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By Jan Blustein, Joel S. Weissman, Andrew M. Ryan, Tim Doran, and Romana Hasnain-Wynia

Analysis Raises Questions On
Whether Pay-For-Performance In
Medicaid Can Efficiently Reduce
Racial And Ethnic Disparities

ABSTRACT In 2006 Massachusetts took the novel approach of using pay-
for-performance—a payment mechanism typically used to improve the
quality of care—to specifically target racial and ethnic disparities in
hospital care for Medicaid patients. We describe the challenges of
implementing such an ambitious effort in a short time frame, with
limited resources. The early years of the program have yielded little
evidence of racial or ethnic disparity in hospital care in Massachusetts,
and raise questions about whether pay-for-performance as it is now
practiced is a suitable tool for addressing disparities in hospital care.

I
n addition to expanding health insur-
ance coverage, Massachusetts’ 2006
health care reforms included a large in-
crease to the state’s Medicaid payment
rate for hospitals. Along with this in-

crease came greater accountability in the form
of a pay-for-performance program, under which
hospitals that performed well on specified met-
rics would receive financial bonuses.
As of 2006 more than half of the nation’s

Medicaid programs had at least one pay-for-
performance component, with the majority of
those programs focused on managed care.1

Massachusetts was one of four states choosing
to target hospitals specifically. However, the
Massachusetts legislature took the unusual step
of allotting a portion of the program’s incentive
payments to the reduction of racial and ethnic
disparities in health care. Addressing the task of
reducing disparities by applying a tool generally
used to improve quality was a novel approach.
The legislation also set out an ambitious time-
line, allocating just over a year for the program’s
development.
We begin this article by reviewing some cur-

rent thinking about pay-for-performance and ef-
forts to reduce disparities. We then discuss the
Massachusetts experience as a case study, de-
scribing the environment in which the policy

was developed and identifying key decision
points and choices that the state made.We also
present data on hospital performance. Along the
way, we point to the many challenges faced by
administrators of the pay-for-performance pro-
gram. We close with a discussion of what the
program can teach other states, other payers,
and policy makers with an interest in targeting
“inequality in quality.”2

The Massachusetts Executive Office of Health
and Human Services was responsible for carry-
ing out the rate increase and the accompanying
pay-for-performance program. Within that
agency, the Office of Medicaid had day-to-day
responsibility forMassHealth, theMedicaid pro-
gram inMassachusetts. In preparing this article,
we reviewedpublic documents andmetwith staff
at the Office of Medicaid.We also analyzed hos-
pital performancedata that theofficeprovided to
us and spokewithelevenhospital administrators
and three staff members at the Massachusetts
Hospital Association who agreed to share their
experiences.

Using Pay-For-Performance To
Reduce Racial And Ethnic Disparities
The Institute of Medicine has identified equity—
the provision of care “that does not vary in qual-
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ity because of personal characteristics such as
gender, ethnicity, geographic location, or socio-
economic status”—as one of six key aspects of
health care in need of improvement.3(p6) A grow-
ing number of initiatives by health care organ-
izations have focused on reducing racial and
ethnic disparities.4,5 However, no state-level
pay-for-performance programs specifically tar-
geted disparities before the effort in Massachu-
setts. Other pay-for-performance programs may
have improved the care of minorities—as the
sayinghas it, a rising tide lifts all boats—but gaps
in access remain.6–8 Thus, there has been great
interest in pay-for-performance programs that
directly address disparities.3,9

Essential Ingredients Implementing a pay-
for-performance program is complicated.9–11

Adding the reduction of racial and ethnic dispar-
ities as agoal introduces additional tasks, suchas
collecting data on race and ethnicity at the pa-
tient level.12,13 Fortunately, Massachusetts had
previously mandated that for all inpatient stays,
hospitals had to report patients’ race and ethnic-
ity, using standard categories.14

