
THE WHITE HOUSE 

WASHINGTON 

MEMORANDUM FOR THE PRESIDENT 

FROM: Carol Rasco 

SUBJECT: Kassebaum!l(ennedy Bill and the Me~icare Reforms, Advocated by Etheredge 

You asked how the Medicare reforms suggested by Lynn Etheredge squared with the recently 
introduced Kasseb~lUlm/Kennedy health bill. As you made clear you well understood in your, 
comments on the Hill on Tuesday, the short answer is relatively little because the bill is 
dedicated primarily to insurance reforms. 

Background 

The Senate Labor and Human Resources Co'mmittee has no jurisdiction over Medicare. 
(Unlike the joint Commerce/Ways and Means in the House, the Senate Finance Committee 


. has sole jurisdiction over Medicare;) 'Because of the jurisdiction issue, as well as its political 

sensitivity, Senators' Kassebaum and Kennedy chose not to deal with the Medicare reform 

issue. Instead, they chose to introduce a bill that had signi,ficant bipartisan support and, as a 
result, focused their efforts particularly around insurance reforms and purchasing cooperatives. 

,~ , 

Kassebaum/Kennedy BiU and Etheredge Medicare Reforms . 

The provision of the bill that has the most ~imilarity to the recommendations outlined by 
Lynn Etheredge is probably tl)e one relating to the purchasing cooperatives. Lynn belieVes 
that the Medicare program should offer a range of options and information to purchasers that 
make the program more consumer-driven. Senator Kennedy hopes that his purchasing 
cooperatives provisions will assist towarq that end for the employers and employees of small 
businesses. In addition, one could clearly argue that some of the insurance reform protections 
are consistent with the spirit of Lynn's strong belief that there should be strong consumer, 
protection provisions to gliard against discrimination of sicker, older beJleficiarieso Attached 
for your information is a one-page summary of 'the bill. 

, , 

The response to the Kassebaum/Kennedy modest, but positive step forward has .. been notable, 
The bill °has already attracted virtually every member of the Committee as a cosponsor, And; 
in addition to th,e broad:-ranging support of Committee members (Paul Wellstone through 
Judd Gregg), John. Chafee signed up as an 'original cosponsor. ' 



· " One last point worth noting, Senator. Kennedy was "extremely appreciative oryour mentioning 
the Kassebaum/Kennedy bill during your remarks on Tuesday. On three separate occasions, 
he has mentioned to his staff that he felt you went over and beyond the call of duty to 
reference the bill (and how happy he was that you did.) 



1. 

2. 

3. 

4. 

5. 

6. 

Summary of Health Insurance Reform Act of 1995 

Limit Exclusions for pre-Ex{sting Conditions. The bill would 
restrict pre-existing exclusions by prohibiting insurers and employees 
from limiting or denying coverage under group health plans more 
than 12 months for a medical condition that was diagnosed or treated 
during the previous six months. Once the twelve month limit expired, 
no new pre-existing condition limit could ever be imposed on people 
maintaining their coverage, even if they changed jobs or insurance 
plans. The same protection would apply to individuals who transfer 

'from group to. individual coverage because they leave their job or go 
to work for an employer that does not provide group coverage. 

Individuals receive credit for prior coverage against any pre
existing condition exclusion under a new health plan. For example, an 
individual who had coverage for six. months when he or she changed jobs 
or changed health,plans would. have a maximum additional exclusion of 
six months, rather than the normal twelve months.' The extension of 
this protection to the individual market is being strongly opposed by 
the insurance industry~ They claim it will raise premiums by 10-15%. 
Most state insurance commissioners disagree. 

Guarantee Availability. The bill prohibits health plans from 
denying coverage to any employer who wants to purchase a policy for 
his or her employees or from excluding any employee from coverage 
based on health status. Individuals who have had coverage under a 
group health plan at least 12 months may not be denied coverage if 
they leave their job and are no longer eligible for COBRA continuation 
coverage. 

Guarantee Renewability. Except in the case of fraud or 

misrepresentation by the policy holder, the bill requires insurers to 

renew coverage for groups and individuals as long as. premiums are 

pa:id. 


Portability. Because the bill limits pre-existing condition 

exclusions, lows credit for prior health coverage, and requires 

guaranteed availability for anyone who has employment based coverage, 

workers would not be locked into a job or prevented from starting 

their own bus because of the fear that health problems would 

prevent them from obtaining insurance. 


Group Purchasing. ,Because small employers and individuals are at 
a real disadvantage in terms of access to affordable health insurance, 
the bill creates incentives for employers and individuals to form 
private, voluntary coalitions to purchase health insurance and 
negotiate with providers and health plans. It preempts some state 
laws that inhibit or prohibit the formation these groups. 

State Flexibility. The bill allows states to enact reforms 
providing additional consumer protection beyond the minimum 
requirements of the legislation. This'is a key provision that many 
insurers will fight against. 



.( 

- },~J , . \1-;' 
-{~, 

t f 

. " 

. : ' .. 
. j 

. \ 

. July 10, 1995 
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, THE'WHITEHOUSE 
, " 

WASH". NGTON, 

, 
,> , 	

July 7,1995" ,'95 JUL7 p 6 : 3'1, 

MEMORANDUM FOR THE PRESIDENT' , " 

FROM:: ' ~rOl H. Ras~ (~' " 
I! \5, 

I, 'SUBJECT: ' Lynn Etheredge's Report 'on MediCare 

, ' Ly'nn Etheredge has just co~pleted the ,attached report that prO~ides solid recommendations about, 
" how the 'Medicare prograJ1} can be modernized., It is a well~written and researched analysis that 
, , documents the current shortcomings of Meqicare and prOvides specific suggestions about how we can 

move the program into the 21st century. , In short, he advocates utilizing the ,best of private sect~r " I' 

competition, quality and'accountability innovations without undermining the program.,: " 

, As you may'recall, Ly~ isa'con~~ltant who hasworked closely with both Republicans (OMB career, 
under Re~gan) and Democrats (ymh h~alth> care transition team and as ~ consultant last year to 
Kennedy's Labor Committee.) Most recently, he has been asso.ciated with the Jackson Holegroup~ 
He is well respected bycill sides arid is shqpping ~the concepts outlined' in this paper to moderate' 
Republicans and Democrats. ' . ' , 
. . 	 ' , : . . , . . . ,-, _. ~ .. '. I... 

The good'n~~s is that'much of what LYnrl is advocatIng is cortsistenr with the':Medicare 
restrtlcturinglnianagedcare erihancement package you explicitlyaiid/or implicitly included in your,,' ' 
balanced budget alternative. His recommendations would empower beneficiaries and'the Medicare 
program itself, without fundamentally destroying the current system that has gained the 

, overWhelming support of tQepublic. They would contribute to )rou'r goal of prOviding more effiCient 
, ,f options 'without financially coercing beneficiarieS, into plans they otherWise would not choose. Most 

,importantly,)hey represent an alternative to the status quo 'that can be used to counter- Republican 
voucher prOposals. In short" your proposal has choice with securlty, , where~~ the' Republicans are , 

, , financially coercing benefiCiaries into capped managed due plans. The apprOached outlined byLyrin 
,wou~d likely have the,added'benefit·of being· well received by the business, the managed care, and" 
the ~gihg advocacy communities.:' '" ' ' , I ' ' 

While we would prOb~bly'have to push HH~ on some of Lynn's'recommendations -- particularly' 
,with regard to a timely implementation ,Schedu[e.,,-- we believe the curr~ntenvirOnm-enthas m'ade 
the Department much ~ore receptive and encouraging of movement in this :direction: ' Donna Sha'lala, 
in particular, would' probably loveto embrace thym. ' ( , ' , 

,I 

r~anted to share this~ith you' now because, i think it is particularly timely relative to the inevitable 
upcqrning Medicare reform debate~ 'I have' ~sked Chrjs Jennings to stay in dose ,touch with Lynn ' 

'and to continue to have appropriate White House and, Department representatives 'review our . , ' 
,J ,I 	 substantive imd political positioning strategy vis a vis Medicare. Unfortunately, ·becilUse of the 

perception that we (and(I:ICFAin particular) ~re not sufficiently opel) to the types of suggestion~, " 
Lynn has raised, we must b'e caretul,abou't how and when we move this ,type of ag~nda to ensure th'at 

, the Admini~tration gets its due credit. Atta.ched is a <me-page summary of Lynn's recommendaJions. 
I 	 "" 

I' 	 I' 

'cc: Alice Rivlln " " 

, " Laura Tyson 

I 
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HIGHLIGHTS OF ETHEREDGE'SMEQICARE REFORM RECOMMENDATIONS 

.-, :' 
" } 

" 1;- , . ' 

.;, \ 

Medic~re',s mission philosophy needs to be ,revised to emphasize Medicare as' a' 
, bealthplan. ' Most importantly, t-.1edicare needs'to pecome accountable, not just for 

insurance 'to pay bills and protect financial assets, but for imprOVing the health of its , 
"enrollees, by providing:preventive health measures, and quality' medical, care'. 

, Medica~e ~hould have.'~ew. a~thoriti~s topu~cIia~e health care on the,basisof 
explicit quality and othe,r,criteria and competitIve performance. To improve 
Medic~re's p~rformance, Congress 'needs to provide authority to move'beyond the, 
limits of regulatory rule-making and price-setting so that Medicare can, adopt the " 
same types of successf~l purchasing tech,niques, pioneered by private:"'sector, pay. 
(This is very si~ilar to the ClintonAdministration PPO arid point of serviceoptio~s.)' 

'1, 

Report ~ards that assess; Medicare;~' perfQrman~e on the basis' of cost; Allality, " , 
outcomes,' ,and service need to 'be, utilized so that. the progra'mc~D be held 

, , 
, ' 

accountable by enrollees and policy makers. These measures need 'to 'reflect a wide" 
F range of criteria, including preventive care, quality of'sare, conslimer satisfaction, and 

health outcomes, 'and should also apply to competing' private' health plans." Report 
,~rds s~ould s~ow national, state-level, and 'mark~t-:-area: performance. " /' .' 

. . . . . .'. 

, Medicare needs to adopt competitive purchasing of standardized services and 
supplies, including durable medical equipment, laboratory testing, radiology, and ' 

• I .outpatient surgery. ' ' , , . 
i 

,'Medicare needs t9 significantly expapd its use of centers of excellence and 
;SpeciaUzed serVices contracting. Medicare now uses such conCepts in its coverage 
'for transplant~ servic~;' privat~-sector plansuse selective contractirig even more wiqely 

, , . \' 

, , for many forms of surgery, cancer ;care, and mental health. ' Intelligent purchasing ,by 
'Medicare would produce better quality, cost, and :serViCe c()mpe~ition among 'providers, 
tp the benefit of.'Me.dica,re beneficiaries and taxpay~rs: ' ' , 

{ .,', . " ,. " \ 

A national strategy for clinical' eIfectivenessand :outcomes studies for the, 
. Me~icare'population needs to ~. implemented by analyzing the Medicare data to' 
. identify' proccdur~s witli wide variations. that seem likely to r~fied oyeruse·and.
underuse. ' . ., , ' 

Medic~re needs to be better empowered to drORproviders ~ho are ~ontributing 
.. to a sign_ficant fr~ud and. abuse problem in the program. ' 

'", \ 

.' I' 

! ' 
, J' 
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Reenglneering Medicare:. 
. ,From, Bill-.Paying Insurer',to' ':,' 
Accountable, Purchas~r' 

, , " 

\ .' , 

. ; I 
'.' , 

'. " 

, Prepared by , , 
,r ' 

, , " 

Lynn' Etheredge 
.' ' ,., /i : 

. : ",Consu[tt;mt ' , ' , .' 
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, Prepared for ,the Health Insurance Refom Projec~, George Washington'.·· 
University, with fundingtTom the Rob¢rt Wood Johnson Foundation 
~ , 
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Ret;ngirieeril1g ... is' the jundamentalreth'ink- In this new' purchasing environment~ private
) ing and radical redesign of business processes sector employers and' consumers are increas- ' 
,	to achievedra.'mfltic improvements in critical if\gly able to, make inforined:choices-to h6lCl ' 
con,temporarymeasures of perjonrl(lnce, 'such, providers (ancl: the plans that contract with ' 
as cost, quality" [and} service. ' 'them) accolfntable-through the use of tools su& 

, as the National Commi~ee ,on Qu~litY Ass'ur~ ,-Michael Hammer and James Champy, 
ance's (NCQA's) "report cards," which are , ' 'Reengineering-the Corp~ration 

, \ ,based on the He~th Plan Employer D~ta and " 
,,'Information Set (HEDIS};~dcither quality' " , ,At the time of its ~nactrrient 30 y~ars ago, 

, measures, such as health ,outcomes. The HEDIS Medicar~ was patterned: on the health,insur
data set includes more,than 60 q'uaIlty, se~ice ance models widely used by private ~inploy-. 
access, pa.tient satisfaction, outcomes, arid other ' ,',ers and insur¢rs for the under-65 population. 
performance' measures" i~cluding preventiye,In this mod~~, the primary a'dministrative 


" care (s~~ as ~unizations,mammcigraphy ,
functio~of insuranceco~panies alid of the 
scree rung, and e.ye exams for diabetiCs) and' , 

)0 Medicare' program .was siinpiy to 'pay bills. 
, s.ignal iri4icators "for poorquality (such' as inpa-, Today, Medicare remains essentially a bill- , 

tient ap,missionsfor astlumi. and treatrrient.folpaying i~~;urance program, with the addition' ' 
lowing heart attacks)., of n~~onal formulas for hospital and physician, 


payment rates.,,' ' " ' , fu the ctmentpolitical climate"the're is great ' ' 

,- interest in the, fe~eral goverrunent's ~g , ,
",Irl rec~nt years, the private sector has ' ,I " 

available to the Medicare population a broadermoved beypnd this traditional insurance mod
choice of competing private health plans that - , " el. P~ivate~sect9rp'ayers are i\OJonger simply' 

Use. such,pu~chasing technologies., Today, health 
,paying bi1l~ b~t are using a v'adety of ~volv
mamtenance organizations (HMOs) and .other ' ing purchasing techniques, in a competitive 

,private plans enroll only about 10% 'of the ,marketplace; torestraip .costs ,and imp'rove , 
, Medicare population. Among the many inea- ',,' , qual~ty.~nd service. ,Among these purchasing ( 
~ures thatcouldop~n up m<;>re plan options are ~t:ategl:es are m~ny formsofselective,compet~' 
~ FEHBP-type "managed competition" ap': .;ltive c~n~Tacting; 'capitation and risk-sharing , 

, pfoa<:h that would allow MediCare beneficiaries ,,a~angements~ prov:ider performan<;:e stan-' ' , 
to make inforIn:ed choices among a wide range ' dards, 'with incentives, penalties,' and continu
q( HMO, preferred :provi~er organization ,(,ous,qualit):' improvement g~ais; management· 

-,(PPO); Medicare Select, medigap, and Qtherof high-cost cases; centers ofexcellence for, 

" ~lans d~ring .cU;l~u~ropen season. ,other op-'
transplants, heart surgery"cancer care, ~d 
',' tions bemgdlscussed mvolve work~rsstaying " ,other trea. trrien t; prevention' and Chronic, dis-

with e~ployer /assooation plans,aftertumlng ,, ease man~gement initiatives; consuri1~r infor
ag~ 65 or sQme use of medicallRA accounts " ma.tion and incentiv,es; specialized contractirlg 

" , and catastrophic c.oyerage. MuP1 bfth~atfen.,.'for pharmaceutical benefits, substance abuse" 
, tion in Congress ,now centers, on the policy , mental health, and other '~ervices;a:nd speci,al
questions uwolved in structuring new options ' ' ized claims-auditirig firms to deal with fraud. ' 
for Medicare enrollees. ' ' ' , " Individuals with benefits offered by large ' , 

,employers-including, through the Federal Em- , As a complete reform strategy,such options, 
, ployees Health Benefits Program (FEHBP},'the would fall short. They do not reform the basic 

nation's, political leaders and federal workers-\ Medicare program. Over 90% of Medicare's 
, are usually able to maJ<.~choices among a ~um- ' Spending is through the,fee..:for-seivice modeL",' 

ber ,of ,health plans 'on the baSiS<of provider ' As,of January 1, 1995, 19 states had ,no Medi-, , 

networks, cost, quality, service perfoimcthce, care HMO enrollees and 32 sta.tes had 1% or " 

~nd other fea tures,', ' '~ewer of thei~ Medicar~ligible popUlations ' 
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emolled in HMOs. ,A 'handful of states,,-: -_ A revised, missioilphilosophy that emphasizes 

induding Ciltfornia (42% ofM~d.icare HMO "MediCare as a health plan. Most importantly, 

enrollees) and Florida (17% of Medicare HMO Medicare would rieed to become ~ccountable, 

, , 


enrollees)-accounted for most Of the Medicare' not just for insurance' to pay bills ,and protect 

, 'I-:lMO membership.1 Even with an FEHBP-type' fina:,cial. assets, but fo~ improving 'the health , 

arrange,ment and optimistic grcwth ,as.suqlp: of its enrollees, by pt;"oviding preventive 
tions about private plan enrollments, manyfac-, health measures ,and quality medical car~.3 . 

" .' i 1tors make it likely that most Medicare eligibles '. -- The, adoption of "feportcards"' that assess Med- , . 
in most states will still. ,be in the program for the icare's performance on the basis o!cost"qua!ity,'rest of the decade and:beyond.2 In, its traditional: outcomes~ an'dservice so that it can be held at
bill-paying mode,' the' Medicare program has' . countable by enrollees and po}icyma~'rs. These 
yery few tools for dealing with' the vol4IDe, measures need to' reflect a wide range of

, intensity; arid quality issues that are its major' 
criteri~, including prevenqve care, quality of .

" cost-drivers. Thus,'devising a strategy: for futl- .. ' care, consumer satisfaction, and healthout:- , 
damental reform of the baSIC Medicare pto",: > . comes, and:'shouldalso apply to competing 
gram-"reengineering" ,Medicare-is 'essential . private health plal1s. Report cards should ..

'not only to' deal with budget issues 'but also t6, show national, state-level,. and rnarket,.area
',achiev~ improvements for the 37 million people perf6~n1ance.' '.
, who depend on theproit:am., ' , ' , 

\ , '" . .. -, . The'measures that could be' used by' arefor- ,
What should be done about the basitMedi mulated Medicare can be illustrated by com

care program? What woulp be in theljest in
,paring <;urrent official data' r~ports,witI:<newterest of Its ' 37; million, elderly and disabled .health-related data that 'could be a basis for enrollees?, l' ,'" ' ,"" 

'. theabove-:described re'po'rt cards. The ~mos~' 
This paper considers the q~estion of wheth- ' :extensive public accounting for Medicare's. 

, 'er Congress should give Medicare tl:le sam,e operations is the Medicare and Medicaid Statisti
typesof'.<\uthorities that a,re availahle to its ': cal Supplement published'inFebtuary 1995.4 Its 
p~ivate.:.sector 'competitors--:-p~rticuIarly au- ' . more th~m :?70 pages are filled With stati~tics ' 
thorities ~ to, use new purchasmg te<;:hhiqu~s that emphasize financial, workload, and . 
'and requir~ performance accountabilities for' cla:ims~paid 'data; such as hospitaldays'of 'care 
their use through,HEDIS:'like quality and, and expenditures, that are appropriate, toa 
health outcomes measures'. Shouldno't the traditional health insurance program: No- .. ' . , .' , 

, n~tion's elderly and disabled, as well as tax- where are there measures of qu~lity of' care 
payers, ask for and expect 'a $ta~e-of-the-art ' . and improved 'h~alth ~tatu~or reports em en
, Medicare program? If this approach were rollee satisfaction. ' . , 

, ,
adopted, Medicare:..eligible individuals wouid ' , Two recent studie$,highlight the kinds c,f,
be able to enroll eithetin a Medicare program ' health-related measures that might be'Used to 
'thaf is working hard to',proV'ide the best econ-"" 

, \ ' assess Medicare's future' performance as,an' . 
, " omy, quality"and services o!,in c9i:npeting, , " . accountable health plan~ The Physician-, Pay:- .

private-sector health plans that are paid 'equiv .. ment RevIew'Commission (PPRC) and the . 
alent (risk-adjusted) capitation amounts. One RA.Nb Corporatior have recently developed a 

, might expect that, ov:er the long term, both" setof appwximately 50 quality measures that' 
taxpayers and Medicare-eligibl~ persons can be implemented, using, claims da ta,' for the 

I '.would ,benefit by suCh c,ompetition. )current Medicare program.,Several measures, . . .' . ' 

At the most general levet reforming the which have been run against Medicare's net- . 
Medicare program in this way would start tional claims data, are shown below in Table 
with three,fu'ndamental changes: 1. A number of them'are similar t~ the' 

, , 
\ 

. , f' 
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NCQA's HEDIS measures'llsed for ptivate
sedo~ health plans. l'n the view of the physi- ' 
dan consensus panels developing, the mea- , 
sures, these are "necessarycan:!" indicators;' 

, , that is, professionally ~cceptable practice : 
shouid be near 100% compliance; , 

" 

i ' 

\ ' 

', , 

'T{\BLE i 
" .. \ \ . 

