
State

Program Name

Kansas

Multi-Payer Program

Maine

Maine Quality Forum

Minnesota

Smart-Buy Alliance

New Hampshire

Citizen’s Health Initiative

New York

Regional Pay-for-Performance Grant Program

Oregon

Oregon Health Care Quality Corporation

Vermont

Vermont Blueprint for Health

Source: K. Kuhmerker and T. Hartman, 2007.

private initiative to purchase pharmacy benefit management services.55

Ensure Interagency Quality Efforts
Many state agencies have a role in improving health care
quality. However, there is often no focal point for state efforts to address quality. State responsibility tends to be
spread across an array of professional licensure boards, licensing and certification agencies, Medicaid, insurance,
public health, and other departments. Without a natural vehicle to organize quality activities, states’ efforts may be
fragmented.
Some states use their leverage internally to drive quality
and efficiencies through inter-agency contracts and grant
requirements. Others have developed quality collaboratives,
agendas, and forums to craft coordinated strategies across
their agencies. For example, eight states—Colorado, Kansas, Massachusetts, Minnesota, Ohio, Oregon, Vermont,
and Washington—participate in a State Quality Improvement Initiative (SQII) sponsored by AcademyHealth and
The Commonwealth Fund to develop and implement specific statewide strategies.56
A wide range of potential issues and quality efforts can
be furthered by interagency coordination. For example,
states can bring multiple agencies together around a common chronic condition, ensuring that all purchasing and
patient support efforts are targeting critical quality gaps in
a coherent and supportive fashion. Public health, Medicaid, and state employee programs will be at the core of such
efforts, but efforts can be further enhanced through other
agency programs (e.g.,—aging units with consumer outreach tools).
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VERMONT’S BLUEPRINT FOR HEALTH
Vermont’s Blueprint for Health aligns goals across all state agencies and coordinates with the private sector to create an integrated
statewide system of high-quality health care for all Vermonters, improving the health of the overall population, and improving
control over health care costs by promoting health maintenance, prevention, care coordination, and management of individuals with and at risk for chronic conditions. It is designed to provide patients with the knowledge, skills, and supports needed to
manage their own care and make healthier choices; give providers the training, tools, and financial incentives to ensure treatment
consistent with evidence-based standards of care; support communities to address physical activity, nutrition, and other behaviors to prevent or control chronic diseases; assist providers in acquiring information technology tools to support individual care
and population-based care management; and link financing mechanisms and insurance reimbursement with the attainment of
chronic care treatment goals.
From the beginning, Vermont approached health reform with an emphasis on public health. Public health and clinical medicine
have common roots but over time have grown apart: The Blueprint is attempting to bring them back together. Clinical professionals and public health prevention specialists work together on the Blueprint’s Community Care Teams. The state’s health information exchange collects and shares information that is relevant for individuals at the point of care and used to track risk factors
across populations. Catamount Health, the state’s subsidy program for low-income Vermonters to purchase private insurance,
includes coverage and waives cost-sharing for chronic care management and preventive care, and Medicaid includes new benefits
and reimbursement incentives to improve chronic care management.

STATE OPPORTUNITIES TO FURTHER ADVANCE
QUALITY IMPROVEMENT
States are at very different places along a continuum of
quality and quality improvement strategies. All states
have made some progress—and every state has room to
improve. The good news is that there is a growing body of
evidence about what works to improve health care quality, and many states have learned valuable lessons that are
now available to others that also want to improve. The
checklist below summarizes some of these lessons and
provides new ideas for states that want to further advance
quality improvement.

Create a Vision for Quality Improvement
State governments—and particularly governors’ offices—are
well positioned to create a vision for quality improvement
that benefits the health sector overall. States have considerable influence as purchasers of health coverage, regulators
of insurance and providers, and advocates for vulnerable
populations. These roles create opportunities—and responsibilities—to make high-quality care and quality improvement an explicit and high-profile objective for all state
health policies and programs. This vision can be expressed
as instructions to state agencies, through executive orders,
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or in legislation. Regardless of the means, the message needs
to be clear that high-quality care and quality improvement
are priorities for the state and that continuous improvement
is expected of all stakeholders.

Assess the State’s Capacity for Quality Improvement
Some states have focused on quality improvement for
years; others are just getting started. Regardless of a state’s
current stage, it is important to periodically assess the
state’s capacity for further improvement. Many factors affect a state’s capacity for quality improvement, political
culture, economic outlook, population characteristics, and
existing medical infrastructure. Each must be balanced to
realistically assess what is possible while pushing the system toward its full potential. States also need to anticipate
resistance and plan ahead to address challenges as they
arise. Examples of resistance include: systemic barriers to
quality improvement, such as paper-based record systems;
wide variation in medical practice; and worries about who
will bear the cost of new systems and processes.
Focus First on Standard Measures and Public Reporting
Quality improvement depends on performance measurement and public reporting. This step is a prerequisite for

quality improvement and cannot be skipped. The goal is to
make quality and cost information as transparent as possible and use that information to drive system accountability
and quality improvements. The path toward greater transparency typically involves significant state involvement to
establish uniform quality measures, standardize reporting
requirements, and publicly report the results. Some states
are using the information they collect from health plans
and providers to create “value” measures to compare performance across providers and plans. A few states assign
responsibility for collecting and publishing quality information to a stand-alone organization that is “on call” to evaluate and adopt emerging best practices.
Regardless of whether an initiative to measure and report quality standards is led by states or by an independent
organization, it should bring together multiple stakeholders—including providers, purchasers, and regulators—to
obtain their input, hear their suggestions and concerns,
and build a sense of ownership and buy-in. The measures
should not be onerous for providers to collect and report
and, to the extent possible, should build on data already
being collected by other organizations (e.g., Joint Commission, CMS). The measures also should be seen as useful to
purchasers for selecting and reimbursing providers, and to
providers, who will likely monitor them and try to improve
their own performance. Broad input is critically important
to establishing trust in the measurement system, ensuring
reporting compliance, and making the reporting process
easy to administer and meaningful in its results.

Build Stakeholder Interest Around Targeted Initiatives
Most states—including those that today manage a comprehensive quality agenda—start with a focused quality initiative that allows them to build trust and support across diverse stakeholders. One state, for example, might focus
first on care coordination and disease management for
people with diabetes—and leverage that initiative to introduce medical home concepts, payment reforms, or HIT.
Other high-value starting points include reducing emergency department visits related to asthma or reducing hospital admission rates for congestive heart failure.57 Once
established, these initiatives can be expanded to include
other disease states and objectives—all the while building
the state’s overall capacity to take on larger scale quality
initiatives.

Enhance Activities by Ensuring State Agency Coordination
Most states align priorities across specific departments,
such as health and human service agencies and Medicaid,
but a few also align quality improvement activities across
state employee benefit programs, professional licensure
boards, public health, insurance, and other systems that
provide health coverage, such as prisons. Working together,
these agencies can increase their leverage to drive quality
improvement through inter-agency contracts and grant requirements, quality measurement and reporting, and payment reforms.
Convene a Broad Coalition of Purchasers
In addition to aligning quality improvement activities internally across state agencies, states also have an opportunity to
coordinate activities externally by participating in multipayer purchasing coalitions. This public-private approach
enhances a state’s leverage to drive quality improvements
and efficiencies, eliminates duplicative reporting requirements, and reduces confusion among payers, providers, and
patients. To date, most public-private health care purchasing initiatives have focused on cost containment, not quality
improvement. States have an opportunity to lead these initiatives in a new direction—still focusing on cost containment but also taking quality into consideration, with the ultimate goal of adopting value-based purchasing.
Prioritize Health Information Exchange
The federal government is working with states to support
the adoption of HIT and electronic health information exchange (HIE). Over the next four years, the Office of the National Coordinator (ONC) for HIT will spend $40 billion to
create a nationwide health information exchange and support Medicare and Medicaid providers in their effort to become “meaningful” users of electronic health records
(EHRs). The following programs, which depend on state involvement, are included in the initiative:
• State Health Information Exchange Cooperative
Agreement Program. ONC awarded $547 million to all
50 states to establish electronic HIE capacity among
health care providers and hospitals.58
• Health Information Technology Extension Program.
ONC awarded $632 million in two rounds of grants to 60
newly created Regional Extension Centers to offer tech-
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• Work with electronic health record vendors to build in
practice-based tools and reporting; and
• Incorporate quality reporting and data aggregation tools
into a health information exchange build-out.

LEVERAGE FEDERAL HEALTH CARE REFORM
FUNDING AND RESOURCES
While responses to federal health reform will be unique to
each state’s circumstances, all states will have opportunities
to explore new federal funding and resources related to
quality improvement. The Patient Protection and Affordable Care Act (PPACA) expands opportunities for states and
communities to participate in demonstration and pilot projects to test quality improvement and value-based purchasing strategies. The law funds the following programs to advance these efforts:

nical assistance, guidance, and information on best practices to assist health care providers in their efforts to become meaningful users of certified EHRs.59
• Medicaid and Medicare “Meaningful Use” Incentive
Payment Program. ONC will provide up to $35 billion
over four years (2011-2014) in incentive payments for eligible providers who demonstrate “meaningful use” thorough certified EHR technologies that, among other
things, electronically exchange health information to improve quality of care.60,61
There are multiple resources available to states to share best
practices for HIT adoption. The National Governors Association Center for Best Practices also provides policy assistance to states through the ONC-funded State Alliance for
e-Health.62 The Alliance provides a nationwide forum for
states to work together to identify inter- and intrastate—
based HIT policies and best practices, and explore solutions
to programmatic and legal issues related to the exchange of
health information.
In seeking linkages between HIE and quality, states can
explore some of the following ideas:
• Use HIT to support evidence-based medicine and improve patient care through transparent reporting of
health outcomes and costs;
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• Medicaid Global Payment System Demonstration
Project. Up to five states will be selected to receive funds
for large safety net hospital systems or networks to transform from a fee-for-service system to a capitated global
payment structure.
• Medicaid Integrated Care Hospitalization Demonstration Program. Up to eight states will be selected to
use bundled payments to promote integration of care
around hospitalization.
• Medicaid health home for chronic conditions. This
new Medicaid state plan option will provide health
homes for enrollees with chronic conditions at 90 percent FMAP during the first two years that the state plan
amendment is in effect.
• Pediatric Accountable Care Organization Demonstration Project. This provision allows pediatric providers to
organize as ACOs and share in federal and state cost savings generated under Medicaid.
The following additional new resources and technical assistance will be available to states to improve quality and health
system performance:
• CMS Center for Medicare and Medicaid Innovation.
The center will test new provider payment models designed to improve quality and reduce costs and, if successful, implement models in Medicare, Medicaid, and
the State Children’s Health Insurance Program.

• Federal coordinating council for comparative effectiveness research. This new council will conduct and
disseminate research on comparative effectiveness of
clinical procedures, practices and treatments.
• Patient-centered Outcomes Research Institute. This
private non-profit institute will be established to set a national research agenda and conduct comparative clinical
effectiveness research.
• Development of quality measures for use in federal
programs. The U.S. Department of Health and Human
Services (HHS) will involve multiple stakeholders to select quality measures to be used in reporting to and payment under federal health programs.
Going forward, the role of quality efforts in the Medicaid
expansion and in the new insurance exchanges must be
considered. Within each of these initiatives, new opportunities exist to use program dollars, participation, and policies
to drive quality improvement. For example, the insurance
exchanges will be a new venue for sharing quality information with the public and could also be leveraged to drive system performance.
In addition to PPACA implementation, states also can
take advantage of the following other federal initiatives to
improve health care quality and achieve quality objectives:
• Child Health Insurance Program Reauthorization Act
(CHIPRA). Passed in 2009, CHIPRA provides states
with technical and financial assistance to create highquality systems of care for children in Medicaid and
CHIP, including new core quality measures, an enhanced
federal match for quality reporting activities, and demonstration grants to test new strategies for improving
child health quality.63 An important element of each demonstration project is use of electronic data sources, including electronic health records and data from outside
the Medicaid/CHIP agencies to provide a more complete
picture of children’s health.
• American Recovery and Reinvestment Act (ARRA).
The 2009 federal economic stimulus package provided
additional federal funding to support state Medicaid programs. In addition to enhanced federal matching payments for Medicaid services, the stimulus law also provided significant new investments in HIT, as described
above. HIT and information exchange funding was also
included in ARRA under a section known as HITECH.

EMBED QUALITY IMPROVEMENT IN EVERY
HEALTH REFORM
The strategies discussed throughout this paper should be
seen as tools for improving health care quality. Each tool
can be used to address a problem or multiple problems —
but combining them with other reforms may be more effective in achieving the goals of improved quality and reduced health care cost growth. For example, the tools
discussed in this chapter (measuring and reporting quality,
leveraging purchasing power, and adopting HIT) combined with strategies discussed in the other chapters (prevention and primary care, care coordination and disease
management, and payment reform) have the potential to
achieve better integration of the delivery system and lead
to improved patient outcomes and less waste, duplication,
and poor quality care. The combination of HIT investments and disease management interventions, in particular, has been shown to significantly improve quality and
lower costs.64
The evidence related to health care quality in the U.S.
shows that while there is tremendous potential for improving outcomes and saving money, these benefits are difficult
to achieve in our current system, which is fragmented, uncoordinated, and rewarding of service volume over service
value. Incremental reforms may lead to incremental improvements in care, but they are unlikely to lead to the more
fundamental changes in delivery that are needed to increase
value and address the major gaps in cost and quality that
currently exist in the U.S. health care system.
In contrast, systemic initiatives can reorganize the system of care and align incentives to achieve the best possible outcomes at a significantly lower overall cost. A systemic initiative combines multiple strategies—prevention
and primary care, care coordination and disease management, payment reforms, and quality improvement initiatives—to reset the basic rules of the system and reward
value over cost, quality before quantity, and coordinated
rather than fragmented care. Change on this scale is not
easy, but it is necessary to achieve the much higher levels
of health care quality that we know are possible and that
all Americans deserve.
The reforms spelled out in PPACA and other recently enacted federal health care legislation present opportunities to
begin or continue making progress toward reorganizing the
health care system and improving system performance.
States will continue to play a vital role in these areas.
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CHAPTER 2

Care Coordination and
Disease Management
Debra Lipson and Melanie Au
Mathematica Policy Research, Inc.

Several years ago, David Lawrence, the former
chief executive officer of Kaiser Permanente—
one of the nation’s largest and most respected
integrated health care systems—wrote about
the care his 88-year-old mother received in the
regular Medicare system after she fell.65 Following an emergency room visit and three days in
the hospital, she spent a few months rehabilitating in a skilled nursing facility. In the first
month alone, she was cared for by 10 physicians,
at least 50 nurses, 10 physical and occupational
therapists, and a host of nurse aides.
“At times, Mom’s care seemed like a pick-up
soccer game in which the participants were
playing together for the first time, didn’t know
each other’s names, and wore earmuffs so they
couldn’t hear one another. Her care seemed like
an ‘ad-hoc-racy’ that involved well-trained and
well-intentioned people, state-of-the-art facilities, and remarkable technologies—but was
not joined into a coherent whole for the benefit of her or her family. My mother ricocheted
from place to place like a pinball. Each contact
brought another bill, different advice, and increased risk that something could go wrong.”

Her experience is commonplace. The U.S.
health care delivery system is characterized by
fragmented, uncoordinated care resulting in
high costs and poor health outcomes. The consequences are especially dismal for the estimated 130 million Americans—almost half the population—with at least one chronic disease, such
as congestive heart failure, diabetes, mental illness, and asthma. Those with one or more
chronic conditions are heavier users of health
care. When their care is not coordinated across
their many providers, they are more likely to get

duplicate tests, are at greater risk of conflicting
treatments and medications, experience higher
rates of avoidable hospitalization, and receive
less preventive care than is recommended—all
of which contribute to higher costs.66
Care coordination and disease management
have emerged in recent years as promising strategies to reduce fragmented care, improve health
care quality, and reduce costs. While called by
different names, most of these programs share
some common elements: mechanisms to coordinate care across multiple providers and care
settings, greater communication among providers and patients, and support for patients and
their caregivers to manage their conditions. But
programs often differ in the emphasis placed on
each of these features and in the populations
targeted.
Governors and policymakers in many states
have begun to craft health delivery reforms to
promote coordinated care and manage chronic
disease in the hope of improving health status
and reducing costs. In some states, these efforts
are pursued independently by the state Medicaid agency, private health plans, large employers, and professional associations. But most experts believe that disjointed efforts are not
effective in changing provider behavior. True
coordination can take place only by harmonizing strategies among all providers to synchronize care and motivate individuals to better
manage their chronic diseases. However, it can
be difficult to forge a coherent strategy that all
key stakeholders agree on, particularly if the reforms challenge the interests of strong provider
groups. Gaining consensus is critical to driving
broader changes in the health care system.
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State policymakers have many levers to move all key players toward greater care coordination—through their role as a
large purchaser of care for Medicaid enrollees and state employees; by joining initiatives that align private and public
payment incentives; and by developing public education
campaigns that stress the health and financial gains to individuals, families, and taxpayers.
This chapter reviews the levers and options available to
states to reform health care delivery by promoting more coordinated, effective care that reduces the use of expensive
health services and results in better health. It begins by summarizing the evidence on the effectiveness of care coordination and disease management programs in the private sector,
in state programs, and in other countries, highlighting factors that have helped improve health and lower costs. It then
discusses challenges and considerations state policymakers
face in developing a strategy that will work best in each state.
Next, it reviews how state programs have applied lessons
from evidence and experience. The chapter concludes with
principles that can help policymakers in every state make
progress, regardless of their starting point.
The bottom line from the evidence and experience to
date is that some care coordination and disease management
programs can save money or reduce costs if they have the
right tools and use incentives to lower the use of expensive
health services. They can also improve health status for
many individuals with chronic diseases and conditions.
State policymakers in search of the greatest gains must ensure that such programs have the following components:
• Target high-risk patients. Effective programs target services to those who are at greatest risk of hospitalization,
have more serious illness, and have multiple chronic conditions or accompanying functional disabilities.
• Tailor services to meet individual patient needs. Effective programs take the time to assess each patient’s needs,
create individualized care plans reflecting patient goals,
and vary the intensity of intervention based on patient
risk. They also help patients manage their own health
care, teach them how to take their medications properly,
and arrange for social services for patients needing help
with daily living activities, transportation, or overcoming
isolation.
• Provide sufficient in-person contact. The most successful programs average nearly one in-person contact per
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month to provide education, support, and transitional
care. Frequent in-person contact helps patients and caregivers develop trust in care coordinators. It also explains
why self-management programs often involve peer leaders who can more easily engender trust. Hence, programs
must have sufficient resources to provide intensive contact and support to patients who could benefit the most.
• Foster regular communication between care coordinators and primary care physicians. Close ties between
care coordinators and physicians are critical to program
effectiveness because regular communication improves
chances to develop tailored interventions for patients. In
addition, streamlined communication can more quickly
identify problems that require immediate physician response to avoid acute episodes or speed recovery.
• Provide timely information to providers on hospital
and ER admissions. Learning about acute care episodes
soon after they occur is critical so that interventions can
be initiated at that point. To prevent readmissions, programs must provide support to patients and their families
to ensure successful transitions between health care settings. Unless hospitals are offered incentives to cooperate, they may resist such efforts, as they can threaten their
financial status.

HOW EFFECTIVE ARE CARE COORDINATION AND
DISEASE MANAGEMENT?
Research and evaluations on the effectiveness of disease
management and care coordination programs can inform
state policymakers about the elements that contribute to
better health outcomes and cost savings. The evidence
comes from a variety of models, emphasizing different strategies and target populations, tested in private programs and
health plans, in federal Medicare demonstration programs,
with state Medicaid enrollees, and in other countries. Sufficient evidence exist that care coordination and disease management can be important tools for achieving better health
care quality. Although the results from the earlier studies are
mixed for cost savings, states can apply the critical lessons
learned to build successful programs going forward.