Choosinganaspect of performance tomeasure
is also crucial. Measures could reflect hospital
structure, clinical processes, patient outcomes,
or patient experience. The National Quality Fo-
rum has identified several criteria for choosing
performance measures when disparities are a
concern: The measures should involve medical
conditions that are highly prevalent in disadvan-
taged populations; there should be evidence that
the targeted providers give different treatments
to patients inminority andmajority groups; and
there should be research linking better perfor-
mance to improved outcomes.15

A pay-for-performance program to reduce ra-
cial and ethnic disparities must translate differ-
ences in care among groups into a metric or
statistic that indicates the extent of disparities.
But the choice of statistics determines the extent
and even the direction of the disparities that are
found.16,17

Consider a hospital that provided higher-qual-
ity care tomajoritypatients than it did topatients
from a disadvantaged racial or ethnic minority.
Most people would consider this a disparity in
care because the disadvantaged group received
lower-quality care. But if a hospital provided
higher-quality care to a disadvantaged minority
than to whites, not everyone would agree that
this should be considered a disparity. Program
leaders must take a position on this issue when
they choose a disparities statistic, as we show
below. Carefully defining the disparities that
are being targeted is essential in choosing the
best statistic.18,19

Finally, pay-for-performance programs need

to reliably identify providers that perform well
or poorly in the area of interest.18 For a program
that is designed to identify providers with low
levels of disparity, thismeans that the disparities
statistic should consistently identify the same
providers as either high or low performers, if
their performance is measured repeatedly. But
small samples—often all that is available when
measuring racial and ethnic disparities—yield
low reliability. For instance,manyhospitals have
few minority inpatients.19–21 The smaller the
numbers, the more likely that apparent dispar-
ities will reflect chance rather than true dif-
ferences.
The Setting Massachusetts has a long history

ofprogressivehealthpolicy innovation.22,23How-
ever, the state is not particularly diverse, com-
pared to the entire United States: Only 6.3 per-
cent of Massachusetts’ residents are African
American, as opposed to 12.9 percent of US res-
idents,24 with comparable figures for Latinos of
4.8 percent and 9.0 percent, respectively.25

In addition, minorities are geographically
clustered within Massachusetts. Two-fifths of
the state’s African Americans live in one of its
fourteen counties, Suffolk, which is home to just
a tenth of the state’s population. Twenty-five
percent of all Latinos in the state also live in
Suffolk County.26

Developing The Program
In designing the racial and ethnic disparities
pay-for-performance program, the Massachu-
setts Medicaid office consulted with members
of the hospital community, major payers in the
state, and committees assembled under govern-
mental auspices, including the Massachusetts
Health Care Quality and Cost Council and the
MassHealth Payment Policy Advisory Board.27

The Massachusetts Medicaid Disparities Policy
Roundtable—an independent body comprising
representatives of hospitals, payer groups, and
the local academic community—also made rec-
ommendations to the office.28 This group sug-
gested that the ethnic and racial disparities pro-
gram focus on two kinds of quality measures:
clinical performance measures reflecting hospi-
tals’ success at minimizing disparities in the
processes of delivering care; and structural mea-
sures reflecting hospitals’ efforts to reduce dis-
parities, such as activities consistent with the
culturally and linguistically appropriate services
practice standards developed by the Department
of Health and Human Services.29

Clinical Measures The Massachusetts
Medicaid office reviewed nationally endorsed
clinical performance measures but found few
that were suitable for the MassHealth popula-
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tion, which is disproportionately composed of
children and pregnant women. So the office
worked with MassPro, the state’s quality im-
provement organization, and other experts to
develop suitable measures of maternity care. It
adoptedmeasures of newborn care developed by
the Leapfrog Group.30

The Medicaid office eventually decided to use
five groups of clinical performance measures,
relating to surgical infection protection and
pneumonia (both from Medicare’s Hospital
Compare database); pediatric asthma (from
the National Hospital Inpatient Quality Mea-
sures); and the maternity and newborn mea-
sures.31 All of the measures are based on docu-
mentation in patient charts.