1',' 

Clinically Based Indicators of 
,Quality ofCare for the Elderly, 

Medicare Claims Data,.1992:and 1993, 

" .Breast Cancer 
;. ,', \'. . . . 

"For patients with'breast ~ncer,' 
,interval from biopsy ,to surgery " ' 
less than 3 months ' ' '~% 

Man'lmography every year',for 
patients'with a'histoiyof 
breast cancer ' 61%, 

Mammography every 2years 
, in female patients, ' 39% ,. 

, 
; I 

piabetes 

, Eye ex~in every year for patientS' 
, witp,diabetes ' 38% 

Heart "Problems 

visit .within '4' weeks following 
, discharge for patients hospitalized 
, with MI ", " ," 84% 

, , 

EKG'during ER visit for 

unstable angina ' 81% 


M~ntal Diagklosis ' .. " 

Yisit within 2 ,weeks, following 
discharge of' patiellts hospitalized 

, fot depr*7ssion' 95% 
,I' 

The,rPRC:-RAND study ,shows several qua
, litYl'ndicatorslon which, the care received by , 

Me'dicare 'elderly' patients merits an "A" ' 
(95%+ j ,on a nationwide basis, But it also high-, 
ligh'tsa numbero(prevention indicators; such, 

, ' 

\~ , , " 

:as maminography and eye' exams for diabetics;, 
, for which, ,there should 'be' failing grades, "0" 

or "F/" as well as many indicators in the 60% . 
tp 85% range where'care' fallsw~ll below pro
fessional standards. Thestuqy' also, highlfghts 
particulaf Rroblems for minority populations, 

'and for rural and ungerserVed areas.s '" 

, Ano,ther recent stridy, py L~win.;.VHI 'for the 
. N~tional Institute for Health Care ,Manage

ment, analyzed 'Medicare hospitalization rates 
" for three diagnoses that ar~ sensitive to gQ6d 
, . ambulatory care ,and preventive measures. For, 

'1992, the stupyreported,Medicare hosp~~aliza
, ,Hon fates for asthma to vary by more than 3:1 

among states, hospitalization rates for diabetes, 
by more ,than 5:1, and hospi~alization rates for' 

, hypertension by ~ore than 8:1., Even 'after , 
,statistical adjustments. for demograpl;1iccharac
',teristics, several-fold variation~\ still'remaihe~.6', 

Given s.u~h statistics; any presumption that 
Medicare has already become the "g~ld stan

"dard" of quality care and,thaFit is up, to its " 
competitors to prove their superioritY should 

( , beput aside. Me-dicare~s :performance needs to 
, ' be ,measu'red and' acc:~unt?ble on the same ' 


basis ~s its comp!,:?titor plans, so'its, enr()llees 

can make informed choices. 


" ,The third' fundamental change .tha~ would 
'heed to occur for Medicare to become more' 
like a state7of-the-art accountable health plan 

". is the following:" , 

, • Medicare shp~ld have new authorities, t,o pur-, 7 
, chase'health'care on the basis' of explicitqualiiy , 

and other criteria and'competitive perfonnance.' 
:' I Within the ~any statutory constr~ints Medi

care has to operate under aS,a government' 
program~ it has generally been ru'n effec- ' 

, lively, effidently~and with continuing iin
_prov~,ment and innovation. Gjven it~'con- ' 
.straints, Medicare is now abou~ as gopd a " 
program as, it can be . .But, in.nearly every 
area~such as three-year-,longrule-making , 
processes, volum~ increases and quality 
assurance issues, fraud and abuse, and rap-\ 
idly. riSing budg~t costs~i t is clear tha t , 
Medicare cann?t deal as effectively as it 

"'. 

'L 

" 
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, 	 needs to with .the complexity and pace of . day,3?,million perso~s d~pend/on the Medi- . 
cha,ngein today's health system, nor canit" care progra~m,:Within 30 years~ as t11e baby' I ' 

hold physicians, hospitals, and other prov,id~ boom' generation retires, Medicare will be pur
, ers accountable for improving their perfor chasing h~plth cai~ for about 70 million per

mance. To improve Medicare' $' performance, ' sons,' and, its a~ualspending will be, mimy , 
Congress needs to provide authority to, ' - times greater than it is today. :', ..,', 
move beyond ~h,e limits of regulatory rule '" An, underst~nd'irig of th~ challe~ges··of.cha~t;. ,
making and price-setling so that Medicare' . 

. . ing Medicare's fuh,lre' begins with an under- ' , 
can adopt the saine tjpesof successful pur,. 

. staI}ding of thescaleinvdlv~d, Nevertheless; .chasing techniques pioneered by private- ,', 
there is a w{despreadnusperceptipn about the,sector payers. Such evolution could build, 

, . Medicare program' that rp.ust be dealt with to .
incrementally through many,.Health Care . 

understand just how difficultit will be 't~
FinancirigAdministration (HCFA) initia

manage thETprogram. Th<itis the myth 'ofuni~ , . ' tives, but, if fully reengineered, the Medi-.. 
formity,'predictability, and graqwil change . 

'. care program would be quite different a' 	 , 

decad~,hence. Stich changes will ,require a Medicare ~an seem to be a, decepti~ely sim-" 
.n.e\;V, bipartisan poHticaF consensus. ' pIe alld easy-to-reform program.. Its enroll

ments, financing, and benefits are defined in , The next' section eh:tborates:on manageinent . 
statute. It has a centralized administrativ~. .

challenges, for the Medicare J?rogram's future if' 
structure (QHHS/HCFA); a uniform set~f .it is to be an effective health, carepurChaser~. 

'. regulation~; payment rates ~6r ho~pit""ls,,:physiFollowing that is ~ discussion of s~fic legisla
sians, ~nd other services that are specified by ,ti;ve changes' needed to allow Medicare to be an '. 

~ national fo'rinula~;. and a national quality aseffective pux:chaser and competi,tivehealtl) plan. c 

surance/peer review structure, the Profes-A Wrd section sketches a research agenda for. 
sional Review, Organizati6n(PR9) system"developing a Medicare' management strategy to ' 	 ,

Individuals who are not health services reuse these new.statutory authorities. A final sec
searchers also tend'to presume that health , tion discusses issues related to cqmpetition be
'~re is enough of ascience.that area-to-areatween <:t reengineered Medicpre program and 
" rates of service use will be roughly uniform 

competiitg prjv<:tte-s~or. h~alth plans. ' ' 
and that clinical practices ,change gradually, , 
primarily as a result of the steady accumulaTHE CHALLENGE OF' MEDICARE 
'tion~f scientific data. Amisperception that, .

MANAGEMENT 
'the health care system ise~olving in gradual.' 

For .the federal government,serious efforts tinifoim ways is also reinfqrcedbJ:: national, 
to manage Medicare as 'an 'accountable health health expend,iture ~dMedidm~ actuarial . '.' 
plan would be among the most enormous and,. " data that aggregate a vast ,number of complex 
complex tasks it has ever ,undertaken. To':"put .' ' changes and v~riationsinto single.categ<;)J;ies ' 
the. task on the scale of priva~e:-sector enter- such as "iri:tensity," . 
prises, the Medicare program, with $160 bil.' . The following sel~ction of dat~ illustrates 

lion of spending in 1994, has passed General . " 

Motors-with $154 billibninrevenues, the how far assumptionS of uniformlty and stea~y , 
nation's' largest priv~te cornpany-:-to ,becomechangeare.from the~edicare program's real~ty.'" 
the nation's largest business-we' operatlon.7 .Hospital~se.!Even 'on a:egional basis, Medi-' 

, In 1994, only three privately managed U.S. " '/'- care enroJl'ees' use 'of hospital care varies by " 
corporations (Gen,eral Motors, Ford>andEx- a ratio of 2:1-frem 1,735 days/l,OOO,en
xon) ha:d'more than $100 billiorl in revehue~" roliees in the western states to 3,455 days! ' ' 
III had' $50 billion or more in revenues; and 1,OOOenrollees in .the northeastern states in 
J 10. had $10, billion .or 'more in 'r~venues. To-, '. 1?92 . .AS. they have·for years;: hospi,tal· 

./ 
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l~n:gthsof stay contihue to average about '. 
50% 19nger'in the northeastern states (10.4 ) 
days) than for tht;! western' states (6.7 days).8

'. ' 


) . .iRates of chapge 'in hbspitaI:use by diagnosis~ . 

,. related groupings (DRGs)~ In the 1988-1992' 


period, hospital discha~ges for Medicare 

erirollees r9se. by 8.3%: Of the 65 Jeadi~g 


· DRGs, however, 0~1y' 12 had increases be-, 

tweenO<roand 20%.'Seventeen DRCs had' 

incre~s7sof,200/~ to. 40t}'0; 9 rose' by; 40% to 


, 60%, and 5 increased by more than 60% in 
the fC)lir-:-year period. The mbstrapid in:
creases w~re reported for DRG 88: {chronic 
obstructive pulmonary diseas~),.219°(0;DRG: 

· 462 ,(rehabilitation)/103%;'and DRG 214 " 
. . (back and neck pr,ocedures with complica
· tio~ a'nd/or con;l.Otbidities)i75%, Dis-. ' 

" chax:ges declined' for 22DRGs. Eleven' DRGs 
· had declines of petweenO%a~d20%; 8.de
· clines wer~ in'the 20% to>40% range; 3 de':', 
cli~edbyover40%; The DRGs that de-·· . 
creased 'most were DRG 90 '(simplepneumo
nia arid. , pleurisy) and DRG 96 (bronchitis 
aridastluna' with complications and/or co., 

· morbidities), 'which h~ddeclines of 52% and 
58%i,respectivelY·9. ". ,:.... ", .' ,. '.' 

• Nursing home use~ Rat~ o(nutsing home Use ;. 
,." 'varied, by 6:l across. stateS~ Minnesota resi- , 

~ .dentsused1,364 days/1/OOOenroll~s, Con-' . 
" 'nectictitresidentsl~daysl1,OOO enrollee.;, , 

and Indiana residents 1,067 days(l;OOO¢1.-' I 

· rollees in 199,2., Among the low-use states 
. were Maine (248 days/l,OOO enroll~sl, 
'Oklahoma (326 days/l,OOO enrqllees), a~d 

· . New Hampshire(327 days/l,OOO enrdllees).l0 
. . .' " ' 

:." Home health use. The rate of home health 
visits perl,OOO enrollees varied ~y more 
than 17:1 among states in 1992: The high-" 
use states included MississippC with/ll,786 . 
visitsl1;OOO enrollees and Tennessee; wi~h 

. l1,717.visits/l,000 enrollees; Atthe other 
end·of the range'were Hawaii~. with 668 

'. , . visits/l,OOO enrollees, a'nd South Dakota, 
'with 969 visits /l,obo enrollees. 11 .' .. 

" • 	Gro:Vth rate 'in 'part B spe'nding. Over the '. 
1986-1992 period',Medicarepait B anpual 

, ' , . , ~ - . ,. ' 

, I 

.e~penditures r0seat a; national average of .. 

8.8%. Here again, substantial national qiver~ 


... sity, rather th.m uniformity, is the dominant, 

. pattern. The rate of increase,variedinqre 


;'. than 3:1 .a~ongstates~from 4% to 5% an
, " nually.in California and Hawaii to between 

: ' i3% and 16% annually in South Carolina, '. 

: . De,laware, Kansas, Nevada, and North.Caro.;,' , 


lina. 12'. .......,'.. , .. \ ",: , . 


.• Growth in physicUin proce.dures:; Over the \. 

1991-1994 period, the grow(h rate of Part B' 


. ··services averaged 3.5% annually. ,Behind 

. these averages,. however, were' quite differ

ent and rapidly .changingpattems for differ-' 


.. ent:servic~s. Echocard~ograinsin:crea?ed at a . 
 .~; . 

19.3% annual rate, angioplasty at 17:1% an- . 

nually, .MRIs at ~n 11.9% rate, 'arthroscopy 


"at9.1%, coronary artery bypass grafts at ' . 

8.8%, arid joint'prosth~es at 73% per year. 

Among the declining procedures were tranS- . 

urethral prostate surgery, falling9.9%lanrn":;

allYl. and cataract lens replacements, falling' 

2.3% annually.13 ' 


" . 

A co.mmon,.sense vi~w, might be ,that high': 

· use areas would probably also be areas of 


hIgh overus~. This assumption was rigorously 

, tested. by RAND researCl)ers using 1981 data' ' 

for three procedures: carotid endarterectomy , 

coronary angiography~ and upper gastrointes

tinal tractendoscopy~:rhe rates per 10,000' ' 
 , 'r 

elderly varied amoI)g three sites by 3.~ times 

forcarQtid 'endartereCtomy, 2:3' .times for angi,,:, 

oplastr;,andL5 times for upper gastrointesti

. nal tract endoscopy. Their findings were that;. 

· rates 'of inappropriate use w,ere· not milch, dif~ 


ferent betweeh Im.v-useand high:-use areas; .. 

'However, rates o( inappropriate use for all.. 

three procedures were sfgnifi~ant, ranging . 
from 17%' to ~2%.14 <. 

. ,."On~might be ~kepti~ar abou't sotn~ of the. 
Medicare-reported'trends. (Were there really 

.. I 

major epidemics of chronicobstructive.pulmo
.. naiy disease. and' complicated back and neck ' 
· p~ol:?lems requir'ing hospitalization of the el

derly Jh~.t escaped th~national medii'1,at.teri~ 
.... tion in 1988-92?) But Medicare has spertta' 

, 
! 

. -6

http:annually.13
http:nually.in
http:enrdllees).l0


, ','\ 
, , '\ ! i::.,. 

" ' 	 " " " 

, . 

great q.eaiof effort and money t~ i1TIprove its 'cost, ahd 'sE;x:vice~ and it should also be avail':' 
data.systerns.To the extent that Medicare's ' able for Medicare administrators, " . " - , . . 

,payments do not acclIrately ~eflect~he senT,ices , Among 'the areas for possible' u'se o'fsuch, being ,provided .to its beneficiarie~1' then far ' 
a~thorities are:

'. mor~,is wrong about provider billings (and'" 
Medicare administration) than data errors. ", , .' Competitive purcliasing'oIstanda'rdized ser:vi~~s 

, 'and supplies, inCluding durable medieal "; , 
, e9u!prn¢nt,.l<iboratory, te~ting, radiology,''REENGIN~ERING'MEbICARE' ' 
;' and outpatient surgery, ',' ,'. ' ",,MANAGEMENT' ' , ,,\, 

. '" ' " . j.... . "', '. . . , ,. 	Eslablishf1len~ ,of e:rplicitquality ani service J , ' " ,The 	oftJyw,ay we're going to deliver, on, the, , , performance standards fmd refUSal to do businessfull promise, of qengineer:ing ,is, to. start reen~ . 
,with providers that do not measure 'up. For the , gineering ma1:zagemen,'t. " , 

• ~ 	 /. " "> ' ,welfare of,i~sbeneficiades,'Medicare needs, ' ,-}ames Champy r!O m?ve beyond th~ minimal' participation' , 
'reqUirements, tl1at ,are,now set, in legislation~If Mec;licare'were to,b~ o~er~ted i~'a more ,,',' 
, Ne'Y standardffor providers should include' ' 

\ busi~ess:like way, whatiIT.lport<!-nt changes ' ';" the HEDI~tjpe ,"report tard" andhe~lth " , ,sho,uld Cpngress consider ma,king in the Medi- , Outcomes~measures for which the Medicare 
ca~e progr,axp:'s authorities? Many goven:imerit- \ 

prog:~:nwilibe accountable (for example:" . , sponsored activities do have flexibiliqt siInilar 
physlcians who fell~ below 'certain standards to that found' iri.,:private:settor busin~sses'" ' 
in providing mammography'screening for these,a~tivities include~he Tennessee Vali~y their,patients-wouldbe dropped from the' ,

~uthoflty"and othercpower marketing authori program). '",' • " ',' " (, " " 
ti.es~ the Gpvernm~nt National Mortgage Asso,. 

\ ' ciahon, and the Feciera,l Reserve Board: But' '. Development and use oj-centerso! excellence and 
, gran?ng: Medicare, with $175 billion in'pu~;' ',', ' ~pecializedserVices cqntractil1g. Medicare now' , 

chasmgpower and 37tnillion enrollees a freer" uses such 'c~ncepts, in its coverage' fpr trans- '. ' " ' 
~ein will need to be done carefully ~rd 'plant services;, private-sector plans use selec-I " 	 , 

I',watche~ yigilantly.. . ',' "',,' 	 tive contiactingeven more wi'dely for m~ny , 
,'forms of surgery, c,ancer care, mental health," " ,hi general. b~rIl.1S' Medi~are needs the authorit~ 
,a~d so forth. Majorexpansions maY'be posto select provIders based on quantifiable measures, ' 
,slble to develop di$ease manag~ment and ,ofquality, outcomes, and service and to use com- ',' 

" prev.entive services fo'[ patients.witp. chronic ,petitive purchasing. The heartqf a'private-s~ctoi" ' , or hlgh-expenseiUnesses and for disabled
," :pla~'s,abilitx ,to, improve quaiity and assure " , 'enrollees.\Intelligent purChasing by Medi.:', ' 
, accountability i~ its capacity to decline to do . , ' 

care,cOuld call forth -better quality,'cost, and, 
. \ 	 "business with poor performers .and to ptove" " ' 

,J 

servlce compe~ition among provider&, 'to the 
, ' business t<?ward better perfomlers. In contrast,' \ benefit of Medicare beneficiaries ana tax,:" ' 
',Medica,re is"the prime'remaining exampleof· 	 /

payers.'Topreserve Medicare's role inas-i 
the tr~ditional insuran~e"anywiIling pro- " " suring a broati choice 0,£ providers, Medi~ ,

,vider"philosophy. To be certified as a Medi~ " 'car,e enrollees might still be ab.le to go to . , 
care pr~vider usually requires little more than' " " non..preferred ,providers, but with higher co..
state licensure or acc~editi3-tion,by certifying , payment rates. " :' , , 

• w' ,organizations, that are proviaer:..dominated. ' ' 
f 	 Congress has created a vi,r-tualentitlement for ' ' , • Use of ~qse man~gementfor high-co~t patients. 

health care providers to participate in Medi-' ' Most private~sector health'plans have tDe 
care, Co~petitive' prbcu'rem~nt isJ~ s.tand~rd pexibility to work with high-cQst-patients to 
busi,nessmethod for assuring goodqu(llity~ , 'develop serVicepac~ages/suchas home 

,/
; 
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care; that can'better meet their needs. The, Medica~~ might"alsobe ~llowepto engage 
Mecli~~re s'tatute doesnot permit such flexi~ . private,:sector law firms to recover on behalf' 

',bility, ,even when it would be ir(thebe~t ' of the&oveii:ui1ent. " 
l'nteres'ts', of the patient and the p.r·,o,gram. \ ,,'

• Authorizat,ion for ,Medicare to'organizeand oon
' .. With so many frail ~lderlyand disabled, ' traCt fior quality' assurance aUt,s discre,tion.,Since ' 
.'patients~ Medica,re, might be:able,to make 	 ' 

. 	 1965, the major initiative 1'0 Improve Medi
good use of such authorities: 	 ' 

care quality hf,ls beenenactm~#t6f the PRO 
• 	Eli~iriation of notice ofTiroposed rule~makii1g system., It is an expensive program (costing' 
, 	 process for purchasing. Like Gulliver tethered ' some $325 million in 1994), deals almost ex-

by many bonds"the Medicare program's .elusively withinpatient:hospital care, and has: , 
effective. use ofits purch,asing power is held been of questioned effectiveness. The 53' ' 
back by numerous technical constraints, , , , PROs are provider-dominated ,organizations~ " 
some pfwhiCh are appropriate to·.a rule- ,Most arephysician-sponsored; fpr example, 

, making ,ach:"Iiinistrative style but not, to a 'by local medical Societies, ,a~d typically have 
busines$-;type operation. Mqst important'of a board, of directors composed prfrnarily of ' 

, these is the Notice of Proposed, Rule ,Making " physicianS and other provider,represeJ)ta':' 
requirements that now involve at least. a ' tives. Meciica!e PartB services arE:dargely 
three-year process for major Medicare policy subject to qy:alityreview ,by the c;1a4ru;-paying, 

'i initiatives ·orchanges. ~uch rule-making is' carriers. As noted in an Institute of Medicine 
fre'quently, in essence" simply a statement of repor.t em' Mediearequality improvement/the 

'contiflctual' terr.n.S, tha~ is, what Medicare implementation of a newhealth-oriented nUs,,:f\ 

wilhind,will 'notpa:y for, u,nder whatterms, sion for the'Medicare program will require' 
and in what circumstan~es, Aprivat~ busi- far-reaching ~dmiI).istrative, contractual, and, 

, , ness that had to go through a ihree":ye<\r , other Changes that include reconsiperation 'of' 
process any time, it wanted to' write or re- , ' PROf carrier, and HCFA rolesY Would apri- " ", 
vise a contract with its ·supplier,s would 'vate-~tor purchaserf intent on improving , 
probably be in the/same financial predica- ' qualitY of care, ,want to be c9ristrained.tocon~ 
ment,as the Medic~re program. ; tracting with a medical'society or provider:- " 

, ii' A~th~rizatidn for Medicare simply to dr~p prOvid- ',' . domiratep organization?,' ' 
ers in the ltest interests of the program ,to ,deal," ' ill PubliCity about data ,on quality and, service. 