Early Disease Management Programs
Disease management programs introduced in the mid- to late
1980s focused on single conditions such as congestive heart

failure (CHF) and diabetes. Several of these programs produced both cost savings and better clinical outcomes.68 But
studies of these early disease management programs also
showed that cost savings were not guaranteed. Those that
achieved savings did so by reducing hospitalization rates.69
Spurred by initially positive results, an entire industry
emerged to provide disease management programs to large
employers, health insurance plans, and provider practices.
By 2006, most large health insurance plans offered them—
about one-quarter of employers offering health benefits included at least one disease management program in their
largest health plan and more than half of firms with 200plus workers did so.70 But few of the programs produced the
same level of cost savings or clinical improvements as those
in the early studies. In part, this was because the early programs were conducted in academic medical centers or integrated health care delivery settings, with small numbers of
patients and controlled circumstances that were difficult to
replicate in real-world settings.71
Studies of early disease management programs also offered lessons about what not to do. For example, because
they focused on single disease conditions, many of the early
programs were ineffective for people with multiple chronic
conditions.72 In addition, stand-alone disease management
programs that integrate their activities with physicians will
have a greater impact than programs that do not. Integration
between disease management firms and physicians promotes better and faster exchange of information about
changes in patient conditions that can be addressed through
timely adjustments in medications or treatment plans.73

Evaluations of Private-sector and Medicare Programs
In the late 1990s, disease management programs spread,
serving larger numbers of patients in the private sector and
the Medicare program. They began to target a wider array of
diseases, experimented with new interventions, and served
people whose diseases were more complex or severe. The
programs examined here tend to fall into one of three categories: self-management efforts, transition of care programs,
and care coordination.
• Self-management. Interventions that engage patients in
treating and managing their conditions have also been
shown to reduce hospitalizations and costs. One of the
most effective programs of this type is the Chronic Disease Self-Management Program (CDSMP) developed at

Stanford University. Through patient workshops, this
program builds patients’ confidence about their ability to
change their health behaviors.74 Nurses and peer leaders
educate patients on how to manage their symptoms, talk
to providers about treatment choices, and encourage patients to participate in activities that maintain function.
One study found that the program decreased hospital day
visits over a six-month period.75 Another study found that
just a similar four-week self-management program reduced the number of hospitalizations and hospital days,
saving roughly $1,800 per person per year.76
• Transitional care programs. These programs, which coordinate and manage care after hospital discharges or
other critical transitions between health care settings,
provide strong evidence of their effectiveness in reducing
overall hospital costs, largely because they help to reduce
hospital readmissions.77 Most transitional care programs
use the same approach: advance practice nurses provide
education and “coaching” to patients to teach them how
to manage their care and medications after discharge, follow up with patients to help them keep physician appointments, and make sure patients know what to do if they
experience problems. A study of one of the best-known
programs, proved it could lower total hospital costs by
about $850 per patient by reducing readmission rates.78
Another program showed that its participants had 40 percent lower total annual health costs compared to nonparticipants.79 A similar Kaiser Permanente-sponsored program lowered the need for subsequent emergency room
visits and reduced hospital costs, producing estimated annual savings of $5,276 per person.80
• Care coordination programs. These programs have had
mixed results and there are fewer examples of success, in
part because some effective practices were diluted or not
done as well when the programs were scaled up. These
programs have also been subject to more rigorous evaluation than most disease management programs. For example, the Medicare Coordinated Care Demonstration
(MCCD) evaluation found that only two of the 15 sites
reduced the rate of hospitalization among program participants and none generated net savings.81 Across the 15
sites, costs actually increased on average by 11 percent,
because the cost of delivering care coordination services
outweighed any savings.
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States can use these experiences to achieve better results.
Based on these evaluations, state programs should carefully
scale up to larger populations and adhere as closely as possible to the original program models. Evaluators also concluded that to improve quality of care and be at least costneutral, programs must have substantial in-person contact
with patients with moderate to severe risk and should include strong transitional care components.82, 83
These lessons are being used to develop the “next generation” of care coordination models, known as patient-centered medical homes (PCMHs), which try to integrate disease management, transitional care, and care coordination
into the primary care physician practice. For example, the
Guided Care program developed at Johns Hopkins University relies on specially trained nurses based in primary care
offices to provide comprehensive care coordination to highrisk patients with multiple chronic conditions or complex
health care needs. In addition to improving quality of care
and reducing caregiver strain, a recent study showed the
program may have reduced the use of expensive medical
care and saved about $1,360 per patient per year.84

Medicaid Program Evidence and Experience
As with private-sector and Medicare programs, state Medicaid agencies have adopted various approaches to care coordination and disease management, depending on the delivery
models each state uses. An evaluation of a Medicaid disease
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management program in Indiana showed
that it flattened the rate of cost growth for
program enrollees and even for low-risk
patients. The study found that the largerthan-expected savings were attributable
in part to the provision of low-cost telephone support to enrollees.85
State experience suggests that, to be effective, Medicaid disease management
and care coordination programs must be
adapted to meet the needs of different
population groups and have flexibility to
evolve. For example, Washington State’s
disease management program, begun in
2002, tried to manage each chronic condition separately and did not produce expected cost savings, in part because it did
not address the needs of those at highest
risk—individuals with multiple chronic conditions.86 Accordingly, the state shifted its focus to high-risk enrollees
and created two new programs—one for individuals with
mental health and substance abuse problems and another
for people with chronic conditions who were at highest risk
of using expensive care. The first program coordinated mental health, substance abuse, and long-term care services
along with primary care and disease management. By the
end of 2007, it had slowed the rate of growth in inpatient
admissions and lengths of stay in state mental hospital facilities and lowered wait times for routine appointments.87 The
second program provided intensive nurse case management
to high-risk clients. Although this program has not yet led to
significant savings because of relatively high program costs,
it has successfully controlled spending growth.
Washington State’s experience reflects a broader trend
among most state Medicaid agencies to target disease management, care coordination, and case management programs
to beneficiaries with multiple and complex chronic conditions. Medicaid officials are also tying a portion of provider
payment to improved outcomes, reporting providers’ performance and quality indicators, and using other strategies
to give providers greater incentives to improve care.88 Although rigorous evaluations have not yet been conducted on
these programs yet, their potential to reduce total costs and
improve health outcomes looks more promising than the
first-generation disease management programs.

International Lessons
Health systems in other developed countries have similarly
experimented with different approaches to care coordination and disease management. Evidence indicates that some
programs can improve health outcomes, although, like many
U.S. programs, it is not yet clear that they reduce costs. Their
experience provides lessons to U.S. policymakers on the
challenges of scaling up programs more broadly.
In Germany, as in the U.S., a wide variety of care management models have been introduced over the last two decades. Like the U.S., Germany is a federal republic made up
of states with their own constitutions. But regulation of the
provision and financing of health care services is predominantly at the federal level. In 2000, the German legislature
enacted a set of reforms in response to a growing trend by
“sickness funds” –the German phrase for health insurance—
to avoid enrolling chronically ill people. The reforms promoted care coordination, strengthened primary care gatekeeping, established registries to track patients with chronic
conditions, and adjusted payments to sickness funds to better reflect enrollees’ health risk.89
To qualify for extra risk-adjusted payments, sickness
funds must offer disease management programs (DMPs)
with certain features. They must follow evidence-based
guidelines, provide training and information for care providers and patients, maintain electronic records of diagnoses
and treatments, and evaluate clinical outcomes and costs.
Participation is voluntary, but there are incentives both for
patients and for providers. The blend of risk-adjusted payments and new funding for DMPs helped to greatly expand
care coordination. By 2008, more than 5.2 million patients
were enrolled in DMPs, almost half of whom were in diabetes management programs.
Evaluations of the program have demonstrated its success in improving care processes, clinical outcomes, quality
of life, and patient experience with care. For example, compared to non-enrollees with similar health status, program
enrollees with diabetes had fewer emergency hospital admissions and higher self-reported health status. They perceived their care to be better coordinated and were better
able to manage their condition.90 Although physicians initially opposed the extra documentation requirements and
saw the treatment guidelines as intrusions on their professional judgment, acceptance has increased over time, suggesting that implementation must involve concerted efforts
to secure physician cooperation.

The British National Health Service (NHS) is a much more
centralized health care financing and delivery system than in
the U.S. or Germany, but its experience with care coordination and disease management is also instructive. In 2004, the
NHS Improvement Plan gave priority to addressing the needs
of people with chronic illness by shifting the focus from
strictly treatment to prevention, seeking better coordination
between community physicians and hospitals, and providing
support to patients to manage their conditions. The NHS
then created the Long-Term Conditions Model, which establishes three levels of support: self-management, in which
paraprofessionals provide education and support to people
with various conditions; disease management for people
whose conditions can be controlled through regular primary
care visits, with extra pay for practices that achieve performance targets; and case management pilot programs provided by advance practice nurses, for older adults with more
complex conditions at greatest risk of hospital admission.91
Assessments of the programs are mixed. Self-management programs expanded but serve far fewer people than
could benefit from them. The disease management program
has improved patient outcomes but at a high cost. And, the
case management pilots have not reduced hospital admissions, though they may have reduced lengths of stay. The lesson, according to one expert, is that actions on several fronts
are needed and must be integrated so that providers have
clearer incentives and strong rewards for lowering health
care use overall.92

QUESTIONS TO ADDRESS IN DESIGNING AN
EFFECTIVE STRATEGY IN EACH STATE
Understanding the lessons and elements that have contributed to success is clearly important in the design of effective programs. But state policymakers need to adapt these
lessons to fit the circumstances in their state and build
broad-based support for these efforts. The effectiveness of
an overall strategy depends on making the best decisions in
the context of each state. Among the most important design
decisions, are:
• How to target investments to achieve maximum savings
and health benefit;
• Whether to have state staff perform key functions or contract with private vendors;
• How to overcome provider resistance and align payment
incentives across public and private payers;
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• How to adapt programs to account for variation in state
health delivery systems; and
• How to maximize benefits and overcome challenges in
federal collaboration.

Targeting to Maximize Savings and Health Benefit
Deciding which populations should receive extra or enhanced care coordination is a key design issue. The evidence
suggests that the greatest savings come from intensive interventions targeted to the highest-risk patients.93 Such interventions may be more expensive to implement, but tend
to be more cost-effective, because the savings from lower
health care use more than offsets the operating costs. In contrast, programs that target patients with a single chronic illness or those with milder risk may not cost much to operate
but are less likely to generate savings in the short or long run.
Regardless of which populations are targeted, state leaders
need to be reasonably sure of the long-run savings to justify
up-front investment. Because it can be difficult to determine
savings, states need to set aside some funds to conduct thorough evaluations to justify program continuation.
Because the population with chronic conditions or disability is diverse, the most appropriate care coordination model
for each type of patient—and the costs and benefits of each
model—may differ.94 People with a single, relatively mild
chronic illness, such as asthma or hypertension, who are otherwise in good health and not functionally impaired, may benefit from a moderate level of disease management. People with
multiple chronic conditions or severe functional limitations
may need more intensive interventions such as case management and transitional care, which coordinate care among
health and social service providers, ensure support for daily
activities, and make smooth transitions. States may need to design enhanced care coordination programs that are customized to meet the needs of vulnerable populations, such as those
who need help applying for disability benefits; have limited
English proficiency; or lack affordable, accessible housing.95
Make or Buy
When designing care coordination/disease management
programs for state-financed populations such as Medicaid
participants and state employees, policymakers need to decide which functions can be performed more cost-effectively
by states and which by private vendors. The core functions
of such programs are: data analysis to identify patients who
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need different types of care coordination, telephone and/or
in-person contact with patients to coordinate care and provide education on self-care, support for and collaboration
with physicians and other care providers, and regular monitoring of care patterns and feedback to physicians. The design of complementary provider payment policies may also
be a critical function to enhance program effectiveness.
The choice of who should perform these functions will
differ in each state depending on the skills and experience of
state staff, the availability of qualified outside vendors, and
the sustainability of either arrangement over time.96 For example, states may already have or can readily hire qualified
clinical staff. If state hiring limits or salary levels make it difficult to recruit and retain people with these skills, states can
contract with outside vendors as long as they devote some
resources to selecting and overseeing qualified contractors.
To be sustainable, it is also important to consider whether
the vendors will be available over time.
If state agencies have qualified data analysts, they can
identify patients in greatest need of coordinated care or disease management and then generate provider profiles or
performance measures. These tasks can also be contracted
to vendors if the state is short on skilled and experienced
staff. Either way, comprehensive, real-time data are critical
to the success of care coordination programs, because they
provide essential information needed for clinicians to manage patient care and for states to monitor program effectiveness and savings. In general, it is best for agency staff to develop and manage payment policies though consultants who
specialize in this area and can be helpful in the design.

Overcoming Provider Resistance and Aligning
Payment Policies
One of the major contributors to the current uncoordinated
system is fee-for-service payment, which rewards health care
providers for volume rather than value. Payment policy represents one of the most important levers available to promote
health system delivery changes and give providers greater incentives to coordinate care and manage chronic illness. But
if coordinated care and disease management are effective in
lowering use of costly health services, revenues will decrease
for some providers—particularly hospitals and specialists.
Policymakers must therefore devise strategies for enlisting provider support for these initiatives. Primary care
physicians are generally supportive of such programs, be-

cause most primary care medical home models pay doctors
a fee to coordinate care on top of their other responsibilities. Public and private payers expect that the lower use of
expensive health care will offset the added cost of these
fees. Some hospitals may also support care coordination
and transition programs if they can shorten length of stay,
help to reduce admissions that are not profitable under
current payment policies, and improve patient satisfaction
with discharges—one of the biggest consumer complaints
about hospital care.
If each state insurance plan, large employer, and commercial insurer develops its own payment policies, providers
will face a confusing and potentially conflicting set of policies that make it difficult to adopt a consistent approach to
care coordination. State involvement in public-private payer
initiatives to develop common reimbursement policies is
therefore an important avenue for overcoming provider reluctance, or outright resistance.
Getting public and private payers to agree on common
payment principles is not easy or quick, but it can be done.
For example, in 2009, the Massachusetts Special Commission on the Health Care Payment System recommended the
adoption of global payment models, which pay providers in
advance for all or most of the care that patients need. The
commission viewed global payments—already used for 20

percent of commercial physician payments—as providing
strong incentives to improve care quality and promote coordinated care and recommended their adoption by all public
and private payers over the next five years.97 Private health
plans in the state are now increasing their use of this payment model, and the state Medicaid agency has been authorized to run a pilot program to test it.

Adaptations to Account for Variation in
State Health Delivery Systems
In designing a state strategy to promote care coordination
and patient self-care, policymakers need to consider the
characteristics of their state’s health care delivery system.
States vary in the mix of physician practice types (for example, large or small group practices and solo practitioners),
the number of physicians and nurses, the number of private
insurers and market concentration, strengths and functionality of local public health agencies, the availability of provider costs quality data, and the health care needs and service patterns of vulnerable populations.
For example, states with a high proportion of small physician practices, or a low percentage of people enrolled in
managed care plans are better suited to care coordination or
disease management programs operated by specialized
commercial firms, as long as they are specifically designed to
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support physicians.98 That is because solo or two-physician
offices are least likely to use the most effective care management tools—nurse managers, non-physician educators, and
group visits.99 By contrast, states with a greater concentration of large group practices and staff model health maintenance organizations (HMOs) are more likely to use these
management tools and lend themselves to models that put
the onus on the practices.
Although there is great variation across and within states
in hospital market concentration, having fewer hospitals in a
state or region can make it easier to coordinate information
about people among hospitals and community-based providers. Similarly, if there are fewer private insurers and
health plans in a state or a handful of plans that dominate the
commercial market, it may be easier to develop a common
approach and set of principles regarding care coordination
for providers than in states with multiple plans.
Care coordination and disease management can be bolstered by involving state or local public health systems and
community health centers. Public health agencies can perform a variety of roles: maintaining registries of people with
chronic diseases, making nurses available to help conduct
outreach to vulnerable populations, and aggregating data on
provider performance from public and private payers. Community health clinics can also help reach vulnerable, at-risk
populations with education, support, and services. This outreach is especially important for groups with special needs,
such as those living in rural and frontier areas, people with
limited English proficiency, and Native Americans who are
not regular patients at Indian Health Service sites. Deciding
whether and how to involve state and local public health

agencies and community clinics is therefore important. Because these agencies are often underfunded, they may need
new resources to carry out these tasks.

How to Collaborate Effectively with Federal Policy
State policymakers have several options for collaborating
with the federal government to promote coordinated care.
For example, the federal and state governments jointly finance care for 8.8 million dual eligibles—those enrolled in
both Medicare and Medicaid. They accounted for about 46
percent of total Medicaid spending and a quarter of total
Medicare spending in 2005, despite comprising less than
one-fifth of enrollees in either program (Figure 7).100
As some of the most chronically ill patients, these patients are a key group to target for care coordination. Yet
federal initiatives designed to promote integrated care for
dual eligibles, such as Medicare Advantage Special Needs
Plans (SNP), have largely failed to improve care or lower
costs. Only a handful of states have been able to develop
SNPs that fully integrate financing and services across the
two programs because of barriers such as federal officials’
reluctance to share savings with states and few incentives
for consumers to enroll.
The situation is changing, however, as several state-led
initiatives to integrate care for dual eligibles have been authorized recently through Medicaid Section 1115 demonstrations and included in new shared-savings approaches. For
example, North Carolina recently received federal approval
to test a shared-savings approach to manage care for dual
eligibles. The federal government will allow the state to retain a portion of federal Medicare savings that results from

FIGURE 7: Percentage Spent on Medicaid and Medicare Dual Eligibles
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providing coordinated care to dual eligibles through the
North Carolina Community Care Network, which serves
other Medicaid beneficiaries.101
The U.S. tax code is a potential source of federal assistance to promote greater care coordination and disease
management, but some of its provisions can present barriers. The Internal Revenue Service (IRS) allows taxpayers
to make tax-favored contributions to health savings accounts (HSAs), which can be used to pay for out-of-pocket
health costs as long as they have a high-deductible health
plan (HDHP).102 Because the federal tax code allows, but
does not require, HDHPs to exempt preventive services
from counting toward the annual deductible, some argue
that it acts as a disincentive to maintain health.103 In addition, the federal tax code does not define preventive services as including services or medications to treat existing
illnesses or conditions.104 If, as a result, patients with these
plans have to pay out-of-pocket for essential medications
and preventive and primary care, they may avoid getting
recommended care.105 To remedy this problem, provider
groups want to expand the tax code’s definition of preventive services and require HDHPs to exempt preventive services from the deductible.

LESSONS ON CARE COORDINATION AND DISEASE
MANAGEMENT IN STATE PROGRAMS
States have applied lessons learned about promoting and using greater care coordination and disease management as
purchasers of care, as partners in public-private payer initiatives, in the public health protection and promotion role, and
in the use of federal resources and programs. The following
examples illustrate how states have put into effect these lessons in Medicaid programs, state employee and retiree health
plans, public health programs, and public-private initiatives
to align provider payment policy. States at the forefront of
these initiatives demonstrate the importance of piloting programs to show success before expanding them on a statewide
basis and creating capacity needed to build partnerships with
the private sector and the federal government.

Medicaid
Attempts by state Medicaid agencies to apply the evidence
on effective care coordination and disease management
programs reflect a shift away from single-focus disease
management programs toward care coordination and case
management programs that target high-risk or aged and dis-

abled beneficiaries—the individuals who incur the greatest
expenses and offer the best opportunity for improving quality and reducing costs.106 Some single-focus disease management programs that serve people with one or another chronic disease still operate with a combination of in-house and
out-sourcing designs.107 But based on studies showing that
such programs do not substantially improve health or save
costs, many states have dropped them.
Instead, many states are moving toward a model in which
primary care providers are responsible for care coordination
with the support of care managers. New Hampshire and
Vermont recently decided to shift funds from third-party
disease management programs to support primary care
practices that meet the criteria of a medical home. Several
state Medicaid primary care case management programs
similarly decided to step up their support for physicians to
coordinate care.108 The activities performed by care coordinators vary in intensity, from intensive case management
and home visits by nurses to call center-based outreach via
telephone, to giving physicians monthly lists of enrollees
due for well-care visits.
State Medicaid agencies have also set aside funds to reward managed care plans, primary care providers, and disease management vendors that demonstrate improved care
outcomes or lower use of costly care. For example, Indiana
contracts with two care management organizations and
withholds 20 percent of the payment contingent on their
performance on quality-related measures, such as avoidable
hospitalizations, breast cancer screening, and antidepressant management.109 To meet state performance standards,
managed care organizations are using similar approaches to
reward providers in their networks for maintaining disease
registries or delivering clinical care that follows evidencebased guidelines. One study of these policies showed that
larger payouts were correlated with improvements in process of care quality measures, although few health plans
showed large gains among enrollees, highlighting the challenge associated with increasing preventive care use among
the Medicaid population (Figure 8).110
Medicaid agencies have also become more sophisticated
in their use of available data to target the intensity of care
coordination to beneficiaries’ health and functional status to
maximize potential savings. Many Medicaid agencies search
claims data to identify beneficiaries based on aid category,
type of disability, service use, and spending patterns, or a
combination of these factors. Because claims data do not necState Roles in Delivery System Reform | 33

NORTH CAROLINA’S CASE MANAGEMENT AND CARE COORDINATION INITIATIVE
One of the best-known programs of this type is Community Care of North Carolina (CCNC), which saved the Medicaid program
an estimated $200 million to $300 million in 2005-2006 compared to what it would have spent. CCNC complements the state’s
primary care case management program, called Carolina ACCESS, by supporting 14 regional networks comprising primary care
providers, safety net and specialty care providers, local health and social service departments, and hospitals. Medicaid pays each
CCNC network sponsor a monthly fee to hire case managers, care coordinators, and a medical director who works with and supports community physicians. At the state level, CCNC developed a Web-based case management information system that gives
providers and care managers access to diagnostic and service use data for their patients. The system can track all contacts with
patients, determine whether providers’ treatment plans follow evidence-based guidelines, and produce reports on clinical outcomes and changes in utilization patterns. One study estimated the program saved $200 to $300 million in one year, but it was not
a rigorous analysis so real savings remain unclear.

FIGURE 8. What Care Coordination Should Look Like
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essarily contain reliable information on diagnoses and cooccurring illnesses, some states also use predictive modeling
(PM) techniques to identify those at greater risk for high service use or spending in the future. For example, New York’s
chronic illness demonstration uses a predictive algorithm to
identify patients at highest risk for medical, substance abuse,
or psychiatric hospitalization in the next year. Experts caution, however, that a risk score produced by such tools must
be only one of several criteria for targeting care coordination, including health status, gaps in care, functional status,
social context, and health behaviors and attitudes.
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State Employee, High-Risk Pools, and
Other State Programs
Other state agencies that purchase health care for enrollees
have also taken steps to incorporate principles of effective
care coordination and disease management programs. State
retiree health plans report that disease management was the
most common cost containment strategy, and many have recently added incentives for preventive care and wellness.113
For example, in 2008, 27 state retiree health plans exempted
annual physical exams from the annual deductible, 12 offered monetary or other incentives to enrollees to adopt
healthier lifestyles or participate in wellness programs, and
10 states planned to add such incentives (Figure 9).
State employee health plans also are experimenting
with new ways to contain costs, such as pairing health promotion with disease management and supporting PCMHs.
For instance, the Oklahoma Employee Benefits Council
conducted a program that uses health educators to coach
employees in lifestyle changes. It also offers financial incentives for attaining health goals. After three years, the
program reported that participants had 21 percent fewer
medical claims, 9 percent fewer hospitalizations, and 34
percent fewer clinic visits compared to nonparticipants.
Delaware launched a new state employee comprehensive
wellness program in 2007, which it says has already helped
hold the line on health care premium increases. The Oregon state employee health plan recently decided to add
support for PCMHs to its criteria for contracting with
managed care plans serving state workers.
Most state high-risk pools, currently operating in 34
states, also offer care coordination and disease management
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programs to enrollees who have pre-existing medical conditions that disqualify them from individual health insurance
or make the premiums prohibitively expensive.114 Although
most state high-risk pools make it voluntary to participate in
disease management programs, South Dakota penalizes
those who refuse to do so.

State Standards and Licensing
States that contract with vendors to deliver care coordination or disease management services are increasingly
basing their purchasing decisions on whether the vendors
meet national standards or are accredited by national organizations such as the NCQA. Such standards help purchasers, including Medicaid agencies, state employers, large
private employers and health plans, use a common set of
standards for rewarding physician practices that follow
methods shown to be effective in coordinating care or improving quality of care.
NCQA runs a disease management accreditation program and has national standards for recognizing PCMHs.
In 2009, the disease management program added standards regarding the structure and processes used to coordinate care, integrate data, improve quality, and assure
transparency in reporting. Organizations wishing to meet
the new care coordination standards must give patients information about their progress toward treatment goals,
give practitioners information about the condition and
progress of their patients, coordinate referrals, and provide
relevant information to case management programs.115
Although NCQA’s standards for recognizing PCMHs are
quite comprehensive, they may not be appropriate for all
providers in all states. For example, the standards have been

(EMRs), compared to standards that emphasize
access, communication, comprehensiveness, and
care coordination.116 Consequently, although nationally endorsed recognition standards and accreditation programs are an important starting
point, there remains an important role for state
leaders to adapt the standards to meet state circumstances or respond to stakeholder concerns.
Some states allow PCMHs flexibilities in the definition and standards, while others are considering additional requirements.

