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Pay-for-performance (P4P) has become a prominent com-
ponent of health care funding in the Affordable Care Act
(ACA) era. Although the ACA’s future remains unclear,
these programs receive bipartisan support and will likely
continue to be a part of payment policies. At the same
time, racial and class disparities remain among the most
pressing of the many challenges facing the US health
system.We review evidence of the effects of P4P on dispar-
ities at the population and individual levels. Providers
caring for predominantly minority patients or those with
lower socioeconomic status are known to have poorer
quality metrics. Financial penalties run the risk of exac-
erbating disparities along race and class lines and across
hospitals. The evidence regarding P4P programs ismixed,
with safety-net hospitals facing greater penalties but with
some improvement in outcomes amongminority patients.
A better understanding of the longitudinal effects of these
plans is needed, and policymakers should be conscious of
the risks in expanding these programs.
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P ay-for-performance (P4P) programs have the potential to
improve quality of care and reduce costs. Health care

providers are incentivized through compensation to provide
better-quality care based on outcome and/or process measures.
With rising health care costs and poorer health outcomes in the
US than in other countries, the Affordable Care Act (ACA)
expanded the use of P4P in Medicare programs as a means of
achieving better quality and value. The ACA created a number
of alternative payment models (APMs), with a focus on value
in health care delivery through accountable care organizations
(ACOs). The passage of the Medicare and Children’s Health
Insurance Reauthorization Program (MACRA) deepened the
federal government’s commitment to APMs. Although aspects
of these policies might change in the coming years, the con-
cept of pay-for-performance has historically received biparti-
san support.

EVIDENCE OF POOR QUALITY IN MINORITY AND
LOW-INCOME POPULATIONS

Minority and poorer populations are associated with providers
with poorer quality metrics. Hospitals that serve a greater
proportion of poor, black, and Hispanic patients are associated
with worse outcomes and rates of safety events.3,4 Hospitals
that care for a disproportionate black population have demon-
strated worse outcomes than other hospitals for both their
black and white Medicare beneficiaries.5 Black patients are
significantly more likely to be readmitted to the hospital after
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In this context, it is important to understand the impact of
P4P on health care disparities. Research has clearly shown that
lower socioeconomic status (SES) and minority race are asso-
ciated with worse health outcomes, less access to care, and
lower life expectancy.1,2 The conceptual goal of P4P and
APMs is to incentivize value through rewarding higher-
quality care at lower cost. However, even if P4P is effective
in improving value, whether P4P improves quality for all
groups of patients remains unclear. As health care disparities
remain one of our country’s major health challenges, it is
crucial that policymakers monitor the impact of these policies
on populations already with poorer health outcomes. P4P
could exacerbate disparities, improve quality for all groups
equally, or even attenuate disparities.
There are several conceptual reasons to be concerned that

P4P and value-based programs might worsen health dispar-
ities. First, providers in underserved areas already suffer from
poorer outcomes and process measures. Programs that apply
punitive financial measures to these hospitals could worsen
the lack of resources in underserved areas.
Second, P4P programs choose specific quality metrics over

others. Focusing attention on some quality metrics may sacri-
fice attention to other aspects of quality. As such, the care for
those patients could suffer. For example, efforts targeting
certain diseases (HIV, substance use disorders, mental health
disorders) may be more relevant to vulnerable patients than
metrics such as hospital-acquired infections, time to acute
myocardial infarction treatment, or readmission rates.
Third, in populations with a smaller proportion of minority,

low-income, or sicker patients, providers might choose to
avoid underserved patients. The patients known to be associ-
ated with poorer health outcomes might very well be from
predominantly minority or low-SES groups.

http://crossmark.crossref.org/dialog/?doi=10.1007/s11606-017-4243-3&domain=pdf


major surgery, but they also have lower 30-day adjusted
mortality and higher-rated patient experiences.6 In terms of
quality improvement, hospitals with a larger Medicaid popu-
lation have demonstrated poorer performance in measures for
acute myocardial infarction and heart failure.7 In addition,
safety-net hospitals tended to have smaller gains in quality
performance over 3 years and were less likely to be high-
performing than non-safety-net hospitals.8