Structural Measures The Medicaid office
found no nationally recognized structural mea-
sures to match the national culturally and lin-
guistically appropriate services standards. How-
ever, Massachusetts had for some time required
hospitals to report on a range of activities related
to caring for minority patients, using a checklist
known as the Cultural Competence Organiza-
tional Self-Assessment.
The checklist grew out of research by one of

the Medicaid office’s staff members.32 It con-
tains twenty-eight items divided into four do-
mains: governance, administration andmanage-
ment, service delivery, and customer relations.
Exhibit 1 shows three representative items from
each domain. (The full checklist is available on
the Massachusetts Executive Office of Health
and Human Services website.)33 For each of the
items, hospitals were required to indicate their
current level of activity, ranging from “no plans”
or in the “planning stage” to “in place for

>5 years.”
Prior to the legislation introducing pay-for-

performance in Massachusetts, hospitals had
simply submitted completed checklists every
year to the stateMedicaid office. But if a hospital
wanted to participate in the new program, it also
had to submit a five-page summary of the activ-
ities it had undertaken to reduce racial and eth-
nic disparities, along with detailed supporting
documentation.34

This meant that the Medicaid office was
responsible for determining whether checklist
responses were “valid”—that is, adequately sup-
ported by the documentation. For example, the
office had to determinewhether a hospital’smis-
sion statement “articulates development of cul-
tural diversity” and whether patient data had
been sufficiently “analyzed by race, ethnicity,
and languages spoken.”33 This was a difficult
task. As described below, it raised a set of issues,
ranging from uncertainty about what consti-
tuted sufficient documentation to broader ques-
tions such as whether better performance on the
measures would decrease disparities.

Linking Performance To Payment
For the first year of the pay-for-performance pro-
gram,Massachusetts’RateYear2008(October1,
2007, through September 30, 2008), $4.5 mil-
lion was available for incentives related to the
structural measures; no funds were allocated for
incentives related to the clinical measures. The
$4.5 million represented approximately 0.4 per-
cent of the state’sMedicaidhospital spending for
the year.27 At the hospital level, the potential
incentive payments’ portion of total revenues—

Exhibit 1

Examples Of Items Included In Massachusetts’ Cultural Competence Organizational Self-Assessment

Domain Sample item

Governance policy Board of directors has adopted a mission statement that articulates development of cultural diversity
Organizational strategic plans incorporate cultural competence goals and strategies
Board of directors and senior management reflect the racial and ethnic mix of the actual population mix being served

Administration and
management

Policies specify strategies to actively recruit racially/ethnically diverse medical/nursing/senior management staff
Hospital provides diversity training/orientation programs for all clinical and nonclinical staff
Hospital patient data are analyzed by race, ethnicity, and languages spoken

Service delivery Policies exist to include racial/ethnic communities in the planning and design of health care services
Patient education materials are translated into languages reflecting non-English-speaking groups served
Hospital interpreters are members of a professional medical interpreter association

Customer relations Patient satisfaction surveys are translated for non-English-speaking patients
Interagency collaborative projects exist in racial/ethnic neighborhood communities in the service area
Hospital makes provisions for accessing culturally and linguistically appropriate procedures to resolve service

grievances

SOURCE Note 33 in text. NOTES As explained in the text, the Cultural Competence Organizational Self-Assessment is the instrument that was used in assigning scores on
the structural measure. The items that appear above were used in Rate Year 2008, the period covered by our data. Items have been rephrased slightly from the original. The
current version is online (see Note 41 in text).
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in otherwords,money received fromall payers—
averaged 0.02 percent.35