Engaging Patients in Self-Care
Because providing support to people to manage their health
is such a prominent feature of care coordination and disease management programs, states have devised various
strategies for strengthening this component. Rhode Island
Medicaid’s primary care case management program for elderly and disabled adults, for example, links patients to local Chronic Disease Self-Management Programs (CDSMP),
which have been replicated in communities throughout the
country. States have also applied for funds available through
the American Reinvestment and Recovery Act (ARRA),
which authorized $650-million in federal grants to support
the CDSMP and other evidence-based clinical and community-based prevention and wellness strategies. Another
$27-million was allocated for state grants to expand these
programs for older adults with chronic conditions.
State programs are also adding monetary incentives to encourage people to seek necessary care and increase participation in self-care activities. The incentives include discounts
on premium rates, exemption from copayments, cash payments, and gift cards or movie tickets. For example, a New
Hampshire law adopted in 2003 permits health policies sold
to small groups and individuals to discount the premium for
benefit plans that include significant financial incentives for
policyholders to participate in wellness or disease management programs.
Policymakers must be careful to craft such incentives to
ensure that they comply with federal laws. For example, state
employee health plans, self-insured employers, and health
insurers are subject to a new federal law, the 2009 Genetic
Information Discrimination Act (GINA), which restricts employers’ ability to ask workers about their genetic background
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role in managing their own health. The Minnesota Legislature asked the state health department to propose strategies
to engage consumers in becoming advocates for higher-value health care.118 The resulting work demonstrated that consumers want coordinated care and expect it from their primary care physicians, but need education about what a
medical home should be and how to better communicate
with physicians. It also endorsed public policies to align incentives that reward consumers for taking action.

or family health histories and prohibits the use of genetic information in deciding whether to approve insurance applications or to set premium rates. Hence, wellness programs that
give incentives to individuals for completing a health assessment containing questions about family health history could
violate the law. Even if family health history is not examined,
people covered by small group and individual policies who
disclose a chronic disease could be regarded as having a preexisting condition that would increase their insurance premiums or risk having coverage denied.
In addition, states must consider potential risks associated with monetary incentives for Medicaid enrollees. Because cash payments may be counted as income, they could
disqualify someone from the Medicaid program if it pushes
family income over the eligibility level.117 Similarly, if a state
wants to increase co-pays for brand-name or generic prescription drugs, it would be penny-wise but pound-foolish to
apply such raises to medications needed to control chronic
conditions.
State policymakers have taken other steps to give consumers the tools and information they need to take an active
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State and Local Public Health Agencies
State public health agencies have also become more involved
in preventing and controlling chronic diseases on a population level. They have planned and implemented public
education campaigns to reduce the risk factors, like smoking, physical inactivity, and poor diets, that cause chronic
disease. They have helped local communities, schools, employers, and providers develop effective programs like the
Chronic Disease Self-Management Program, discussed earlier. And they have adopted integrated approaches to chronic disease control and prevention, involving epidemiological
surveillance, partnerships with local health departments
and private entities, promotion of evidence-based interventions, and regular monitoring and evaluation.
State and local public health agencies have particular
strengths in collecting, analyzing, and presenting data on
chronic illness for use in program planning, development,
and evaluation. For example, drawing on information from
population health surveys, hospital discharge data, disease
registries, and all-payer databases, epidemiologists have
identified regional variations or racial and ethnic disparities
that help to target programs to high-risk groups. State data
initiatives have also provided indicators of the performance
of specific providers in care coordination. Florida, for example, was the first state to publicly report 15- and 30-day
potentially preventable readmission rates by hospital.
State Synergies: Public-Private and Multi-Payer
Collaborations
State governments can make a difference by using their purchasing power to reform care delivery for people covered
by Medicaid and state health benefit plans and to develop
public health promotion campaigns. But state government
agencies acting alone do not have enough market leverage
to drive broader changes in the health care system. Consum-

ers likewise, often lack the power to transform health care
systems on their own.
Consequently, public-private collaboration is essential
for expanding the use of care coordination to the broader
population. Public and private payers acting in concert can
give providers stronger incentives to encourage and reward
care that is more coordinated and improves outcomes for
people with chronic disease. Public-private collaborations in
more than 30 states have been formed to jointly promote
PCMHs or other models for delivering coordinated, comprehensive care. Although the goal in many states is to reform health care delivery system for all state residents, many
start with Medicaid enrollees or include them as one of the

target populations in a statewide plan. Based on a study of
leading states, the National Academy for State Health Policy
identified five strategies that help to speed the adoption of
PCMHs.119 These principles can also be used to promote other care coordination models:
• Partner with key players (including patients, providers,
and private sector payers) whose practices the state seeks
to change;
• Clearly define the criteria that providers are expected to
adopt or follow;
• Align payment policies to support and reward practices
that meet performance expectations;

EXAMPLES OF PUBLIC-PRIVATE AND MULTI-PAYER COLLABORATIONS
Pennsylvania’s Chronic Care Initiative
This initiative, which began in 2008, rewards primary care physicians for keeping patients with chronic conditions as healthy as possible. The state and private insurers contributed funds to develop an electronic patient registry for doctors to track patient health
status, generate reminders about needed check-ups, and communicate with patients via e-mail. The health plans pay physicians
higher rates for adding health educators, nutritionists, and nurse practitioners to their staff to support patient self-management,
and for following evidence-based practice guidelines. The program began in 2008 with 200,000 people in 32 physician practices in
the Philadelphia area; by June 2009, the program expanded to other regions and involved more than 750,000 patients.
Rhode Island’s Chronic Care Sustainability Initiative
This initiative, led by the state’s insurance commissioner, brought together Medicaid and commercial insurance plans, employers,
and providers to promote medical homes. Insurance department leadership gave the effort credibility with private health plans
and allayed concerns about potential violation of anti-trust laws governing the health insurance industry. All payers agreed to reimburse medical home practices a monthly care coordination fee and to contribute to the cost of hiring on-site nurse care managers.
The state’s Medicaid Connect Care Choice program already paid participating physician practices about $30 per person per month
to hire and pay nurses to provide case management services to people with moderate to high risk. The state is testing its approach
with 25,000 patients in five medical practices that meet NCQA PCMH standards or are federally qualified health centers. It plans
to expand to more practices in the future.
Vermont’s Blueprint for Health
This blueprint, a comprehensive state plan to improve the health of the overall population and reduce the burden of chronic illness and promote health, was adopted by the state Legislature in 2006. It established local multidisciplinary care teams in three
communities to develop community-wide health promotion programs and support people with chronic disease. In 2007, the state
began working with private payers to align incentives for medical practices to become PCMHs and support patient self-management. Called the Advance Primary Care Practice (APCP) model, physicians can receive extra payment for attaining national quality
standards, coordinating care across a multidisciplinary team, and monitoring patients’ care outside the physician’s office or hospital
using HIT. Legislation adopted in 2008 will raise new funds for HIT investments that will help providers track their patients’ care
and progress, quickly access information on evidence-based care, and identify at-risk patients. Legislation enacted in 2010 codifies
a phased expansion of the program with APCP sites in 14 communities by July 2011, and statewide by October 2013.
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• Provide information and other support to physicians and
health care practices to deliver patient-centered, coordinated care; and
• Measure results to determine to what degree the initiatives
contain costs and improve quality and patient experience.
The multi-payer medical home initiatives of three states—
Pennsylvania, Rhode Island, and Vermont (see box) —are
promising, but have not been in operation long enough to
demonstrate compelling evidence of success in reducing
overall health care costs or improving population health
measures. They do, however, illustrate how some states
were able to bring together all key stakeholders to develop
a comprehensive and integrated strategy that reflects state
health system features and policy goals.
Although payment reforms supported by multiple payers
are likely to have the greatest impact, public and private payers in some states may be hesitant about aligning their payment policies. In such cases, other types of public-private
collaboration can help move physicians and health care providers to deliver care that is evidence-based or more coordinated. For example, in 2008, Blue Cross and Blue Shield of
North Carolina, the state employee health plan, and Medicaid agreed to standardize the way they monitor care for five
of the most common and costly chronic conditions. The
three payers are submitting data to a centralized data repository, which will generate performance reports for participating physicians on 20 clinical measures to help them identify where they need to improve.
Until recently, the federal Medicare program was missing from state multi-payer initiatives. Given Medicare’s
dominance in the health care market, its absence limited
states’ ability to share costs for practice transformation
across all payers and reduced provider interest in participation. In September 2009, the U.S. Department of Health
and Human Services announced that it would allow Medicare to join state-based efforts to encourage PCMHs. The
design of the demonstration had not been finalized when
this report was written. However, the federal government
had signaled its willingness to let states administer Medicare payments to providers and support organizations, as
well as to allow CMS to participate as a payer for Medicare
beneficiaries, contribute to multi-payer data systems, and
independently monitor and evaluate its impact on the
Medicare program.
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OPPORTUNITIES AND CHALLENGES IN FEDERAL
HEALTH CARE REFORM LEGISLATION
Many provisions in the federal health care reform act—the
Patient Protection and Affordable Care Act (P.L. 111-148)
signed into law on March 23, 2010—are designed to expand
the use of care coordination and disease management in
Medicaid and Medicare, through insurance plans offered
through health insurance exchanges, and in communitybased prevention programs. The provisions (and corresponding section numbers in H.R. 3590) are most relevant
to state officials:
Medical homes and chronic disease management and
prevention for Medicaid beneficiaries. The law establishes
four new initiatives to promote medical homes or chronic
disease management for Medicaid beneficiaries:
• Beginning January 2011, states will have a new state option for enrolling Medicaid beneficiaries with chronic
conditions into “health homes,” defined as teams of health
professionals that provide enhanced primary care, comprehensive care management, care coordination, transitional care, referral to community support services, and
other services. States choosing this option do not have to
offer it statewide and are eligible for an enhanced federal
matching payment of 90 percent for medical home service costs during the first two years of the program. States
that adopt this option are required to track avoidable hospital readmissions and calculate savings. States are also
eligible for grants totaling up to $25 million to develop
new medical home amendments to their Medicaid state
plans (§ 2703).
• A grant program will be created for states, state-designated entities and tribal organizations, to support the development of patient-centered medical homes, comprised
of community health teams that can provide enhanced
primary care, care coordination, and chronic disease management (§ 3502).
• A demonstration project will be established and operated
in as many as eight states, starting in January 2012, to test
the use of bundled payments for hospital and physicians
services for Medicaid beneficiaries. Hospitals in the program must institute discharge planning processes that
ensure that beneficiaries have access to appropriate postacute care services. (§ 2704).

• States will be eligible for grants to test new approaches
for encouraging Medicaid beneficiaries to participate in
activities that prevent chronic diseases, starting in January 2011 (§ 4108).

Improving Care Coordination for Dual Beneficiaries
The new law establishes a Federal Coordinated Health Care
Office within CMS to improve coordination between the
Medicare and Medicaid programs on behalf of dual eligibles
(§ 2602). The goals for the office include improving the quality of care, care continuity and transitions across care settings for dual eligibles. The new Office will be a resource to
state officials for help in aligning benefits between the two
programs; coordinating acute, primary, and long-term care
services; and contracting with providers, health plans, and
Medicare Advantage plans on behalf of Medicaid beneficiaries (§ 2602).
In addition, the law authorizes Medicaid waivers for coordinating care for dual-eligible beneficiaries for up to five
years (§ 2601). By the end of December 2012, all of the more
than 300 Medicare Advantage Special Needs plans now specializing in serving dual beneficiaries must have contracts
with state Medicaid agencies (§ 3205). The new Federal Coordinated Health Care Office is expected to provide states
help and support in arranging these contracts.
Medicare Payment Reforms to Promote Care Coordination
Although not specifically designed for states, the new law authorizes several Medicare payment reforms designed to give
hospitals, physicians and other health care organizations financial incentives to reduce potentially preventable hospital
readmissions and improve care coordination (§ 3021-3024).
Because Medicare is a dominant payer in most health care
markets, providers subject to these reforms may also alter delivery patterns for other covered populations. For example:
• By January 2013, Medicare will reduce payments for
acute care hospitals with high readmission rates relative
to the expected readmission rate for selected conditions.
Similar policies will be applied to post-acute care providers starting in 2015 (§ 3025);
• Building on existing demonstration programs, Medicare
will initiate pilot programs designed to create “accountable care organizations” and medical homes for Medicare
beneficiaries with chronic illness. If evaluations show
that these care models can provide more coordinated

care for no greater costs, CMS can make the programs
permanent without further congressional action (§ 3021);
• Medicare will design a demonstration program to support transitional care for beneficiaries admitted to hospitals for up to three months after discharge to prevent
unnecessary readmissions. Eligible entities include collaborations of community-based organizations and hospitals that have high readmission rates. The program is
expected to last five years, starting as early as January
2011 (§ 3026).
• Medicare Advantage plans are also eligible for care coordination bonuses [(§. 3201 (n)].

Care Coordination Benefits in Other Public Health Insurance Plans
Although most care coordination or disease management
provisions in the federal health reform law are targeted
to Medicare or Medicaid beneficiaries, efforts to manage
and reduce chronic disease are prevalent throughout the
legislation. For example, individuals and small businesses
that purchase health coverage through state-administered
health insurance exchanges starting in 2014 will gain access
to health plans that cover chronic disease management (§
1302). State Basic Health Plans, which states have the option of offering to low-income individuals not eligible for
Medicaid, are expected to negotiate contracts with health
plans that include care coordination and care management
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for enrollees with chronic health conditions as part of the
benefits covered in standard plans (§ 1331). State high-risk
pools are also encouraged to structure payments to health
insurers in a manner that promotes the use of care coordination and care management programs for high-risk conditions (§ 1341).

Chronic Disease Prevention
In addition, state grants to support community-based prevention programs that reduce the rate of chronic diseases
were authorized to begin in 2010 (§ 4201). Health workforce
training and development programs designed to expand the
supply and skills of primary care practitioners will include
funds to train them in chronic disease management (Sec
5509). The act also calls for the development of a National
Strategy for Quality Improvement in Health Care, which
will include (among other things,) strategies for improving
health care provided to patients with high-cost chronic diseases (§ 3011).
These proposals, if adopted into federal legislation, represent new opportunities for state policymakers to bring the
federal government into an integrated strategy. But they are
not without some risks and unresolved questions for states:
• The federal government would likely retain discretion to
choose which states or provider sites are allowed to participate in any pilots, and the federal government’s participation in a state initiative could depend on whether,
and to what extent it generates savings for the Medicare
trust funds and the federal government overall.
• The emphasis of reforms like these on primary care physicians raises a number of concerns: Will enough primary
care physicians be available to participate? Would specialists be allowed to qualify as PCMHs if the patient prefers it and the practice meets all other requirements?
• How would the federal and state governments share in
the costs of developing PCMHs, such as technical assistance to help practices transform the way care is delivered, HIT, extra staffing, and any incentive payments?

CONCLUSION
Regardless of whether or not new federal options are available, each state has to determine how to unite multiple programs and funding streams at the federal, state, and local
levels to support an integrated state strategy. As this chapter
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discussed, state governments have many levers to promote
greater care coordination and chronic disease management.
Flexibility to design Medicaid and state employee or retiree
health benefits, state interagency partnerships, strategic investments in HIT, and public-private payer collaboration
are some of the most important tools for pursuing this goal.
In designing programs, state policymakers should apply the
following lessons from effective programs in the private sector, Medicare, Medicaid, and those in other countries:
• Target programs to high-risk populations to achieve maximum cost savings and health care outcomes;
• Tailor and customize services to meet needs of different
populations—those with single conditions or diseases
that can be managed with minimal support versus those
with multiple conditions or severe chronic illness who
need more intensive support;
• Develop complementary policies to enhance program effectiveness, such as provider payment reforms, benefit
design changes, and use of information technology to
measure performance and share information across providers in a timely fashion; and
• Support and empower consumers and family caregivers to
manage chronic health conditions to the best of their ability and improve transitions between health care settings.
Each state’s strategy will vary not only in content but in the
timing, sequence, and scope of reforms. Some states have already made substantial progress in creating programs to coordinate care and mange chronic diseases for state Medicaid
beneficiaries and state employees; others are just beginning
to make such changes. Even states that have had success
with Medicaid and state employee populations can only go
so far in the absence of system-wide efforts. To undertake
systemic reform, governors and state policymakers must
consider such factors as major health plans’ willingness to
collaborate with state government in adopting common
standards for disease management and coordinated care,
providers’ ability to take advantage of HIT that will help
them adopt such standards in their everyday practice, and
health care consumers’ commitment to taking responsibility
for their health.
As with every important policy goal, state policymakers
must engage key stakeholders to find areas of agreement, develop common goals, and establish a plan and timetable for

achieving them. Among those who should be consulted are
state legislative leaders, Medicaid programs and state employee health plans, as well as state and local health departments; representatives of physicians, nurses, and other providers; private payers such as insurance plans and large
employers; consumer advocacy groups; and organizations
that focus on specific diseases like the American Cancer Society. Depending on the specific initiatives chosen, others
may need to be involved, such as those managing state health
information exchange efforts. State policymakers must also
consider how to address the concerns of those who might
lose financially if these programs are effective, such as hospitals whose admissions and revenues could decline.
Designing a strategy is just the first step. Putting it into
effect can take many years. States that are well along the path
of implementing comprehensive strategies to promote coor-

dinated care and disease management have come to realize
that continued progress depends on strong and sustained
leadership and adequate state infrastructure to manage and
oversee initiatives. Their experience also suggests that it is
sometimes necessary to start small and demonstrate success
at a local level before trying to scale the program statewide.
As programs take hold and expand in scope, states must have
program champions to win over those who resist change.
And over time, flexibility is essential for taking advantage of
new evidence, new federal policies and programs, and new
opportunities. A long-term commitment to this challenge
will help ensure that health services and support for selfcare are woven together into a coherent whole, helping to
improve health and slow the growth of health care costs for
people like David Lawrence’s mother and the millions of
Americans with chronic diseases.

State Roles in Delivery System Reform | 41

42 | State Roles in Delivery System Reform

CHAPTER 3

The Role of Primary Care and
Public Health in Improving
Care Delivery
Sharon Moffatt and Pellavi Sharma
Association of State and Territorial Health Officials
Jason Hsieh
National Governors Association Center for Best Bractices

Both primary care and public health efforts offer opportunities to improve care delivery and
health outcomes, and to drive down health care
costs. Each field brings different skills and approaches to promoting health. The primary care
arena has regular, direct contact with individuals, and studies have indicated the patient’s often change their health behaviors on the advice
of their doctor. Primary care provides tailored
services, and ensures coordination of care. Patients who have a long term relationship with a
doctor typically have lower hospital admissions
and total costs of care. Such patients also are
more likely to receive preventive services. Reliable primary care also is critical to disease management for those with chronic diseases.120
Public health also has much to offer to health
care system reforms. Given that most people
spend just a few hours a year in a doctor’s office,
community-based supports, healthy environments and other public health programs are
critical to making sure individuals can follow
through on clinical advice. Public health can
provide data, conduct community-based programs, and support and echo disease management and prevention messages.
The primary care system faces several challenges to addressing patient health needs. Current incentives and payment systems do not
necessarily correlate with better health outcomes. The financial incentives and payment
systems favor specialty care over primary care.
In addition, some state laws make it difficult to
allow non-physicians (such as nurse practitioners) to be reimbursed for providing routine
chronic disease care. 121, 122

Many efforts are underway to ensure highquality primary care, but there is a shortage of
primary care providers, particularly in light of
the coming expansions under federal health reform. About 65 million Americans live in a
health professional shortage area.123 Primary
care providers are paid much less than specialists, which has led to shortages in this field. To
improve care coordination and reduce the need
for more expensive services, states must find
ways to address shortages in the primary care
workforce and improve primary care delivery.
The goal of public health, like primary care,
seeks to prevent and control disease, prolong
life through organized efforts and informed
choices of society, public and private organizations, communities, and individuals. While primary care addresses an individual’s needs, public health efforts are targeted toward population
health improvements and health system changes, including education and self-management
and creating communities and environments
that support healthy lifestyles. State and local
health departments and broader communitybased public health efforts will be critical in ensuring the success of health system reforms, as
they can ensure that individuals have the tools
they need to stay healthy. But like primary care,
public health has been consistently underfunded, and often lacks consistent and strategic investment and program design.
To successfully achieve health improvements and control costs, system reform efforts
must include goals for primary care quality and
prevention of diseases. Because of their mutual
ability to drive down the need for high-cost serState Roles in Delivery System Reform | 43

vices, system improvement efforts should be echoed in public health investments and programs. Additional efforts
should bring these two fields together for enhanced impact.
The three actions that states can take to improve the interaction of primary care and public health with delivery systems
reform are:
• Enhancing primary care access through payment reform
and workforce development;
• Supporting public health programs that improve care
outcomes; and
• Integrating primary care with public health through
community health teams, self-management training, coalition building, and health information technology.

ENHANCING PRIMARY CARE ACCESS AND QUALITY
Since the primary care system provides the entry point for
most patients into the health care system, ensuring quality
and access are critical. While other chapters in this report
focus on quality and payment efforts that may impact primary care, this section will highlight how to address access and
quality as it specifically pertains to primary care structures
and the health care workforce. A number of opportunities
exist for improving primary care through these channels.
These include:
• Payment reform as a driver for quality;
• Expanding the primary care workforce to ensure access;
and
• Expanding primary care provider capabilities in ways
that support access and efficiency.

Payment reform
Paying for the desired results is the foundation of the efforts
at payment reform in primary care. Among other goals, payment reform seeks to improve access to care and early diagnosis of illnesses, as well as lower unnecessary testing and hospitalizations. These reforms can include paying for services
delivered outside the clinical setting, such as phone calls and
emails with patients, thus reducing unnecessary office visits.
It can also create financial incentives for providers to report
on quality measures such as a diabetic’s blood sugar levels.
Another model, typically referred to as global payment, is
often more suited to large physician groups or health systems. This model consists of paying a practice a monthly
amount to cover all patient services, including hospitaliza-
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tions. Ideally, this creates an incentive to reduce unnecessary
hospitalizations, given the high cost associated with such
care. The chapter on payment initiatives goes into considerable detail on options for remaking the payment structures to
better support primary care delivery and related supports.
Payment reform is just the first step to improving the delivery of primary care. States will need to consider ways to
aid primary care practices in improving workflows, creating
efficiencies, and using quality data. Over 80 percent of primary care practices have fewer than two doctors.124 Small
practices may have difficulty affording expanded care coordination and offering more hours or other aids to access. Solutions to this challenge include working through practice associations or physician-hospital organizations that bring
small practices together to efficiently provide services. Health
IT efforts in the states also will be working to aid in workflow
redesign, and may be an important asset for this effort.

