
Abstract
It has been suggested that the use of �nancial incentives by health maintenance organizations (HMOs) may change
physicians' behavior toward individual patients. To test this hypothesis, we used a regression analysis of data from a
survey of HMOs to examine the relation between the presence of �nancial incentives and two measures of the use of
resources (the rate of hospitalization and the rate of visits for outpatient services) and one measure of the HMOs'
�nancial viability (the achievement of break-even status). When we controlled for the e�ect of market-area variables, we
found that some forms of compensation were signi�cantly associated with these indicators of decision making by
physicians.
Among methods of paying physicians, the use of capitation or salaries was associated with a lower rate of
hospitalization than the use of fee-for-service payment; physicians in for-pro�t HMOs and group-model HMOs also
used the hospital less o�en. Placing physicians at �nancial risk as individuals and imposing penalties for de�cits in the
HMO's hospital fund beyond the loss of withheld funds were associated with fewer outpatient visits per enrollee, but a
higher percentage of HMO patients in a physician's caseload was associated with more frequent visits. HMOs were more
likely to break even if they were larger, older, had physicians who treated more HMO patients, and placed physicians at
personal �nancial risk for the cost of outpatient tests; break-even status was also related to the type of HMO.
We conclude that the use of some, but not all, �nancial incentives, as well as the type of HMO, does in�uence the
behavior of physicians toward patients. It remains to be determined how these factors a�ect the quality of care. (N Engl
J Med ����; ������–��.)
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