For Rate Year 2010 (October 1, 2009, through
September 30, 2010), incentive payments were
scheduled to rise to $20million for performance
on the structural measures and $12 million for
reducing disparities according to the clinical
measures.36 If divided equally among the sixty-
six acute care hospitals in the state, this 2010
allocation would have exceeded $300,000 per
hospital for the structural measures and
$180,000 per hospital for the clinical measures.
These are large sums relative to those used in
other pay-for-performance programs. For exam-
ple, the Hospital Quality Incentive Demonstra-
tion Project—a joint project of the Centers for
Medicare and Medicaid Services and Premier
Healthcare Alliance, which provided bonus pay-
ments to hospitals that achieved high levels of
quality in several clinical areas—paid incentives
of approximately $33,000 per hospital per year,
from 2003 through 2006.37

Developing An Incentive Payment Formula
Hospital performance on the various ethnic and
racial disparity measures was linked to incentive
payments in a series of steps. First, performance
data were validated by the state Medicaid office.
For the clinical measures, this meant comparing
reports with a sample of medical records from
each hospital. For the structural measures, it
meant reviewing the documentation, as de-
scribed above. Hospitals whose data the Medic-
aid office validated were eligible to receive in-
centive payments in proportion to the number
of eligible MassHealth patients they had dis-
charged.
Although hospitals reported data on five clini-

cal conditions, the small numbers of eligible
Medicaid patients in each group in most hospi-
tals precluded calculating meaningful scores
stratified by race and ethnicity. The state Medic-
aid office therefore generated a single score for
each racial and ethnic group in each hospital,
combining data across all five clinical condi-
tions. These scores were computed using the
“opportunities” approach. Each score is a ratio:
the sum of all instances in which the targeted
carewas provided, dividedby the total number of
opportunities to provide care to eligible pa-
tients.38 These scores can be calculated and com-
pared within hospitals or across all of the hos-
pitals in the state. In the remainder of this article
we refer to these as opportunity scores.
Measuring Disparity In order to identify hos-

pitals with low ethnic and racial disparities, the
opportunity scores for each racial and ethnic
group had to be translated into a metric reflect-
ing the degree of within-hospital disparity. The
state Medicaid office considered several ap-

proaches, focusing on two disparities statistics:
the “absolute risk difference” and “between-
group variance.”
Theabsolute risk difference is thedifference in

opportunity scores (each expressed as a propor-
tion) between two racial or ethnic groups. For
example, if the proportion of patients receiving
the recommended care for a condition is 0.70 for
white patients and 0.55 for black patients, then
thewhite-black absolute risk difference is 0.15. A
value of 0 means that there is no disparity be-
tween the groups, while þ1 or −1 indicates the
maximumdisparitypossible. For comparisonsof
multiple racial or ethnic groups, the measure-
ment must be repeated for each pair of groups.
In contrast, between-group variance provides

a single measure of the consistency of care pro-
vided. It is calculated by summing the variations
between a hospital’s opportunity scores for each
racial or ethnic group and the institution’s over-
all opportunity score. Values range from 0 to
0.25, with the former representing complete
equality across groups and the latter represent-
ing care for one group delivered at 100 percent of
the opportunities for it and care delivered at no
opportunities for any other group. Further de-
tails and equations for both measures are avail-
able in Appendix Exhibit 1.39

The Massachusetts Medicaid office chose to
use the between group variance measure in
awarding payments, for reasons described be-
low. Office staff translated the values on this
measure into “performance scores” relative to
theprevious years’performance statewide,using
the “benchmark, improvement, attainment” ap-
proach that has been proposed for Medicare’s
value-based purchasing program.40 That ap-
proach compares each hospital relative to state-
wide benchmarks in a prior year. Hospitals are
eligible for payment based on either their abso-
lute performance or their improvement
over time.

Analysis Of Hospital Performance In
The First Year
Wenow turn to the data onhospital performance
that were provided to us by the state.We look at
the extent of racial diversity within hospitals and
examine disparities as they are captured by the
two disparities statistics, with special attention
to reliability. We also report on the extent to
which hospitals were able to submit acceptable
documentation on the structural measures.