Expanding the primary care workforce
Despite the overall growth in primary care providers, the
Health Resources and Services Administration (HRSA)
states that there are 6,204 Primary Care Health Professional
Shortage Areas (HPSAs) with 65 million people living in
them. It is estimated it would take 16,643 practitioners to
meet their need for primary care providers (a population to
practitioner ratio of 2,000:1).125
Medical school students entering the primary care workforce have not kept up with those becoming specialists. Between 1965 and 1992, the primary care physician-to-population ratio grew by about 14 percent. However, this number
was far surpassed with the specialist-to-population ratio
growing at 120 percent in the same time frame. Some research also suggests only seven percent of fourth year students at medical schools plan on entering primary care.126
States can help build the primary care workforce through
a variety of efforts, including loan repayment programs
(SLRP) that supplement federal loan programs. Often administered by the state health agency, these programs repay a
portion of student loans while the primary care provider
serves in a designated underserved community. Initially offered to physicians, many states now include nurses, physician assistants, and nurse practitioners. Colorado supplements their loan repayment programs with private donations,
demonstrating state innovation in coordinating public and
private efforts despite tight state budgets.

State loan repayment programs, scholarships, and loan
forgiveness programs offer critical support to increase the
number of primary care and public health providers in
the health workforce. In addition, primary care providers
are likely to stay in a primary care setting after the loan
repayment program has ended. Yet pressures on state
budgets may greatly limit the implementation or expansion of this strategy. Some states successfully add to state
loan programs through partnerships with business and
foundations.
Virginia addresses its recruitment and retention of
primary care providers through a number of measures, including a loan repayment program. The program awards
$50,000 to primary care physicians, general dentists,
mental health providers, physician assistants, and nurse
practitioners in return for a two year commitment. Providers can reapply for a third or fourth year, and receive
loan repayment amounts of $35,000 per year. Money is
awarded to providers who serve in the highest need areas
of the state.127
Some states create and run stakeholder coalitions to address health care workforce shortages by convening all relevant entities in collaborative, strategic efforts. These coalitions were created through executive orders or through
state leadership’s call to action. Workforce coalitions are effective in working with multiple partners from the public
and private sector to implement a strategic approach in the
state health shortages. The coalition provides a shared direction and offers opportunities to look for other resources
beyond state funds to support health care providers in education and practice within a state. To sustain the ongoing efforts of these workforce coalitions, many states codify into
law the representation and responsibilities of these coalitions. West Virginia, Iowa, Louisiana, Massachusetts and
New Mexico all address the primary care workforce shortage by establishing coalitions.
Federally Qualified Health Centers (FQHC) are the primary source of care and preventive services for Medicaid enrollees and uninsured populations. Given recent increases in
federal funding for FQHCs, they will serve an increasingly
vital role in ensuring access to primary care for low-income
populations. Although the state has only limited ability to direct FQHC activities, it is important that the state’s primary
care strategies and stakeholder efforts include these health
centers and their coordinating association.

Expanding primary care provider capabilities
In addition to expanding the number of primary care physicians, states can promote efforts that allow alternative
professionals to deliver services. This can include allowing
nurse practitioners (NPs) and physician assistants (PAs) to
provide health care services to extend the reach of physicians. The challenge here is that states have different laws
as to the scope of practice. In some states, these allied health
professionals can practice on their own, which should increase access. In other cases, they must be tied in with a physician’s office. For routine chronic disease care and management, when getting care from a physician, NP, or PA, quality
of care is maintained as these health professionals follow established guidelines. Given the higher costs associated with
physicians, utilizing NPs or PAs for routine care may contain
costs. Physicians can then be freed up to focus on other patient issues needing their higher levels of training.
The number of nurse practitioners has increased to meet
the growing demand in a variety of healthcare settings.
There are currently 139,000 nurse practitioners, a 63 percent
increase from 2000.128 Factors that have contributed to this
rapid growth include high patient satisfaction, demonstrated quality care, and changes in federal, state, and private reimbursement policies. Eleven states allow nurse practitioners to practice independently within their scope of practice.
Given their competency and high quality of care, nurse prac-
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titioners and physician assistants can play a major role in
bridging the gap of health care needs in our states.

FIGURE 10: Proportional Contribution to
Premature Death

SUPPORTING PUBLIC HEALTH PROGRAMS THAT
IMPROVE CARE OUTCOMES
Public health services are especially critical to controlling
costs and improving health care given that a majority of
what impacts health is attributable to behavioral and social circumstances (Figure 10). Without addressing these
lifestyle issues, an opportunity is lost to impact health outcomes. In addition, one of the best ways to deal with the
current challenges in the primary care system is to reduce
the need for expensive chronic care treatment. With its
focus on preventive strategies, public health departments
can help achieve this goal. While health departments address a myriad of diseases, several issues should be considered priorities in the system reform environment given the
toll they take on health, health care costs, and productivity.
A number of critical opportunities exist for driving system
improvements through public health programs. These include:
• Tobacco use cessation;
• Cancer screenings; and
• Obesity reduction through provider incentives and coalitions.
State-based system reform efforts should include assessments of their existing public health infrastructure, and investment and expansion of public health programs targeted
to the system outcomes goals determined by the state. The
following section describes some of the most likely efforts,
but state goals should drive this process. For example, if the
state is focusing system reform efforts on chronic disease
management, other public health programs may be more
relevant for inclusion and support.

Tobacco use cessation
Tobacco use is the leading cause of preventable disease,
disability, and death in the United States, accounting for
443,000 deaths and $193 billion in health care spending per
year.129 State strategies to address tobacco use include:
• Requiring insurers to pay providers for tobacco counseling and to cover cessation therapies;
• Ensuring that state Medicaid covers tobacco cessation
options;
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• Ensuring that citizens are informed and have access to
state and national quit lines; and
• Offering clear guidance from medical care providers to
help patients stop smoking.
Lessons in tobacco prevention and cessation already point
to the critical importance of a comprehensive approach.
Increases in cigarette prices, media campaigns, nicotine replacement therapy, and smoking bans in public places have
all contributed to reduced smoking rates over time. State telephone quit lines also prove to be highly effective smoking cessation interventions. Many states link quit line services to the
health care system by educating providers about the services
offered, as well as instituting physician referral systems.130
The Wyoming Quit Tobacco Program is an example of a
highly successful quit line. The Wyoming Department of
Health administers the quit line through contractors and with
the Wyoming Survey and Analysis Center for evaluation and
data collection services. Wyoming residents may enroll either
by calling 1-800-QUITNOW or at www.wy.quitnet.com.
Participants ages 12 and over can receive counseling services
while tobacco cessation medications and NRT are available
to those ages 18 and older. Wyoming offers targeted counsel-

ing and media for specific populations, such as pregnant
women, youth between ages 12–17, smokeless tobacco users,
and Spanish-speakers.131

Cancer screenings
Early detection of cancer through screening saves lives and
can also significantly reduce the cost of treatment and productivity loss. Reduction or elimination of co-pays and deductibles for these services can also promote utilization. To
ensure that cancer screenings occur routinely, the U.S. Taskforce on Community Preventive Services recommends including provider reminders and recall programs that inform
healthcare providers it is time for a client’s cancer screening
test. The recommendation is based on evidence of the program’s effectiveness in increasing breast cancer screening,
cervical cancer screening, and colorectal cancer screening. 132
To ensure that cancer screenings occur routinely, The
U.S. Taskforce on Community Preventive Services recommends including provider reminders and recall programs
that inform healthcare providers it is time for a client’s cancer screening test. The recommendation is based on evidence of the program’s effectiveness in increasing breast
cancer screening, cervical cancer screening, and colorectal
cancer screening.133
Georgia enacted colorectal screening legislation requiring individual and group insurers to provide coverage for
colorectal cancer screening consistent with American Cancer Society (ACS) guidelines and deemed appropriate by the
attending physician. To prevent screenings from becoming
cost-prohibitive for beneficiaries, the statute states that
these benefits must be subject to the same deductibles or coinsurance that covers all other benefits.134
Obesity reduction through provider incentives and
coalitions
With 16 percent of U.S. children and more than 30 percent
of adults identified as obese, states are facing increased budget burdens. Obese individuals utilize more health services
than their healthy-weight counterparts, and are at much
higher risk for many chronic diseases.135 State budgets also
face increased financial burdens due to obesity. Obesity costs
state Medicaid programs approximately $23 million to $3.5
billion per year.136 Addressing the challenges of the national
epidemic of obesity will take comprehensive strategies and
multiple stakeholders. The focus of the following strategies

is on prevention and early identification of obesity.
As prevention programs highlight the risks of being overweight, children and families become aware of the need to
seek professional medical help. Medical professionals are
developing new standards of care for the management of
childhood overweight and obesity, but clinicians are insufficiently supported in these efforts. An increasing number of
providers conduct Body Mass Index (BMI) assessments, explain the risks, and counsel patients on healthy weight.
However, providers now need a system of information assessment and sharing, as well as standardized and routinely
available referral services. Research from the U.S. Preventive
Services Task Force supports primary care providers in referring obese patients or patients at risk for obesity to intensive behavioral counseling.137
Delaware and Virginia illustrate that physician reimbursement for time spent on counseling is the next step in
supporting primary care providers. One option is to require
state Medicaid programs to provide support and resources to
increasingly effective clinical management strategies. Michigan and California provide reimbursement for management
of childhood obesity and for referral to a nutritionist.
Several states convene stakeholder groups to promote
promising practices and award successes in obesity. The
state health agency serves as a neutral convener bringing
together primary care providers from around the state to
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identify established measures for practitioners to reduce
childhood obesity. These measures include conducting BMI
assessments, healthy lifestyle counseling, and promoting
positive health outcomes. Virginia and Delaware note that
providers are incentivized by sharing their expertise with
each other, working to solving the complexities of obesity,
and listening to outside experts. In addition, providers who
participate in this program can receive continuing medical
education credits. The state health agency can use the feedback gained from these meetings with health care providers
to revise their obesity-focused tools and collect data from
providers to track progress of this initiative.

INTEGRATING PRIMARY CARE WITH PUBLIC HEALTH
Chronic disease management and the consistent delivery of
preventive services should be the goals of collaborative efforts between primary care and public health. In addition to
the chronic disease burden described earlier, a failure to consistently deliver preventive services has led to many of the
quality problems we face today. Currently 46% of adults do
not get such recommended preventive care. This gap, along
with the lack of integration between prevention and primary
care, accounts for 101,000 preventable deaths per year.138
Often, the challenge of bridging public health and clinical
care can be different terminologies and cultures. Many
health departments, especially at the local level, only have
resources for immunization and regulatory issues. Similarly,
clinicians are paid to perform tests and deliver care. Bringing these groups together to set goals and work collaboratively requires leadership commitment and sustainable cooperation, but can be highly beneficial to health outcomes.
Working together across these fields could lead to accelerated progress in these goals. There are a number of existing
opportunities to integrate primary care with public health.
These include:
• Using community health teams;
• Building coalitions;

The lack of integration between prevention
and primary care accounts for 101,000
preventable deaths per year.
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• Promoting self management programs; and
• Using health information technology to accelerate linkages.

Using community health teams
A community health team (CHT) can be a part of the
solution in bridging this divide. Such teams consist of a
group of multi-disciplinary professionals helping a patient population engage with preventive health practices
and improve health outcomes. The teams include nurses,
social workers, behavioral health counselors, nutrition
specialists, and public health specialists. The rationale
for a multi-disciplinary CHT supporting a group of medical homes is based on the variable health outcomes that
exist in a real world healthcare setting, and the complex
set of factors that influences those outcomes (e.g. social,
economic, cultural, behavioral, and biological). This infrastructure provides local access to skilled personnel,
coordinated referrals across independent organizations,
support for improved self management, and the intensity
of follow up that increases the likelihood that families and
patients will engage with management plans and preventive behaviors.
Community Care of North Carolina (CCNC) uses a
CHT to link with the 3,000 primary care providers who
treat the state’s 510,000 Medicaid patients.139 The program
incorporates the concepts of case and disease management
and patient follow-up to reduce emergency department
visits of asthmatic and diabetic patients. The CCNC’s goal
is to target high cost and high risk patients, establish medical homes, and improve quality of care. As a result of the
asthma management component, the state saved $3.5 million between 2000 and 2002 due to lower inpatient admissions and emergency department visits. By incorporating
case management and follow up of patients who did visit
the emergency department, North Carolina saw a 13 percent reduction in emergency department visits between
2001 and 2002.140
The success of states such as North Carolina, Vermont,
Maine, and Massachusetts in working with private insurers
and Medicaid will be further enhanced by Medicare participation. In a recent announcement, the Centers for Medicare
and Medicaid Services launched a medical homes grant program that will provide Medicare support and financial participation in state efforts through an Advanced Primary Care
(APC) Demonstration project. With these grant funds, states

can broaden their efforts, including greater support for community care teams.141

Building coalitions
Reducing the gap between recommended care and what is
delivered is critical to health outcomes, and such reduction
will require leadership and commitment. Coalitions can
come together to address critical health needs of a community or state. Governors can bring stakeholders to the table to
set goals, contribute assets, and reward success, particularly
when those stakeholders include the business and provider
communities, as well as state and local policymakers.
In 2009, the Ohio state health department, led by Governor Ted Strickland, partnered with health care, faith based
organizations, businesses, and advocacy groups to establish
the Ohio Infant Mortality Task Force. Data from the health
department showed that despite investments of federal and
state funds, Ohio’s infant mortality remained at 7.8 per 1,000
live births—12th highest in the country—with large disparities
between African-American and white infants. The task force
provided 10 recommendations to the governor’s office including providing comprehensive reproductive health services for
all women and children before, during, and post pregnancy;
and prioritizing and aligning program investments based on
documented outcomes and cost effectiveness.
Promoting self management programs
People need support in making informed health choices beyond the short period of time they spend with their health
care provider. Self-management programs provide patients
with tools to handle emotional stress and communicate with
family members about problems. Other components include
techniques for dealing with health complications, appropriate use of medications, and nutrition. This additional support allows individuals to successfully manage their chronic
disease. These programs can result in fewer emergency
room visits and improved health outcomes, resulting in a
cost savings of about four dollars for every one dollar spent.
Evidence also suggests that programs teaching self-management skills are more effective than information-only patient
education in improving clinical outcomes.143, 144, 145
State government can play a key leadership role in the
implementation and sustainment of self-management programs. State health agencies lead the organization, training,
and development of community-wide, self-management

programs. Through the state agency on aging, regional and
statewide organizations supporting older persons can be instrumental in implementing and supporting these programs.
State insurance commissions, state employee benefit programs and Medicaid can also be key contributors to support
self-management programs through requirements of insurers and offered benefits in state programs.
Vermont has implemented Stanford University’s Chronic Disease Self Management Program (CDSMP). While
funding of the CDSMP varies by state and community, program costs are estimated to be about $200 per participant. In
Vermont, self management is funded through state general
funds with work underway to sustain funding through public and private insurance.

Using health information technology to accelerate
linkages
Integrating health information technology (HIT) will be
critical to improving quality and costs. In the primary care
setting, it has the potential to revolutionize practice. Physicians can monitor when patients get certain preventive
tests and are alerted when a patient sees another provider.
They can receive reminders, check drug refills and regimen
adherence, and even interact with patients outside of office
visits.
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With public health contributions, HIT benefits are even
Following Hurricane Katrina, the Louisiana Immunizagreater. With the bi-directional flow of information between
tion Information System connected to local health departhealth departments and providers, disease prevention and ments in other states to ensure that displaced children could
management is accelerated. Sharing information on infecreceive mandatory vaccinations needed to enter new
tious diseases, immunizations, and patient education and schools. School nurses and public health staff checked the
wellness opportunities available in the community, the prisystem to make sure that students did not receive duplicamary care quality goes up greatly, and the public health detive vaccine. It was estimated that the Harris County local
partment’s functions in disease surveillance are enhanced.
health department in Houston, Texas, saved about $3 milImmunizations are a vital public health prevention stratlion in vaccine and administrative costs because of this inegy and an essential element in protecting the nation’s teroperability.150
health. Immunizations successfully reduce the incidence of
The opportunities to enhance both public health funcmany preventable diseases, including eliminating polio from tionality and primary care performance through HIT are
the Americas and eradicating smallpox from the world.
recognized, but not easily realized. Since a majority of proVaccine-preventable diseases continue to be major causes
viders still do not use HIT to interact with patients (Figure
of death and add significantly to health costs. Twenty-five
11)151, there will need to be considerable investment in IT
percent of American children have not received all recom- systems on both ends of the transaction, and workflow remended childhood immunizations.146 Failure to immunize
engineering to ensure availability and use of data by agencan lead to new outbreaks of disease. Between 1989 and 1991, cies and practices alike. This effort should be echoed in
a measles epidemic in multiple states resulted in over 55,000
public health efforts to support bi-directional health inforreported cases, 11,000 hospitalizations, and more than 120 mation exchange. The funding for HIT under ARRA is an
deaths, with most deaths in children under 5 years of age.147
important investment, as are existing state and privateElectronic immunizations registries can provide an 8:1 re- sector dollars, but work must continue to ensure that HIT
turn on investment over five years. Without proper tracking, efforts are implemented strategically to best benefit these
one in five U.S. children receives at least one unnecessary efforts and link primary care and public health in impordose of vaccine by the age of two, wasting $15 million in vac- tant ways.
cine cost each year. The average cost to manually retrieve, review, and update a child’s immunization reFIGURE 11: Current or Planned Use of Alerts and Reminders in Office
cord is $14.50, more than three times that of an Prectice: Percentage of Physicians Surveyed, 2003
immunization registry.148
More than 25 percent of Utah’s young children
Physician receives alerts about
12
26
16
44
potential drug problems
are not fully protected against dangerous vaccinepreventable diseases. In response, the Utah De38
partment of Health developed a comprehensive
Physician receives alerts when
10
31
13
43
special follow-up care is needed
immunization registry to improve immunization
coverage of its citizens and make information read31
ily available to health care providers. The Utah
Patients are sent reminders for
21
33
10
34
preventive or follow-up care
Statewide Immunization Information System (USI54
IS) contains immunization histories for Utah residents of all ages and from all providers. This system
Using a computerized system
allows the state to track which children have reUsing a manual system
Not done, plan to in next year
ceived immunizations, if they received them on
Not done, no plan in next year
time, and alleviates parental burden of keeping immunization records. USIIS also integrates the pub- DATA: Audet, A. J. et al. 2005. Physicians’ views on quality of care: Findings from the Commonwealth
lic health and primary care systems through this Fund National Survey of Physicians and Quality of Care. Percentages may not add to 100 because of
rounding and unknown responses.
data exchange.149
SOURCE: McCarthy and Leatherman: Performance Snapshots, 2006. www.cmwf.org/snapshots
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HEALTH REFORM AND PRIMARY CARE AND
PUBLIC HEALTH
The Patient Protection and Affordability Care Act (PPACA)
includes many provisions that impact primary care quality
and access, the health care workforce, and community resources to promote healthier lifestyles. These measures will
enable states to further implement many of the initiatives
and action steps highlighted in this chapter.

Payment Reform and Quality Measures
PPACA includes payment reform and quality measures that
may impact states. In some cases, these measures are grant
programs states are eligible to apply for; in other cases, Medicaid agencies and state hospitals will be involved in these
provisions. These programs will test quality reporting measures, bundling payments, and pay for performance.

•
•
•

•
•
•
•

MEDICAID GLOBAL PAYMENT SYSTEM DEMONSTRATION PROJECT

The Secretary will coordinate with the Centers for Medicare
and Medicaid Services for a demonstration project in which
states adjust payments to safety net hospitals and networks
from fee-for-service to a capitated payment model. Five
states will be chosen to participate in the demonstration
project, which authorizes funding as may be necessary for
fiscal years 2010 through 2012 (§ 2705).
HOSPITAL VALUE BASED PURCHASING PROGRAM

The Secretary will establish a program for value-based incentive payments for hospitals that meet performance standards.
Performance measures will include acute myocardial infarction, heart failure, pneumonia, surgeries, and health care
associated infections. State hospitals may be exempt if they
submit a letter to the Secretary demonstrating performance
measures exceeding those in this national program. The Secretary will designate a certain value-based percentage payment for a hospital for a fiscal year. The program begins in FY
2013 (§ 3001).
NATIONAL STRATEGY FOR QUALITY IMPROVEMENT IN HEALTH CARE

By January 1, 2011, the Secretary will establish a national
strategy to improve the delivery of health care services, patient health outcomes, and population health. The Secretary
will work with state agencies that administer Medicaid and
CHIP in developing and disseminating strategies and goals
consistent with national priorities.

•
•

These strategies will:
Improve health outcomes, efficiency, and patient-centeredness of health care for all populations;
Identify ways to improve patient care quality and efficiency;
Address gaps in quality, efficiency, comparative effectiveness information, and health outcomes measures and
data aggregation techniques;
Improve federal payment policy to emphasize quality and
efficiency;
Enhance the use of health care data to improve quality,
efficiency, transparency, and outcomes;
Address the health care provided to patients with highcost chronic diseases;
Improve research and dissemination of strategies and
best practices to improve patient safety and reduce medical errors, preventable admissions and readmissions, and
health care-associated infections;
Reduce health disparities across health disparity populations and geographic areas; and
Address other areas as determined appropriate by the
Secretary (§ 3011).

NATIONAL PILOT PROGRAM ON PAYMENT BUNDLING

The Secretary will establish a program for integrated care
during care episodes of hospitalizations to improve coordination, quality, and efficiency. The applicable conditions under this program include chronic and acute conditions. This
program will begin no later than January 1, 2013, and will be
conducted for five years. The exact funding amounts are not
known at the date of this publication (§ 3023).
COMMUNITY HEALTH TEAMS TO SUPPORT PATIENT-CENTERED
MEDICAL HOMES

The Secretary will establish a program that will promote
community-based interdisciplinary teams which support
primary care practices and provide capitated payments to
providers. States or their designated entity will be eligible to
apply for funds. States will need to have plans that incorporate prevention initiatives with health care delivery and community-based prevention resources and ensure that health
teams include nurses, physician assistants, dietitians, and
other medical specialists. This program will be established
through either contractual agreements or grants (§ 3502).
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PUBLIC HEALTH TRAINING FOR MID-CAREER PROFESSIONALS

This program awards educational entities for training midcareer professionals in public health and allied health. It is
authorized at such sums as may be necessary for fiscal years
2011–2015 (§ 5206).
GRANTS TO PROMOTE THE COMMUNITY HEALTH WORKFORCE

The Centers for Disease Control and Prevention will award
grants to states and eligible state agencies to use community
health workers to promote positive health behaviors and
outcomes in medically underserved communities. Funding
is authorized for such sums as may be necessary for fiscal
years 2010–2019 (§ 5313).
FELLOWSHIP TRAINING IN PUBLIC HEALTH

Health Care Workforce Measures
PPACA includes several provisions to promote the health
care and public health workforce. These include grants,
loan repayment programs, and fellowships:

The Secretary may carry out activities to address documented workforce shortages in state and local health departments in the critical areas of applied public health epidemiology, public health laboratory science, and informatics and
may expand the Epidemic Intelligence Service. The fellowship training is authorized at $39.5 million for each of fiscal
years 2010 through 2013 (§ 5314).