\ , 

with fraud and, abuse. lI1. recent testimony; a . , With the advent of BED!? .ind buyers in-
GovetnmerjtAccbunting Office, (GAO) ,official sisting, on ac~~untabi1ityf provider 'secrecy , 
noted that 'the Medicare program is' "over:" , about quality problems is being repla~ed by 
whelmed" by fraud and abus~ and .thaUt is ~, ' publieizeq reporting in'the private sector .. 
:'particularly 'richenvironme~t for profi- ~" •. ' ~. Statutory change should also allow thi~. apj 

',teers."IS, Among t4edicare's many problems '. . proach to be adopted by. the MediGlre. pro-' 
are the difficulties. 'of kicking providers' ou~ Of . grain. Such publicity abou't where physi

, the programa:nd thelirruted resources made, ,dans and hospitals stand compared, to pro-' 
,available by the Department of,Justice. A. . fessional benchmarks 'and guidelines can be 
recent GAO study based on studies of clain1s Ilmportant 'actsJn themselves' to, encourage 
denial rates for 74 services across 6 carriers ' better patterns of 'care ~nd serVice. " 

not~d thatone:-half of denied claims'we,re " II btlprovement of custo~er se:-Vice" The 'Medjcare 
submitted by' between 2% and 11% of proYld- ' 'prog~am has never had a strong customer 
ers,I6 Acting as abusmess-tYre purFhaser,' . orientatiqn, As an adjunct to the Social Se-
Medicare would have authority to, simply . curitY Administration (SSA), 'it ~tart'ed with 
stop doing business with, any' s~pplier, at its, 	 . ' , 	 . representatives inSSA's'district office,S" b, ut
discretioh, In areas of widespread fraud, " 

, " . . 
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it lost' t4es~ co~ucij:y-le~el stad~hen, . ,'dtieprocess'andtojudicialreyiewfor clain1s' I' 

HCFA'was established. Customer service is' " deruals. Much of the needed research w'ill'be" 
a~ ~I:ea i~whichMedicare is, atacompeti- '. useful. for competing private-sector health plans" 
tive'disadvantage vis-a.,visc.0Ill.peting, pri-,' '" since these plans. will face,· the same issues and 
vatehealt~ plans." ), . ( few yet have m~ch special expertise in rm.nag;

, .• E~Ctment of~pedal authorities/or Medicare it;ling care f,of the Medicare populations. .' .' ' 

, the hiring, promoti~n,andcompensation o{em- " 'Res~~rch'migh~help Congress,' ~~e exec;ut:ive 
ployees.There is no activitywhichisofiarg-" : branch, and other interested parties in the I 

er budgetary cons~quence or greater man':'" , following five basic areas: ' .".' " 
agement challenge for the federal govern- .. 	 ' 

, " 	 . • A national stra,Jegy for clinica..I 'el+ect,iveil.ess andmentover the next half'century thal1 the " :lJ' 
Medicare ptograrn~ Today, Medicare is " outcomes studies Jorthe Medicare populations. ; 

" i,This strategy cou~d be. built by analyzing the ' 
. bound py government-wide civil service ,.Medicaredata to identify, proceslures with" , 
',' procedures,. pro'moti9n, firing, compensation ' wide v:anationsthat seeqt likely'tq reflect " 

levels, and personnel ceilings. In business- ,'ci:veruse and wi.deruseor excessive rates of 
type operations, such as the ,Federal Reserve·' . . ' , ,. 
Board, Cortgress· has' been willing to makeinciease and· by prioritizingar~search agenda 
exceptions so th(itfederalactivities can be I/by p6te~tialpayoffsin enrolleeJealthanq 

. <;arried o~t with the. required.' ,professiona,l ,program cos.ts. ,It also needs' t~ include retom
'mendationsconcemingfundingfor the effort, 

expertise.' In particular, the Medi<;:are pro- '\,th~ ap'prop' rlate,meth6doloc-ies 'toassur. e 4Se-' 
gram may need such flexibility iUt is to. 	 o'I 

comp~te with priv,ate-sector plans.' 	 fulriess, and an ongoing system to a9tomati"; 
. '.' cally eval y,a te new technologies and clinical . 

.Certainiyso~e 'health~are ~roviders~and . practices, The seriousshortcommgs' of muCh' 
. competing. health plans~wi1l question: the' ·of thepu~lished literature. on medical treat..: , 
" Wisdom of. stich new Medicare authorities, But ment, well-knoWn' to clinical effectiveness . 

;' whX would beneficiaries and taxpayers want .' r~searchers,was highlighted ina ~ecent New . 

.:to, keep Medicare from being as ,good ~ pro- Yark Times story of a Canadian assessment of 


:: gram ils;it·can be? If MediCate' is expected ,to 'lreatmen~ for whiplash'injurythat foundoruy . 

.. ' :, 	c(:)[J:l.pete with private plans for eriron~esf whY,62 of 10,382 studies/met theevaluators'crite

should it not havec6mparable purchasing "ria for solid scie!1tific ev,iderice.18 


fl'bTty?' " . " 

eXl ,~1 . .' ",;:.Developmentoj I-ieDiS'-type "repor(card" mea~ : . 

" , ,,"\,. ~ .,sures for quality/health outcomes, consumer '. 
,A STRATEGIC PLAN FOR MEDICARE satisfaction, and service.! These data need. to' ' 
MANAGEMENT," .. 'be" collected at the, state a~d.market-area 

. 	 "I., _, ' _, . level, so that HCFA can manage its carrier / ')
If the,MediCare program, ~s an accot,tntabl~ I' " 

PROconttactorsaccountably and so tlYaten:' . 
heal th 'care purchaSer, is, to .beginto use these . rollees. have comparable data ,to priv~te-sec-:, ' 

,. authorities to deal with qtiality, service, and, tor pla,ns for makii)g their enrollment deci-', ~ :
cost issues, where should it start and what'· '. 

, '".' ,1". I' sions.These report card rp.easures need to
shotlldit do? Given ,the program~sScale and, be selected fot'their validity and reliability'
c6mpl~~ity, a g~eat deal of work wiU need' to .be .and should include inforl11ati0I1 that is im- . 
'done,to ,devise' an intelligent purch~Sing strat portant to:'coI1sumers for making choices " .'. 

. :'egy before. that' qi:H~stion can be: answered: in a " among Health, plans: . . . 
" 	way that has. wide professionaland'politieal 

support. As ainatter of law, Medicareca1)I1ot ' . II! 'Studies o/"best practjc~s"l;nalrmajo~ areas oj 
,deal wi,thsuch probl~ms in an arbitrary or ca . costs; quality, and 'service. Medicare is,a vast 
pricious manit~r,' Bene#ciarieshave' rigflts to' pr:ogratyt that has nbtbeen very amenable ,to 
. 	 :' ., .' .. ' ,. . . " 
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centralized,coqUnand-a~d-<:iontrol ma~age-' , 
, ment. Political dech;ion-makers and the " 

Medicare program [la,Ve rightfully been," 
extremely walY about trying to use govem

, merit coercion to change mediealpractices. ' 
Perhaps the best· way to foster'desirable 
change in a,competitive-choice market syste'm 
is to make sure thatpatients, providers, and,,' 

, competing health plans arewell-irtfotm~ , 
about the best pfactices and performance, 
benchmark staridardsthat they shoUld look 
. for in making purchasing d~isions or should I ' 

o,ffer to he'successful in the marketplace. The 
pri"ate sector's new purchasmg techniques, 

, and fueirapplicability to Medicare's popula~ 
, 'tionS, need to be carefully assessed." , 

" • 	Effective communication strat~gie~.' The' devel
op~ent of a national research effort for ef-; , 
fectiveness and outcbm~s ,stuaies, 'report ' 
card data, and identification' of best prac- ' 
tices need to be matc~ed by strate'giesto b~" 
sure the information is ,effectively ~ommunr
cated imd'that it takes into account'the 
ra~ge of sociologicai and other fact,ors that 

, need to be addressed' for effective change. 
Good clinical research data on outcomes' , 

, , ' and effective cOrru:Itunkatlon seem to have' 
'been al}. effect,iv,e'strategy in the reCent dE7 

, clines'in prpstrate operations,and cataract' 
"surgery,'two procedures that had been fu
, creasing rapidly until better information'was ' 

D;\ade 'available to clinicians and patients. , 

• 	A~sessment of "!Vhere both M~dialr~ and c~inpet:-: 
ing private health plans do and'do not work , 
well, and why. Ohe, of the itriportant open, . 

" issues for health policy is fo identify market 
conditions: where health plan competition , 
can 'impro;ve health' care' and where, SUchi , 

competition'does not work'well. In today's 
market, for example, while the Twin Cities 
area 'has' one of the highest national rates of 
fllvIO enrollment for the under-65 popula
tion, only 90;0 '()f Medicare, eligibles are ,en- , 
rolled. A possible reason is that fllvIOs can-
hot ma~e mJch, money or provide many , 
aciditional benefits for 95% otthe ,Medicare 
expenditUres in thisareir. Some analysts 

, , , ' 	 " I ' 

have also argued that r;nanaged competition 

will not work well in rural areas: If Medi- , 


,care competition is opened up to a wide 
 "j. 

, variety of options more attractive than ' 

HMQs-:-for example, ,PPOs, point-of-.:service 

(POS) plans, MediCare Select dp~o~, and ' 

other a'rrangemen:ts-marketreseard~ on" 


. ~'.their, comparative success cCl~ yield insights" 

'abotithow the Medicare program may need,:' 

, tq.be changed to bette~ meet the rieeds and 

, ,preferences of its enrollees. ' 


, . " 	 \ . . 

In addition· to these ',areas, there area niImbe; 

of special study topics that coilldpro~e useful 

for d~visiii.g,a strategy for.Medicare to operate 

.a~an aCco~table health plan. . 

.' Special studies orn~ed~ and' serVicejor Medicar~'s 

disabled poPulations~ Medica.Fe's 4 million dis:- ; 


, abled enrQllees h~ve beeI\ badly neglected by , 

. 'health p_olicy analysts : and in Medicare policy 


discussions. Medicare publisl).es very little. , 
, data on their characteristics; needs, and ser
'(vice ~. Nevedhel~ss, this is an,impOltant, 

group f<;>l- analysis, as its rateof growth (4.0% 
annually in the perjod i982-1992) is m.ore· 
thantwiceth~t of theeld~dy population (a 

.1.9% ~ual increase during the Sarrte. peri
· od);, th~ tmder-45 disability group has been 
growirtg even faster, atmost 11% 'annually:' 
over this period. With a penefit package fo- ' 
cused on aCute medical care., the Medicare 
program is' ~ot ;well-d~sign~d 'fo~ totally'and ' 

.. permanen.tly ,disabled persons. Since Ws ' 
groupis1;ffilikely tobe attractiveto pnvate:. 

· health ~urance plans, it is particularly im-':; 

. portani.that the Medicare program, as an, . 
.. accountable he'alth plan, make special~eff.orls 
, to be sure that they are being well served. ' . 
separate HEDlS-type ~easures may be need.." . 
ed for disable.dsubpopulations. .:. 

•. Specia~l studies, of high-use elderly populations.. 
, As is the case withr,the urider-:65 population; 
Medi~are'~ spendmgior.the ~ged is highly 
skewed, with about 5%:of enrollees account

· ing for about 50% of expenditures on cart~~' 
10% for about 70% of expenditures on care, 
and pbout 20% accounting for'about'80% of 

" I' ',. 
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expenditures on 'care~ Among the high-ex:. .. 'Better: risk~adjustmentmechallisms :dr:d procti-, 
pense populations are important subpopu dilres. It is predictable that the basic Medi
lations with chronic illneSS: Trying to iden- care prognim will continue to havea',less ' . 
tity these groups and analyzepcitenfialim healthy pop~lationthaiicompeting private 

"", provements in their care will be of particu health plans, at least fbr the foreseeable fu
lar import~ce for dealing with Medicare . . , , ture: This will ,be an ongoing~:area' of re- , 

. spending'issues. To the e,xtent,that such ",' 'search <:md policy amilysis. Perhaps an mae:- . 
high-use groups remain with the Medicare' pendent or quasi-independent o~ganization 
program, it will be even moreimportantfor , shotlld manage the armual,,,openseason"' .. 
Medicare to have a scientifically strong clini-, competition ben.yeen Medicare.and private ' 
cat basis: for ass.essing their needs:and car~. , . " health plans to help assure fair, well-in

• • 	 • I, • , , formed ¢hoice by eligible individuals. • speCial studies of disease management and pre.,., 
, 

'.' ' .. (' '.I • " . 

, vention initiatives. It ~ay seem uQusual to, ., This is an outline for a very broad and multi
'think about prevention and long-term dis .yeal: research agenda. Butsuch an effort is : 
eas~ manageIl1ent for Medicare enrolle,es, .' needed, by both public and private sectors., 

, 	but its el?erly enrollees are hl the progra~, '( 'Over the past 10 years the primary focus of 
'on, average, for over a decade, with s,ome . Medicare policy has been to design~. implement, 
enrolled for up to ,40 years; its disabled .en- , and' refine its price controls-:-using DRGsand a 
rollees receive benefitsJoreven 16nger~, resource~based relaijve value scale (RBRVS). ' 
Among, preverition ini~atives reported,1;>y Today, there is very little that, is "on the shelfu; . 

. HMOs for the over~5 are acti~ities to reo:: thatcru;. 1;>e implemented ih the short run.,' . 
: .' ',' s· " .duce' fallsi a:1eadihg Cctuse ,of hospitaliza tion " 

in the elderly, and to identify inappropriate " ,', 'CAN MEDICARE COMPETE 
prescribing and potential' drug-drug interat~ 

. 'tions. AS a~ increasmg number of pharmacy ~ )SUCCESS~LY? " 
benefit man,agement and, other firin,s de-' , , " Given new aCcoUnt~bilities, i1~w rrianagement 

'yelbp' disease manage,ment expertise, it 'will 'authority to purchase health care, and a strate
be imp.ortant to asse~s the potential of these. : gicplan for its future, c~n Medicare compete 
develdpments for the Medicare population,·' • successfully will1 private he~'il~ plans for the 
particularly in light of the many studies that ,benefit of the elderly and <;iisabled? Why,not : 
show misprescribir\g for the eldetly~ .' , just leave Medicare alone as a traditional bill-. 

,'. Policy developmentforpost-~cu.t~ ~ospital ca,re.' payer and hope that it will whither away as . 
, 	 .;- , " beneficjaries choose better-managed priyate :A p',articularly ,rapid paft of Meaicare's re- ' health plans? There will be those who believe 

cerit growth has ,been -in post-acute hospital 'that privately managed heal"th ,care plans, will, 
" care., Between 1992 and 1993, Medicare , " , out-perforrri. any new-model,governirl.ent-run , ' 

, spending for home health and.skilled nu¥s- . ,Medicare program in,head-to:-headcornpetition 
ing care eac~grew by 'about 40%, to a total' ,. 'and that trying to,manage Medicare 'as 'acorn:" 

" ,oJ neiuly $17 'billion. Rehabilitation therapy, , , petitive hearth program, i~. h.opelessor. unwise." 
, claims are growing about 30% a year. 19 This' 
.en.tire policy ,~rea needs careful review, in 'N.eY~rthele~s, ,the Medicare program isst~ll 

, 'conjunction with the Medicaid program, . the choice ,of over 90% of its eligible popula
which is the nation!s largest financer 'of' tion (~nd,ina majoritY ofsfates, of9~% or' . 
long-term care, to rationalize the service, " .. ·more of eligibles),. and it, seems premature to 

. ,.. 
efforts. Standards of appropriateness of care. predict Medicare's demis~ or to make an un~ 

, are more dif,ficult to come by in ,this area . chapengeable case 'about private h~alth plans' 
than for' clinical effectiveness and outcomes interest' and, ability tocompete,'on a nation-' 
stu'di~s~f acut~care,.' ,1 ' ,. wide' basis: for the MediCare population, 

) , 
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particularly its high-expen,se frail elderly, duo:" ",actu~lly pay claims. Federal employees' 
'nically ill,and di'~abled populations. Given the' oversee a system o;f some 74,priyate contrac
current situation, it :would be a high-stakes tor~ (called interm~~ia~ies and carriers-:

'risk to ignore upgrading:Medicate,and place , mostly Blue Cross/Blu,e ShieJd plans or, 
" ,lall of the nation's Medicareb~dgetary bets on " ",' commercial insurers) that actually run the 

, , presumptions. about the success ofprivat~ , program on a day-to':'day ,basis. Th~se pri

sector pl~ns that may prove to be wishful vate-sector ins'urers--l.themselves now in

thinking. In addition, the federal, government ,volved in ,developing, and ~anaging private 


-has a number qf strengths to btiildon in,try,.. health planS-:-bring administrative flexibil

lng t9 ,make MediCare (1' better program.,' ity, staffing and subcontracting capabilities, 


!. Among these strengths are: . " , , , 'artq expertise in local markets. ,When Medi

\ ' 

" Glre was first established, its contractor sys, • Good .tra~k record. It is fashion~ble to dispar , tern offered adnunistrative capabilities the ' 
age goverrunentcompetence, but, compared government did not possess and could not " 
to much of the private insurance industry, ' develop on, the scale and In the time frame 
the Medicare program has an excellent track that w~s needed. A well-manageqMedic~re,record, !or innovation andefficiericy; Within . ," . . . 

program might be aple to take ,advantage of 
,its, statutory constramts. Through the use of this flexibility~ in'ne~ relations with its conDRGs and RBRVS, Medkar,e'has led prjvate, tractors. As discussed ina recent companion . 
payers in reducmg paYments for overpriced piece,20 the Blue Cro~s Blue Shieiq, Federal -('procedures and ttsing,purchasmg power to, 

Employees plan managed' pharmacyber:'efits, " restrain inflation and ratiohaliZ~ payment, , , prQgram offers a model ,for }:tow state';-of-the- ' 
rates>Medicarehas also led in investing in 1 ., art managed care programs can bedevel- , 

I 'medIcal efficacy, studies and protocol devel-. , oped and offered irl:a, government-fmanced 
,: opment to improve clinicaJ pr~~ces reflect framework for public beneficiaries. MediCare' ing outcomes research (t~ough the Agency , might be ableto cross~fertilize between ' ," ,, ' for Health Care PQlicy and \Research ' 

HCFA's ru~e-m:aking and bill-payirtg 'culttiie' ",[AHCPR]); p~blicizing ,inforxnation on com
and th~ privflte payers' purchasing cultUre 

parativ~ provider quality, for example, hos- " 
to produce hybrid plans through joint efpital :mortaiityrates 'and nUrsing home're , forts with its primary contractors. " 

views; setting up standardized data .systems; 
, establishing electrc;>Jl.lC submission 'of chlinis; , ,.' Public trust and freedom ,of choice; While gQv
and ,overall administratiye"efficiency. In all: e;rrunent, in general; may;be viewed with 
of these' areas" Medicare still hetters the pri- , distrust and suspicion by many voters, the" ' 
\rate .insurance norms. Among 'recent inno~ " 'I Medicare and'So,cial Securi ty programs re~ , 
vative steps are, beneficiary surv-eys,a, ~o~- tain strong senio'r citize~ sUppOI,"t. Medicare 