Performance: Data And Methods
To assess performance on the clinical measures,
we used 2008 hospital-level opportunity scores
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for racial and ethnic groups—white, Latino,
black, Asian, and other—provided by the state
Medicaid office. Consistent with the program
design, the data pertained only to eligible Mass-
Health patients who had conditions that fell into
one of the five measure groups.
We began by examining the between-hospital

distribution of patients by race or ethnicity.We
calculated opportunity scores and then absolute
risk difference statistics for each hospital, com-
paring whites and blacks, whites and Latinos,
and whites and all minorities combined. To see
if we could reliably differentiate among hospi-
tals, we computed 95 percent confidence inter-
vals for each hospital’s absolute risk difference,
by calculating standard errors from 1,000 resam-
pling iterations using the bootstrap method.
For each racial and ethnic group, we also cal-

culated an unweighted statewide mean absolute
risk difference across all hospitals.We compared
each hospital’s confidence interval with the
statewide mean. Then we repeated this pro-
cedure for the between-group variance statistic,
calculating scores for each hospital and the un-
weighted statewide mean of these statistics
across hospitals. We computed 95 percent con-
fidence intervals for each hospital following the
method described above and again compared
those confidence intervals with the state-
wide mean.
For the structural measures, we calculated the

percentage of hospitals whose data had been
deemed valid by the state Medicaid office. And
we examined the correlations betweenmeasures
of hospitals’ performance on the between-group
variance statistic, structural measures, total op-
portunity scores, number of opportunities, and
proportion of minority patients.

Performance: Results
Concentration Of Minority Medicaid Pa-
tients Massachusetts hospitals reported a total
of 11,187 opportunities from the five measure
groups for 2008. Data on racial or ethnic com-
position weremissing from two hospitals. In the
remaining sixty-four hospitals, 55.7 percent of
the opportunity scores came from white pa-
tients; 14.1 percent fromblackpatients; 23.0per-
cent from Latino patients; 3.0 percent from
Asian patients; and 4.2 percent from patients
of other races. This is a substantially higher pro-
portion of minorities than is found in the state’s
population at large.
However, minority MassHealth patients re-

ceived their care in a limited subset of hospitals.
For black and Latino patients, approximately
two-thirds of the opportunities came from ten
hospitals, and 90 percent came from twenty hos-

pitals. In contrast, for white patients, 40 percent
of opportunities came from ten hospitals, and
63 percent came from twenty hospitals. Eight of
the state’s hospitals reported zero opportunities
for minority Medicaid patients; one hospital re-
ported zero for white patients.
Little Evidence Of Disparities In Care

Whenwecombineddata fromall of thehospitals,
opportunity scores were slightly higher for black
patients than for white patients, which in turn
were slightly higher than for Latino patients. For
blacks the statewide opportunity score was 91.4,
for whites it was 89.6, and for Latinos it was
86.2. The corresponding statewide absolute risk
differences were −1:8 for whites compared to
blacks (95 percent confidence interval: −4:0,
0.4); 3.5 for whites compared to Latinos (95
percent confidence interval: 0.3, 6.8); and 2.0
forwhites compared to allminorities (95percent
confidence interval: −0:8, 4.9).
As shown in Exhibits 2 and 3, for most hospi-

tals the within-hospital absolute risk difference
scores of whites compared to blacks and whites
compared to Latinoswere small and could not be
reliably estimated. The confidence intervals are
typically wide and pass through 0, a result that is
consistent with no disparity (see Supplemental
Exhibits 2 and 3 in the online Appendix for con-
fidence intervals).39 This was true even when
nonwhite patients were combined into a single
minority category in each hospital (Exhibit 4;
Supplemental Exhibit 4).39

Consistent Care Within Each Hospital
Small sample sizes meant that the absolute risk
difference measure would not reliably show dis-
parities. The state Medicaid office turned to the

Exhibit 2

2008 Hospital-Level White-Black Differences In Quality Of Care In Massachusetts,
According To The Absolute Risk Difference Measure

