

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
		

		
            

		
		
		
			
				
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Structuring Incentives within Organizations: The Case of Accountable Care Organizations

	
    
        
            
            







    
    










    
    
    
    











			
                    NBER Working Paper No. w20034
 
        

    
	

	
	
		
		
			48 Pages
		
		

		Posted: 14 Apr 2014
		
			Last revised: 30 Mar 2023
		
		
	

	
		
			
			




	See all articles by Brigham R. FrandsenBrigham R. Frandsen
Brigham Young University - Department of Economics
James B. Rebitzer
Boston University School of Management; National Bureau of Economic Research (NBER); IZA Institute of Labor Economics


		

	
	
	
	
	



	
	
	
	
		
		
	
	
		
			Date Written: April 2014

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		Accountable Care Organizations (ACOs) are new organizations created by the Affordable Care Act to encourage more efficient, integrated care delivery.  To promote efficiency, ACOs sign contracts under which they keep a fraction of the savings from keeping costs below target provided they also maintain quality levels.  To promote integration and facilitate measurement, ACOs are required to have at least 5,000 enrollees and so must coordinate across many providers.   We calibrate a model of optimal ACO incentives using proprietary performance measures from a large insurer.  Our key finding is that free-riding is a severe problem and causes optimal incentive payments to exceed cost savings unless ACOs simultaneously achieve extremely large efficiency gains.  This implies that successful ACOs will likely rely on motivational strategies that amplify the effects of under-powered incentives.   These motivational strategies raise important questions about the limits of ACOs as a policy for promoting more efficient, integrated care. 
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