, sumer information strategy (immunizations, ' , r,em.ai,ns the program of choice ,of the el": , 
mimunography)" a coronary artery bypass , derly. In the Medicareprogra,m, enrbllees ' 

'surgery demonstration with bundled paYi, - have much broader freedom to choose a ' 
. " '. 'f 

ment'rates, MedieareSelect 'demonstration5., provider than h\private managed tare 
· and performance contracts with PRO~. With plans. They also ,have legal rights, and due 
a new statutory mand~te and authorities;, processes that help to guarantee their bene-
Medicare mayal~q excel in new ,competition , fit&-and an ability to appeal to their mem
vis-a.-vis private health insurance plans., , bers,oF Congress 'for assistance. ,; , ,,' 

• Flexible administrative structure. Medicare is • Enormous purchasing pawer. Medicare is the . 
" , I . " • 

~ormally thought of as a govemment':iun nation's largest health care purclw,ser, with, 
program, but, in fact"no,federal employees - an estirnated$175: billion of spending in 
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Thirty years after Medicare's eO(ic'tm~nt,~· .:' 
much-ri.'eededd'ebate about Medicare~s future is 
taking place; its focus is \.vhether(~nd how) the ' 
Medicare program should lie rethought in light 
of the pri~ate sector's transitio,n from bill-p~ry:" 
ing insurance to accountable health care pur- , 
'chas~g. Whether,one favors Medicare reforms 

, alorie, more p'rivate plan optionS alone, or a 
, '/ "two-track" strategy thatinc1udes bpth " ' 

approaches (the possibilityraised-irl this paper), ' 
:there are good teasonsto proceed with caution 
in use'pf eit~er' Medicare's ne0 busin'ess-type 
authorities or newcompetitive,arrangements~' 

, 	'The welfare,of37 million elderly, and disabled 
, 	individuals is at stake. While His attractive 'to 


envision improving the Medi~are'program, it is 

also important to'realiz,e that discretionary au- ' 


, , trority can also be misused~andcoJ!lpetitive ' 

forces can go awry. The Mediccfre,program 

could be made worse if iHs subjected to, unreal- , 

is tic budget pressures and itS new authorities " 


, are used to ration services, or,if competing' ' 

plans "skim" th~ Medicare eru-ollmeht. AS, well, 

the American tradition of public managem~nt ' 


• -based On the viey.r that government officials 

shoulci norbe ailowe'd to act m,ways that are , 

arbitrary, capricious, and unfair"':-lias usually 

insis~ea on "agoverrimentof laws and not of 


'inen." But -protection of Medicare entoll~s ifl, 
priYate plans' from po~r, HMO practices should 
be no less anissue.21 With broader administra

'tive discretion for political appointees also 'co: 

m,es increased possibility for the application of 


, 	 l,

political pressures, from C9ngress ~d other ' 
,soUrces, and the PltI:suaIlce of pe'rsonal agendas. I 

, Perhaps the MedicarepFogram is'unrnanage-\ 
able onyi11 prove to be so; perhapspqvate pl'an 


, enthusiasm ~bout the profit poten~al of Medi
;" care enrollees will abate,'For many such rea- . 


sons, there will 'need to be a great deal of. 
oversight and vigilance about Medicare 'and its 

.J competitors, JuSt asCongress established the ' 
, Prospective Payment Assessment Cori:unission , 

and PPRCto advise on development of Medi
care price regulatiqn, it may'also wish to estab-, 
hsh a similar aqvis'ory commissiOn f,oran imple~ 

" mentation period of market.:.oriented Medicare 

., reforms. ' ":," ': ," , . 
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I REENGINEERING MEDICARE, ' 
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,ETHEREDGt;1S'CHALLENGE ' " " , , , ,! ' 
, In "Reengin~ring Medicare: From Bill-Paying' Insurer 'to Accountable Purchaser, U j • 
Lynn Etheredge argu~ that Medicare should emulate private health care plans in . I" : 
using the competitive marketplace to contain costs and improve ,quality and 'service. I:' 
This reengineiering would rest primarily on the adoption of reporteards thatassess ". , " 
Medicare's p~rformance and new authorities--of the sort available to private sector' !' , ! 
heaJthplans7~6purchase health care on the basis cif explicit quality and other criteria :II 

and comp~tive performanc~. With these new authorities, Etheredge argues" " • 
Medicare/could do everything from,establishing expliCit quality and service, I. 

, performa/lce $tandards to publicizing data on quality and service. "Th ere are,", i 
, Etheredge notes, Ifgood reason$ to proceed with caution in use of either Medicare's :, 
new business-type. authorities or new competitive arrangements. The 'welfare of 37 'I 
'million elderl~ and disabled individuals 'is at stake. n , ,,' .,,'.' ", ' : I: 

I
i 

' 
J • 
I . , REENGINEE~ING MEDICARE MANAGEMENT' 1,' 

Etheredge cit~d several areas where Medicare cOLild select providers based on ! 
"quantifiable~easuresandcoul~ use competitive purchasing. They are listed below, 
-I , 

followed by fv1edicare's current efforts: ' , ' I' 
I 

comp~titive purchasing of standardized services and supplies, including -! \• durabl~ medical equipment. (p. 7) ,I' 

kuthO(ity to purchase medicai equipment and supplies and other Part B j : 
services on a competitive basis is propo~ed as part of the President's I: ' , _ 
pudget package.' , ;' 1 ,.', I ' 

:' " , i ' 
HCFA is currently considering a demonstration for 'competitive pricing of:l : 
'~urable medical equipment that could begin in FY 1996.. ", ' ':1 " 

. ' ; ," . , ..",,' .' ,'I,: ' 

• 
 Establ;shment o~ expffcitquality. and service performanceslandards and " 'I ! 


refuse1to do bUSiness with prOViders that do 1I10t measure up. (p. 7) :, .; , 

. " I,!-iCFA is developing supplier standard's-for:durable medical equipment' 
. and services to incorporate quality standards, for example,' as they 

, relate to,the demonstration.and use of medicaJ equipment. " 
I ' , , 

'As part of the revised Conditions ofparticipation for home health' 

~g'encies, HCFA is developing a standard asse.ssment tool to measure 

rhe qual,ity of care provided to beneficiaries: Ultimately this ;assessment .. 

j -" • >., 

. \, I I 
I 

I 

I 
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tool will provide both providers, and regulators the data they need to Ii !
Improve qua/ityin this setting, 'I',: II 

I;j I' , 

tiCFA is also 'rewriting the ESAD conditions of participation to focus nI, " 
I, . " I 
more on outcome measures, ji I
I ' ,: I, 
! 

edicare-contracting HMOs are required to have internal gualitye. 
surance s stems that include stressing health outcomes; providf3'fd I: I 

!i I .peer review by physicians and other practitioners; us~~tematic data 
. pollection of performance and patient results, and instit':lt$~eded . 
phanges. ... . .,' 

• 
 Devel~pment and use of centers of excellence and speclalizedse,.y!ices :i 

contrfting., " . , ',I I . Ii 

)HCFA uses the centers of excellence approach ir) selecting heart and 11 

~iver transplant centers, We also use specialized contracting for C/'ASG ,1 
tand cataract services and :are expanding. these in FY 96. • j 

be President's budget package prOQOses a significant ElXQansidn of . 'I 
~hiS strategy to other .services, ' , , ' , ! j 

: ' ,,' ': 'I ! 
IRisk HMOs use selective contracting to arrange for the provision! of /; 

I:IIcertain specialized services. 
I, 

. , ~ i 
'I 

Use of case management for high-coat patients. (p.7) :i• 
" 

I' " ' , 'I
1 ' , ' " " ' ' , ' 
!HCFA currently pays for three types of case management services II

i ' lunder the physician fee schedule: ' 
I ' , 
i I 
Ii) the monthly caQitated payment for End Stage Renal Disease 'II 
j (ESRD) patients; .! 
i 

iii) the weekly capitated payment fOr radiation ther'!llY management; il 
I andj . . . . '1j: 
I 

/...) , I 
:III the payment for care plan oversight by physiCians who provide I: 
I i:

these services to patients in ho~pices or those receivin.g home IIi 
r health benefits. . Ii,I
I I! 'I:,(Risk HMOs may contract for case management of high cost patients.
IHCFA intends to study how this concept might be developed and . ! 
joffered to beneficiaries who are not members of such health plans. r,; 

I' 
I 

I 
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1 !~nits proposed physician fee schedule for CY , 996, HCFA is soliciting 
~nformation. recommendations from the public on how primary care 
Case management can be made available as part of the Medicare fee- !: 
for-service system. . ."; ,'" ' . 
j " . 

j: 

I 

~CFA is testing the use of case management for high cost Medicare. ;: : 
peneficiaries in three sites and the evaluation, report is expected in FY 'i!'r6. Expanded demonstrations are pl?ir1ned for FY 96-97. i; ,i 

Ellmin~tiOn of notice ·of proposed rule-making process for purchasing. I "I• (p.S) ! .
,I.,!:

,I 
. , 

As Eth1eredge notes~ HCFA does not have the authority to eliminate the 'rule-: ! ' 

makin* process. However, HHS has streamlined the regulations process in a !; 
; . 

numb~r of ways. We are also exploring other means of increasing purchasing! : 
flexibility, including the use of contractor manuals,and other tools. " ! . 

j . • ;I " , . 

• Authorization for ·Medicare simp.ly to .drop providers In the best interests ofl 
the program to deal with fraud and abuse. (p.8) I 

!' I 
IHCFA and th~ Office of the In~peclor General are co,,:sponsoring -I 

IOperation Restore Trust. It is to target fraud and abuse in the DME, ! 
!home health, and nursing home industries. We expect that the effort will! 
jlead to the exclusion of some suppliers and providers. " ! 
I 

, ,jFraud identification will be greatly improved with the implementation of I 

-.:the Medicare Transaction System (MTS). The integrated data proVided! 

:by MTS will greatly assist HCFA in detecting fraud before inappropriate I 


. ! payment is made. I 

J . I 

IThe consolidation of DME claims processing into four sites has resultedl
IIin quicker identification of suspect suppliers. ... " 

. , 

. ~.-AU~hcti.utio~ for Medicare to organize and contract for quality assurartce • 
I 

at Its piscretion. (p. 8) _ . '.' . . , , , . ,. i' . .... . . . ' . i . 
I :To en~ure that HCFA gets the best value from its PRO and ESRD contracts, 

HCFAj is implementing a performance-based evaluation' approach based on 
qualitY, improvement measures. ,These measures will'allow HCFA to target 
contractors' work in areas that the contractors are most successful, and'in the 
worst ~ase to terminate contractors based on failure to perform. . ,I ' .. 

3 
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I 

• - 'pubUc~ about data on quality and service. (p. 8) 

j " 

As part of its Medicare Choices initiative, HCFA is sponsoring a study to 

~etermine the types of information beneficiaries want and need to make 

~nformed choices a~out health plans. ,,' 

j , , 

~CFA is a~arding a contract for beneficiary information,9ducation and 
marketing in FY 95 that will inClude some type of report card information 

i; 
! 

that can be used to compare quality and service across managed care ! 

plans. 
I 

I 


'. Improyement of customer service. (p.8) 
I ' " ' , 
I, , ' , 

HCFA has made a major commitment to improving customer service in the'last 
two yeiars. It has published a customer service plan outlining specific 
stand~rds for customer service and a promise of ' continuous improvement. By· 
September of this year it will have established, in cooperation with DHHS, ' 
stand~rds that will guide its performance with respect to its grantees, (States 
and re!Search institutions). Among the more notable of its customer service 
initiatiies are: , ' 

IHCFAOn-Line, a comprehensive communications strategy designed to 
, !coordinate activities of the Agency and its partners to respond to 
Ibeneficiary information needs with flexibility, accuracy and speed. The 
iPresident's budget proposal includes HCFA On-Line. :
I ' 
!a demonstration project to examine the feasibility of establishing a 
Inational 1-800-MEDICARE telephone ,line, to provide a response to any 
IMedicare problem., ' 

Ithe development of pustomer serviCe plan~ by all cont~adors
I(intermediarieS and carriers). 

evaluation of all beneficiary focused publications to assure that they are I 

r:eadable and informative. 

II creation of beneficiwv fo~s groups on fraud and abuse, Medicare 
! 

, ( 

I coverage policy, and managed care., " 

Iredesign of th~ Explanation of Medicare Bene~its so that beneficiaries 
will have little or no trouble understanding their benefits. 

i 
I 

the funding of grants to organizations in every State which provide, ,! 
information. counseling and assistance to Medicare beneficiaries, 

4 

: ' 
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I ' 

collection and analysis of information concerning beneficiary j! 
Ii : 
i 

, " 

satisfaction through the Medicare Current Beneficiary Surve~. /' i 

• 
 SPeciJ, authorities ~or Mel:llcare in the hiring, promotion, and 	 II ! 

comp~naation of employee$. (p. 9) " 	 '1i; 
I" I' ;
~CFA is pursuing a number of improvements in its hiring system. ' :1 : 
I' 	 ( : 

,I) HCFA no longer requires the lengthv and cumbersome SF 171, ' Ii i 

, I the standard government application form.Uke private sector' :!;

I ' employers, HCFA assasses a candidate's qualifications based on Ii ! 

i a traditional resume. ' , ',J: 

1 .ji 

iii) In addition to being~n active participant in the Presidential II i

I Management Intern program, HCFA has also developed several :]:

I programs including the Outstanding Scholar and Scholar Intern ii: 

'I programs to encourage Qarticularly gifted ,young talent to enter 'jl!! 

j federal service with HCFA. " 1
' 	 !: 'I '.1m) 'Through the programs mentioned above and other recruitment ,!::
I teffOrts, HCFA iS WIorkfingcttothincdr~ase'tythefdtihversity °lf i~t workforce II.!I 0 more accura teyre le e IverSI 0 e peop e J serves. ,'i' 

jiv) HCFA also takes advantage of recruitment and retention bonuses,! i 
, I to attract and retain certain specialists. ' , d : 
I ' ' 	 ;i ,: 
! 	 ,i!, 

STRATEGIC ~LAN FOR MEDICARE MANAGEMENT ' , / , 	 '1'.'1 
Etheredge c$lls for research in several broad areas, as well as in' special study areas, i , 

to help MediPare become a mora accountable health care purchaser. Again, HCFA if:' 
has extensivr research ,~ctivities und~r way, as the following bUlletsshow:i ! ' 
.' 	A nat~onal strategy for Clinical effectiveness and outcomes studies for the 11 i 

Mediqare populations. (p., 9) :! ' , 
, 	 . Ij ( 

, 'ji HCFA, together with the Department,of Defense and the Federal jf: 

Employees Health Benefits Plan, has joined private sector purchasers tq: 


j 
I 

form the Foundation for Accountability'(FAcct}, a new organization for i 

Iquality improvement and managed care accountability .. The intent of I

', FAcet is to leverage the collective buying power of the participating I

I,organizations to ensure our beneficiaries' needs are met and to I

!eliminate unnecessary duplication of individual quality improvementandl 

iHMO accountability efforts. ,', ' ! 

, 	 :j 

i 	 Ii
II 
i5 	 I 

r. 
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i! I 
,I r 
'HCFA has joined the ESRD networks and the renal community to , 

j' I
I;; ,kJevelopthe ESAD Core Indicators Project, HCFA's first nationwide, 

,population-based study assessing opportunities to improve the care of iii 
:1 

I" 
:j I .

J,adult ESRO'patients. The, project will be extended to other E~RO " 
~reatment groups over the next few years. - " 

, iHCFA is developing the Medicare Quali!>, Indicator System (Mal§) to ' j: 
jmeasure access, appropriateness, outcomes, and patient satisfaction for!: 
lpreventive, acute, and chroniC care services in both fee-for-service and :: 
!managed care settings. MQIS will use practice guidelines sponsored by, 
[medicaJ societies and AHCPR to'profile patterns of care. ' 

• 

j", , 


"Oevelppment of HEDIS-type lireport card" measures for quality/health 
outcomes, consumer satisfaction, and service; (po 9) 

, 

I
1 

HCFA is'partnering with the Kaiser Family Foundation and the National 
!Committee on Quality Assurance to develop a HEDIS-like set of 
;performance measures to support the evaluation of managed care
Iorganizations that contract with Medicare. 
f "" . . 

l'n 1993, HCFA launched the Cooperative Cardiovascular Project, 'a four;1
!State pilot project aimed at measuring and improving the quality of carel!, 
; given to Medicare beneficiaries hospitalized for acute myocardial !! 
1infarctions (AMls). ,HCFA is now implementing a nationaJ program to :: 
1imp'rove AMI care based on'the results of the pilot project.,' ':; 
, , 

j . . . 1" 
,!HCFA is developing surVeillance reports to be used by PROs to monitor: 
) the care provided to Medicare beneficiaries in their States. PROs will be 

, iexpected to use their surVeillance data to conduct pattern analyses ,both! 
; : 
; I!by geographic area within the State and in State-to-nation compariso'ns/.. -'. , 

.' Studl~S of Jlbest practices· in' all major areas of costs,quality, an-d $ervice~i 
(p. 9): - ' '; 

i ,!
i HCFA is convening a series of exploratory meetings with emplo'lers" ii 

i purchasers, and providers to identify areas where Medicare can ':;
I collaborate with the private sector to improve benefiCiary understandingr 
I and satisfaction with different types managed care options. ' 
i,· . 
:, I 
i As part of its outcomes based survey process, HCFA is working with the !'health care community to deveiop best practices standards of care. ! , 

Examples of such standards include reducing the rate of use of 
restraints in nursing'homes'and improving the adequacy of dialysis in i 

6 

i 
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, 1. 
, ~emodjaJysis, facilities. !' 

'~CFA is working with clinical specialtY societies and patient advocacy" j. 
broups to develop performance measures of consumer information arid '!i 
freatment for several clinical conditions affecting the Medicare' 11 

population., ,," ' , ,.. ' " :i 
" ii 

I;
j;CFA encourages the PROs to use AHCPR guideHnes, as standards in Ii 
their quality improvement projects. ' "', " i 
j 'I" 

• 
, i 

Effect~ve communication strategies. "(P.1 0) iI ' 

HCFA ihas undertaken the consume;:I~formation Strate~¥l a, national and local Ii 
public/health campaign to encourage beneficiaries to use preventive health :: 
care s~rvices while providing them with current, data·driven information so thatli 
they can make informed decisions about their health care. :i 

.,1 • :1 

• 
!. 

Speci.1 studies of needs and service for Medicare's disabled population~, il . 

~1~ , , '",' j 

iAlI HCFA RegiQnal 0,ffices have started outreach activities to advocacy Il j!,groups for the disabled to better understand their needs., 
I 
I ' I: 

I:iHCFA is assessing the impact of Medicare coverage golicies on the i: 
Idisabled population with a vi~w toward making changes. ' Ii 

,. 
. Ii" 
I , II 

1 HCFA' is sponsoring several demonstrations to look at models of care l: 
ifor disabled beneficiaries, including long term care and beneficiary- J
icentered care. i; 

• 
. l " ,', I' 

Specl~1 studies of high-use elderly populations. (p. 10) " I 
! " ,i


, i HCFA has focused many research resources 'over jh~ years on issues r 

' I pertaining to elderly beneficiaries with high service use including high i! 

: ,cost hospice, access to physician and hospital services, use of nursing h 

! facilities, home health, DME, and other Medicare benefits. i! 

J !I 

:Oemonstrations suCh cis the Nursing Home Case Mix and Quality, On Ii 
!Lok/PACE and many others investigate methods by which providers arJ: 
i adequately paid for services for extremely frail beneficiaries. i 

• 
; , I 
! " ," 

Spec,al studies of disease management and preventicm initiatives. (p.1 1) 

j HCFA has sponsored several recent major Qrevention initiatives 
I ' 

i 

,j. ", 
,,
: 
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'ncludin ma mo ra h and flu vaccine,focused on getting utilization 

ata out to communities and identifying areas where there are 
isparities in utilization by race/ethniCity. 