SOURCE Authors’ analysis using 2008 hospital performance data from the Massachusetts Office of
Medicaid. NOTES Only hospitals reporting at least one opportunity to provide care for both groups
are shown (n ¼ 45). “Significant” means statistically significant at the 0.05 level. A version of this
exhibit showing 95 percent confidence intervals is available as Supplemental Exhibit 2 in the online
Appendix; see Note 39 in text.
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between-group variance measure, which it be-
lieved would allow it to more accurately identify
low- and high-performing hospitals.
Our analysis of the data showed that for the

fifty-five hospitals with eligible patients of more
than one race, the statewide mean between
group variance was very low (0.0058), consis-

tent with uniform treatment of patients, regard-
less of their racial or ethnic groups.
Exhibit 5 shows values for each of the hospi-

tals. There was minimal variation across hospi-
tals, with values clustered around zero. Never-
theless, it was possible to identify eighteen
hospitalswhose performancewas better (signifi-
cantly lower) than the statewide mean, and two
hospitals whose performancewasworse (signifi-
cantly higher).
However, further analysis showed that the ap-

parent high degree of reliability, as indicated by
the narrow confidence intervals for many hospi-
tals, was an artifact of these hospitals’ having
small numbers of nonwhite patients, high clini-
cal quality overall, or both. By definition, for
hospitals with these characteristics, the re-
sampling in bootstrapping iterations yielded be-
tween-group variance estimates that were essen-
tially identical each time, resulting in small stan-
dard errors andnarrow confidence intervals (see
Supplemental Exhibits 2–5 in the Appendix).39

Difficulties With The Structural Mea-
sures Checklist In Rate Year 2008, the first
year that the Massachusetts Medicaid office
scored structural measures, twenty-one of the
acute care hospitals (nearly a third) failed to
provide adequate documentation for their re-
sponses, according to the office. Those hospitals
received no incentive payments. The following
year hospitals did better: Fifty-six submitted
acceptable documentation.
Less Disparity, Higher Quality Of Care,

Less Diversity Across hospitals, a lower (bet-
ter) between-group variance was associated with
better opportunity scores and better scores on
the structural measures. However, it was also
associated with having a lower proportion of
minority patients (see Appendix Exhibit 2).39

Responses From The Hospital
Community
In our discussions with hospital administrators
and staff from the state hospital association, we
found support for the pay-for-performance pro-
gram’s goal of reducing racial and ethnic dispar-
ities in care. Our informants also noted that the
program’s reporting requirements—particularly
those related to the structuralmeasures—had led
to discussions about disparities in their institu-
tions. For example, hospitals analyzed the racial
and ethnic compositions of their patient popu-
lations, inventoried their programs that targeted
minority communities, and discussed whether
their mission statements adequately addressed
disparities in health care.
Even as they were immersed in these efforts,

hospitals faced reporting requirements from

Exhibit 3

2008 Hospital-Level White-Latino Differences In Quality Of Care In Massachusetts,
According To The Absolute Risk Difference Measure

SOURCE Authors’ analysis using 2008 hospital performance data from the Massachusetts Office of
Medicaid. NOTES Only hospitals reporting at least one opportunity to provide care for both groups
are shown (n ¼ 50). “Significant” means statistically significant at the 0.05 level. A version of this
exhibit showing 95 percent confidence intervals is available as Supplemental Exhibit 3 in the online
Appendix; see Note 39 in text.

Exhibit 4

2008 Hospital-Level White-Minority Differences In Quality Of Care In Massachusetts,
According To The Absolute Risk Difference Measure