Preventive Services Measures
ESSENTIAL HEALTH BENEFITS PACKAGE

PUBLIC HEALTH WORKFORCE LOAN REPAYMENT PROGRAM

Public health professionals who commit to working for
three years in a state or local agency will be eligible for the
loan repayment program. Annual loan repayments consist
of $35,000 or 1/3 of total debt. The program is authorized at
$195 million for fiscal year 2010 (§ 776).

New health plans in the individual and small group markets
and all health plans participating in the new insurance exchanges are required to cover preventive and wellness services, maternity and newborn care, mental health and substance use disorder services, pediatric services, and chronic
disease management. Cost-sharing for these services must
be limited (§ 1302).

STATE WORKFORCE DEVELOPMENT GRANTS

Health care workforce development planning and implementation grant programs will enable states to develop
strategies at the state and local level.
Planning grants will be available staring fiscal year 2010,
with grants awarded for activities for up to one year. Planning grants will require a 15 percent match (in cash or in
kind). Implementation grants may be used for up to two
years and will require a 25 percent match (in cash or in kind).
The grants are authorized for $8 million for fiscal 2010
and such sums as necessary thereafter, with up to $150,000
per state partnership (§ 5102).
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ELIMINATION OF EXCLUSION OF COVERAGE OF CERTAIN DRUGS IN
MEDICAID

Starting January 1, 2014, Medicaid cannot exclude coverage
of drugs that promote smoking cessation, including ones approved by the FDA for over-the-counter use (§ 2502).
MEDICAID HEALTH HOME FOR ENROLLEES WITH CHRONIC
CONDITIONS: PLANNING GRANT

Beginning January 1, 2011, state Medicaid programs will
have the option to provide coordinated care to enrollees with
chronic conditions. HHS will establish minimum standards
for health homes and will award planning grants to states

to develop a state plan amendment. States will receive a 90
percent FMAP for such health home services during the first
eight fiscal year quarters that the state plan amendment is in
effect. A state contribution is required in order to receive a
planning grant. This amount is not known at the time of this
publication. A $25 million maximum planning grant will be
awarded per state. The total amount for planning grants is
not known at the date of this publication (§ 2703).

include actions that promote healthier school environments, active living and access to healthy foods, smoking
cessation, and worksite wellness. Funds are authorized
for such sums as may be necessary for fiscal years 2010
through 2014 (§ 4201).
HEALTHY AGING, LIVING WELL PUBLIC HEALTH GRANT PROGRAM

Beginning September 23, 2010, new group or individual coverage must cover and have no cost sharing for preventive services recommended by various federal guidelines (§ 2713).

The CDC will award grants to states or local health departments and Indian tribes for pilot programs to provide public
health community interventions, referrals, and screenings
for heart disease, stroke, and diabetes for individuals between ages 55 and 64. Funds are authorized for such sums as
may be necessary for fiscal years 2010 through 2014 (§ 4202).

MEDICAID PREVENTIVE SERVICES

IMMUNIZATION COVERAGE IMPROVEMENT PROGRAM

State Medicaid agencies that eliminate cost-sharing requirements for clinical preventive services and adult vaccination
will be eligible to receive FMAP incentive payments. The
percentage point increase is ONLY for the cost of providing
these preventive services and vaccines, and not an acrossthe-board FMAP increase. This enhanced match will be
available beginning January 1, 2013 (§ 4106).

The CDC will award demonstration grants to states to improve immunization coverage for children, adolescents, and
adults. The program is authorized for funding at such sums
as necessary for fiscal years 2010 through 2014 (§ 4204).

HEALTH PLAN COVERAGE OF PREVENTIVE HEALTH SERVICES

MEDICAID COVERAGE OF TOBACCO CESSATION SERVICES FOR
PREGNANT WOMEN

Effective October 2010, states will be required to provide
Medicaid coverage for tobacco cessation counseling and
drug therapy for pregnant women without cost-sharing.
Funding amounts are not known at this time (§ 4107).
MEDICAID CHRONIC DISEASE INCENTIVE PAYMENT PROGRAM

The Secretary will award grants to states to test approaches that may encourage behavior modification for healthy
lifestyles among Medicaid enrollees and to determine
scalable solutions. HHS will develop program criteria and
will conduct an education/outreach campaign to promote
states’ awareness of the grant program. There is appropriated $100 million for a five-year period beginning January
1, 2011 (§ 4108).

EPIDEMIOLOGY LABORATORY CAPACITY GRANTS

The CDC will award grants to state and local health departments to develop and information exchange and improve
surveillance and response to infectious diseases. The grants
are authorized at $190 million for each of fiscal years 2010
through 2013 (§ 4304).
STATE AUTHORITY TO PURCHASE RECOMMENDED VACCINES FOR
ADULTS PROGRAM

The Secretary may negotiate and enter into contracts with
manufacturers of vaccines for the purchase and delivery
of vaccines for adults. States may obtain adult vaccines
through manufacturers at the applicable price negotiated
by the Secretary (§ 4204).
CHIP OBESITY DEMONSTRATION PROGRAM

This program has received an extension of funding for the
childhood obesity demonstration program established under CHIPRA (P.L. 111-3). It provides an appropriation totaling $25 million for fiscal years 2010 through 2014 (§ 4306).

COMMUNITY TRANSFORMATION GRANTS

The CDC is authorized to start a program for states and
local governmental agencies and community-based organizations to promote evidence-based community preventive health activities intended to reduce chronic disease rates, and address health disparities. Activities may

INCREASED FUNDING TO FEDERALLY QUALIFIED HEALTH CENTERS

This section creates a new Community Health Centers
Trust Fund for the purpose of expanding FQHCs’ operational capacity and promoting greater access to primary
care (§ 5306).
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CONCLUSION
Although every state will have different priorities and political realities, state leadership can bolster primary care and
public health systems as part of their system improvement
strategies. To advance these efforts, states can take the following next steps:
• Convene stakeholders to address quality, access, prevention, and health IT usage;
• Assess barriers that hinder the growth of the primary
care workforce; and
• Invest in critical public health issues to reduce demand
for primary care.
Ensuring that individuals have access to quality primary
care is essential to sustaining a well-functioning health
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care system. Primary care must serve as the foundation for
reliable preventive services, and the hub for care coordination. State health departments are uniquely able to monitor and contain disease outbreaks and promote healthy life
choices. Health departments can educate people about
health issues, and help support healthier living environments, in which it is easier to follow a doctor’s prescription
to consume a healthier diet, exercise more, and stop smoking. As new populations gain coverage under health reforms, our health care system is at risk of being overwhelmed if these populations are not healthier. By
investing in these critical tasks of health departments,
state leadership can reduce the demand using the health
care system and improve health status.

CHAPTER 4

Reforming Health Care
Payment Systems
Harold Miller
Center for Healthcare Quality and Payment Reform

A major cause of the high cost of health care in
America and of many of the quality problems in
health care is the way providers are paid. Under
most current payment systems, physicians, hospitals, and other providers are paid primarily
based on how many services they deliver, not on
the quality of those services or their effectiveness in improving a patient’s health.152 Research
has shown that more services and higher spending may not result in better outcomes; indeed, it
is often the opposite.
Current payment systems reward quantity
over quality, with volume of services delivered
as the key economic driver in health care. Furthermore, payment is balanced against primary
care and preventive services, and toward highcost care. Reimbursement methods also fragment the payments across multiple providers,
even for the same service or episode. Payment
reform efforts should emphasize highly-effective care that keeps people healthy, encourages
care management and prevention, and drives efficiency in the system.
Payment reform initiatives can be categorized into two major approaches: those seeking
to promote efficient, high-quality care in acute
settings and episodes, and those that drive more
consistent, long-term primary care that promotes disease prevention and chronic disease
management. These methods can be combined
in global payment schemes that seek the best in
both settings and service types.
Although many people have looked to the
federal government and the Medicare program
to take a lead role in correcting these payment
problems, state governments also have significant potential to influence the way health care is

paid for. In most states, more individuals are enrolled in Medicaid and CHIP programs than in
Medicare. About 20 percent of the U.S. population is enrolled in Medicaid.153 A number of
states have state-funded health insurance programs that cover additional individuals.
State governments also employ more than 5
million workers nationally; and in some communities, such as state capitals, state employees can
represent 10 percent to 25 percent or more of the
employed workforce.154 Retirees for whom the
state provides insurance expand the pool of individuals further. A number of states have statewide health insurance purchasing pools for local
government employees as well.
Through these programs, states can work to
implement new payment schemes and leverage
contracts for services in ways that correct the inherent problems and disincentives. There are a
number of different strategies that build on existing payment methods, as well as emerging ideas
for new ways to pay for care. These options and
the states’ roles in promoting efforts to improve
care through payment reforms are essential aspects of system reforms and improvements.

THE GOALS OF PAYMENT REFORM
Payment reform efforts must be designed to
overcome or counteract the many disincentives for high-quality, low-cost care that exist
today. Currently, providers are paid for value.
This payment methodology means health care
providers may actually be financially penalized
for providing better-quality services. Reducing
errors and complications can result in lower
revenue in some cases by lowering the number of procedures and medications needed.155
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Under most payment systems, health care providers make
less money if a patient stays healthy. In addition, many valuable preventive care and care coordination services are not
paid for adequately (or at all)156. This discourages physicians
from entering primary care, contributing to shortages of
primary care physicians in many areas.
The fragmentation of payment offers another challenge
to payment reform. Each physician, laboratory, hospital, and
other health care provider involved in a patient’s care gets
paid separately. This can result in paying for duplicative
tests and services for the same patient,157 and it provides no
incentive for separate providers to coordinate their services.
The challenges created by these payment features have
led to a growing recognition of the need for payment reform.
Reform proposals seek to achieve several goals:
• Holding a health care provider more accountable for the
quality of services used to treat a patient’s conditions;
• Holding a health care provider more accountable for the
cost of services used to treat a patient’s conditions;
• Giving a health care provider greater flexibility to provide the right services to patients in the right way at the
right time;
• Paying a health care provider adequately (but not excessively) for delivering necessary, high-value services, and
enabling that provider to remain profitable if their patients stay healthy;
• Paying a health care provider more for sicker patients
who need more services, unless the patient’s condition
was caused by the provider itself (e.g., through a hospitalacquired infection or an error in treatment), and enabling
the provider to remain profitable if they care for patients
who have more health problems or more serious problems; and
• Enabling and encouraging independent providers to coordinate patient care.

The Role of Benefit Design
Even if the payment system gives physicians the resources and incentives to improve, their accountability for cost
and quality can only go so far. This is because so many
primary care outcomes depend as much on what patients
do—whether they used prescribed medications, accessed a
primary care practice as their medical home, and avoided

unnecessary services—as what doctors do. Moreover, the
designs of insurance benefit plans can have a major impact
on consumers’ ability to select high-value providers, use
cost-effective services, and adhere to treatment plans that
improve outcomes. In particular:
• High patient cost-sharing requirements in health insurance plans (e.g., copayments, co-insurance, and deductibles) for physician visits, purchase of medications, and
use of preventive services can deter or prevent patients
from seeking care early or taking necessary medications,
and can potentially result in high costs of remedial care
that more than offset any revenues generated through
the cost-sharing contributions.158
• Flat copayments and small co-insurance requirements
for expensive services give consumers little incentive to
use lower-cost providers and services.
• It is difficult for a primary care practice to help a patient
manage his or her health and reduce unnecessary health
care services if the patient’s health plan allows the patient to switch practices frequently or to directly seek out
specialty services without advice from the primary care
practice.159
Health plan benefit structures that encourage and enable
patients to improve their health and use higher-value health
care services are known as “value-based benefit designs.” For
example, a growing number of employers are using valuebased benefit designs that reduce or eliminate copayments
for chronic disease maintenance medications to encourage
patients to use the medications more reliably and avoid expensive emergency room visits and hospitalizations.

STATE ROLES IN PAYMENT REFORM
As a result of health reform, state governments may have
new opportunities and increased leverage to influence the
way providers are paid for delivering health care to many
of their patients. Medicaid and state employee programs
continue to be critical opportunities for implementing these
types of changes. Furthermore, if states opt to implement
insurance exchanges, up to 24 million more individuals will
be included under the purview of state oversight.
In addition to their leverage as purchasers of health care
services or insurance for many state residents, states can influence the way private funds are used to pay for health care
services in two ways: regulating the way that health insurState Roles in Delivery System Reform | 57

ance plans pay for services, or regulating the way that health
care providers deliver or charge for their services.
Because of the tremendous diversity of health care markets across the country, there is unlikely to be a single, onesize-fits-all national approach to payment reform that will
work equally well in all parts of the country or address all of
the issues of concern. Consequently, it is not surprising that
much of the leadership for health care payment and delivery
reform to date has come from states, rather than the federal
government.
Two major types of payment reforms states may consider
include:
• Payment reforms targeted at hospital care and other
types of major acute care services that take place over a
relatively short periods of time to address a specific condition, such as treating a serious injury, replacing an arthritic hip or knee, facilitating childbirth, responding to a
heart attack, or treating a curable cancer.
• Payment reforms targeted at primary care, including preventive care; treatment of minor acute conditions (injuries); diagnosis of more serious conditions, which may
then lead to hospital care to address those conditions;
and management of chronic diseases.
Many individuals will need a mix of both primary care and
hospital services. For example, a patient with a chronic disease will need help from a primary care practice and specialists to successfully manage their disease. From time to time,
the patient may have an acute episode that requires a hospitalization. Good primary care can prevent such episodes and
reduce the need for hospital care. Payment systems called
“global payment” or “comprehensive care payment” or “capitation” are designed to pay a single provider to manage both
primary care and hospital care to prevent unnecessary use of
hospital care and other acute care services.
Finally, it is important to keep in mind that although payment reforms are necessary to effectively address the cost
and quality crisis facing American health care, they are not
sufficient. Health care providers will need to change their
internal processes, methods of coordination, and even organizational structures to actually deliver better care. Some of
the kinds of structural and process changes that hospitals,
specialists, and primary care practices need to make to accept new payment systems and to successfully use them are
also described in the following sections.
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BETTER WAYS TO PAY FOR HOSPITAL CARE
Goals of Payment Reform for Hospital Care
Many studies show that hospital care,1 which represents
about 40 percent of total health care spending in the U.S.,
leads to significant inefficiencies and quality problems. The
goals of payment reform for hospital care are to enable and
encourage hospitals and specialists to take advantage of opportunities to reduce costs and improve quality by:
• Improving efficiency and coordination of patient care.
Hospitals that have utilized industrial techniques have
been able to significantly reduce waste and improve efficiency.161 Various projects have found that surgery costs
can be reduced by 10 percent to 40 percent through improved cooperation between hospitals and surgeons to
achieve greater overall efficiency, using methods such as
more efficient scheduling and more efficient purchasing
of medical devices.162
• Using lower-cost treatment options. In a number of cases,
there are two or more options for treating a patient’s condition that achieve similar outcomes but have very different
costs. For example, there are a number of ways to reduce
the costs of labor and delivery for uncomplicated pregnancies and improve outcomes for both mothers and babies.163
• Reducing adverse events. A significant number of patients still experience preventable health care acquired
complications, infections, and other adverse events. Work
pioneered by the Pittsburgh Regional Health Initiative,
which has been replicated in other parts of the country,
proves that such events can be dramatically reduced or
even eliminated through low-cost techniques.164
• Reducing preventable readmissions. Some hospitalacquired infections and adverse events manifest themselves after discharge and result in preventable readmissions to the hospital; these can be reduced through
the same techniques described above. In addition, several studies have shown that readmission rates can be
reduced for a broad range of patients by improving the
patient’s transition to home or another setting following
discharge.165

1.For simplicity, the discussion in this section will refer to “hospital
care,” but the same payment models are applicable to other settings
for delivering major acute care, such as ambulatory surgery centers.

Approaches to Payment Reform for Hospital Care
States have a range of possible levers in driving hospital
payment schemes toward quality. This section will describe
payment reforms for hospital care, including:
•
•
•
•
•

Improving the transparency of price and quality;
Paying for performance based outcomes;
Tiering provider networks;
Refusing payment for adverse events; and
Bundling services and offering warranties.

IMPROVING TRANSPARENCY OF PRICE AND QUALITY

It is virtually impossible today for a patient or even a physician to determine which hospitals, outpatient surgery
centers, and other health care outlets deliver the highestquality, lowest-cost care. Consequently, although it does
not technically change the payment system itself, one important type of reform is cost and quality “transparency,”
making information about the quality and cost of hospital
care available to the public, to encourage consumers to use
the highest-quality, most efficient hospitals and physicians.
Moreover, cost and quality measurement is a key component
of other payment reforms described later in this section.
The quality of hospital care can be measured in three
ways:
• Whether appropriate processes were delivered (e.g.,
were the right medications given in a timely fashion);
• Whether good outcomes were achieved (e.g., did the patient die, get an infection); and
• Whether patients were satisfied with the care they received.
Measurement of outcomes is more challenging than measuring processes, since many outcomes occur well after the

actual care is delivered. However, process is not always a
good proxy for outcomes.
Measuring of the cost of hospital care is also challenging.
The hospital and each of the physicians involved in a patient’s
care are paid separately for the services they deliver. For example, when a patient has surgery, the surgeon is paid for performing the surgery, but the hospital is paid separately for the
surgical suite, the nursing care, and any drugs or medical devices the patient receives. The anesthesiologist is paid separately for his or her services, and if other physicians are asked
to provide services, they are also paid separately. Because of
the methodological challenges involved in tallying up episode
costs—which requires identifying and adding up the costs of
all services provided in a single “episode of care,” and then
comparing these costs for different patients and different
hospitals—public reporting of this data is quite rare.
Moreover, public disclosure of the amounts that providers charge for their services is generally of limited value. For
most patients, the amounts that health insurance plans actually pay are typically far lower than these published “charges.” Although these discounts are typically confidential, efforts to publish the average amounts of the payments that
hospitals and physicians actually receive for services are
growing, which would enable more accurate comparisons of
price and cost.
There is some evidence that public reporting on quality
measures results in modest improvements in performance.169 It appears that this is often due more to hospitals’
desire to avoid having low rankings than because patients
have migrated away from poor-performing hospitals.
Programs that report on the costs of hospital care are
much more limited. A number of state and regional programs report the amounts that individual hospitals charge
for major procedures; however, as noted earlier, these charg-

In practice, the federal government, through the Hospital Compare program,166 several state agencies, and a number of
Regional Health Improvement Collaboratives167 and state hospital associations collect data and produce public reports
on the quality of care delivered by hospitals. In most cases, the measures are limited to a small number of common
conditions or procedures, such as cardiac surgery, heart attacks, heart failure, and pneumonia. Moreover, the majority
of measures relate to whether specific processes were delivered, rather than whether good outcomes were achieved.
Some states and collaboratives are collecting and publishing additional measures of outcomes, such as the rates of infection and the rates of readmission to the hospital for preventable conditions.168 The ability to obtain data on processes
and outcomes will likely be enhanced as more hospitals, physicians, and other providers use electronic health records.
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es often bear little relationship to the actual amounts that
hospitals are paid by commercial health plans, Medicaid, or
Medicare. Only a small number of programs report the actual amounts that hospitals are paid for procedures. For example, New Hampshire introduced a price transparency
program in 2007 that reports the bundled cost, including
both physician and facility payments, of about 30 common
health care services.170 A 2009 study of the program found
that, to date, making this information public had little impact on prices, partly because of limited choices available to
consumers and partly because insurance benefit designs
provided little incentive for consumers to use lower-cost
providers.171 The modest impact of measurement and reporting initiatives is not surprising, since these initiatives do
little to change the powerful incentives and disincentives
that exist in the payment system.

The best-known hospital pay-for-performance program
has been the Premier Hospital Quality Incentive Demonstration. Under this program, Medicare paid 230 hospitals
additional money beyond its standard payment amounts if
the hospital’s performance on various quality measures was
in the top 20 percent among hospitals nationally. An evaluation showed that the program raised the overall quality of
care by an average of 17.2 percent over four years in five clinical areas (Figure 15).172 Based on the experience with this
program, CMS proposed implementing a pay-for-performance program—dubbed the Hospital Value-Based Purchasing Program—for all hospitals. The federal health law,
the Patient Protection and Affordable Care Act of 2010, requires implementation of this program beginning in 2013. 173
A weakness with P4P systems is that they can only reward what can be measured; consequently, they can implicitly create an incentive for providers to focus only on
areas that are measured and let performance slip in areas
that are not.

PAYING FOR PERFORMANCE

The approach most commonly used in recent years to
change the way providers are paid for hospital care is “pay
for performance” or P4P, which pays hospitals and/or physicians more or less based on the quality of care they deliver.
Pay for performance programs are based on the same kinds
of quality and cost measures that are used in the public reporting programs.
The following key issues are involved in structuring P4P
systems:

TIERING PROVIDER NETWORKS

Some self-insured purchasers and health insurance plans
assign hospitals to tiers based on either quality or cost or
both and give patients incentives to use hospitals in different tiers. For example, the State Employees Health Commission in Maine assigns hospitals to “preferred” and “nonpreferred” tiers based on the quality ratings assigned by the
Maine Health Management Coalition.174 The New Hampshire Insurance Department assigns hospitals to two cost
tiers based on the payment reporting system in the state.
The state’s HealthFirst plan, offered by several health insurance companies, establishes a lower deductible for patients
using hospitals in the lower-cost tier.175

• The size of P4P payments. The larger the payment, the
greater the financial incentive to improve performance
(and maintain good performance).
• Whether the P4P payments will represent net new money to acute care providers, or whether other payments
will be reduced to offset the money allocated to P4P.
• What threshold of performance a provider
must meet to receive a bonus. Alternative approaches include absolute standards of performance (e.g., 100 percent compliance with a
process measure), relative standards of performance (e.g., a compliance rate at the 90th percentile relative to peers), and minimum levels
of improvement in performance (e.g., 50 percent better performance than the prior year).