~ 

~CFA has spons~red demonstrations to identify the most pro.....mising 
jPteventive services for Medicare coverage. 	 ' 
j. 	 ' 

Ii I 
II?LHMO plans are selected to develop geriatric services within an 	 :1 

q : 

. jintegrated service delivery network. , . :' I 

I ' , 

ISlHMO ESRD site is being dayeloped to test capitated approaches for 
Ibeneficiaries with ESRD. "", 	 .'
I 	 ' . 

I 
I 

I 	 ;~ i 
. -, 	 lHCFA's Alzheimer's disease demonstration, which recently concluded I! i 

jwith evaluation results pending. tested the impact of a limited, Ii ' 
!community services benefit package. , ., 

I! " . 	 :/
.+ Policy development for post-acute hospital care (p.11).!·

! 	 ,j 
I 	 ;. 

lHCFA has been looking extensively at policy for post-acute hospital 	 i; ! 

jcare. : 	 ;
I' . . ' ,.'. 	 i 
ii) The Medicare Home Health Initiative has undertaken an effort to r
I ' identify, develop, and implement improvements for the entire Ii 
i home health benefit.' 'il 
! 	 . 
i ' . 	 I' 

1 ii) In order to control costs of non-inpatient therapy services, HCFAj:
j is developing salary equivalency guidelines for contracted Ii'physical therapy,Jespiratory therapy, occupational therapy and HI speech language pathology. " . : 

I
!HCFA r~ognizes the significant growth in the costs" and utiliiation of /.
i post-acute care services under Medicare and has directed significant :1

!policy development efforts to tha~ area. The following are examples of ii 

I these efforts:. . . 'I 
j " , .j" 

) i) HCFA has developed legislative proposals that would give .HCFA!i . 
, authority to implement a first-stage prospective payment system :i 

for SNFs. The PPS would initially target routine costs and later d 
1 	 . inc~rporate ancillary costs. . . : I 
I • : . .' . . , . 	 Ij . 

! ii) Development of prospective payment demonstrations for SNFs i! 
and home health agencies. The SNF PPS demonstrations will te~t ! 

a case-mix system of PPS in six States and goes beyond the ., 

8 
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I more cost-based legislative proposal. I 
i 

, ,iii) .HCFA is developing a rule that will requir~.,SNFs to electronically , 

I 
I submit the nursing home minimum dataset'r'eSident assessm~r1t.. 

: ~ 

"i 

I instrument. This will create a valuable data re.sot-!rce for studying :. I .j 


'i 
I care patterns, resident conditions and 'outcomes. 


iv) HCFA published detailed hospital discharge planning' 
. i 

I : • 

requirements to assure that hospjtaJ~it:liti~~e Pos.!:',SH~ct'l~ge "., " 
planning early in the hospitalizations of patients whp ~~ likely to ..:: . 
require'it. These regulations mandate, that the farniliesof the . 
patients be involved and that the hospital continue!o assess the 

. effectiveness of the process. ' i ,,:" . " . 
1 

. ! 
IV) HCFA has developed a L!niform needs assessment instrument 

i (UNA/) to anticipate which services or types ofl'Caie'WiI! De ~ ,: '''-',,:. • 

i . needed at the time of discharge. The goals of the UNAI are-two ••.
! 

'. I fold: 1}' to improve the qualitY by creating a clinical standard for ,: ' 
assessing care needs/discharge planning;' and 2) to improve 
I consistency of decisions made by fiseal intermediaries for post

1 
! , acute care services. ' . 

I ' , ,

• 
 'Bette~ risk-adjustment mechanisms and procedures. (p. 11)' 


i 
_. . i HCFA has ~nderway several million dollars of research and .. 

1development efforts to develop more effective risk adjustment methods. ;; . 
! '.. , . 

j Research efforts are underway to test diagnostic cost-groups and , .' 

!ambulato!y'care grougs and will conclude this calendar year. ! . ., 
i 

1HCFA will include several risk-adjustment mechanisms in 
.. 1demon~trations such as those under the Choice initiative. 

" 

j 
I, 

jAll these eft~rts reflect HCFA's interest inpr.oceeding vigorouslY,but with ¢auti~:)n, in , , . 
considerirjg !new business-like authorities and new competitive arrangements. " 

, i 

. I 
I 

;. 

! , ,: 

, , 
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REENGINEERING MEDICARE 


,E:THEREDGE1S CHALLENGE ' ' , 
, : In IIReengin~ring Medicare: From BiII.Paying 'InslJrer to Accountable PurchaSer, II 

Lynn' Etheredge argue that Medicare should- emulate private health care plans in 
using the competitive marketplace to contain costs and improve quality and service. 
This reengineiering WOUld. rest 'primarily on the adoption of report cards that assess 
Medicare's p~rformance and new authorities--of the sort available to private sector ' 
health plims·-to purchase health care on the basis of explicit quality and other criteria 
and competitive performance. With these new authorities, Etheredge argues, 
Medicare couJd do everything from establishing explicit quality and service 

, performance ~tandards to publicizing data on quality and service. "There ,are, II 
Etheredge no,tes, '·good reasons to proceed with caution in use of either Medicare's 
new business-type ~uthorities or new competitive arrangements. ' The welfare of 37 
million elderl~ and disabled individuals is at stake. 11 , 

., _,~ i 	 " . j 

REENGINEEAING MEDICARE MANAGEMENT 
, Etheredge cit~d several areas where Medicare could select providers based On 

quantifiable n;easures and could use competitive purchasing. They are listed below, 
followed by ~edicare's current efforts: 

i ' , 
• 	 Competitive purchasing of standardized services and supplies 1 including 


durabl~ medical equipment. (p. 7) 


Authority to purchase medical equipment and supplies and Other Part 8 
services on a competitive basis is propos~d as part of the President's 
~udget package. 

HCFA is currently Considering a·demonstration for competitive pricing of 
~urable medical eqUipment that could begin in FY 1996. ' 
, 
I 

• 	 Establ~8hment 01 explicit quality and service performance standards, and 
refuse!to do business with providers that do not measure up. (p. 7) 

I 

I 


~CFA is developing supplier standards for durable medioal equipment 
and services to incorporate quality standards, for example, as they 
~elate to the demonstration and use ofmedical eqLiipment 
I 	 ' , 
i ' 
'As part of the revised conditions of participation for home health 
agencies, HCFA is developing a standard assessment tool to measure 
the quality of care provided to beneficiaries. Ultimately this assessment 
i 	 ' 
I 

, , 
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dI' 
I'i 	 /;j , 
iitool will provide both providers and regulators the data they need to, IiImprove quality in this setting.' 	 ' r: 

i . 
t-fCFA is also rewriting the ESRD conditions of participation to focus 
more on outcome measures. 
I 

,: 	 edicare-contracting HMOs are required to have internal quality C', ,I:,: 

surance s stems that include stressing health outcomes; provid~lfor ,I 

peer review by physicians and other practitioners; 'us~~tematic data !I 
, pollection of performance and patient results, and institute~eded ,.,' 

phanges. , ' ' 

• 
i 	 ! 

DevelQpment and use of centers of excellence and specialized services:li 

contr~tirig. ' ( . '1 

i 	 " 
1!HCFA uses the centers of excellence approach in selecting heart and /'1 

.	8iver transgJant centers. We also use specialized contracting for CABG i 
rnd cataract services and are expanding these in FY 96. " 

!The President's budget package proposes a significant expansion of 'I 
tthis strategy to other services. , 
! 	 .1 

IRiSk HMOs use selective contracting to arrange for the provision of 
jcertain specialized services. 
I . ' 


Use ot case management for high-cost patients. (p.7)
• I ' 
I 

, !HCFA currently pays for threeJypes of case management services 
!under the physician fee schedule: 
I 	 ' 
; 

i')~:I the monthly ca'pitated payment for End Stage Renal Disease 

i 
j 

iii}
1 
! , 	 i~ 

./ iii) the payment for care plan oversight by physicians who provide 
I 

these services to patients in hospices or those receiving home 
1 

II 
j! 

I health benefits. /1 
I· 	 II ' 

:1lRisk HMOs may contract for case management of high cost patients. 
'I 

IHCFA intends to study how this concept might be developed and 
joffered to beneficiaries who are'not members of such health pla.ns. I: 
i ' I'

j!
! 1 
: 	

I 
1 
! 2 	 II 

I 
/ !i 
i' 

I 

; , 

: : 

, ' ,j 
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I 
I 

~n.its'pr?posed physician.~ee schedule for C': 1996, HCF~ is soliciting 
~nformat,ori, recommendations from the public on how primary care 
case management can be made available as part of the Medicare fee-
tor-service system. . , . . 

I 
I ,
I " 

t'1CFA is testing the use of case management for high cost Medicare •. 

peneficiaries in three sites and the evaluation report is expected in FY 

~6. Expanded demonstrations are planned for FY 96-97. . 

i 

1 . 

Ellmin~tion of notice of proposed rule-making proc~ss for purChasing . • (p.8) i· 
. I 

As Ethtaredge notes,. HCFA does not have the authority to eliminate the rule
makin process. However, HHS has streamlined the regulations process in a 
numb r of ways. We are also exploring other means of increasing purchasing! 

'., 
:! 

: 
flexibili, ,including the use of contractor manuals and other tools. I It 

l 

. , . 

• 
i ! • 

Authorization, for 'Medicare simp.ly to drop providers in the best interests 01/ i 
the prbgram to deal with fraud and abuse. (p. 8) . I iI . , 

I· , / : .. 

iHCFA and the Office of the Inspector General are co..,sp~nsoring ..1: 
IOperation Restore Trust. It is to target fraud and abuse in the DME, I i 
!home health, and nursing home industries. We expect that the effort will! i 
jlead to the exclusion of some suppliers and provicjers. : : 
I 

jFraud identification will be greatly improved with the implementation of 
)the Medicare Transaction System· (MTS). The integrated data provided 
lby MTS will greatly assist HCFA in detecting fraud before inappropriate 
1payment i~ made. 

Ithe consolidation of DME claims processing irto four sites has resulted 
.Iin quicker identification of suspect suppliers. . 

• 
i . 
I 

Au~hcti.;zatio~for Medicare to organize and contract for quality assurance 
at 'Its piscretion. (p. 8) , , . 

To en~ure tHat HCFA gets the best va/ue from its PRO and ESRD contracts, 
HCFA/ is implementing a performance-based evaluation approach based on 
quali~ improvement measures .. These measures will allow HCFA to target . 
contr~ctors' work in· areas that the contractors are most successful, and in the 
worst pase to termin?1te contractors based on failure to perform.I . , 

I
! . 
i 3I 

. , . 

. : 

. ! 

, . 
I 

I
i .' 
/: , 

I , 

. I 
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I 

• 	 public~'about data on quality and service. (p.' 8) 

i, . 
• 	 ! As part of its Medicare Choices initiative, HCFA is sponsoring astudy to 

~etermine the types of information beneficiaries want and need to make 
.~nformed choices about health plans. , . 
i ". 
~CFA is awarding a contract for beneficiary information, education and ' 
marketing in FY 95 that will-include some type of report card information' 
I 
that can be used to compare quality and s~rvice across managed care 
plans. ' 
II . 

• 	 Improvement of customer service. (p.e) 
I 
I· - . 

HCFA has made a major commitment to.improving customer s~rvice in the'last 
two yei3.rs. It has published a customer service plan outlining specific 
starid~rds for customer service and a promise of continuous improvement. ' By 
September of this year it will have established, in cooperation with DHHS, 
stand~rds that will guide its performance with respect to its grantees (States 
and re$earch institutions). Among the more notable of its customer service 
initiatiies are: _ 	 " 

IHCFAOn-Une, a comprehensive communications strategy designed to 
!coordinate activities of the Agency and its partnerS to respond to . 
\beneficiary information needs with flexibility, accuracy and speed. The 
,President's budget proposal includes HCFA On-Line. ,
I 	 ~ 

la demonstration prolect to examine the feasibility of establishing a 
,national 1-eOO·MEDICARE telephone line. to provide a response to any 
!Medicare problem. ' 
I 
I 

!the development of pustomer service plans by all contractors .
I(intermediarieS and carriers). 	 . 

evaluation 'otaJl beneficiary focused publications to assure that they are 
readable and informative. 

, 
i 	 iI	I creation of beneficiary fo~s groups on ~raud and abuse, Medicare 

coverage policy, and managed care. . ..: , 

,Iredesign of the explanation of Medicare' Benefits SO thai beneficiaries . , 

jwill have little or no trouble understanding their benefits. 
'j 

I 

i the funding of grants to organizations in every State which provide i

I' information,counseling and assistance to Medicare beneficiaries. 

I 
I 4 


I,
I· 
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~he collection and, analysis of information concerning beneficiary 
t;atisfaction through the Medicare Current Beneficiary Surve~. 
I 

sp'eciJ. authorities for Medicare in the hiring, pro~otion, and• comp~naation of employees. (p. 9) ,', , 
i 
I 	 , 
I 
J-iCFA is pursuing a number of improvements in its hiring system. 
! 

b HCFA no longer requires the lengthy and cumbersome SF 171, ii 
" 

i 
, I the standard government application form. Like private ~ector' :!:I 
I employers, HCFA assesses a candidate's,quaJifications based on Ii i 
j a traditionaJ resume. ',,' i! ; 

,j : 
iii) In addition to being an active participant in the Presidential iI ; 
I 	 !i !Management Intern program, HCFA .has also developed several ' 
I programs including the Outstanding Scholar and Scholar Intern Ii;
" I programs to encourage particularly gifted young talent to enter Ii i 
: federal service with HCFA.i:: 

I: ' 
'I 

1 
"
iii) Through the programs mentioned above and other recruitment !:: 

'Ii efforts, HCFA is working to increase the diversity of its workforce II 
to more accurately reflect the diversity of the people it serves. i,l ' 	 ,I 

f	 ! 
!iv) HCFA also takes advantage of recruitment and retention bonuses I! 
i to attract and retain certain speCialists. . Ii 

'I" I ,I 

: . 	 ,I 

STRATEGIC iPLAN FOR MEDICARE MANAGEMENT , I: 
Etheredgec$Jls for research in several broad areas, as well as in special study areas, :' 
to help Medibare become 'a more accountable health care purchaser. Again, HCFA i! 
has extensivr research activities under waYJ as the following bullets show: , ' il 

• 	 ' A nat~onal strategy for Clinical effectiveness and outcomes studies for the il 
Medic;are populations. (p. 9) :! 

i 	 ,," 

i HCFA, together with the Department of Defense and the Federal i! 
j Employees Health Benefits Plan, has joined private sector purchasers tqi
Iform the Foundation for Accountability (FAcet), a new organization for i 
Iquality improvement and managed care accountability. The intent of I 
'I' 	 /1FAcet is to leverage the collective buying power of the participating 
: organizations to ensure our beneficiaries' needs are met and to ' 
1 eliminate unne~~sary duplication of individual quality improvementandjIHMO accountability efforts. i 
l ; 
I 
I 	 I 
I I
I 	 iI 5 
i I 

I 

I' 	 1 

! 
I 

i 
1 

,- ' 
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! 

I /I 

i 
; 

I 

i 
I 

HCFA has joined the ESAD networks and the renal community to 
~evelop the ESRD Core Indicators Project, HCFA's first nationwide,. !: 
~opulation-bas9d study assessing opportunities to improve the care .of II 
~dult ESRD patients. The project wlll be extended to other 'ESRD : 
~reatment groups over the next few years. . ,: 

I 

jHCFA is developing the Medicare Quality Indicator System (MCIS) to 
jmeasure access, appropriateness, outcomes, and patient satisfaction for!: 

!: 

;: 

I 

:

lpreventive, acute, and chronic care services in both fee-for-service and 
imanaged care settings.' MQIS will use practice guidelines sponsored by, 
imedicaJ societies and AHCPR to profile patterns of care. 

• 
j. . 

Develppment of HEDI5-type "report card" measures for quality/health 
outcomes, consumer satisfaction, and service. (p. 9) 

, <I . . 

Ii HCFA is. partnering with the Kaiser Family Foundation and the National 
!Committee on Quality Assurance to develop a H EDIS-like set. of 
Iperformance measures to support the evaluation of managed care 
!organizations that contract with Medicare. 
i· . 
; In 1993, HCFA 'launched the Cooperative Cardiovascular Project, a tour :: 
1State pilot project aimed at measuring and improving the quality of carel! , : 

l given to Medicare beneficiaries hospitalized for acute myocardial :!
Iinfarrctions (AMls). HCFA is now implementing a national program to :; 
i improve AMI care based on the results of the pilot project. Ii 

i. ' !" 

J HCFA is developing surveillance reports to be used by PROs to monito~ 
! the care provided to Medicare beneficiaries in their States. PROs will be 
I expected to use their surveillance data to conduct pattern analyses botH! 

. iIby geographic area within the State and in State-to-nation comparisdnsj! 

• 
i :: 

, ' 

! 

I ' .:" 

,Studl~s of IIbest practices· in' all major areas of costs, quality, and service~i ; I 

·(p.9)!: 
, < 

! 
; 

' !
i HCFA is convening a series of exploratory nieetings with employers. . Ii 
] purchasers, and ,providers to identify areas where Medicare can :1

I collaborate with the privata sector to improve beneficiary understanding/! 
I and satisfaction with different types managed car~ options. i 

."i < . . i 
I As part of its outcomes based survey process, HCFA is working with th~ 
i health care community to develop best practices standards of care. : 
f Examples of such standards include redUCing the rate of use of ; 

restraints in nursing homes and 'improving the adequacy, of dialysis in 

6 
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! ' '\ 

~emodialysisfacilities. 
! 
HCFA is working with clinical specialty societies and patient advocacy 
broups to develop performance measures of consumer inforrhationatid 
freatment for several clinical conditions affecting the Medicare ' ' i 

, , 
population. 

HCFA. encourages the PROs to use AHCPR guiderines as standards in 
~heir quality lniprovement projects. ' ' ,
i ' , 

• Effect~ve communication strategies.' (p. 10) 

, , HCFA ihas undertaken the Consunier Information Strateg~,' a national and local 
public!health campaign to encourage beneficiaries to use preventive health 

, 
care services while providing them with current, data ..driven information so that 

, , 

they c~n make informed decisions about their health care. " 
l' I 

• , $pecial studies of needs and service for Medicare's disabled populations. 
(p. 10j, ' .' " 

,iAJI HCFA Regio~aJ Offices have started outreach. activities to advocacy 
,groups for the dIsabled to better understa.nd th~lr needs. " 
I, . 

I , . " 

iHCFA is assessing the impact of,Medicare coverage policiesOri the 
jdisabJed population with a view toward making changes .. 

i , " '.' 
iHCFA is sPQnsoring several demonstrations to lookafmodelsof care 
ifor disabled benefi oiaries , including long term care and beneficiary· 
Icentered care. ' , 

• SpeCI~I'8tudies of high-use elderly populations. (p. 10) r 
iHCFA has f~CUSed many research resources over the yeats on issues, !, 
!pert~ining to elderly beneficiaries with high. service use including high I' 
; cost hospice, acoess to phYSician and hospital services. use of nursirlg :1 

1facilities. home health, DME, and other Medicare benefits. I!! , . . i;
j . !: 

, i Demonstrations such as the Nursing Home Case Mix and Quality, On .. Ij 
J LokjPACE and many others investigate methods by which providers ar~: 
j adequately paid for 'services for extremely frail beneficiaries. I 

, 
i : 

• Spec~al studies 01 disease management and prevention initiatives. (p.1 1 ) 

IHCFA has sponsored several recent major prevention initiatives 
I " 
I .' . 

( 
7 
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,I 
I , 

! 

lncludin mammo ra h and flu vaccine, focused on getting utilization ii . i 
ata out to communities and identifying areas where there are , :, 

"Isparities in utilization by race/ethnicity. 	 I 
! 	 I
i , I, 

lHCFA has sponsored demonstrations to identify the most promising ii 

'preventive services for Medicare coverage. "II 


i j; 

IS/HMO plans are selected to develop geriatric services within an ;jIi 


lintegrated service delivery network. ' 

I 

is/HMO ESAD site is being developed to test capitated approaches for 

!beneficiaries with ESRD. " ,"
I ' ' 	 , 
I ' 

IHCFA's Alzheimer's disease demonstration, which recently concluded 

jwith evaluation results pending, tested the impact of a limited 

icommunity services benefit package. , , .' 


