
Impacts of performance pay for hospitals:

The Readmissions Reduction Program

Atul Gupta

Presented by Rachel Clohan

August 31, 2022



Motivation

• In 2007, readmissions cost Medicare about $15 billion out of the

total $105 billion payments

• Affordable Care Act (ACA) introduces the Hosptial Readmissions

Reduction Program (HRRP)

• Performance pay contract to improve quality

• Center for Medicare & Medicaid Services (CMS) penalizes

readmissions

• Heart attack, heart failure, and pneumonia

• Was the drop in readmissions due to HRRP?

• Is quality of care improved or is the readmissions rate being

manipulated?
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Preview

• Readmission declines due to HRRP explain about 2/3rds of the

observed decrease

• No evidence of up-coding, relabeling, or patient selection

• Standard shift for readmissions through emergency department (ED)

• Modest decrease in one-year mortality
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Data

• Medicare claims data — July 2006 to December 2014

• Almost 7 million admissions

• 3,250 acute care hospitals

• American Hospital Association (AHA) for hospital characteristics
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Model

Yiht = αh + δt + βPh1 · 1(t ≥ 2012)t + X ′
i γ + ϵiht (1)

Ph1 · 1(t ≥ 2012)t = π1h + π2t + λZh · 1(t ≥ 2012)t + X ′
i π3 + uiht (2)

• Yiht : Outcome

• αh: hospital fixed effects

• δt : time fixed effects

• Xi : Patient risk factors

• Zh: Instrument (hospital

characteristics)

Yiht = αh + δt +
∑

s ̸=2008

βs1(dZh
= 1) · 1(t = s)t + ϵiht (3)
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Results
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Threats

• For mortality, the decrease started in 2010

• Instrument is based on hospital characteristics from 2009

• Assumed that patients are returning to hospital at the same rate

• Extra half-year of data
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