SOURCE Authors’ analysis using 2008 hospital performance data from the Massachusetts Office of
Medicaid. NOTES Only hospitals reporting at least one opportunity to provide care for both groups
are shown (n ¼ 55). “Minority” means all patients who are not white. “Significant” means statistically
significant at the 0.05 level. A version of this exhibit showing 95 percent confidence intervals is
available as Supplemental Exhibit 4 in the online Appendix; see Note 39 in text.
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many other sources. People expressed frus-
tration at having to adapt to yet another system.
Theywere also skeptical about the choice of clini-
cal measures. Some informants doubted that
routine treatment at their institutions had any-
thing to dowith a patient’s race or ethnicity. One
administrator said that many in the hospital
community believed that the programwas “bark-
ing up the wrong tree.”
Some of our informants—even those whose

institutions had performed well—were quite
negative about the structural measures. They
found some of the items to be unclear, others
to be highly subjective, and still others to be
inappropriate to their institutional environ-
ment. For example, the standard that the hospi-
tal’s mission statement “articulates cultural di-
versity as a core value”41 suggests that there is a
straightforward way to interpret hospital mis-
sion statements. The requirement that patient
data be “analyzed by race, ethnicity, and lan-
guages spoken” implies that there is sufficient
diversity in the patient population to make that
effort worthwhile.
Informants also reported receiving insuffi-

cient (and sometimes contradictory) advice
about what would count as adequate documen-
tation of their activities. These frustrations were
compounded by delays of many months as the
small staff of the state’s Medicaid office worked
to validate data.
But perhaps the greatest dissatisfaction came

from what the hospitals saw as a focus on docu-
mentation at the expense of practical advice that
might help reduce disparities.Onehospital qual-
ity improvement officer described a “compliance
mind-set rather than improvement mind-set.”
He contrasted the Massachusetts program’s ap-
proach with the interactive one taken during
accreditation visits by the Joint Commission,
whose investigators reframe requests for docu-
mentation if the hospital’s initial responses are
not adequate.
Although our informants felt that instructions

from the state Medicaid office were becoming
clearer, the process was still irksome.Many peo-
ple questioned whether it would improve care.

Lessons Learned
The state Medicaid office accomplished a great
deal in a short time, following passage of the
legislation that created the Massachusetts pay-
for-performance program. In spite of limited re-
sources, the office engaged stakeholders, devel-
oped a program, and heightened awareness of
disparities within the hospital community.
Although theprogram is still in its early stages,

some lessons are clear.

Address Disparities In Hospital Care Effi-
cientlyMassachusetts’ racial and ethnic dispar-
ities legislation was based on the assumptions
that there were racial and ethnic disparities in
the treatment of patients within the state’s hos-
pitals and that every hospital’s patient popula-
tion was sufficiently diverse to make a statewide
intervention sensible. Our analysis does not sup-
port either assumption.
This gap between legislative impulse and on-

the-ground circumstance is striking. Perhaps if
the program had used different measures, dis-
parities would have been evident. But the prob-
lem of inequity may be at a level that is relatively
untouched by pay-for-performance.
Recent evidence suggests that patients of color

across the United States receive their care from a
relatively small subset of providers, and that
those providersmay on average offer lower-qual-
ity care.19–21 To the extent that disparities in acute
care arise more from between-hospital differen-
ces in quality than from within-hospital dispa-
rate treatment, a more effective way to reduce
disparities may be to target hospitals serving
minority populations. Moreover, to the extent
that some disparities reflect structural barriers
beyondhospitalwalls, itmightnotmake sense to
hold hospitals accountable.42

Improving Care Is Foremost By introducing
aprogramto reduce racial andethnicdisparities,
theMassachusetts legislature presumably hoped
to ensure that minority patients would receive

Exhibit 5

2008 Hospital-Level Uniformity In Quality Of Care In Massachusetts Across All Racial And
Ethnic Groups, According To The Between-Group Variance (BGV) Measure
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SOURCE Authors’ analysis using 2008 hospital performance data from the Massachusetts Office of
Medicaid. NOTES Only hospitals reporting at least one opportunity to provide care for white and
nonwhite patients are shown (n ¼ 55). “Significant” means statistically significant at the 0.05 level.
A version of this exhibit showing 95 percent confidence intervals is available as Supplemental Exhibit
5 in the online Appendix; see Note 39 in text.
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better care. However, given the short time avail-
able, the state’s executive branch focused on
measuring quality of care.
As members of the hospital community noted,