• 	
I , 


Polley development fo'r post-acute hospital care (p.11).. 

i 	 ' 
i 

lHCFA has been looking extensively at policy for post-acute hospital I: 
" 

i~~. . ,

Ir ' I 

i i) The Medicare Home Health Initiative has undertaken an effort to /: 
I identify, develop, and implement improvements for the entire I: 

I 
1 

horne health benefit. 'i
'j 

I 	 ,
i· " .. i!lii) .In order to control costs of non-inpatient therapy services, HCFAli 
I is developing salary equivalency guidelines for contracted I: 

, ,physical therapy, .respiratory therapy, oCcupational therapy and Ii , 

. , I speech language pathology. 'I 
I j'

iHCFA recogniz~ the significant growth in the costs and utilization of !;
i post·acute care services under Medicare and has directed Significant !,I 

I!policy development efforts to that area. The following are examples of " 
!I these efforts: 	 . ;1 

, 
III i) HCFA has developed legislative proposals that would give HCFAli 

Ii 
i 

I authority to implement a first·stage prospective payment system Ii ,II for SNFs. The PPS would initially t~rget routine costs and later II 
j incorporate ancillary costs. 1 , 

, , ,Iii) Development of prospective payment demonstrationsforSNFs 'I 
i' and· home health agencies. The SNF PPS demonstrations will te~t :
I a case-mix sys~em of PPS in six States and goes beyond the ! : 
! 

I ; 
,

·8 	
I 
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i, 

i more cost-based legislative proposal. I 
i 

jii) 	 HCFA is developing a rule that will require SNFs to electronically 
I ·submit the nursing home minimum data set resident assessment I . 
I 	 instrument. This will create a valuable data resource .for studying i 
i 
I 	 care patterns, resident conditions and outcomes. 

IHCFA published detailed hospital discharge planning 
requirements to assure that hospitals initiate post-discharge 
planning early in the hospitalizations of patients who are likely to 
require it. These regulations mandate that thefamilies of the 
patients be involved and that the hospital continue to assess the 
effectiveness of the process. 

~V) 	
, i 

i 
.1 
IV) 	 HCFA has developed a uniform needs assessment instrument 
i 	 (UNAI) to anticipate which services or types of care will be .: 

needed at the time of discharge. The goals of the UNAI are two:: . 
fold: 1) to improve the quality by creating.a clinical standard for i: .. 
assessing care needs/discharge planning; and 2) to improve 
consistency of decisions made by fiscal intermediaries for post

I acute care services. 

Benet risk-adjustment mechanisms and procedures. (p. 1 1 ) • 
i 
I 

i 	 . 
HCFA has underway several million dollars of research and 

development efforts to develop more effective risk adjustment methods. i; . 


Research efforts are underway to test 'diagnostic cost groups and ;, ; 
ambulatorY care grouQs and. will conclude this calendar year. . 

HCFA will include several risk·adjustm~nt mechanisms in· 
I demonstrations such as those under the Choice initiative. 
I 

i" 1, 

All these eff~rts reflect HCFA's interest i!1 proceeding Vigorously, but with caution, in i I 

considering !new business-like authorities and new competitive arrangements. : 

I 	 ' 
r 

.;: ;.

I 
!, 	 ; i 

. ~ . 	 i 
!I 

i 	 9
I 
! 
! 
! 
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WASHINGTON 

July 	7, 1995 

MEMORANDUM FOR THE PRESIDENT 
',\.. 'J') 

FROM:: 	 Carol H. Rasco ~.t)y/ 

SUBJECf: Lynn Etheredge's Report on Medicare 

Lynn Etheredge has just completed the attached report that provides solid recommendations about 
how the Medicare program can be modernized. It is a well-written and researched analysis that 
documents the current shortcomings of Medicare and provides specific suggestions about how we can 
move the program into the 21st century. In short, he advocates utilizing the best of private sector 
competition, quality and accountability innovations without undermining the program. 

As you may recall, Lynn is a consultant who has worked closely with both Republicans (OMB career 
under Reagan) and Democrats (your health care transition team and as a consultant last year to ' 
Kennedy's Labor Committee.) Most recently, he has been associated with the Jackson Hole group. 

,He is well respected by all sides and is' shopping the concepts outlined in this paper to moderate 
Republicans and Democrats. 

The good news is that much of what Lynn is advocating is consistent with the Medicare 
restructuring/managed care enhancement package you explicitly and/or implicitly included in your. 
balanced budget alternative. His recommendations would empower beneficiaries and the Medicare 
program itself, without fundamentally destroying the current system that has gained the 
overwhelming support of the public. They would contribute to your goal of providing more efficient 
options without financially coercing beneficiaries into plans they otherwise would not choose. Most 
importantly, they represent an alternative to the status quo that can be used to counter Republican 
voucher proposals. In short, your proposal has choice with security, whereas the Republicans are 
financially coercing beneficiaries into capped managed care plans. The approached outlined by Lynn 
would likely have the added benefit of being well received by the business, the managed care, and 
the aging advocacy communities. . 

While we would probably have to push HHS on some of Lynn's recommendations particularly 
with regard to a timely implementation schedule -- we believe the current environment has made 
the Department much more receptive and encouraging of movement in this direction. Donna Shalala, 
in particular, would probably love to embrace them. 

I wanted to share this with you now because I think it is particularly timely relative to the inevitable 
upcoming Medicare reform debate. I have asked Chris Jennings to stay in close touch with Lynn 
and to continue. to have appropriate White House and Department representatives review our 
substantive and political positioning strategy vis a vis Medicare. Unfortunately, because of the 
perception that we (and HCFA in particular) are not sufficiently open to the types of suggestions, 
Lynn has raised, we must be careful about how and when we move this type of agenda to ensure that 
the Administration gets its due credit. Attached is a one-page summary of Lynn's recommendations. 

cc: 	 Alice Rivlin 
Laura Tyson 



HIGHLIGHTS OF ETHEREDGE'S MEDICARE REFORM RECOMMENDATIONS 

Medicare's mission philosophy needs to be revised to emphasize Medicare as a 
. health plan. Most importantly, Medicare needs to become accountable, not just for 
insurance to pay bills and protect financial assets, but for improving the health of its 

. . enrollees, by providing preventive health measures and quality medical care. 

Medicare should have new authorities to purchase health care on the basis of 
explicit quality and other criteria and competitive performance. To improve 
Medicare'S performance, Congress needs to provide authority to move beyond the 
limits of regulatory rule-making and price-setting so that Medicare can adopt the 
same types of successful purchasing techniques pioneered by private-sector pay. 
(This is very similar· to the Clinton Administration PPO and point of service options.) 

Report cards that assess Medicare's performance on the basis of cost, quality, 
outcomes, and service need to be utilized so that the program can be held 
accountable by enrollees and policymakers. .These mleasures need to reflect a wide 
range of criteria, including preventive care; quality of care, consumer satisfaction, and 
health outcomes, and should also apply to competing private health plans. Report 
cards should show national, state-level, and market-area performance. 

Medicare needs to adopt competitive purchasing of standardized services and 
supplies, including durable medical equipment, laboratory testing, radiology, and 
outpatient surgery. 

Medicare needs to significantly expand its use of centers of excellence and 
specialized services contracting. Medicare now uses such concepts in its coverage 
for transplant services; private-sector plans use selective contracting even more widely 
for many forms of surgery, cancer care, and mental health. Intelligent purchasing by 
Medicare would produce better quality, cost; and service competition among providers, 
to the benefit of Medicare beneficiaries and taxpayers. 

A national strategy for clinical effectiveness and outcomes studies for the 
Medicare population needs to be implemented by analyzing the Medicare data to 
identify procedures with wide variations that seem likely to reflect overuse and 
underuse.. 

Medicare needs to be better empowered to drop providers who are contributing 
. to a significant· fraud and abuse problem in the program. 
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Reengineering, , , is the fundamental rethink
ing and radical redesign of business processes 
to achieve dramatic improvements in critical 
contemporary measures of performance, such 
as cost, quality, [and] service. 

-:-Michael Hammer and James Champy, 
Reengineering the Corporation 

At the time of its enactment 30 years ago, 
Medicare was patterned on the health insur:" 
ance models widely used by private employ
ers and insurers for the under-65 population. 
In this model, the primary administrative 
function of insurance companies and of the 
Medicare program was simply to pay bills. 
Today, Medicare remains essentially a bill
paying insurance program, with the addition 
of national formulas for hospital and physician 
payment .rates. 

In recent years, the private sector has 
moved beyond this traditional insurance mod
el. Private-sector payers are no longer simply 
paying bills but are using a variety of evolv
ing purchasing techniques, in a competitive 
marketplace, to restrain costs and improve 
quality and service. Among these purchasing 
strategies are many forms of selective, compet
'itive contracting; capitation and risk-sharing .. 
arrangements; provider performance stan
dards, with incentives, penalties, and continu-:, 
ous quality improvement goals; management 
of high-cost cases; centers of excellence for . 
transplants, heart surgery, cancer care, and 
other treatment; prevention and chronic dis
ease management initiatives; consumer infor
mation and incentives; specialized contracting 
for pharmaceutical benefits, substance abuse, 
mental health, and other services; and special
ized claims-auditing firms to deal with fraud.' 
Individuals with benefits offered by large 
employers-including, through the Federal Em
ployees Health Benefits Program (FEHBP), the 
nation',spoliticalleaders and federal workers
are usually able to make choices among a num
ber of health plans on the basis of provider 
networks, cost, quality, service performance, 
and other features. 

In 'this new purchasing environment, private
sector employers and consumers are increas
ingly able to make informed choices-to hold 
providers (and the plans that contract with 
them) accountable-through the use of tools such 
as the National Committee on Quality Assur
ance's (NCQA's) "report cards," which are . 
based on the Health Plan Employer Data and 
Information Set (HEDIS), and other quality 
measures, such as health outcomes. The HEDIS 
data set includes more than 60 quality, service 
access, patient satisfaction, outcomes, and other 
performance measures, including preventive 
care (such as immunizations, mammography 
screening, and eye exams for diabetics) and 
signal indicators for poor quality (such as inpa
tient admissions for asthma and treatment fol
lowing heart attacks). 

In the current political climate, there is great 
interest in the federal government's making 
availa~le to the Medicare population a broader 
choice of competing private health plans that 
use such purchasing technologies. Today, health 
maintenance organizations (HMOs) and other 
private plans enroll only about 10% of the ' 
Medicare population. Among the many mea
sures that could open up more plan options are 
an FEHBP-type "managed competition" ap
proach that would allow Medicare beneficiaries 
to make informed choices among a wide range . 
of HMO, preferred provider organization 
(PPO), Medicare Select, medigap, and other 
plans during an annual open season. Other op- . 
tions being discussed involve workers staying 
with employer / association plans after turning 
age 65 or some use of medical IRA accounts 
and catastrophic coverage. Much of the atten
tion in Congress now centers on the policy 
questions involved in structuring new options 
for Megicare enrollees. . 

As a complete reform strategy, such options . 
would fall short. They do not reform the basic 
Medicare program. Over 90% of Medicare's 
spending is through the fee-for-service model. 
As of January I, 1995, 19 states had no Medi
care HMO enrollees and 32 states had 1% or 
fewer of their Medicare-eligible populations 
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enrolled in HMOs. A handful of states • A revised mission philosophy that emphasizes 
including California (42% of Medicare HMO Medicare as a health plan. Most importantly, 
enrollees) and Florida (17% of Medicare HMO Medicare would need to become accountable, 

, enrollees)-accounted for most of the Medicare not just for insurance to pay bills and protect 
HMO membership.! Even with an FEHBP-type financial assets, but for improving the health 
arrangement and optimistic growth as.sump of its enrollees, by providing preventive 
tions about private plan enrollments, many fac health measures and quality medical care:3'~;;::::::::J 


tors make it likely that most Medicare eligibles 

• The adoption of "report cards" that assess Med-.

in most states will still be in the program for the 
\icare's performance on the basis of cost, quality,

rest of the decade and beyond.2 In its traditional 
outcomes, and service so that it can be held ac

bill-paying mode,' the Medicare program has 
countable by enrollees and policymakers. These

very few tools for dealing with the volume, 
,measures need to reflect a wide range of )intensity, and quality issues that are its major 
criteria, including preventive care, quality of 

cost-drivers. Thus, devising a strategy for fun
care, consumer satisfaction, and health out

damental reform of the basic Medicare pro
comes, and should also apply to competing 

gram-"reengineering" Medicare-is essential private health plans. Report cards should 
not only to deal with budget issues but also to 

show national, state-level, and market-area 
achieve improvements for the 37 million people performance.
who depend on the program. 


The measures that could be used by a refor

What should be done about. the basic Medi

mulated Medicare can be illustrated by com
care program? Whatwould be in the best in

paring current official data reports with new
terest of its 37 million elderly and disabled 

health-related data that could be a basis for enrollees? . 
the above-described report cards. The most 


This paper considers the question of wheth extensive public accounting for Medicare's 

er Congress should give Medicare the same operations is the Medicare and Medicaid Statisti- ' 


. types of authorities that are available to its cal Supplement published in February 1995.4 Its 
private-sector competitors-particularly au more than 370 pages are filled with statistics 
thorities to use new purchasing techniques that emphasize financial, workload, and 
and require performance accountabilities for ,claims-paid data, such as hospital days of care 
their use through HEDIS-like quality and and expenditures, that are appropriate to a 
health outcomes measures. Should not the traditional health insurance program. No

. nation's elderly and disabled, as well as tax where are there measures of quality of care 
payers, ask for and expect a state-of-the-art . and improved health status or reports on en

. Medicare program? If this approach were rollee satisfaction. 
adopted, Medicare-eligible individuals would Two recent studies highlight the kinds of 
be able to enroll either in a Medicare program health-related measures that might be used to 
that is working hard to provide the best econ assess Medicare's future performance as an 
omy, quality, and services or in competing accountable health plan. The Physician Pay
private-sector health plans that are paid equiv ment Review Commission (PPRC)' and the
alent (risk-adjusted) capitation amounts. One RAND Corporation have recently developed a 
might expect that, over the long term, both set of approximately 50 quality measures that 
taxpayers and Medicare~eligible persons ' can be implemented, using claims data, for the 
would benefit by such competition .. current Medicare program. Sev~ral measures, 

At the most general level, reforming the which have been run against Meditare's na

Medicare program in' this way would start tional claims data, are shown below in Table 

with three fundamental changes: 1. A number ofthem are similar to the 
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NCQA's HEDIS measures used for private
sector health plans. In the view of the physi- . 
dan consensus panels developing the mea
sures, these are "necessary care" indicators; 
that is, professionally acceptable practice 
should be near 100% compliance. 

TABLE 1 

Clinically Based Indicators of 

Quality of Care for the Elderly 


Medicare Claims Data, 1992 and 1993 


Breast Cancer 

For patients with breast cancer, 
interval from biopsy to surgery 
less than 3 months 64% 

Mammography every year for 
patients with a history of 
breast cancer 61% 

Mammography every 2 years 
in female patients 39% 

Diabetes 

Eye exam every year for patients 
with diabetes 38% 

Heart Problems 

Visit within 4 weeks following 
discharge for patients hospitalized 
with MI 84% 

EKG during ER visit for 
unstable angina 81% 

Mental Diagnosis 

Visit within 2 weeks following 
discharge of patients hospitalized 
for depression 95"/0 

The PPRC-RAND study shows several qua
lity indicators on which the care receivedby 
Medicare elderly patients merits an "A" 
(95°/~+) on a nationwide basis. But it also high
lights a number of prevention indicators, such 

as mammography and eye exams for diabetics, 
for which there should be failing grades, "D" 
or "F/' as well as many indicators iri the 60% 
to 85% range where care falls well below pro
fessional standards. The study also highlights 
particular problems for minority populations 
and for rural and underserved areas.s 

Another recent study, by Lewin-VHI for the 
National Institute for Health Care Manage
ment, analyzed Medicare hospitalization rates 
for three diagnoses that are sensitive to good 
ambulatory care and preventive measures. For 
1992, the study reported Medicare hospitaliza
tion rates for asthma to vary by more than 3:1 
among states, ~ospitalization rates for diabetes 
by more than 5:1, and hospitalization rates for 
hypertension by more than 8:1. Even after 
statistical adjustments for demographic charac
teristics, several-fold variations still remained.6 

. 	 . 
Given such statistics; any presumption that 

Medicare has already become the "gold stan
dard" of quality care and that it is up to its. 
competitors to prove their superiority should 
be put aside. Medicare's performance needs to 
be measured and accountable on the same 
basis as its competitor plans, so its enrollees 
can make informed choices. 

The third fundamental change that would 
need to occur for Medicare to'beco~e more 
like a state-of-the-art accountable health plan 
is the following: 

• 	Medicare should have new alfthorities to pur
chase health care on the basis of explicit quality 
and other criteria and comp-etitive p-erJprmance. 
Within the many statutory constraints Medi
care has to operate under as a government - . 
program, it has generally been run effec
tively, efficiently, and with continuing im

. provement and innovation. Given its con
straints, Medicare is now about as good a 
program as it can be. But,in nearly every 
area-such as three-year-Iong rule-making 
processes, volume increases and quality 
assurance issues, fraud and abuse, and rap
idly rising budget costs---,-it is clear that 
Medicare cannot deal as effectively as it 
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needs to with the complexity and pace of 
change in today's health system, nor can' it, 
hold physicians, hospitals, and other provid

ers acc~~~.l~ for i~pr~vin~~.r.12eri07 
m~T0 Improve K1e~Icare s performance, 
Congress needs to provide authority to ' 
move beyond the limits of regulatory rule
making and price-setting so that Medicare( 
can adopt the same types of successful PU11

chasing techniques pioneered by private
sector payers. Such evolution could build 
incrementally through many Health Care 
Financing Administration (HCFA) initia
tives, but, if fully reengineered, the Medi
care program would be quite different a 
decade hence. Such changes will require a 
new-bipar-tisan_political consensus. 

The next section elaborates on management 
challenges for the Medicare program's future if 
it is to be an effective health care purchaser: 
Following that is a discussion of specific legisla
tive changes needed to allow Medicare to be an 
effective purchaser and competitive health plan. 
A third section sketches a research agenda for 
developing a Medicare management strategy to 
use these new statutory authorities. A final sec
tion discusses issues related to competition be
tween a reengineered Medicare program arid 
competing private-sector health plans. 

THE CHALLENGE OF MEDICARE 
MANAGEMENT 

For the federal government, serious efforts 
to manage Medicare as an accountable, health 
plan would be among the most enormous and 
complex tasks it has ever undertaken. To put 
the task on the scale of private-sector enter
prises, the Medicare program, with $160 bil
lion of spending in 1994, has passed General 
Motors-with $154 billion in revenues, the 
nation's largest private company-to become 
the nation's largest business-type operation.' 
In 1994, only three privately managed U.s. 
corporations (General Motors, Ford, and Ex
xon) had more than $100 billion in revenues, 
11 had $50 billion or more in revenues, and 
110 had $10 billion or more in revenues. To

day, 37 million persons depend on the Medi
care program. Within 30 years, as the baby 
boom generation retires, Medicare will be pur
chasing health care for about 70 million per
sons, and its annual spending will be many 
times greater than it is today. 

An understanding of the challenges of chart
ing Medicare's future begins with an under
staflding of the scale involved. Nevertheless, 
there is a widespread misperception about the 
Medicare program that must be dealt with to 
understand just how difficult it wiil be to 
manage the program. That is the myth of uni
formity, predictability, and gradual change. 

Medicare can seem to be a deceptively sim
ple and easy-to-reform program. Its enroll
ments, financing, and benefits are defined in 
statute. It has a centralized. administrative 
structure (DHHS/HCFA); a uniform set of 
regulations; payment rates for ho~pitals, physi
cians, and other services 'that are specified by 
national formulas; and a national quality as
surance/peer review structure, the Profes
sional Review Organization (PRO) system; 
Individuals who are not health services re
searchers also tend to presume that health 
care is enough of a science that area':'to-area 
rates of service use will be roughly uniform 
and that clinical practices change gradually, 
primarily as a result of the steady accumula
tion of scientific data. A misperception that 
the health care system is evolving in 'gradual, ' 

, uniform ways is also reinforced by national 
health expenditure and Medicare actuarial 
data that aggregate a vast number of complex 
changes and variations into single categories 
such as "intensity." 

The following selection of data illustrates' 
how far assumptionS of uniformity and steady 
change are from the Medicare program's reality. 