FIGURE 15. P4P Medicare Data on the Top 20 Percent Performers—
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There is only limited evidence about the effectiveness of
this approach, but both anecdotal evidence and a few studies indicate that the approach can cause patients to change
providers and can encourage providers to improve their
quality or lower their cost to move into preferred tiers.
However, in some markets, large providers have refused to
contract with health plans that use tiered structures, which
has limited the use of this approach.
REFUSING PAYMENT FOR ADVERSE EVENTS

Under most current payment systems, both hospitals and
physicians are paid extra to deal with complications they
themselves cause. For example, if a patient receiving hip
replacement surgery develops a surgical-site infection that
leads to additional complications, the hospital and the doctors involved will all be paid more than if the infection had
not occurred. Preventing the infection would reduce their
revenues and potentially reduce their profits.
One way to solve this is to reduce or prohibit additional
payment for preventable errors or infections that occur during a hospital stay. However, this approach only denies payment for treatment of the error or infection itself, not for any
additional complications which may be caused by the error
or infection, and result in far greater costs. Moreover, there
is debate about which infections, complications, and other
side effects are fully preventable.
An alternative approach is to reduce payment if the hospital or physician has an unusually high rate of such adverse
events, but not to deny payment for treating the problems
for any individual patient.
Medicare, as well as some Medicaid programs and commercial insurers, have begun to implement policies denying
payment for “never events,” or services rendered in error.176
This approach, however, has been limited to events or conditions that can be viewed as completely preventable, and
does not preclude payment for secondary complications
that may result.177 Maryland is avoiding this limitation by
adjusting the payment based on the rate of complications at
a particular hospital relative to other hospitals.178 Additionally, the federal health reform law requires that payments to
hospitals be adjusted based on the rate of potentially preventable readmissions beginning in October 2012.
Similarly, there is currently considerable interest by some
states in reducing or denying payment to hospitals for readmissions that are related to a patient’s initial stay and viewed
as “preventable.” Although many readmissions are related

to complications that develop while the patient is in the hospital, others occur simply because a patient experiences repeated exacerbations of a chronic disease. This may be better addressed through the kinds of primary care payment
reforms described later in this chapter rather than by reducing or eliminating payments to hospitals.
BUNDLING SERVICES AND PROVIDING WARRANTIES

Paying hospitals and physicians separately for each service
they provide during an episode of care not only makes it
hard for consumers and payers to determine the true cost
of care, but it also provides little incentive for those providers to work together to find the most efficient and effective
way to deliver services. As a result, there has been growing
interest in taking payments that are currently separate and
“bundling” them into a single, combined payment.
The concept of combining separate payments into a single
payment is not new. Nearly 30 years ago, Medicare changed
from paying a hospital for each individual service to a single
“diagnosis related group,” or DRG, payment for all services
related to a specific diagnosis or procedure. Moreover, surgeons and obstetricians are typically paid a single amount for
all of their services associated with a surgery or delivery,
rather than separate fees for each individual service.
What is not routinely done today is to combine payments
for two separate providers. The simplest combination of this
type is to bundle payments made to hospitals and doctors so
that there is a single payment for all of the services they proState Roles in Delivery System Reform | 61

vide during a patient’s inpatient stay, including surgery, anesthesiology, and hospital stay (Figure 16). A health insurance plan or Medicaid program would make a single
“bundled” payment for all of these services, and it would be
up to the hospital, surgeon, anesthesiologist, or other staff
member to determine how to divide the payment among
themselves. Under bundled payment, the surgeon has an incentive to help the hospital lower its costs, because the surgeon has the ability to share in the savings.
“Bundles” can be defined more broadly than just combining hospital and physician payments for inpatient stays.
There is growing interest in also combining post-acute care
services (e.g., home health care, rehabilitation services)
with inpatient care to discourage overuse of such services.
Bundled payment systems facilitate the transparency programs described earlier, since a single price can be more
easily reported and compared across providers. However,
since not all patients need post-acute care, it is more challenging to define a single price than with inpatient bundles,
where every patient receives services from both the hospital
and the principal physician.
Medicare experimented with bundling payments in the
1990s when the Participating Heart Bypass Center Demonstration program, which selected four hospitals in different
states to receive a single payment covering hospital and physician services for coronary surgery. No outlier payments
were permitted, and the amount of the combined payment
was negotiated to be an average of 10 percent below current
payment levels. The hospital and physicians were free to divide the combined payment however they chose.
An evaluation of this demonstration showed that all parties benefitted: physicians identified ways to reduce length
of stay and unnecessary hospital costs; costs decreased by 2

percent to 23 percent in three of four hospitals (with greater
reductions compared to what inflation would have caused);
and patients preferred the single copay.179 Medicare is testing bundled payment on a broader range of conditions in its
Acute Care Episode Demonstration that started in 2009.
To date, the use of bundled payments in the U.S. has been
limited to a relatively small number of diagnoses or procedures, leaving the majority of patients to be paid under traditional payment systems. A much more extensive implementation of bundled episode payments exists in the Netherlands,
where hospitals have been paid under the DBC (Diagnose
Behandelings Combinaties, or Diagnosis Treatment Combinations) system since 2006. Under the DBC system, a single
payment is defined for both the hospital costs and physician
costs associated with a particular combination of patient
condition and treatment. With more than 30,000 different
DBC categories in use today, some feel the system is too
complex. (By comparison, there are about 700 categories in
Medicare’s DRG payment system used to pay hospitals in the
U.S., and more than 8,000 fee codes in payment systems used
to pay doctors).
This illustrates a key challenge in episode-based payments: balancing the trade-off between having enough categories to ensure that payments fairly reflect differences in
patient needs and having a system that is simple to understand and administer.
Another approach is for health care providers to offer a
“limited warranty” for their care. The hospitals commit
that they will not charge more for addressing certain complications or readmissions that are related to the patient’s
initial services. The advantage of this approach is that it enables providers to compete on the breadth of their warranties, rather than forcing payers to define a uniform set of
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circumstances where payment will not be made. The disadvantage is that differences in the definitions of warranties make comparisons among providers more difficult (although this is no different than for products and services
in other industries).
An early example of warranties began in 1987 when an
orthopedic surgeon and hospital in Lansing, Michigan offered a fixed total price for surgical services for shoulder
and knee problems. The fixed price included a warranty for
any subsequent services needed for a two-year period, including repeat visits, imaging, re-hospitalization, and additional surgery. A study found that the payer paid 40 percent
less and the surgeon received more revenue by reducing unnecessary services, such as radiography and physical therapy, and minimizing complications and readmissions.180
The Geisinger Health System in Pennsylvania, through
its ProvenCareSM system, provides a “warranty” that covers
any follow-up care needed for avoidable complications
within 90 days at no additional charge. The system was used
first for coronary artery bypass graft surgery, but has now
been expanded to hip replacement, cataract surgery, angioplasty, bariatrics, low back pain, perinatal care, and other
areas.181 Offering the warranty led to significant changes in
the processes used to deliver care. As a result, Geisinger has
reported dramatic improvements on quality measures and
outcomes.182

Capabilities Needed to Manage New Methods of
Hospital Payment
To succeed under payment systems that reward quality
and efficiency, many hospitals and other acute care providers will need to significantly re-engineer their processes to
eliminate unnecessary costs and address quality problems.
A number of leading health care systems have demonstrated

that significant improvements in the way they deliver care
are possible,183 and a growing number of training and coaching programs are available to help health care providers
implement these changes.184 Among the critical capabilities,
the most essential is bundling payments.
METHODS FOR ALLOCATING BUNDLED PAYMENTS AMONG
PROVIDER

Bundling the services of hospitals, physicians, and postacute care providers into a single payment requires a mechanism and arrangements for dividing the payment among the
individual providers in a manner acceptable to those providers. There are three basic approaches that can be used:
• If the care is provided by an integrated health care delivery system that employs physicians and operates both
hospitals and post-acute care services, there is a readymade organizational mechanism for accepting a bundled
payment and allocating the revenue among the individual
providers.
• Outside of integrated delivery systems, special organizational mechanisms can be created to receive and allocate
the bundled payment. Under this arrangement, the parties have a pre-set agreement and mutually create a 3rdparty entity to receive and distribute the payment. For example, in its Acute Care Episode (ACE) Demonstration,
the Centers for Medicare & Medicaid Services (CMS) is
requiring that physician-hospital organizations (PHOs)
receive the bundled payments.185
• A health insurance plan can treat the payment amount as
a budget, and allocate the budget among the participating providers according to a pre-defined formula. Under
this “virtual bundling” approach, no provider controls

PROMETHEUS Payment, Inc., a national nonprofit, is currently pilot-testing an episode-of-care payment system
called Evidence-Informed Case Rates (ECRs) that will cover all services from all providers during the full episode of
care for a variety of conditions. The amount of the payment is based on a combination of historical actual costs, the
estimated cost of delivering evidence-based care, and the actual payment amount to a provider adjusted based on
quality performance. If there is no single organization that can accept the single payment, the payment is divided by
the health plan among the participating providers using a formula based on the proportion of services they delivered
during the episode. More information on PROMETHEUS is available at http://www.prometheuspayment.org/.
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the money that is owed to other providers, and no new
organizational structures are needed.
Federal laws and laws in some states that are designed to protect patients against inappropriate financial relationships between hospitals and physicians have created significant legal
barriers to bundled payments. Medicare has only been able to
implement bundled payments as part of demonstration projects where Congress waived the rules against them. Consequently, changes in federal and state laws will be needed to
allow appropriate gain-sharing relationships between hospitals and physicians under bundled payments while maintaining protections against inappropriate relationships.186

BETTER WAYS TO PAY FOR PRIMARY CARE
There is growing recognition of and evidence for the need to
strengthen the primary care system’s ability to prevent expensive hospitalizations by helping people remain healthy
and more effectively managing chronic conditions. The
payment reforms for hospital care described in the previous
section can improve the efficiency and quality of care during
acute care episodes. However, such reforms may not do anything to support or encourage efforts to prevent an episode
from occurring in the first place (e.g., keeping an individual
from having a heart attack).187
The goals of payment reforms for primary care are to enable and encourage primary care practices2 to take advantage of opportunities to improve quality and reduce costs by:
• Improving access to care. The use of physician extenders (e.g., nurse practitioners and physician assistants), email and phone calls, same-day scheduling, group visits,
school clinics, urgent care centers, and other techniques
can reduce costs and improve patients’ access to effective
primary care.188
• Improving prevention and early diagnosis. Many illnesses can be prevented through interventions such as
immunizations, weight management, and improved diet,
2. For simplicity, the term “primary care practice” will be used in this
section to refer to any health care provider that delivers primary care
services to patients. In addition to a primary care physician or
physician group, this can include a multi-specialty group that
includes primary care physicians, a hospital or health system that
employs or contracts with primary care physicians to provide services
to patients, or even a specialty physician group that provides the
equivalent of primary care services to patients with chronic diseases.
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and the severity of other illnesses can be reduced through
regular screenings (e.g., for cancer or heart disease) that
lead to early diagnosis and prompt less costly treatment.
• Reducing unnecessary testing, referrals, and medications. The use of evidence-based treatment guidelines
and shared decision-making tools can reduce unnecessary or even potentially harmful tests, interventions, and
medications.189
• Using lower-cost treatment options. For example, the
use of generic drugs or lower-cost alternatives where
available and appropriate can reduce expenditures on
pharmaceuticals and increase patient adherence to treatment regimens that prevent the need for more expensive
services.190
• Reducing preventable emergency room visits and hospitalizations. Studies have shown that rates of emergency room visits and hospitalizations for many patients
with chronic disease and other ambulatory-sensitive
conditions can be reduced by 20 percent to 40 percent or
more through improved patient education, self-management support, and access to primary care.191
In addition, many believe that changes in payment systems
are essential to attract more individuals to become primary
care physicians, to retain existing primary care physicians,
and to encourage primary care physicians to practice in underserved areas.

Approaches to Primary Care Payment Reform
Primary care-based reforms are more complicated than hospital-based efforts, and can create ripple effects that must be
monitored. Each different type addresses a different gap in
primary care identified above, including improving access to
high-value services, ensuring high-quality primary care, and
avoiding gaming of payment efforts. These different types
of efforts can be done in conjunction, which can help with
gaming, but also create provider confusion. States should
determine the most important goals of their payment efforts
and select from among these options.
IMPROVING ACCESS TO HIGH-VALUE PRIMARY CARE SERVICES

There are a number of services that are underutilized in primary care. Although these have been proven to improve patients’ health and reduce the need for other, more expensive

care, the payment methods leave these unreimbursed, or do
not allow for their delivery by paraprofessionals. Examples
include counseling on tobacco use and nutrition and spending sufficient time with individuals with chronic conditions.
The principal approaches in this group of reforms include:
• Incorporating new/higher fees;
• Instituting care management payments; and
• Implementing Comprehensive Primary Care Payments
New fees. Some important primary care services that
have the potential to help patients stay healthy and avoid
the need for expensive hospital care are not paid for at all
by most health insurance plans. For example, physicians are
typically paid only for face-to-face visits with patients, not
for phone calls or emails with patients. Health plans do not
typically reimburse for patient education and assistance delivered by nurses or other non-physician care managers in
primary care practices. One simple payment reform is to pay
for these types of services.
In some other instances, a service may currently be paid
for, but at an amount too low to enable delivery of high-quality care. For example, even though physicians are paid for
office visits, they may not be paid enough to justify the time
needed to do a careful diagnosis—particularly where a patient has multiple conditions—or to ensure that all preventive measures have been taken. Here the solution is to pay
more for these types of services.
The weakness of simply adding new fees or increasing
fees is that it may result in physician practices delivering
these services to patients who do not really need them simply to generate more revenues.
Instituting care management payments. An alternative
to creating more fee codes or increasing fee amounts is to pay
a physician practice a monthly “care management payment”
in addition to the existing fees it is paid for individual services
to individual patients. The amount of the care management
payment would be based on the number of patients the practice has and, ideally, on how sick the patients are (e.g., higher
payments would be made to a practice that has more patients
with chronic disease). The amount would not, however, depend on how many services the practice delivers, nor would
the practice be required to deliver additional or different services to every patient in return for the payment.
This type of payment gives the practice the resources to
add new services or staff, such as a care manager, and the

flexibility to target those services to patients who need them
the most. Many “medical home” practices are required to
meet standards, such as implementation of electronic health
records or the hiring of a care manager, to be eligible to receive a care management payment.
Implementing comprehensive primary care payments.
A third alternative is to reduce or eliminate fees-based reimbursement by paying the primary care practice a monthly
“comprehensive primary care payment” to cover all of its
services to all of its patients.192 This is similar to the bundled
payment concept discussed in the hospital care section. At a
minimum, the comprehensive primary care payment should
be based on the number of patients the practice has. Ideally,
it should also be based on patient aspects, such as how many
patients have chronic conditions, so that the practice is not
penalized for having sicker patients.
This type of payment gives the practice complete flexibility about what services to offer and how to target them to the
patients who need them the most, without being constrained
by individual fee codes and amounts. However, this approach can also diminish the practice’s incentive to deliver
services or spend sufficient time with patients, since the
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practice is paid regardless of how many services its patients
receive. (This can be addressed through performance incentives, described in the next section.)

Creating Incentives for Primary Care Quality
Rewarding primary care practices for effectively delivering
care can help reduce the total cost of care needed by a group
of patients. These are similar to the hospital-based efforts to
measure quality and drive consumer and provider behaviors.
The challenge is that many of the outcomes in primary care
are based on patient behavior and choices as well as provider
actions, so all efforts around quality should target those things
within the provider control as much as is feasible.
INCREASING MEASUREMENT AND REPORTING

As with hospital care, one approach to improving quality
in primary care is to make information about the quality of
services delivered by primary care physicians “transparent,”
i.e., publicly available. In a perfect system, measures of quality would be based on outcomes, but this is challenging for
primary care to do, partly because many outcomes are longterm in nature. Poor quality care for diabetes patients, for
instance, can result in amputations, but these usually occur
years after the initial poor primary care occurred.
Consequently, most quality measures currently used for
primary care are “process-oriented,” measuring whether the
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practice delivered a service deemed desirable, such as checking the blood sugar levels of a diabetic patient. Since there is
no guarantee that performing processes appropriately will
result in better outcomes, a middle ground is to use “intermediate outcome” measures; for example, assessing whether a diabetic’s blood sugar levels are being maintained at an
appropriate level over time. These measures, however, require use of difficult-to-access clinical information.
Measuring and reporting on cost in primary care is also
challenging. In contrast to acute care, the amount that primary care physicians charge for their own services is less
relevant than the rate at which their patients use other expensive services, from diagnostic testing to hospitalization. This has led to efforts to compare physicians and
physician groups on the total costs of services associated
with their patients through what are known as “resource
use” or “efficiency” measures. However, such measures
can be controversial, particularly for patients with insurance plans that enable them to see any provider they wish,
because the primary care physician may not have had any
opportunity to influence all of the services that the patient
received. In addition, the costs associated with lack of
preventive services will occur in the future; higher spending in the short run may be needed to reduce costs in the
long run.
In practice, to measure the quality and resource use of
individual physicians and small physician groups in a statistically valid way, it is necessary to collect information on as
many patients as possible.193 Moreover, because of weaknesses in the data systems commonly used to develop the
measures, it is also essential that physicians be actively involved in reviewing the measures before they are published.
A number of states and regions have formed multi-stakeholder Regional Health Improvement Collaboratives to collect, validate, and publish quality measures for all of the patients seen by a primary care practice—regardless of which
health plan they use—with active involvement by the physicians themselves in defining the measures and verifying the
accuracy of the information.194
Reporting on resource use and efficiency is also being
done, albeit less widely, in the absence of broad agreement
on what types of measures are appropriate.195 Obtaining the
data needed for both quality measures and for appropriate
efficiency measures will be easier as more health care providers use electronic health record systems, but these data
systems alone will not solve all of the problems.

Early research on measurement and reporting systems
found that consumers rarely sought out cost and quality
data and often did not understand it. As a result, cost and
quality data had only a modest impact on consumer decision
making. Many measurement and reporting programs have
been working to increase consumers’ awareness of the importance and availability of this information and to make
the information more user-friendly. And a growing number
of health plans are giving consumers incentives for using
higher-quality, lower-cost providers.
Even if consumers do not use the information extensively, there is a general belief that merely publishing cost and
quality measures encourages physicians to improve their
rankings.
TIERING PROVIDER NETWORKS

As with hospitals, an alternative way of using measures of
physician quality and resource use is to give patients incentives to use physician practices that perform better on
these measures. This is generally accomplished by assigning
physicians or physician groups to two or more performance
“tiers” and requiring lower cost-sharing for patients who
use physicians in higher-performance tiers, or even refusing
to pay for care from physicians in the lowest-performance
tiers. This approach can be very controversial because it requires assigning a physician to a specific tier even though
the measure used is imprecise and subject to error, particularly for small physician practices.
PAYING-FOR-PERFORMANCE (P4P)

As with acute care services, P4P systems can be established to give primary care practices financial incentives
to improve their performance on quality measures and/or
resource use measures. The same types of issues regarding
P4P systems for hospitals arise in defining P4P systems for
primary care providers, such as the diversion of resources
and attention away from those areas of care that are not being measured or rewarded.
Examples of P4P for physicians exist among most commercial insurance plans in the U.S. and most state Medicaid
programs. Medicare has been the major exception, but under the 2009 federal HITECH Act and starting in 2011,
Medicare will be implementing payment incentives for physicians based on “meaningful use” of electronic health record systems.196 Most programs base P4P rewards solely or
primarily on how physicians perform on quality measures,

but many P4P programs are beginning to incorporate measures of resource use or “efficiency” as well. Moreover, most
pay-for-performance systems provide bonuses over and
above existing fee-for-service payments, rather than issuing
penalties for poor performance, which can result in higher
health care costs in the short run.
Evaluations of pay-for-performance programs have found
that providing financial incentives results in larger improvements in performance than public reporting alone. However,
the improvements in physician performance attributed to P4P
programs have been relatively modest.197 This is generally explained by the fact that the size of the awards available in most
U.S. P4P programs is small relative to the total revenue received by a physician practice, and because most P4P programs do not remove the counterproductive incentives that
continue to exist in the underlying fee-for-service system.
In 2004, the United Kingdom implemented a pay-forperformance system for primary care called the Quality and
Outcomes Framework that has much larger rewards for
physicians than U.S. P4P programs. An evaluation indicated
that the program resulted in significant improvements in
quality for some types of health conditions, but not others.
Although the improvements that occurred were greater
than had been expected, this also led to higher bonus payments, which increased primary care expenditures well beyond the amount that had been budgeted.198
IMPLEMENTING SHARED SAVINGS PROGRAMS

“Shared savings” payment models are a variation of P4P, but
with rewards based on whether patients’ total use of health
care resources decreases. Under a shared savings model, if the
actual costs of all care received by the patients in a primary
care practice is lower than what would have been expected
based on typical utilization rates and trends, the primary care
practice receives a portion of the difference between the actual and expected costs. This gives the primary care practice an
incentive to focus on ways to reduce hospitalizations, emergency room visits, diagnostic testing, and other costly services.
For example, the Alabama Medicaid Program implemented a shared savings program in 2007 as part of its Patient 1st primary care case management program. The program gives primary care practices in the state 50 percent of
the savings the state receives when patients use generic
medications more frequently and use emergency rooms less
often. $4.7 million in shared savings was distributed to physicians in 2009 based on 2008 results.199
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A demonstration and evaluation of the shared savings
concept was undertaken by Medicare as part of the Physician Group Practice Demonstration. The program was implemented in 10 large physician group practices across the
country beginning in 2005 and was extended to run for a
total of five years. As of the third year of the program, all 10
of the physician groups achieved high-quality performance
on the majority of quality measures, and five generated sufficient savings to qualify for shared savings payments.200
A challenge with the shared savings approach is that
practices whose patients have high levels of resource use
have greater opportunities to achieve savings than already
high-performing practices. This leads to the perverse effect
that the smallest rewards are available for the practices that
were performing the best prior to the creation of the shared
savings program.201
INSTITUTING CARE MANAGEMENT PROGRAMS

The majority of state Medicaid programs pay at least some of
their primary care practices a primary care case management
payment, in addition to fees for service, to enable and encourage the primary care practice to improve the quality and reduce the cost of care to Medicaid beneficiaries. A number of
state Medicaid programs are also now instituting programs
that provide additional payments to primary care practices
that qualify as “patient-centered medical homes.” 202
Most commercial health plans also pay for programs to
improve coordination of patients’ care and provide support to patients who manage their conditions, but these
programs are typically operated directly by the health plan
or by an independent disease management company, not
by primary care practices. Recent research has suggested
that such programs are not as effective as having the care
management function either provided by the patient’s primary care practice or integrated with the practice’s services.203 Consequently, a number of health plans have begun making payments to primary care practices in addition
to providing service-specific fees; these payments are commonly being made as part of initiatives to help primary
care practices serve as patient-centered medical homes. In
many cases, however, these payments are very small because of the fear that they will increase short-run health
care expenditures.
The Massachusetts Coalition for Primary Care Reform
is testing a comprehensive primary care payment model under which primary care practices receive a risk-adjusted
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comprehensive payment plus a risk-adjusted bonus for implementing medical home services and achieving desired
outcomes.204 The model is being implemented over a twoyear period in nine small-to-medium sized primary care
practices in eastern Massachusetts and Albany, New York.
Although most medical home programs and other initiatives to increase payments to primary care are so new that
there is limited information available about their effectiveness, the evaluations that have been done indicate that when
adequate investments in primary care are made to enable
significant changes in processes, sufficient savings can be
generated to not only offset the cost of the increased investment but to reduce the total cost of care for patients.205

BUILDING IN FLEXIBILITY AND ACCOUNTABILITY
Some of the reforms described above can create incentives
for outcomes that are not desired, including an increase in
unnecessary services or other adverse outcomes. Consequently, a third group of payment reforms combines elements of both the first and second groups in order to provide primary care practices with both upfront resources and
a strong financial incentive to improve quality and reduce
costs. The principal alternatives are:

Flexible Payment Methods
Primary care practices can be given additional or more flexible payments along with some form of pay for performance
or shared savings, to encourage them to use the more flexible
payments to achieve better outcomes. For example, a primary care practice could be given a monthly care management
payment sufficient to enable it to hire a nurse care manager,
but also be required to participate in a P4P or shared savings
program that rewards or penalizes it based on how successful the nurse care manager is in reducing preventable hospitalizations for chronic disease patients.
Another approach is to pay a primary care practice a
monthly amount to cover not only the services it directly
provides to patients, but also the costs of services provided
by specialists and all diagnostic testing. (Hospital costs
would still be paid for separately.) This is generally referred
to as “partial global payment” or “professional services capitation.” This gives the practice a financial incentive to reduce unnecessary use of specialists and testing, similar to
the incentives of a shared savings program, and provides
the flexibility to use the payments to deliver whatever combination of services will best help the patients (similar to

the comprehensive primary care payment previously described). A global payment should be adjusted based on the
types of conditions the patient has, so that the primary care
practice is not penalized for taking on sicker patients.
COMPREHENSIVE CARE OR GLOBAL PAYMENT

The most comprehensive reform is to pay the primary care
practice a monthly amount to cover all services that a patient
needs, including hospitalizations. This is generally referred
to as “global payment,” “comprehensive care payment,” or
“condition-adjusted capitation.”206 This provides an even
greater financial incentive to reduce unnecessary hospitalizations, but because hospital costs can be so large, this approach can cause significant cash flow problems and financial risk for small providers, even if the payment is managed
as a budget and is adjusted based on how many conditions
the patient has. Consequently, this payment model is generally limited to large physician groups or health systems that
include both hospitals and physicians, or it is accompanied
by limits on the extent to which physician groups are at risk
when they have unusually expensive patients.
Although global payment systems may sound like a radical change, similar payment systems called capitation were
widespread in the 1990s. A number of primary care practices

across the U.S. are still paid today under capitation contracts,
particularly in California. Capitation payment fell into disfavor in many parts of the country because physicians were
paid the same amount even if they had patients with more
health problems, which created a disincentive to take on
sicker patients. Because there were not good ways of measuring the quality of care, it was difficult to ensure that physician practices were not withholding needed care to save
money. However, there is evidence that patients receive better quality care at lower cost under capitation systems than
under fee-for-service systems.207
There are several examples of global payment systems
that correct the weaknesses of capitation to make it more
attractive to both physicians and patients, while retaining its
strengths. But, most are so recent that there have been no
evaluations of their effectiveness. Here are some examples:
• The Patient Choice payment system in Minnesota,
which was developed in the 1990s under the auspices of
the Buyers Health Care Action Group (BHCAG). Evaluations have shown that the system encourages patients to
select more cost-effective providers and encourages providers to reduce their costs while maintaining or improving quality.208
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• The Alternative Quality Contract, implemented by Blue
Cross Blue Shield of Massachusetts in 2009, makes a
fixed payment to a health care provider for each patient to
cover all care services delivered to the patient (including
hospital care, physician services, pharmacy costs, etc.),
with the payment amount adjusted by the health status of
the patients. The provider can earn up to a 10 percent bonus payment for achieving high performance on clinical
process, outcome, and patient experience measures. The
amount of the payment is based on historical costs and is
increased annually based on inflation. Outlier payments
are made for patients with unusually high needs and expenses.209
• A more limited version of global payment has been developed as part of the PROMETHEUS Payment System.
PROMETHEUS has defined a risk-adjusted payment
amount to cover all of the care needed by a patient with
a chronic disease during the course of the year. The payment is designed to give primary care practices adequate
resources to manage the care of the patient in a high-quality way, as well as a financial incentive to reduce preventable hospitalizations and other avoidable complications.
This payment model is being tested in several pilot sites.210

Using Different Payment Models for Different
Types of Patients
It is not necessary and it may not be desirable to use the
same payment system for every patient. Any of the payment
reform models described in the previous sections can be
used for a specific subgroup of patients, while other models
can be used for other subgroups of patients.211
This can be particularly helpful during the early stages of
implementing payment reforms by enabling health care
providers to transition slowly. For example, a global payment could be made just for a group of patients with a specific chronic disease of mild to moderate severity, to support
efforts to reduce preventable hospitalizations for those patients, while fee-for-service payments continue to go to other patients. Later, the global payment could be extended to
patients with additional chronic diseases, while the practice
continues to use fees and pay-for-performance for preventive care of relatively healthy patients. Eventually, the global
payment system could be extended to all patients.
A global payment or comprehensive care payment system does not preclude the use of the bundled and episode-
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of-care payment models for hospital care described above;
indeed, the two can be complementary. For example, a physician practice might accept a global payment to manage the
care of patients with chronic obstructive pulmonary disease
(COPD), which would give the practice the ability and incentive to help those patients avoid hospitalizations, but when a
hospitalization occurs due an exacerbation of the patient’s
COPD, the practice could make a single, bundled payment to
a hospital and its physicians for the hospitalization. This
would encourage all concerned to deliver the most efficient,
effective care for the patient during the hospitalization.

Capabilities Needed To Manage New Primary Care
Payment Models
Each of the payment reform models described in the previous section has the potential to address some problematic
aspect of current payment systems that serves as a barrier
to higher quality primary care and lower-cost health care.
However, changing the payment system is a necessary, but
not sufficient step. Primary care physicians must actually
make changes to the way they practice, focusing on ways to
improve quality and reduce utilization, rather than on ways
to increase the volume of services. If primary care practices
do not successfully make changes in the way they deliver
care, some of the payment reforms described above could
lead to increases in health care spending with little or no improvement in quality. Some could even cause primary care
practices to suffer financially or go bankrupt, which happened to a number of physician practices during the 1990s
under some capitation payment systems.212
This creates a dilemma for payers: should payment reforms be implemented for all primary care practices, or only
for those practices that demonstrate they have the capability
to be successful under the payment reforms? In many states
and regions, primary care payment reform initiatives have
been limited to practices that are accredited as a “PatientCentered Medical Home,” based on standards established by
the National Committee for Quality Assurance (NCQA) or
standards established by the state. However, for many of
these standards, there is relatively little evidence indicating
that meeting the standard is essential to quality care,213 and
experience has shown that some of the standards are very
difficult or expensive for primary care providers to meet.214
For example, although electronic health records can have
significant benefits for physicians and patients, they are very

expensive and challenging to implement and may not have
as great a benefit in the short run as other, less expensive
changes, such as the hiring of nurse care managers or use of
computerized patient registries. Moreover, with more restrictive standards for participating in payment reforms,
fewer providers are eligible to participate, which in turn reduces a state or region’s ability to impact cost and quality for
the majority of patients.
It is unreasonable to expect primary care practices to suddenly change their structure and operations overnight after
years of operating under the problematic fee-for-service system. Most primary care practices are very busy, operate under very thin financial margins, and have little time and few
resources to make major changes. The best approach may be
to provide technical assistance and transitional funding support to primary care practices to help them build the capacity to both manage new payment models successfully and
achieve better outcomes. Providing transitional payment
models that support the transformation of their care processes over a multi-year period may also help.215
An additional challenge is that in the U.S., more than 80
percent of the primary care practices have only one or two
doctors. It is difficult for a small practice to afford the care
management services, after-hours accessibility, decision
support systems, and other services needed to better coordinate care to reduce costs and maintain or improve outcomes,
particularly for complex patients.216 However, small practices can work together to efficiently provide these services
through organizational structures such as Independent
Practice Associations (IPAs) or a Physician-Hospital Organization (PHO).217 There are several examples around the
country of IPAs contracting with health plans on a full-risk
or almost-full-risk basis to manage the care of their patients
from both a cost and quality perspective.218
Recently, considerable interest has been demonstrated
around the idea of creating “accountable care organizations” (ACOs) that can manage shared savings or global payment arrangements based on the total cost of care for a population of patients. Although initial discussions of the ACO
concept implied that only integrated delivery systems—of
both hospitals and employed physicians could effectively
serve as ACOs, there has been growing recognition that the
key to the success of an ACO is effective primary care. Consequently, if they receive assistance in developing the necessary organizational structure and management systems, pri-

mary care providers can successfully play this role (and as
noted above, many already are doing so).
While having a hospital as part of an ACO can be desirable, it is not essential. In other words, rather than viewing
medical homes and ACOs as independent concepts, creating
successful medical homes can be seen as the core capability
of an ACO, which can accept accountability for the costs and
quality of care for its patients.219

THE IMPACT OF FEDERAL HEALTH REFORM
The 2010 federal health law, the Patient Protection and Affordable Care Act,220 includes a number of provisions designed to either require or test many of the types of payment
reforms described in the previous sections through the Medicare and Medicaid program. Although it is nearly impossible
to describe all of the many changes in the law, the following
are some of the most significant payment reform efforts.

Hospital Payment Reforms
• Medicare is required to implement a Value-based Purchasing Program for hospitals beginning in October 2012.
Hospital payments will be adjusted based on the hospital’s performance on a series of quality measures (§ 3001).
• Beginning in FY 2015, Medicare payments to hospitals
are to be adjusted based on the relative rate at which their
patients have hospital-acquired conditions (§ 3008).
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• Beginning in FY 2012, Medicare payments to hospitals
are to be adjusted based on the rate of potentially preventable readmissions (§ 3025).

• Medicare is required to pay for certain preventive services and to reduce patient cost-sharing requirements for
preventive services (§§ 4103–4105).

Physician Payment Reforms
• The Physician Quality Reporting Program is continued
and strengthened, with payment incentives under Medicare to encourage physicians to report their performance
on quality measures (§ 3002).

More General Payment Reforms
• A Center for Medicare and Medicaid Innovation is established to enable HHS to test new payment models in
Medicare and Medicaid and to implement them more
broadly if they control or reduce costs and maintain or
improve quality (§ 3021).

• The Department of Health and Human Services (HHS) is
required to develop a Physician Compare website, reporting physician performance on quality measures (§ 10331).
• HHS is required to give physicians reports on the health
care resources used by Medicare patients (§ 3003).
• A Value-based Payment Modifier is to be created so that
Medicare payments to physicians will vary based on the
relative quality and cost of care (§ 3007).
• Medicare payment levels to physicians will be adjusted to
increase payments for services that are currently undervalued and to decrease payments for overvalued services
(§ 3134). In addition, payments are to be increased during
a five-year period for visits to primary care practices and
for surgeons operating in health professional shortage areas (§ 5501).

• An Independent Payment Advisory Board is established
to develop proposals for changes in payment that will reduce Medicare spending (§ 3403).
• Medicare is authorized to designate willing providers
as Accountable Care Organizations and to pay them
shared savings or to pay them on a partial capitation basis (§ 3022).
• Under Medicaid, pediatric medical providers can be designated as Accountable Care Organizations and receive
incentive payments similar to those provided through
Medicare (§ 2706), and safety net hospital systems or networks can be paid using a global payment system (§ 2705).
• Medicare is required to test various approaches to “bundled payments” that will encourage coordination of care
including hospitalizations (§ 3023). A similar
demonstration program is established under
Medicaid (§ 2704).
• Medicare is required to test models using
home-based primary care teams for chronically-ill beneficiaries (§ 3024).
• Medicare is required to fund a Community Care Transitions Program to provide
improved care transition services to highrisk Medicare beneficiaries (§ 3026).

STATE ACTIONS TO ACCELERATE
PAYMENT REFORM
There is growing consensus about the need
for significant reforms in health care payment systems, and increasing evidence that
these payment changes can be effective contributors to efforts to improve quality and
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control costs. However, progress in implementing significant reforms has been very slow. Although the federal Patient Protection and Affordable Care Act will encourage and
facilitate many types of payment reforms through Medicare,
it is unlikely that federal action alone will transform health
care payment systems as quickly or as broadly as needed.
Partnerships with a broad range of stakeholders will aid
states in accelerating payment reforms. Collaborations
among other payers will enable states to increase their leverage with providers to encourage value-based payments,
while educating and engaging consumers on the need to
change the payment system and demand higher quality care
will help in creating support for payment reform initiatives.

Implementing Payment Reforms in State Payment
Programs
Obviously, a necessary step to advance payment reforms is
convincing health care payers to implement the changes.
States can jumpstart this process in at least two ways:
• A state can directly change the way health care providers are paid under the state’s Medicaid program, both in
fee-for-service arrangements and in managed care.221 As
noted in previous sections, state Medicaid programs have
been leaders in implementing a number of reforms for
both acute care and primary care.
• A state can also change the way providers are paid through
the health care benefits provided to state employees by:
– Choosing health insurance plans or offering incentives
to employees to choose plans that pay providers using
value-based methods;
– Paying providers directly on a self-funded basis using
value-based payment methods; or
– Creating supplemental programs that reward providers for higher-value care beyond what they receive
through a health plan’s payment programs.

Facilitating Multi-Payer Alignment
Although having one payer or major purchaser implement
payment reforms can help to get payment reforms underway, it is difficult for hospitals, physicians, and other health
care providers to significantly change the way they deliver
care unless a large proportion of their patients are part of a
new payment system.222 Even some changes to the Medicare
payment structure will not affect enough patients to enable

a provider to change the way it delivers care. Moreover, a
private health plan may experience a competitive disadvantage by implementing payment reforms if other health plans
do not also implement the reforms.223 To address this, some
states have served as conveners or facilitators of discussions
among health plans and other payers in a community to
reach agreement on consistent payment reforms. In other
cases, states have supported the efforts of multi-stakeholder
Regional Health Improvement Collaboratives to facilitate
these discussions.224
Even if payers are willing to consider aligning their payment systems, fear of antitrust violations can discourage
agreement on a common approach. States can protect health
care payers and providers under the “state action” doctrine of
antitrust law if the state has a clearly articulated state policy
supporting the need for common payment approaches and
engages in active supervision of the activities that might otherwise cause antitrust concerns.225 Washington, for example,
passed legislation in 2009 that specifically authorized discussions among payers and providers about new payment approaches to support primary care medical homes.226

Dealing with Monopoloies
Several large health systems in the country are routinely
cited as national models of quality and efficiency. However,
there are other large systems that are not cited as models for
either quality, efficiency, or both. In some cases, a health system’s size has been used more as a way of controlling market
share and increasing prices rather than reducing costs and
improving quality. Studies in Massachusetts,227 Rhode Island,228 and California229 have found that a major contributor to high health care costs is high prices charged by large
health systems. Although Medicare has the ability to dictate
prices in these large systems, other payers do not.
To counteract the monopoly behavior of large providers,
states could take the following actions:
• Encourage alternative providers for a service that is currently delivered only by a monopoly provider. Under
current volume-driven payment systems, creating more
providers can increase cost. But for many of the payment
reforms described here, additional sources for a service
could encourage competition and efficiency. States with
Certificate of Need programs could expand to assess not
only the existing capacity, but also the level of competition available.
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• Pursue traditional legal anti-trust actions against a monopoly provider. Increasingly, there is market consolidation in health care. States have a number of traditional
legal tools to evaluate and break up monopolies and could
utilize those tools in these consolidated markets.
• Create a system for government regulation of prices. For
example, Maryland has a system for all-payer rate regulation of hospitals.230 Not only can such a system protect
against unreasonable price increases by large or monopoly hospitals, but it can also protect smaller hospitals
against severe revenue losses due to reductions in utilization, with no offsetting adjustment in prices.

Encouraging Value-Based Benefit Design
As noted above, the ability to hold health care providers
accountable for outcomes and costs under new payment
models depends on whether consumers have the ability and
incentive to use cost-effective services and adhere to treatment plans. This, in turn, depends on the structure of insurance benefit designs. States have the primary authority to
regulate the benefit structures in commercial health insurance plans, which could be used to encourage or require the
use of value-based benefit designs, such as affordable copayments for chronic disease maintenance medications.
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Encouraging Public Support
Although the issues in designing and implementing payment reforms are understandably focused on providers
and payers, the fundamental goal of payment reforms is to
improve the quality and affordability of care for consumers
and patients. It is conceivable that a new payment and care
delivery structure could be developed that is perfectly satisfactory from the perspectives of payers and providers but
unacceptable to a significant number of consumers and patients, either because of actual or perceived problems. The
history of managed care systems in the U.S. demonstrates
that consumer acceptance of payment and care delivery systems can be critically important.231
State leaders can help educate consumers about the need
for change in both care delivery systems and payment systems. Although there is growing recognition by health care
professionals of the payment problems plaguing the health
care system, this causal relationship is not widely understood by consumers. Research has demonstrated that consumers continue to believe that the most expensive options
are also the highest-quality choice, although that has been
demonstrated to often be untrue in health care. In this light,
merely producing cost information for consumers is not
enough. Truly proactive efforts to ensure that consumers
receive and understand the information are critical to success, since greater consumer involvement is essential to
many of these strategies.

CHAPTER 5

The Role of Medicaid in
Delivery System Reforms
Caryn Marks, Molly Voris and Kathleen Nolan
National Governors Association Center for Best Bractices

Medicaid plays a large role in delivering care to
low-income individuals and in influencing the
state’s health care system. As rising health care
costs are echoed in Medicaid, ensuring the sustainability of the program will require states to
increase Medicaid’s effectiveness and efficiency.
With the passage of federal health care reform, an additional 16 million individuals will
enter the program starting in 2014. With such a
large increase in enrollment, improvements in
the delivery and coordination of care will be
crucial to contain program spending and improve health outcomes of beneficiaries.
States can use their existing program tools,
and seek additional flexibilities, to enhance the
quality and efficiency of Medicaid to decrease
programs costs. Governors have many opportunities to enact delivery system reforms through
quality improvement initiatives, care coordination programs, primary care and prevention
projects, and payment reforms.

THE NEED FOR MEDICAID IMPROVEMENTS
Medicaid serves a large and diverse low-income
population. With 60 million individuals currently enrolled in the program, Medicaid provides coverage to children, pregnant women,
very low-income parents, the disabled, and dual
eligibles—those qualifying for both Medicaid
and Medicare. The passage of the health reform
law expands the program to cover all citizens
below 133 percent of the poverty level.232

Medicaid Beneficiaries
Governors have a vested interest in the health
of Medicaid beneficiaries, as they account for
one-quarter of the state’s population and half

of all children in the state. While children and
pregnant women, a typically healthy cohort,
comprise the majority of the population, the
health of the Medicaid population is generally
worse than the general population. Dual eligibles often have multiple chronic conditions and
are in need of a variety of medical services, making them a high cost group. The top 5 percent
of high-cost enrollees account for more than 57
percent of Medicaid costs.233
Because of its diverse population, the program is responsible for a wide range of services
to meet the needs of its beneficiaries. As a general rule, services covered by Medicaid must be
offered to all enrollees, making it a robust, yet
expensive and difficult, program to manage.

Medicaid Spending
Jointly financed by the states and the federal
government, states are responsible for over half
of the financing of the Medicaid program. With
shared financial responsibility and coverage of
nearly one-quarter of the population, Medicaid
is often the second largest budget item in a state,
surpassed only by education.234
State spending on Medicaid continues to rise
as enrollment increases, and states continue to
grapple with increased unemployment, decreased revenues, and budget shortfalls (Figure
17).235 Challenges to control Medicaid spending
and enrollment growth are further compounded by increasing costs of medical care in all sectors and regions. Further, Medicaid is outpacing
the growth of inflation at a higher rate than other medical spending.236 The program spends
more on long-term care services than any other
payer, comprising of one-third of total Medicaid
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spending. Sixty percent of Medicaid spending is dedicated
towards acute care services including payments to managed
care plans (30 percent), inpatient hospitalizations (25 percent) and prescription drugs (8 percent).237
Historically, states have controlled Medicaid spending by
making direct cuts to some program elements, most commonly provider payment rates, optional benefits, and coverage. Each of these cuts has had multiple impacts that states
have continually attempted to balance as the need to close
budget shortfalls competed with providing appropriate access and care to enrollees. More recently, however, it has become clear that states have nearly exhausted these traditional measures and must turn elsewhere to attempt to
create savings and close budget gaps in their programs. In
an effort to engage in longer-term cost-containment actions,
various reforms can be implemented to change the way care
is delivered in Medicaid and to make the program more efficient and effective, while improving health outcomes.

ISSUES TO CONSIDER WHEN IMPLEMENTING
MEDICAID-BASED SYSTEM REFORMS
Medicaid reforms are critical to state efforts to improve the
delivery of care, but there are programmatic challenges and
structural barriers that influence the ability of a state to fully
realize system reforms through Medicaid. As states design
reform efforts, they must work to counteract or alleviate
these issues, discussed below.
Medicaid is currently a limited payer in many service areas. To have a market force and sufficient purchasing power,
Medicaid will likely need to partner with Medicare, state
employee health programs, or other private payers to broadly influence payment policies and enact broad delivery sysFIGURE 14: Medicaid Spending Over Time

tem reforms. While it is a dominant payer in some service
arenas (e.g., long term care, pediatrics), its market influence
is considerably diluted in other arenas.
Investment needed to start reforms. Enacting delivery system reforms requires up-front financial investments without
immediate savings. Because there is limited state experience
with broad scale delivery system reforms in Medicaid, there
is also a lack of knowledge on budget estimates and savings
accrued from reforms. Given the current state budget crises
and administrative staffing cuts, it is difficult to envision
broad investments in new Medicaid efforts without substantial support and integration with other initiatives.
Systems infrastructure is lacking. Many Medicaid information systems are out of date, or in the process of major
overhauls. There is further question about the capacity of
these systems to meet the requirements of the federal health
care reform law, such as the requirement that all those coming through the health insurance exchange will have to be
screened for Medicaid eligibility. Infrastructure and data
are also essential for reforms. Upgrades are expensive and
time-consuming, but necessary to improve Medicaid system
capabilities for quality measurements and payment reforms.
Tenuous provider relationships. Due to the economic
downturn, many states have been forced to make provider
payment cuts, affecting Medicaid’s relationships with providers. With low payment rates, additional paperwork requirements, and a provider workforce shortage across the
country, providers lack incentives to partner with the Medicaid program. However, without buy-in from these stakeholders, it will be difficult to enact the reforms necessary for
system improvements. States will need to remain cognizant
of the tension between Medicaid programs and
providers as they move forward.238
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Limitations on flexibility. Presently, to make
substantial changes in a state’s Medicaid program, the state must undergo a time-consuming
and sometimes onerous waiver process with the
federal government. Approval for changes to the
program and negotiations with CMS often take
months, if not years, and waivers must be budget neutral for waivers to be allowed. Without
flexibility to enact changes in a more expedited
fashion, Medicaid programs are at a disadvan-
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tage compared to other payers in terms of reforming their
delivery systems. The health care reform law has lessened
the burden on states in some areas, but obtaining waiver approval for programmatic changes will continue to restrict
reform progress.

financial arrangements with providers and managed care
organizations to enhance data collection and quality improvement initiatives. States have the opportunity to collect
quality measures and outcome benchmarks to manage and
measure outcomes, providers, and service utilization.