OUTCOMES OF CURRENT P4P AND VALUE-BASED
PROGRAMS

VBP/HRRP

Medicare’s Value-Based Purchasing (VBP) Program and Hos-
pital Readmissions Reduction Program (HRRP) are two of the
most recent P4P programs introduced by the Centers for
Medicare &Medicaid Services (CMS). Safety-net hospitals
have been more likely to incur financial penalties in these
programs than other hospitals. In California, despite having
lower 30-day adjusted mortality, safety-net hospitals were
more likely to incur financial penalties than non-safety net
hospitals.9 This issue likely points to the question of risk
adjustment when considering quality metrics across popula-
tions. When adjusting performance measures for SES, the
proportion of safety-net hospitals penalized in HRRP pro-
grams dropped by 10%.10 Although safety-net hospitals bore
a larger burden of penalties, they were able to improve 30-day
readmissions and reduce readmission rate disparities relative
to non-safety-net hospitals.11 In this setting, financially weak-
ening resource-poor institutions could reduce their ability to
attract caregivers or to invest in care delivery, ultimately
perpetuating disparities.

ACO

ACOs focus on value through cost reduction coupled with
accountability for quality. While much of the Medicare ACO
data has yet to be analyzed in terms of disparities, ACO
physician participation is lower in areas that are predominantly
black or poor.12 A recent national survey of ACOs found that
those serving more minority patients were associated with
worse scores on 23 of 25 quality measures. ACOs will face
the same challenges as any P4P program, dealing with the
same issues of already poorer quality in low-income and
minority populations.13 This race- and income-based differen-
tial access to the care coordination provided by ACOs with
better resources could potentially exacerbate disparities in
certain parts of the country. In a private insurance ACO, a
greater increase in process measures was found among low-
income versus higher-income groups, with no significant dif-
ference in outcome measures.14 additional data would be
helpful for understanding the effects of ACOs on disparities.

CONCLUSION

As efforts continue toward developing optimal P4P arrange-
ments, several controversies remain. There is uncertainty re-
garding how best to risk-adjust for providers that serve more
low-income and minority patients. While many argue that
adjusting for social risk is necessary, there is concern that
adjustments will lower quality standards. The US Department
of Health & Human Services (HHS) recently released recom-
mendations that encourage the identification of metrics spe-
cific to social risk that will prevent inequitable penalties, while
maintaining high targets for improvement.15 Overall, evidence
to support substantive conclusions regarding the largest and
most recent P4P programs and their effects on disparities is
largely mixed and still inadequate. The evidence we do have
suggests that these programs at least have the potential to
reduce disparities, but their effects vary widely, and further
investigation is necessary. There may be a more dynamic
effect of P4P on providers over an extended period of time,
as initial financial losses incurred from penalties could ulti-
mately stimulate more lasting change. However, such longi-
tudinal effects have yet to be determined.
Moving forward, longitudinal studies on the VBP, HRRP,

and ACO programs would help provide a greater understand-
ing of how and why outcomes differ across race/ethnicity and
SES over time. Both intra- and inter-hospital disparities should
be analyzed to determine how these interventions and incen-
tives affect practices in the same setting and across settings.
Analysis of quality metrics should seek to identify those
metrics that are most challenging among disadvantaged pop-
ulations. The long-term effects of annual penalties are not yet
known, and will be important for the sustainability of these
programs. Additional work is also needed to examine varia-
tion in performance among provider groups with similar pa-
tient populations.
The current uncertain federal health policy environment

notwithstanding, P4P approaches are likely here to stay. Hope-
fully, programs meant to increase quality will also increase
equity. Equity itself could be incorporated into performance
metrics associated with P4P, with potential rewards for reduc-
ing disparity in a population. Furthermore, as P4P expands,
research exploring the relative effects of policies on disadvan-
taged populations will be essential. As the evidence base
grows, policymakers and researchers must work together to
ensure that these new programs are not harmful to the most
disadvantaged within our health system.
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