• 	Hospital use. Even on a regional basis, Medi
care enrollees' 'use of hospital care varies by 
a ratio of 2:l-from 1,735 days/l,OOO en
rollees in the western states to 3,455 days/ 
1,000 enrollees in the northeastern states in 
1992. As they have for years, hospital 
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lengths of stay continue to average about 
50% longer in the northeastern states (lOA 
days) than' for the western states (6.7 days).B 

• 	Rales of chLlnge in hospital use by diagnosis-
related groupings (DRGs). In the 1988-1992 

,period, hospital discharges for Medicare 
enrollees ro$e by 8.3%. Of the 65 leading 
ORCs, however, only 12 had increases be~ 
tween 0% and 20%. Seventeen ORCs had 
increases of 20% to 40%, 9 rose by 40%. to 
60%, and 5 increased by more than 60% in 
the four-year period. The most rapid in
creases were reported for DRC 88 (chronic 
obstructive pulmonary disease), 219%; DRG 
462 (rehabilitation), 103%; and DRG 214 
(back and neck procedures with complica
tions and/or comorbidities), 75%. Dis
charges declined for 22 DRGs. Eleven DRGs 
had declines of between 0% and 20%; 8 de
clines were in the 20% to 40% range; 3 de
clined by over 40%. The DRGs that de
creased most were DRG 90 (simple pneumo
nia and pleurisy) and DRC 96 (bronchitis 
and asthma with complications and/or co
morbidities), which had declines of 52% and 
58%, respectively.9 

• Nursing home use. Rates of nursing home use 
varied by 6:1 across states. Minnesota resi
dents used 1,364 days/1,OOO enrollees, Con
necticut residents 1,235 days/1,OOO enrollees, 
and Indiana residents 1,067 days/1,OOO en-, . 
rollees in 1992. Among the low-use states 
were Maine (248 days/1,OOO enrollees), 
Oklahoma (326 days/1,OOO enrollees), and 
New Hampshire (327 days/1,OOO enrollees).10 

• 	Home health use. The rate of home health 
visits per 1,000 enrollees varied by more 
than 17:1 among states in 1992. The high

. use states includep Mississippi, with 11,786 
visits/1,OOO enrollees and Tennessee, with 
11,717 visits/1,OOOenrollees. At· the other 
end of the range were Hawaii, with 668 
visits/1,OOO enrollees, and South Dakota, 
with 969 visits/1,OOO enrollees.ll 

• 	Growth rate in part B spending. Over the. 
1986-1992 period, Medicare part B annual 

expenditures rose at a national average of 
8.8%. Here again, substantial national diver
sity, rather than uniformity, is the dominant 
pattern. The rate of increase varied more 
than 3:1 among states-from 4% to 5% an
nually in California and Hawaii to betWeen 
13% and 16% annually in South Carolina, 
Delaware, Kansas, Nevada, and North Caro
lina. 12 

• 	Growth in physician procedures. Over the 
1991-1994 period, the growth rate of Part B 

,services averaged 35% annually. Behind 
these averages, however, were quite differ
ent and rapidly changing patterns for differ
ent services. Echocardiograms increased at a 
19.3% annual rate, angioplasty at .17.1% an
nually, MRIs at an 11.9% rate, arthroscopy 
at 9.1%, coronary artery bypass grafts at 
8.8%, and joint prostheses at 7.3% per year. 
Among the declining procedures were trans
urethral prostate surgery, falling 9.9% annu
ally, and cataract lens replacements, falling 
2.3% annuallyY 

A common-sense view might be that high
use areas would probably also be areas of 
high overuse. This assumption was rigorously. 
tested by RAND researchers using 1981 data 
for three procedures: carotid endarterectomy, 
coronary angiography, and upper gastrointes
tinal tract endoscopy. The rates per 10,000 
elderly varied among three sites by 3.8 times 
for carotid endarterectomy, 2.3 times for angi
oplasty, and 15 times for upper gastrointesti
nal tract endoscopy. Their findings were that 
rates of inappropriate use were not much dif
ferent between low-use and' high-use areas. 
However, rates of inappropriate use for all 
three procedures were significant, ranging 
from 17% to 32%.14 

One might be skeptical about some of the 
Medicare-reported trends. (Were there really 
major epidemics of chronic obstructive pulmo
nary disease and complicated back and neck 
problems requiring hospitalization of the el
derly that escaped the national media atten
tion in 1988-92?) But Medicare has spent a 
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great deal of effort and money to improve its 
data systems. To the extent that Medicare's 
payments do not accurately reflect the services 
being provided to its beneficiaries, then far 
more is wrong about provider billings (and 
Medicare administration) than data errors. 

REENGINEERING MEDICARE 

MANAGEMENT 


The only way we're going to deliver on the 
full promise of reengineering is to start reen
gineering management. 

-James Champy 

If Medicare were to be operated in a more 
business-like way, what important changes 
should Congress consider making in the Medi
care program's authorities? Many government
sponsored activities do have flexibility similar 
to that found in private-sector businesses; 
these activities include the Tennessee Valley 
Authority and other power marketing authori
ties, the Government National Mortgage Asso
ciation, and the Federal Reserve Board. But 
granting Medicare, with $175 billion in pur
chasing power and 37 million· enrollees, a freer. 
rein will need to be done carefully and 
watchel:i vigilantly. 

In general terms, Medicare needs the authority 
to select providers based on quantifiable measures 
of quality, outcomes, and service and to use com
petitive purchasing. The heart of a private-sector 

. plan's ability to improve quality and assure 
accountability is its capacity to decline to do ./ 
business with poor performers and to move· ... 
business toward better performers. In contrast, 
Medicare is the prime remaining example of 
the traditional insurance "any willing pro~ 
vider" philosophy. To be certified as a Medi
care provider usually requires little more than 
state licensure or accreditation by certifying 
organizations that are provider-dominated. 
Congress has created a virtual entitlement for 
health care providers to participate in Medi
care. Competitive procurement is a standard 
business method for assuring good quality, 

cost, and service, and it should also be avail- . 
able for Medicare administrators. 

Among the areas for possible use of such 
authorities.ar.e;- .: 

/~titive purchasing..Jlf_s.tar.zdar.dized_ser.viee~ 

( ~~s,Tncludi~g durable medical 

equipment, laboratory testing, radiology, 
and outpatient surgery 

II 	Establishl71ent of explicit quality and servic~ 
performance standards and refusal to do business 
'J.Uith providers that do not measure dp. Fortne 
welfare of its beneficiaries, Nleakare needs 
to move beyond the minimal participation 

. requirements that are now set in legislation. 
New standards for providers shquld include 
the HE DIS-type "report card" and health 
o.utcomes measures for which the Medicare . 
program will be accountable (for example, 
physicians who fell below certain standards 
in providing mammography screening for 
their patients would be dropped from the 

~E!9gLa~m~).::================~========~ 
• 	Development and use of centers of excellence-and 


seecial!,ud services corgracting"..tvtedka're now 

uses such concepts in its coverage for trans

plant services; private-sector plans use selec

tive contracting even more widely for many 

forms of surgery, cancer care, mental health, 

and so forth. Major expansions may be pos

sible to develop disease management and 

preventive services for patients with chronic 

or high-expense illnesses and for disabled 

enrollees. Intelligent purchasing by Medi:' 

care could call forth better quality, cost, and 

service competition among providers,Jo th 

benefit of Medicare beneficiaries and~tax~ 

~TO preserve Medicare's role in as

suring a broad choice of providers, Medi
care enrollees might still be able to go to 

. non-preferred providers, but with higher co
payment rates. 

• Use of case management for high-cost patients .. 
Most private-sector health plans have the 
flexibility to work with high-cost patients to. 
develop service packages, such as home 
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care; that can better meet their needs. The 
Medicare statute does not permit such flexi
bility, even when it would be in the best 

< interests of the patient and the program. 
With so many frail elderly and disabled 
patients, Medicare might be able to make 

. good use of such authorities. 

• Elimination of notice of proposed rule-making 
process for purchasing. Like Gulliver tethered 
by many bonds, the Medicare program's 
effective use of its purchasing power is held 
back by numerous technical constraints, 
some of which are appropriate to a rule
making administrative style but not to a 
business-type operation. Most important of 
these is the Notice of Proposed Rule Making 
requirements that now involve at least a 
three-year process for major Medicare policy 
initiatives or changes. Such rule-making is 
frequently, in essence, simply a statement of 
contractual terms, that is, what Medicare 
will and will not pay for, under what terms, 
and in what circumstances. A private busi
ness that had to go through a three-year 
process anytime it wanted to write or re
vise a contract with its suppliers would 
probably be in the same financial predica
ment as the Medicare program. < < < 

'i-Autnorlzation for Medicare simply to droPl~~ovidJr- ers in the best interests of the program to dV 
~fraud and abuse. In recennestimony, a 

Govemmentftct:~ting Office (GAO) official 
noted that the Medicare program is "over
whelmed" by fraud and abuse and that it is a 
"particularly rich environment for profi
teers." IS Among Medicare's many problems 
are the difficulties of kicking providers out of 
the program and the limited resources made < 
available by the Department of Justice. A 
recent GAO study based on studies of claims 
denial rates for 74 services across 6 carriers 
noted that one-half of denied claims were 1\ 
submitted by betw<een 2% and 11% of provid
ers.16 Acting as a business-type purchaser, < 
Medicare would have authority to simply 
stop doing business with any supplier, at its 
discretion. In areas of widespread fraud, 

Medicare might also be allowed to engage 
private-sector law firms to recover on behalf 
of the government. 

• Authorization for Medicare to organize and con
tract for quality assurance at its discretion. Since 
1965, the major initiative to improve Medi
care quality has been enactment of the PRO 
system. It is an expensive program (costing 
some $325 million in 1994), deals almost ex
clusively with inpatient hospital care, and has < 
been of questioned effectiveness. The 53 . 

< PROs are provider-ciominated organizations. 
Most are physician-sponsored, for example, 
by local medical societies, and typically have 
a board of directors composed primarily of 
physicians and other provider representa
tives. Medicare Part B services are largely 
subject to quality review by the claims-paying 
carriers. As noted in an Institute of Medicine 
report on Medieare quality improvement, the 
implementation of anew health-oriented mis
sion for the Medicare program will require 
far-reaching administrative, contractual, and 
other changes that include reconsideration of 
PRO, carrier, and HCFA roles.17 Would a pri
vate-sector purchaser, intent on improving 
quality of care, want to be constrained to con
tracting with a medical society or provider:
dominated organization? < 

• Publicity about data on quality and service. 
With the advent of HEDIS and buyers in
sisting on accountability, provider secrecy 
about quality problems is being replaced by 
publicized reporting in the private sector. 
Statutory change should also allow this ap-, 
proach to be adopted <by the Medicare pro
gram. Such publicity about where physi
cians and hospitals stand compared to pro-< 
fessional benchmarks and guidelines can be 
important acts in themselves to encourage 
better patterns of care and service. 

• Improvement-ofcustomer servic0l::!e Medicare 
~ro'gram fias never had a strong customer 

'orientation. As an adjunct to the Social Se

curity Administration (SSA), it started with 

representatives in SSA's district.offices, but 
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it'lost these community-level staff when 
HCFA was established. Customer service is 
an area in which Medicare is at a competi

, tive disadvantage vis-a-vis competing pri
vate health plans. .	Enactment of special aU"thorities for Medicare in 
the hiring, p~,_a1:ld_(QJ11p-ensatiC!!!...2i em
ployeesJ,here is no activity which is of larg
er-bUCigetary consequence or greater man
agement challenge for the federal govern
ment over the next half century than the 
Medicare program. Today, Medicare is 
bound, by government-wide civil service 
procedures, promotion, firing, compensation 
levels, and personnel ceilings. In business
type operations, such as the Federal Reserve 
Board, Congress has been willing to make 
exceptions so that federal activities can be 
carried out with the required professional 
expertise. In particular, the Medicare pro
gram may need such flexibility if it is to 
compete with private-sector plans. ' 

Certainly some health care providers-and 
competing health plans-will question the 
wisdom of such new Medicare authorities. But 
why would beneficiaries and taxpayers want 
to keep Medicare from being as good a pro
gram as it can be? If Medicare is expected to 
compete with private plans for enrollees, why 
should it not have comparable purchasing 
flexibility? 

ASTRATEGICPLAN FOR MEDICARE 

MANAGEMENT 


If the Medicare program, as an accountable 
health care purchaser, is to begin to use these 
authorities to deal with quality, service, and 
cost issues, where should it start and what 
should it do? Given the program's scale and 
complexity, a great deal of work will need to be 
done to devise an intelligent purchasing strat~ 
egy before that question can be answered in a 
way that has wide professional ,and political 
support. As a matter of law, Medicare cannot 
deal with such problems in an arbitrary or ca- ' 
pricious manner. Beneficiaries have rights to' 

due process and to judicial review for claims 
denials. Much of the needed research will be 
useful for competing private-sector health plans, 
since these plans will face the 'same issues and 
few yet have much special expertise in manag~ 
ing care for the Medicare populations. 

Research might help Congress, the executive 
branch, and other interested parties in the 
following five basic areas: 

.'1("national strategy for clinical effectiveness and 
outcomes studies for the Medicare populations. 
This strategy could be built by analyzing the 

Medicare data to identify procedures with 

wide variations that seem likely to reflect 

overuse and underuse or excessive rates of 

increase and by prioritizing a research agenda 

by potential payoffs in enrollee ~alth-and 


,..--pIOgram COS.!.'ifIt also needs to include recom
mendations concerning funding for the effort, 
the appropriate methodologies to assure use
fulness, and an ongoing system to automati
cally evaluate new technolOgies and clinical 
practices. The serious shortcomings of much 
of the published literature on medical treat
ment, well-known to clinical effectiveness 
researchers, was highlighted in a recent New 
York Times story of a Canadian assessment of 
treatment for whiplash injury that found only 
62 of 10,382 studies met the evaluators' crite
ria for solid scientific evidence. Ie 

• 	Development of HEDIS-type "report card" mea~ 
sures for quality /health outcomes, consumer 
satisfaction, and service. These data need to 
be collected at the state and market-area 
level, so that HCFA can manage its carrier/ 
PRO contractors accountably and so that en
rollees have comparable data to private-sec
tor plans for making their enrollment deci
sions., These report card measures need to 

, be selected for their validity and reliability 
and should include information that is im
portant to consumers for making choices 

among hea l-=th~p=la~n~s'_-;;-:------;::--:_-:::7~ 
~St.udies-ot"oest practices"in all major-,areas of 
~costs, quality, and service. Medicare is avastCprogram rITat-ha"s-norbeen very amenable to 
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centralized, command-and-control manage
ment. Political decision-makers and the 
Medicare program have'rightfully been 
extremely wary about trying to use govern
ment coercion to change medical practices. 
Perhaps the best way to foster desirable 

. change in a competitive-choice market system 
is to make sure that patients, providers, and 
competing health plans are well-informed 
about the best practices and performance . 
benclunark standards that they should look 
for in making purchasing decisions or should 
offer to be successful in the marketplace. The 
private sector's new purchasing techniques, 
and their applicability to Medicare's popula
tions, need to be carefully assessed. 

• 	 Effective communication strategies. The devel
opment of a national research effort for ef: 
fectiveness and outcomes studies, report 
card data, and identification of best prac
tices need to be matched by strategies to be . 
sure the information is effectively communi

. cated and that it takes into account the 
range of sociological and other factors that 
need to be addressed for effective change. 
Good clinical research data on outcomes 
and effective communication seem to have 
been an effective strategy in the recent de
clines in prostrate operations and cataract 
surgery, two procedures that had been in
creasing rapidly until better information was 
made available to cllnicians and patients. 

• Assessment of where both Medicare and compet
ing private health plans do and do not work 
well, and why. One of the important open 
issues for health policy is to identify market 
conditions where health plan competition 
can improve health care and where such 
competition does not w'ork well. In todais 
market, for example, while the Twin Cities 
area has one of the highest national rates of 
HMO enrollment for the under-65 popula
tion, only 9% of Medicare eligibles are en
rolled. A possible reason is that HMOs can
not make much money or provide many 
additional benefits for 95% of the Medicare 
expenditures in this area. Some analysts 

have also argued that managed competition 
will not work well in rural areas. If Medi
care competition is opened up to a wide 
variety of options more attractive than 
HMOs-for example,. PPOs, point-of-service 
(POS) plan.s, Medicare Select options, and 
other arrangements-market research on 
their comparative success can yield insights 
about how the Medicare program may need 
to be changed to better meet the needs and 
preferences of its enrollees. 

In addition to these areas, there are a number 
of special study topics that could prove useful 
for devising a strategy for Medicare to operate 
as an accountable health plan. 

• 	Special studies of needs and service for Medicare's 
disabled populations. Medicare's 4 million dis
abled enrollees have been badly neglected by 
health policy analysts and in Medicare policy 
discussions. Medicare publishes very little 
data on their characteristics, needs, and ser-, 
vice use. Nevertheless, this is an important 
group for analysis, as its rate of growth (4.0% 
armually in the period 1982-1992) is more 
than 'twice that of the elderly population (a 
1.9% armual increase during the same peri
od); the under-45 disability group has been 
growing even faster, almost 11% armually 
over this period. With a benefit package fo
cused on acute medical care, the Medicare 
program is' not well-designed for totally and 
permanently disabled persons. Since this 
group is unlikely to be attractive to private 
health insurance plans, it is particularly im
portant that the Medicare program, as an 
accountable health plan, make special efforts 
to be sure that they are being well served. 
Separate HEDIS-type measures may be need
ed for disabled subpopulations. 

• 	Special studies of high-use elderly populations. 
As is the case with the under-65 population, 
Medicare's spending for the aged is highly 
skewed, withabout 5% of enrollees account
ing for about 50% of expenditures on care, 
10% for about 70% of expenditures on care, 
and about 20% accounting for about 80% of 
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expenditures on care. Among the high-ex
pense populations are important subpopu
lations with chronic illness. Trying to iden

, Hfy these groups and analyze potential im
provements in their care will be of particu
lar importance for dealing with Medicare 
spending issues. To the extent that such 
high-use groups remain with the Medicare 
program, it will be even more important for 

,Medicare to have a scientifically strong c1ini~ 
cal basis for assessing their needs and care. 

• 	Special studies of disease management ~nd pre
vention initiatives. It may seem unusual to 
think about prevention and long~term dis
ease management'for Medicare enrollees, 
but its elderly enrollees are in the program, 
on average, for over a decade, with some 
enrolled for up to 40.years; its disabled en
rollees receive benefits for even longer. 
Among prevention initiatives reported by 
HMOs for the over-65 are activities to re
duce falls, a leading cause of hospitalization 
in the elderly, and to identify inappropriate 
prescribing and potential drug-drug interac
tions. As an increasing number of pharmacy 
benefit management and other firms de
velop disease management expertise, it will 
be important to assess the potential of these 

" developments for the Medicare popUlation, 
particularly in light of the many -studies that 
show misprescribing for the elderly. 

• Policy development for post-acute hospital care. 
A particularly rapid part of Medicare's re
cent growth has been in post-acute hospital 
care. Between 1992 and 1993, Medicare 
spending for home health and skilled nurs
ing care each grew by about 40%,to a total 
of nearly $17 billion. Rehabilitation therapy 
claims are growing about 30% a year. 19 This 
entire policy area needs careful review, in 
conjunction with the Medicaid program, 
which is the nation's largest financer of ' 
long-term care, to rationalize the service 
efforts. Standards of appropriateness ofcate 
are more difficult to come by in this area 
than for clinical effectiveness and outcomes 
studies of acute care. 

• 	Better risk-adjustment mechanisms and proce
dures. It is predictable that the basic Medi
care program will continue to have a less 
healthy population than competing private 
health plans, at least for the for~seeable fu

, ture. This will be an ongoing area of re
search and policy analysis. Perhaps an inde
pendent or quasi-independent organization 
should manage the annual "open season" 
competition between Medicare and private 
health plans to help assure' fair, well-in
formed choice by eligible individuals . 

This is an outline for a very broad and multi
year research agenda. But such an effort is 
needed, by both public and private sectors. 
Over the past 10 years the primary focus of 
Medicare policy has been to design, implement, 
and refine its price controls-using DRGs and a 
resource-based relative value 'scale (RBRVS). 
Today, there is very little that is "on the shelf" 
that can be implemented in the short run'. 

CAN MEDICARE COMPETE 
SUCCESSFULLY? 

Given new accountabilities, new management 
authority to purchase health care, and a strate
gic plan for its future, can Medicare compete 
successfully with private health plans for the 
benefit of the elderly and disabled? Why not 
just leave Medicare alone as a traditional bill
payer and hope that. it will whither away as 

'beneficiaries choose better-managed private 
health plans? There will be those who believe 
that privately rp.anaged health' care plans will 

,out-perfqrm any new-model, government-run 
Medicare program in' head-to-head competition 
and that trying to manage Medicare as a com
petitive health program is hopeless or unwise. 