Managed care limitations. More than 70 percent of Medicaid beneficiaries are enrolled in managed care, with the
bulk of this population comprised of healthy children, their
parents, and pregnant women.239 Medicaid has the potential
to reduce expenditures for enrollees by incorporating delivery systems initiatives into managed care contracts, but
the greatest impact comes from including high cost populations, who have a higher utilization of services, into managed care plans. States will need to better integrate the tools
and programs currently available to maximize cost savings
from managed care plans.

Considerations for Quality Improvement Initiatives
Much of states’ current data analysis depends on claims
data, as opposed to clinical data, which would provide a
more comprehensive and accurate assessment of enrollees’
health. Data analysis must be improved to effectively use
quality improvement initiatives. Furthermore, states will
need to continue to find ways to contribute Medicaid data
to broader, multi-payer initiatives, such as contributing to
current health information technology (HIT) efforts.
Existing Medicaid managed care contracts must also be
evaluated for their capacity to contribute to quality efforts,
and as Medicaid expansions move forward under the new
federal law, these efforts must be incorporated into any new
payment and managed care arrangements.

OPTIONS FOR MEDICAID INVOLVEMENT IN
SYSTEMS REFORMS
The previous four chapters of this report laid out extensive
opportunities for states to drive delivery reforms and efficiency improvements. Medicaid can contribute to these in
the following key ways:
• Quality improvement initiatives can draw on available Medicaid data to allow the program to measure
and improve upon provider performance and patient
satisfaction.
• Care coordination and disease management programs
in Medicaid can help reduce fragmented care and improve health outcomes of beneficiaries.
• Primary care and prevention improvements in Medicaid can aid beneficiaries in obtaining needed, early services from lower cost settings to improve overall health.
• New payment policies in Medicaid to pay for quality; coordinated care can increase accountability and add value
to the delivery system.

MEDICAID AND QUALITY IMPROVEMENT
As a public program, states have considerable access to data
on beneficiaries and the services they receive. Improving the
quality of care delivered in Medicaid is important for states
as they work to decrease costs and improve health outcomes
for enrollees. The Medicaid program also can leverage its
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Quality Data Collection in Medicaid
As a first step in quality improvement, states must have information on the quality of services in the Medicaid program. Data collection can be required of Medicaid providers
through both the fee-for-service and managed care programs, but states should ensure that these efforts are not
excessively burdensome on providers. Using standardized
measures and working with other payers to require similar
types of reporting will result in greater provider buy-in.
States can utilize data reporting through traditional commercial managed care reporting. Forty-five state Medicaid
managed care programs have instituted health care quality
measurements, with most using Healthcare Effectiveness
Data and Information Set (HEDIS ®) or similar measures in
managed care organizations.240 Thirty-nine states assess
consumer experiences and perceptions of quality, and more
than half of states have public reporting for health plan performance.241
The emerging health information technology efforts will
help states develop richer quality data collection efforts at
the provider level. Through Medicaid, states will be promoting electronic health record adoption and “meaningful
use” of health IT, which will include a number of quality
indicators as a requirement for health IT incentive payments. States can consider how to use this new data tool to

collect more comprehensive quality clinical outcome data,
rather than depending on claims data.

Quality Improvement Opportunities
Medicaid programs can use data collection to help identify
opportunities for more effective and coordinated care and
consider unmet beneficiary needs. Medicaid-based analytics and data sharing can indicate gaps in access, ensure appropriate service delivery, and improve quality. Examples of
such initiatives are discussed below.
E-prescribing. E-prescribing is the process for electronic
transfer and management of prescriptions among providers, pharmacies, and beneficiaries. As a quality tool, eprescribing can assist Medicaid in supporting medication
compliance, identifying provider efficiencies, and avoiding
drug-to-drug interactions. E-prescribing is most effective
when providers can access beneficiaries’ medication history,
coverage information, and other relevant data. Thirty states
have active Medicaid e-prescribing efforts that aim to improve the safety and efficiency of health care.242
All-payer databases. These databases have participation
from all the payers in a state—pooling data from commercial,
Medicaid, and eventually, Medicare—making it a critical tool
for transparency and value of health care services. Being
able to compare prices across payers allows Medicaid to be
more competitive in its pricing. If quality data is tied to the
all-payer database, there is a greater ability to compare quality and pricing data simultaneously. Specifically, using and
standardizing information allows for comparisons of price
and quality data for particular conditions, provider-level
medical errors, and disease-specific outcome measures.
Contracting for quality. Given that nearly three-quarters of
Medicaid beneficiaries are enrolled in managed care plans,
states can improve the delivery of care by requiring quality
measurement and outcome reporting in their managed care
contracts. These contracts can be a critical vehicle for enhancing data reporting and driving system improvements.
For example, state Medicaid programs can use the contract
requirements to ensure that e-prescribing, medical homes
initiatives, or other quality improvement efforts are part of
the Medicaid contract.
This type of assurance effort is more challenging in the
fee-for-service areas of Medicaid, but could be done as
“conditions of participation” requirements for providers.

For example, states can require hospitals to have quality improvement programs in place to be eligible for Medicaid reimbursement. However, if these conditions are too onerous,
provider access challenges can be inflamed for beneficiaries.

MEDICAID AND COORDINATED CARE
Care coordination and disease management programs have
the potential to greatly reduce the costs of delivering care
as well as improve health outcomes for the Medicaid population by decreasing duplication of services and providing
additional support for enrollees. More enrollees in Medicaid have chronic conditions and complex care needs than in
the general population, making these initiatives critical for
achieving program improvements.

Considerations for Care Coordination Programs
Depending on the specific goals of the initiative, a state
should identify the target population, where the reform initiative should take place geographically (for pilot programs),
and which patient conditions or diseases within the affected
population will be targeted for improvement. For example,
a state may want to implement a program for dual eligibles
with multiple chronic conditions that provides coordinated
care for disease-specific services and create benchmarks for
tracking progress in health status.
Medicaid programs should also consider partnering with
other stakeholders. Public-private partnerships and multipayer initiatives can further extend their leverage in creating
programs, expanding purchasing power, and gaining additional resources and expertise in certain areas. Partnering
with other payers may help to broaden the scope of the initiatives and also incentivize—financially and through infrastructure support—providers to participate.
States should also consider the adoption of health information technology as an integral tool to further link medical
information for better coordinated care. Health information
technology offers a range of options for improving care coordination, from adoption of e-prescribing programs, to improvement of drug regimen compliance, to more broad scale
implementation of electronic health records for provider-toprovider information sharing.
Specific Programs for Care Coordination in Medicaid
The health care reform law provides for Medicare- and
Medicaid-based coordination efforts through pilot medical homes and dual-eligibles programs to ensure more coState Roles in Delivery System Reform | 79

ordinated care. This includes the formation of a new office
at HHS for dual eligibles innovation, which will provide for
greater communication and better delivery of care by the
two programs.
Medical homes. Medical homes allow patients to receive
comprehensive care from multiple providers with a case
manager facilitating and coordinating services. More than
half of states have implemented medical homes programs in
their Medicaid populations.243 Because of the sizeable portion of high-risk, high-cost beneficiaries, Medicaid serves as
a good foundation for medical homes.
Payment. Medical homes programs can involve a managed care network with Medicaid paying providers a capitated payment per member per month, often as a form of
primary care case management. Other Medicaid medical
homes programs maintain a fee-for-service payment system,
with enhanced payments for case management or incorporate bonus payments for reporting data and reaching benchmarks. While these options may cost states more money in
the short term, they have the potential to improve the quality
and coordination of care for the targeted population, which
would likely save money in the long run.
Program Design. States have options when deciding who
should participate in medical homes. High-cost individuals
whose chronic conditions can be maintained with regular
health interventions are ideal candidates for medical homes.
Successful examples include designing medical homes programs for individuals with diabetes, asthma, or two or more
chronic conditions.244 Better managing this population may
yield greater results in improved health and reduced costs
for these populations.
For example, New Hampshire developed a pilot program
leading with the private payers, and involving providers and
subject experts for medical homes for adults. The medical
home model in New Hampshire emphasizes care coordination by providing personalized primary, preventive, and
chronic condition care, relying on electronic health records
to prevent and manage chronic diseases for their targeted
population; it includes convenience features such as sameday scheduling and secure e-mail communications.245
For healthier Medicaid beneficiaries, mandating medical
homes may not be cost-effective due to the limited doctors’
visits needed and additional costs associated with paying for
case management.
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Duals coordination. Another form of care coordination involves integration of care for dual eligibles who receive care
from both Medicare and Medicaid. The nearly 9 million dual
eligibles represent half of all Medicaid expenditures and a
quarter of Medicare spending.246 Managing the health of
this population is extremely important to controlling overall Medicaid spending. As baby boomers age and there is an
increase in dual eligibles entering the system, these issues
become increasingly critical.
Care for these individuals is split between the two programs, and Medicare and Medicaid operate differently,
which often hinders coordination of care for this population. Coordinating these two payers and the services delivered will help to ensure that appropriate, timely and efficient care is delivered. There are some models that have
proven successful in managing care for dual eligibles involving Medicaid and Medicare. These programs offer states the
opportunity to better manage chronic conditions and the
Medicaid costs associated with them. Some of these initiatives are explained in the text box on the following page.

MEDICAID AND PRIMARY CARE AND PREVENTION
Medicaid enrollees are more likely to have chronic conditions and have poorer health outcomes, making them an
ideal population for enhanced prevention and primary care
services.247 The new federal health reform law invests heavily in prevention and primary care services through Medicaid coverage of smoking cessation treatments, creation of a
new prevention trust fund to finance proven prevention, and
wellness and public health activities in communities across
the nation.

Considerations in Primary Care and Prevention
Improvements
When expanding on primary care and prevention services,
it is important for states to consider the unintended consequences of such initiatives. Longer-term savings and improved outcomes need to be weighed against the cost of the
programs.
For instance, many new Medicaid beneficiaries previously lacked insurance coverage, made fewer doctors’ visits, and
had unaddressed chronic health conditions. As a result,
upon enrollment in Medicaid, primary care providers are responsible for treating patients that may have accumulated
years of pent-up demand for their care.

The Center for Health Care Strategies (CHCS) is a leader
in improving health care quality and outcomes for Medicaid’s high-cost, high-needs populations. They encourage
integrated, cost-effective strategies, and encourage Medicare and Medicaid to work together to reduce duplicative
care and inefficiencies.
Through their work with states, CHCS has identified
four main approaches for integrating care for dual eligibles, all of which promote greater coordination, sharing
of information and integrating funding for this population:
Special Needs Plans (SNPs) and Programs for All-Inclusive
Care for the Elderly (PACE) programs rely on Medicaid to
partner with Medicare to streamline services and funding
streams to deliver one set of benefits with one network
of providers for beneficiaries. For example, New Mexico
provides Medicare and Medicaid acute and long-term
care benefits statewide in a mandatory program for dual
eligibles.
Shared savings models have the potential to eliminate
cost shifting between Medicare and Medicaid and allow
for both programs to save.
Dual demonstration programs enables Medicaid to further leverage SNP and PACE programs by assuming full risk
for delivering Medicare benefits to enrollees, resulting in
a complete integration of the two programs’ services and
funding streams and delivery of coordinated care.
For more information, visit www.chcs.org.

Furthermore, when the Medicaid expansion begins in
2014, new enrollees will gain access to primary care services.
However, a primary care provider shortage exists across the
country, especially in rural areas.248 The provider shortage in
Medicaid is further exacerbated due to increasing overhead
costs and lower Medicaid reimbursement rates. The new
health reform law addresses the primary care workforce
shortage in part by increasing Medicaid reimbursement
rates for primary care and preventive services, but federal
support for the additional payments ends after two years.
Additionally, states should consider the implications of
churning in Medicaid. Long-term prevention strategies that
rely on continued enrollment in the program are inhibited as

enrollees cycle in and out of Medicaid coverage due to income fluctuations or other insurance opportunities.

Specific Primary Care and Prevention Opportunities
States have a variety of options for improving primary care
and prevention in their Medicaid programs. Reforms can
span from broadening the traditional view of who can provide services and where they should be provided, to operating in a proactive environment and investing in consumer
engagement.
Expanding the scope of practice. States can expand the
scope of practice of Medicaid providers to compensate for
workforce shortages. Examples include allowing nurse
practitioners to conduct physical examinations or dental
technicians to perform basic dental services. Allowing these
and other medical professionals that may have less training,
but are certified to perform basic tasks (i.e., dental hygienists) to be reimbursed for services, has the potential to greatly expand the workforce of available providers, as well as to
lower reimbursement rates.
Expanding delivery options. Many Medicaid patients seek
health care services in non-traditional settings. This population tends to rely on clinics, health centers, urgent care centers, and the emergency room for its health care needs.249
By broadening the delivery setting options, the program can
make it easier for targeted populations to receive care in
such places as schools and mobile units.
A growing trend to meet the demand for basic primary
care services also includes establishing clinics in popular retail locations (i.e. Wal-Mart, CVS).250 There is the potential
for retail clinics to provide an alternative source of primary
care that may prevent costly emergency care visits. However,
when using retail clinics, it is important to caution that there
is not a continuum of care and no follow-up services provided, nor is there access to specialists for more severe illnesses.
Medicaid would have to work to ensure the appropriate patient care information can be exchanged with a clinic.
Provider reimbursement rates. Primary care physicians
can be incentivized to deliver comprehensive services to the
Medicaid population if their reimbursement rates are based
on quality and outcomes measures. For example, physicians
can be reimbursed for educating their patients about chronic conditions and how to avoid hospitalizations (i.e., proper
asthma care), or for conducting preliminary oral screenings
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directory of all primary care physicians in their area. Beneficiaries are more likely to rely on these providers than the
hospital emergency department to obtain care.
Increasing copayments for non-emergency ER usage.
States can discourage ER usage by increasing copayment
charges for non-emergent care provided in the emergency
department. Research has shown that increased cost sharing leads to decreased utilization of services.253 Many states
have implemented Medicaid co-pays for non-emergency
care in an attempt to manage costs in the program.

MEDICAID AND PAYMENT REFORM

to identify dental caries, both of which save states money in
the long run due to early identification of problems.
Prevention programs. The Medicaid population is more
likely to have preventable conditions such as obesity, smoking, and asthma, as compared with the non-Medicaid population. Medicaid expenditures attributable to smoking total
$22 billion annually and make up 11 percent of all Medicaid
costs.251 States have been trying to address these issues by
developing innovative programs and working with providers, public health officials, and beneficiaries to decrease the
rates of these conditions and manage the costs of care. For
example, a smoking cessation program for Medicaid beneficiaries in Massachusetts provided beneficiaries with
six months of anti-smoking drugs with low copayments, 16
counseling sessions, and no prior authorization for these
services. There was a 10 percent decline in smoking among
beneficiaries (with no change among non-Medicaid recipients) and improved health outcomes after two years.252
Consumer education. To successfully integrate prevention
and primary care initiatives into Medicaid, it will be vital
to get enrollee buy-in to using the program and services
wisely. This includes providing the proper care and support
for specific diseases, such as nurse hotlines and incentives
for consumers meeting goals. Because much of the management and prevention of chronic diseases occurs outside of a
doctor’s office, it is important for Medicaid enrollees to feel
invested and engaged in their personal health outcomes.
Provider directories. Another option is to work with beneficiaries to educate them about Medicaid providers. Some
states have distributed Medicaid beneficiaries a provider
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After years of paying providers on a fee-for-service basis,
states have begun to experiment with alternative models for
payment. States have the opportunity to reform the way providers are paid and the quality and effectiveness of services
provided. The health reform law includes pilots for alternative payment methods across a variety of options. As the
Medicaid expansion begins and an influx of new enrollees
enters the program, it will be important for states to adopt
innovative payment models to provide more efficient and
cost-effective care.

Payment Reform Considerations
Before implementing payment reforms in Medicaid, states
need to have discussions with key stakeholders to get their
buy-in. State Medicaid programs should work with provider
groups, including providers, hospitals, and clinics, from the
initial planning stages through implementation to develop
and gain support for payment reforms. States must also work
throughout the process with the U.S. Department of Health
and Human Services to ensure the efforts have their support
to ensure Medicaid program changes can be granted.
Additionally, many payment efforts are likely to be more
effective when partnering with other health care payers.
Payers participating in these efforts will have to agree on a
standard set of measures and outcomes for reimbursing providers. A broad range of payers will encourage more providers to join payment reform efforts.
Specific Payment Reform Opportunities
Non-reimbursement for never events. Many Medicaid programs have followed Medicare’s lead in reducing or eliminating payment for preventable illnesses or infections occurring in the hospital that were caused by medical errors.254

States have been working closely with their state hospital
associations to reach agreement on lower or non-payment
for preventable occurrences, or “never events.”
Pay-for-performance (P4P). P4P initiatives enable states
to pay Medicaid providers an incentive bonus for delivering
higher quality care defined by specific measures. States can
pay bonuses based on setting standards for improvement
for a specific period of time, or for payments delivered for
specific benchmarks of care, or for some combination of the
two. States should determine what their data and evaluation
needs are and what additional measures need to be put into
place to move toward improving the overall care delivered.
More than three-quarters of states have implemented
some form of pay-for-performance in their Medicaid programs.255 While some states have developed broader all-payer initiatives (i.e., Oregon’s Health Care Quality Cooperation), others have focused mainly within Medicaid on their
primary care case management programs.256
Group purchasing programs. States can create or join a
group purchasing program as a means of leveraging purchasing power to contain Medicaid costs. Group purchasing
programs enable members to save money by reducing the
costs of services bought in bulk amounts, such as prescription drugs or durable medical equipment. States can develop these partnerships with other state Medicaid programs
or other state health insurance programs. Michigan started
the largest Medicaid prescription drug group purchasing
program with two other states in 2003, and the program has
since expanded to 12 states and resulted in millions of dollars in savings for each state.257
Bundled services and payments. Bundling services combines Medicaid payments for all providers for a specific procedure, such as an inpatient hip replacement surgery with
rehabilitative outpatient care. Bundling has the ability to
improve the transparency of care (because the total price of
a service is defined) and to reduce duplication of services.
Medicaid can share the savings from bundled payments—
the state and the providers split the savings accrued from
improved care.
However, bundling payments may prove difficult to implement due to the lack of experience and provider buy-in.
In addition, extending bundled payment procedures to the
special needs population may be difficult. There are often
several additional needs and risks associated with this pop-

ulation that makes it difficult to estimate costs for procedures.
Global payment. Global payments, set on a patient basis, are
intended to cover the cost of all care for a beneficiary on a
risk-adjusted basis. Global payments for Medicaid have the
benefit of coordinating payment of providers and care across
acute, long-term care services and other providers. States
can set up global payments for all services, or apply global
payments to specific services, such as pre-natal care and delivery. Global payments also have the advantage of predictability of costs and better allocation of services delivered,
therefore limiting duplication and unnecessary care.
Accountable care organizations (ACOs) can be developed
in Medicaid as a global payment arrangement based on the
total cost of care for a population of patients. ACOs can be
created either within Medicaid or in partnership with other
health care payers.
States should consider the capacity and ability of providers—including community health centers—to accept global
payments. They should also take into account the services
that must be delivered. And because global payment models
work most effectively in a managed care setting, it is important to have a large managed care presence in a state for this
model to work.

CONCLUSION
As states move forward in enacting delivery system reforms,
Medicaid must be a part of the state strategy and contribute
to the state’s vision—either through a Medicaid-led reform
or as a partner in a multi-stakeholder initiative. Given the
complexity, expense, and far-reaching impact of Medicaid,
it will be vital to reform the way care is delivered in the program to ensure a healthy and sustainable health care system.
Beyond the widespread workforce shortage and rising
costs of health care affecting all payers, states should remain
cognizant of Medicaid-specific challenges when enacting
delivery system reforms, including budgetary constraints,
outdated technological capabilities, limited flexibility to
change, and tenuous provider relationships.
Despite these challenges, using Medicaid as a lever for
enacting delivery system reforms presents states with the
opportunity to: improve the quality of care and health outcomes of beneficiaries; eliminate inefficiencies; and decrease
the costs of health care services.
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Conclusion

G

overnors are uniquely positioned to shape health care delivery
system improvements in their states, particularly alongside imple-

mentation of the federal health care reform law. Governors with a vision and clear goals for achieving high-quality, cost-effective health care
should use the full array of tools and options available to them to identify
and respond to critical opportunities to improve the system.
Moving forward, states will need to think strategically about integrating delivery system changes into their health reform implementation
plan. Governors should ensure that delivery systems experts are included
in the state health reform leadership team to encourage a coordinated approach to reforms. Private-sector stakeholders will also need to be engaged in planning discussions to ensure that the efforts of payers, providers, and others are synchronized with the overall reform strategy.
As governors consider their options for implementing health reforms,
they should utilize their internal expertise and external partnerships to
form a more integrated and cost-effective system. States should analyze
and assess their current initiatives to see how those can serve as a foundation for reducing excess spending and duplication of personnel. They can
also use these assessments to identify funding gaps that may be filled by
federal grant opportunities.
Through the implementation of both federally initiated and state-led
reforms, governors have the opportunity to lead in the national effort to
build a high-performing health care system that improves the quality of
life for all Americans.
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NGA Center Divisions

The NGA Center is organized into five divisions with some collaborative projects
across all divisions.
Economic, Human Services & Workforce focuses on best practices, policy options,
and service delivery improvements across a range of current and emerging issues, including economic development and innovation, workforce development, employment
services, research and development policies, and human services for children, youth,
low-income families, and people with disabilities.
Education provides information on best practices in early childhood, elementary, secondary, and postsecondary education. Specific issues include common core state standards and assessments; teacher effectiveness; high school redesign; science, technology, engineering and math (STEM) education; postsecondary education attainment,
productivity, and accountability; extra learning opportunities; and school readiness.
Environment, Energy & Transportation identifies best practices and provides technical assistance on issues including clean energy for the electricity and transportation
sectors, energy and infrastructure financing, green economic development, transportation and land use planning, and clean up and stewardship of nuclear weapons sites.
Health covers a broad range of health financing, service delivery, and coverage issues,
including implementation of federal health reforms, quality initiatives, cost-containment policies, health information technology, state public health initiatives, and
Medicaid.
Homeland Security & Public Safety supports governors’ homeland security and
criminal justice policy advisors. This work includes supporting the Governors Homeland Security Advisors Council (GHSAC) and providing technical assistance to a
network of governors’ criminal justice policy advisors. Issues include emergency preparedness, interoperability, cyber-crime and cyber-security, intelligence coordination,
emergency management, sentencing and corrections, forensics, and justice information technology.
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