it is not clear that the chosen measures were
connectedwith disparities. Nor is there evidence
that better performance on many of the struc-
tural measures would actually improve care for
minority patients.
Find The True Top Performers Sample size

is not just a statistical issue; it affects the fairness
and plausibility of a program’s results. With-
out sufficient numbers of patients, program
administrators cannot reliably identify high-
performing providers and therefore cannot
make fair decisions about distributing incentive
payments.
The state Medicaid office turned to the be-

tween-group variance measure to solve a techni-
cal problem. Our analyses confirm that for this
sample, this approach measures performance
more precisely than the absolute risk difference
measure. However, given the difficulty with in-
terpreting scores on the between-group variance
statistic, a statistically lowerbetween-group vari-
ance score did not mean that hospitals treated
their patients more equally. Because there was
little evidence that hospitals treated patients dif-
ferently by raceor ethnicity, it is unlikely that any
statistic would have been helpful in identifying
high-performing hospitals.
Not All Disparities Statistics Are Equal

Different statistics capture different dimensions
of disparities. The between-group variance mea-
sure reflects uniformity of care.Yet as Appendix
Exhibit 3 shows,39 that measure has two disad-
vantages. First, it is directionless, producing the
same score whether minorities or whites receive
better care. Second, it is sensitive to racial or
ethnic case-mix, which means that hospitals
with more-diverse patient populations receive
worse scores than less-diverse hospitals, even
if they perform at a similar level. By definition,
hospitals with few minority patients have low
(good) scores. Penalizing diversity in this way
would seem to be at odds with the goal of reduc-
ing disparities.
The legislation creating Massachusetts’ pay-

for-performance program was designed to re-
duce racial and ethnic disparities in health care
and did not explicitly refer to the historically
poorer treatmentofminoritypatientsorhospital
diversity. As we noted above, there are differing
conceptions of disparities. However, to the ex-
tent that reducingdisparities involves redressing
historical wrongs, all of these limitations to the
between-group variance measure deserve atten-
tion going forward.

Avoid Friction In Regulating Quality As
one of our informants noted,Massachusetts’ ap-
proach differed from the Joint Commission’s
“back-and-forth” process, with which hospitals
are more familiar. The Joint Commission as-
sesses whether hospitals are working to meet
standards and helps them develop a road map
they can follow. The Massachusetts Medicaid
office took a more regulatory approach, in part
the result of resource constraints. Hospital man-
agers found this troubling because they wanted
tounderstandhow to improve theirperformance
and because large amounts of money were
at stake.
Checklists may be weak catalysts for organiza-

tional change and poor tools for monitoring
progress toward reducing disparities. To assist
providers, both the National Quality Forum43

and the JointCommission44 haveoffereddetailed
road maps and sets of preferred practices rather
than simple lists of performancemeasures.How-
ever, using those approaches takes more time
and resources than working with a checklist.
This case study—of a program implemented

under legislative mandate in a very short
time—provides a clear contrast with the more
interactive and labor-intensive approach to qual-
ity improvement used by standard-setting
bodies.

Epilogue
Massachusetts announced that as of the summer
of 2010, it would no longer use structural mea-
sures in its pay-for-performance program to re-
duce racial and ethnic disparities, implicitly
acknowledging that the measures needed to be
revised. However, interest in cultural compe-
tence—a major issue targeted by the structural
measures—is growing nationwide. The National
Committee for Quality Assurance’s new Multi-
cultural Health Care Standards encompass the
collection of data on race and ethnicity and at-
tention to Culturally and Linguistically Appro-
priate Services practice standards. The national
standards themselves are undergoing revision.45

Clinical measures are still being used to mon-
itor disparities in Massachusetts hospitals, and
incentive payments continue to be awarded to
hospitals that score well on the disparities mea-
sure. Although national bodies are making
progress in developing measures suitable for
tracking disparities in ambulatory care,46,47 there
are still no nationally vetted measures available
for use in the hospital setting. ▪
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