Nevertheless, the Medicare program is still 
the choice of over 90% of its eligible popula
tion (and, in a majority of states, of 99% or 
more of eligibles), and it seems premature to 
predict Medicare's demise or to make an un

, challengeable case about private health plans' 
interest and ability to compete, on a nation
wide basis, for the Medicare population, 
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particularly its high-expensefrail elderly, chro
nically ill, and disabled popUlations. Given the 
cun:ent situation, it would be a high-stakes 
risk to ignore upgrading Medicare and place 
all of the nation's Medicare budgetary bets on 
presumptions about the success of private
sector plans that .may prove to be wishful 
thinking. In addition,. the federal government 
has a number of strengths to build on in try
ing to make Medicare a better program. 
Among these strengths are: 

• 	Good track record. It is fashionable to dispar
age government competence, but, compared 
to much of the private insurance industry, 

. the Medicare program has an excellent track 
record for innovation and efficiency, within 
its statutory constraints. Through the use of 
DRGs and RBRVS, Medicare has led private 
payers in reducing payments for overpriced 
procedures and using purchasing power to 
restrain inflation and rationalize payment 
rates. Medicare has also led in investing in 
medical efficacy studies and protocol devel
opment to improve clinical practices reflect
ing outcomes research (through the Agency 
for Health Care Policy and Research 
[AHCPR]); publicizing information on com
parative provider quality, for example, hos
pital mortality rates and nursing home re
views; setting up standardized data systems; 
establishing electronic submission of claims; . 
and overall administrative efficiency. In all 
of these areas, Medicare still betters the pri
vate insurance norms. Among recent inno
vative steps are beneficiary surveys, a con
sumer information strategy (immunizations, . 
mammography), a coronary artery. bypass' 
surgery demonstration with bundled pay~ 
ment rates, Medicare Select demonstrations, 
and performance contracts with PROs. With 
a new statutory mandate and authorities, 
Medicare may also excel in new competition 
vis-a.-vis private health insurance plans .. 

• 	Flexible administrative structure. Medicare is 
normally thought of as a government-run 
program, but, in fact, no federal employees 

actually pay claims. Federal employees 
oversee a system ofsome 74.private contrac- . 
tors (called intermediaries and carriers
mostly Blue Cross/Blue Shield plans or 
commercial insurers) that actually run the 
program on a day-to-day basis. These pri
vate-sector insurers-themselves now in
volved in developing and managing private 
health plans-bring administrative flexibil
ity, staffing and subcontracting capabilities, 
and expertise in local markets. When Medi
care was first established, its contractor sys
tem offered administrative capabilities the 
government did not possess and could not 

. develop on the scale and in the time frame 
that was needed. A well-managed Medicare 
program might be able to take advantage of 
this flexibility, in new relations with its con
tractors. As discussed in a recent companion 
piece}O the Blue Cross Blue Shield Federal 
'Employees Plan managed pharmacy benefits 
.program offers a model for how state-of-the
art managed care programs can be devel- . 
oped and offered in a government-financed 
framework for public beneficiaries. Medicare 
might be able to cross-fertilize between 
HCFA's rule-making and hill-paying culture 

. and the private payers' purchasing culture 
, to . produce hY9rid plans through joint ef

forts.with its primary contractors. 

• 	Public' trust and freedom of choice. While gov
ernment, in general, may be viewed with 
distrust and suspicion by many voters, the 
Medicare and Social Security programs .re
tain strong senior citizen, support. Medicare 
remains the program of choice of the el
derly. In the Medicare program, enrollees 
have muchbrbader freedom to choose a 

.provider than in private managed care 
plans. ThEY also have legal rights and due 
processes that help to guarantee their bene
fits-and an ability to appeal to theirmem
bers of Congress for assistance . 

• 	Enormous purchasing power. Medicare is the 

nation's largest health care purchaser, with 

an estimated $175 billion of spending in 


-12



, . 

1995. In 1993, it accounted for 19% of 
personal health care expenditures, including 
28% of hospital care expenditures, 20% of 
physician care expenditures, and 39% of 
home health expenditures. The price dis
counts Medicare has been able to ,achieve 
through DRGs and RBRVS alone-although 
now undercut by HMOs in some markets:-
and its high assignment rate (over 96%) 
suggest a reasonable amount of optimism 
should be in order about the successoffu
ture purchasing strategies. If managed pur
posively, Medicare should be able to strike 
economic terms that are at least as favoral?le 
as its competing health insurance plans, as 

, well as use its purchasing discretion for 
upgrading quality and service standards. 

• 	Data and research capacity. Finally, Medicare 
has an unsurpassed data system, including 
claims records on medical services use by 
some 37 million enrollees and a potential for 
service-profiling and quality-auditing most 
of the nation's health care providers. This is 
a unique resource for developing national 
management strategies and for rapid learn
ing about the effectiveness of these provid

. ers. Medicare and AHCPR also have a 
strong tradition of health services research 
and can work with many professional 
groups in ,developing clinical quality indica~ 
tors 'l\nd improvement strategies. 

How best to manage competition between 
competitive Medicare and private-sector plans, 
all trying t~eir best to enroll Medicare eligibles 
with the most attractive 'benefits, costs, qual- " 
ity, and service, is a complicated topic in its 
own right. If reengineering Medicare, as de
scribed in this paper, is a primary challenge, 
another ongoing challenge of daunting' com
plexIty will be to assure that competition 
among Medicare and competing health plans 
works well. Congress is now ifl the midst of 
debating many major policy questions, includ

, ing enrpllee financial incentives and the poten
tial for budget savings, and there are numer
ous questions which will require long-term 
learning agendas. ' 

Thirty years after Medicare's enactment, a 
much-needed debate about Medicare's future is ' 
taking place; its focus is whether (and how) the 
Medicare program should be rethought in light 
of the private sector's transition from bill-pay
ing insurance to accountable health care pur
chasing. Whether one favors Medicare reforms 
alone, more private plan options alone, or a 
"two-track" strategy that includes both 
approaches (the possibility raised in this paper), 
there are good reasons to proceed with caution 
in use of either Medicare's new business-type 
authorities or new competitive arrangements. 
The welfare of 37 million elderly and dis~bled 
individuals is at stake. While it is attractive to 
envision improving the Medicare program, it is 
also important to realize that discretionary au
thority can also be misused, and competitive 
forces can go awry. The Medicare program 

, could be made worse if it is subjected to unreal
istic budget pressures and its new authorities 
are used to ration services, or if competing 
plans "skim" the Medicare enrollment. As well, 
the American tradition of public management 
-based on the view that goveriunent officials 
should not be allowed to act in ways that are 
arl;>itrary, capricious, and unfair-has usually 
insisted on "a government of laws and not df 
men." But protection of Medicare enrollees in 
private plans from poor HMO practices should 
be no less an issue.2

! With broader administra
tive discretion for political appointees also co
mes increased possibility for the application of 
political pressures, from Congress and other 
sources, and the pursuance of personal agendas. 
Perhaps the Medicare program is unmanage
able or will prove to be so; perhaps private plan 
enthusiasm about the profit potential of Medi
care enrollees will abate. For many such rea- 
sons, there will need to be a great deal of 
overSight and vigilance about Medicare and its 
competitors. Just as Congress established the 
Prospective Payment Assessment Commission 
and PPRC to advise on development of Medi
care price regulation, it may also wish to estab~' 
lish a similar adVisory commission for an imple
mentation period of market-oriented Medicare· 
reforms. 
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. [INTRODUCTIONS BY MR. BILL GORHAM AND MARILYN MOON TO 

FOLLOW. JOINED WItH SECRETARY SUMMERS' COMMENTS.] 


SEC. SUMMERS: (Applause.) Thank you very much. Thank you very much, 
Marilyn, and I'm very glad to be here. Before I say anything else, I want to echo what 

. Bill Gorham said about Herb Stein. ·Probably more than any other individual I can Jhink 
of, Herb Stein graced fora like this for many, many· years in this city. Whatever the issue 
was, whatever the challenge was, Herb Stein was a voice .of conspicuous clarity, constant 
good humor, and frequent -- almost always spoke the real truth. He was for many, many 
of us -- and I remember the first few times that I had the chance to come to Washington 
as a young academic; he was a tremendous example of what it meant to be a policy 
eC,onomist in the best sense of that term. He always spoke the truth, even when the truth 
was inconvenient to the position that he was advocating. He always, to use a phrase that 
the president uses often in a different context,put progress ahead of partisanship, and he 
did an enormous amount to advance our understanding of the many public policy 
challenges that are ahead of us. 

It is satisfying to me that he did live to see the United States budget go into 
surplus, he did live to see us in a position to start to think rationally about what our 
national priorities were as we allocated our budget. And he does live on in the influence 
that he has had on so many of us who attempt to imitate the clarity which he brought to 
public policy discussions. 

Marilyn, I appreciate your organizing this event,and I appreciate ali of the Urban 
Institute and the other organizations' work in this area. 

The remarkable advances in science, in techniques of health care delivery, have 
given us a health care system today at the end of this century that is dramatically different 
from the one that existed in 1965,. when Medicare was introduced. Clearly, a health care 
system --a health care program that was right for beneficiaries 34 years ago is unlikely to 
be right for Americans today, but I think we can all agree that having the right Medicare 

. system, one that guarantees America's senior and disabled citizens high-quality health 
care, is today more important than ever. 

I want in that regard to commend Representative Thomas, who will be here in a 
few moments, and Senator Breaux, for their leadership in the bipartisan Medicare 
coinmission. That group has advanced the debate over how to improve the health care 
and social safety net for older and disabled Americans. Their efforts and those of others, 
including .Senate Finance COJl1.ll1ittee Chairman Roth and Ranking Member Moynihan 
and many others, have given rise to an atmosphere where meaningful.bipartisan reform 
seems possible. 



· , 
Yesterday in New York, I had an opportunity to reflect on what seemed to me the 

crucial factors behind our economic strength in this coUntry and to reflect on the priorities 
that seemed most important going forward. Broadly, I highlighted two things. I 
highlighted the absolute centrality of fiscal responsibility to the strength of our economy, 
and the importance of addressing problems by harnessing market forces in order to 
address them, what one might call a helping-hand approach that replaced what has too 
often been a traditional heavy-handed approach to public policy in the past. At the same' 
time, I noted that public actions to support the market system are essential if we are to 
maximize the results that market competition delivers for the American people. 

{believe that it is these themes -- fiscal responsibility, competition, proper 
management of that competition to assure that it actually works for people -- that need to 
guide us as we debate how best to modernize Medicare. Indeed, the administration's 
approach to Medicare reform has stressed two crucial principles, that we must protect the 
elderly and disabled Americans who rely on Medicare for their health coverage and that 
by enhancing the level of competition within Medicare we can improve the quality and 
efficiency of the program without higher premiums for these beneficiaries. 

I 

I'd like to focus my remarks on these two points before briefly discussing the 
fiscal virtues of our proposal and the importance of adding a Medicare prescription drug 
benefit. Let me say that I am here to make the case that Medicare reform that is good 
health and social policy can also be good and right economic policy, and it is because the 
use of the right economic tools can make such a contribution to policy in this area that the 
Treasury.Department has been a very active participant in the design of the 
administration's Medicare proposal. 

The administration firmly believes that adequate protections must be afforded to 
beneficiaries as we move into a more competitive environment. Traditional Medicare 
now provides the central care for 84 percent of all beneficiaries and it should not become 
less affordable for our most vulnerable citizens, even as we do make changes in the 
program. Perhaps a third or more of elderly and disabled citizens have serious, 
chronic illnesses and impairments, and their very survival may depend on continuing 
access to specialized care. 

That is why we consider it critical that any reform allow beneficiaries to stay in 
traditional Medicare for the same monthly premium as under current law, now about $45 
a month. While this would protect the elderl~ and the disabled, in no way would it 
exempt Medicare from competition. Let me be clear. It is not necessary, in our ~ . 
judgment, to raise premiums in traditional Medicare in order to have real competition. 

The collective efforts of the president, the Medicare Commission and others have 
given rise to an emerging bipartisan consensus -- bipartisan consensus on the needto act 
to strengthen and modernize Medicare and that now is the right time. At the same time, 
one ofthe.greatest concerns that the administration has about the Breaux-Thomas plan 
and some of the other Medicare reform proposals that have been put forth is that the 



benefits of competition might be obtained at too high a cost, in terms of exposure of 
beneficiaries to increased risk. Monthly M~dicare premiums are already expected to 
increase substantially over the next decade, simply because growth in forecast health-care 
costs will continue. 

Against this backdrop, it is especially important that we prevent an extra premiuin 
increase from accompanying the transition to a more competitive system, because it 
wouldn't be right as social policy and frankly because of the damage that it could do to 
the case and acceptability of more competitive and market-oriented approaches. We 
believe that it's crucial to select an approach that encourages robust competition among 
health care providers in Medicare, while preserving the vitality of the social safety net 
that is so important to many of our citizens. 

And I might just note that it was the case, at least as of several years ago ..:- and; I 
imagine, the case today -- that while American life expectancy did not stand out in 
international comparison, American life expectancy, starting at the age of 65, did stand 
out in the international comparison, and that that is much more prominently the case 
today than it was in the mid-l 960s, before Medicare had taken effect. And that just 
illustrates that these protections are not just abstractions, and they are not just something. 
financial, but they are something very real for our aged citizens, for many of our parents, 
for many of our children's grandparents. 

The administration believes that the proper approach to Medicare reform would 
have all plans in the program and traditional Medicare engage in head-to-head 
competition, while at the same time protecting beneficiaries' premiums. 

To be sure, there is a kind of competitive element tn Medicare right now. Under 
the current program, payments to private plans are determined by regulated prices, rather 
than competitive bidding. And since each beneficiary pays the same basic premium, 
regardless of plan choice, plans compete primarily by offering extra benefits, rather than 
on price. These additional benefits vary widely in content and perceived value, so it is 
difficult for seniors to make apples-to-apples comparisons based on plan costs and 

. quality. ' 

In many ways it's 'analogous to the situation before airline deregulation where 
airlines could compete, they could compete vigorously with each other, it's just one thing 
they couldn't do in an effort to attract customers -- reduce their prices. That led to quite 
inefficient service mix, it reduced the pressure for efficiency. And that is the difficulty 
with the kind of competition that we have in Medicare today. 

There is yet another problem. If one has competition that can only take place on 
dimensions of service provided rather than on price, one maximizes the potential for 
cherry picking, for designing the mix of services so as to compete by selecting the right 
patients rather than by providing the most important care. 



Under the president's approach, private health plans participatihg in Medicare 
would submit a competitive bid at the price at which they're willing to cover an average 
senior citizen. These bids would then be compared to the costs in traditional Medicare to 
determine the price for a beneficiary of emolling in that plan. 

As under current law, a participant choosing a private plan which costs about the 
same as traditional Medicare would pay the same premium. But under our proposal -
and this is the crucial point -- someone who opts for a plan that is less expensive would 
pocket three-quarters of the savings, with the remainder accruing to the Medicare trust 
fund. As a result, all beneficiaries would have strong new incentives to choose efficient 
plans, and plans would have strong incentives to deliver the most value for money 
because if they let their costs grow excessively or their quality slip, emollment would 
fall. 

The introduction of competition in this way is expected to result in $9 billion in 
savings for the govermnent over the next 10 years, and $22 billion in savings to 
beneficiaries. At the same time, it will enhance the range of options available to 
participants, leaving them free to select a plan that could reduce or possibly eliminate 
their monthly premium. 

Let me just say that in health care perhaps more than any other area, I'm sure if 
Herb Stein were here he would counsel a certain humility in projecting the way in which 
the system will evolve, in judging the consequences of interventions. 

The approach that we have laid out seems to me to be a prudent start down the 
competitive road. Coupled with the introduction of dsk adjustment, it offers the prospect 
of making competition more vigorous and starting to give people something back when 
they successfully economize. I don't think any of us can know what the full benefits will 
be down the road. My judgment, all things considered and given the tremendous costs 
that our country has paid for fiscal lack of discipline, the scorekeepers in this area are 
probably correct to be very careful about scoring speculative -- possibly speculative -
benefits from the introduction of greater degrees of competition. I think that is the right, 
conservative way for us to make policy. ' ' 

On the other hand, I would just advise that everything that I know as an economist 
and almost every experience that we have looked atsuggests that greater competition 
brings about more efficiencies" brings about more changes, brings about changes along 
dimensions that would not have been forecast at the time the competition was introduced, 
and so I suspect that over time, those estimates might well prove to be underestimates of 
the benefits that result from introducing a more competitive element. 

Some would respond to that by saying, Why not introduce a more forceful, 
vigorous competition that goes directly at challenging the core Medicare benefit? That, 
in our judgment, is just too great a risk at this point and it is, therefore; one that we cannot 
support. 
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The president's approach recognizes that, as important as they are, these structural 
reforms and the cost savings that we can bring back, after making appropriate 
adjustments where problems have shown up, are not likely to generate enough savings to 
meet the costs of caring for the baby boom generation when it retires, This group knows 
the facts of that situation better than most. 

With an elderly population set to double from 40 million to 80 million over the 
next three decades, it is dear that additional financing will be necessary to maintain basic 
health care services and quality for any len~h oftime. 

Now, in a real sense, there is only one way in which an economy can provide for 
its future. Accounting alone does not achieve thai objective. The only wayan economy 
can provide for its future is by saving more, and it is clear from our recent experience that 
the most potent and reliable way to increase our national savings is to raise the amount 
that we save, raise public savings in our country. 

And tha~ is why we believe that it is important to use this moment of budget 
surplus, this moment of unique economic strength, to take a portion oBhat surplus, assure 

C' that it is not dissipated through new spending -- through new spending programs or 
through tax cuts, but instead contributes to extra national saving that can be used to 
reduce future interest costs, raise the size of our national economy in the future, with the 
benefits earmarked for what are our rising commitments. And that is the essence of the 
administration's proposal to dedicate more than $300 billion in on-budget surpluses over 
the next 10 years to extend the Medicare trust fund solvency beyond 2025. 

Let me emphasize what is crucial about this proposal is not accounting. ,What is 
crucial is that we take steps today that make room in the federal budget in the future by 
reducing interest costs, that make room for our economy by increasing national savings 
and that we do not commit those resources to new uses until we have assured that our 
existing obligation to pay for our own retirement health care costs is met. 

Let me highlight one final aspect of the president's program that I also believe is 
good economics. As the president has said, nobody would devise a Medicare program 
today, if we were starting all over, without including a prescription drug benefit. A drug 
benefit is not just good health policy, it's good economics. The investment in improved 
and lengthened lives yields benefits that easily justify its costs. And while no economist 
has. yet figured out how to put a price on peace of mind, all current and future seniors will 
gain peace of mind, knowing that they have a reliable source of meaningful insurance. 

Drug therapies have become an ever-larger and more important part of the arsenal 
ofm~dern medicine, providing more effective and lower-cost treatments for many 
illnesses that used to result in disability, hospitalization, and death. 



But prescription drugs are only effective when they're utilized. Of the estimated 
20 million women in this country who could benefit from treatments for osteoporosis, I 
am told that only about 3 million are treated, even though replacement therapies and other 
drugs maintain bones that -- help bones maintain their strength are currently widely 
available. There are many reasons for that gap -- many, many reasons for that gap. But 
there is no question that one of those reasons is cost and that that is a very shortsighted. 
economy when one considers the costs of treating broken hips down the road. 

The president's plan makes needed drugs more accessible to the three-quarters of 
seniors and the disabled who do not have dependable and affordable drug coverage todai . 
When fully implemented, the drug benefit would cover half a beneficiary's drug expenses, 
up to $5,000 a year, at a co·st to them that is one-halfto one-third as much as a typical 
Medigap drug plan. 

The president's plan does so without price controls. We do adopt best private
sector purchasing practices. But I assure you thatwe are very mindful ofthe need to 
purchase drugs in a reasonable and fair way, that preserves what is absolutely crucial to 
the future of our health economy, the ability to innovate going forward. 

The. president's program also;provides new subsidies to. encourage employers t6 
provide. or retain high-quality coverage for their retirees: And let me stress -- because I 
did not emphasize it, and it's really a crucial part ofwhy this plan is fiscally.responsible -
that most of the drugs benefit's costs to the government will be offset by sensible reforms, 
including the proposal to create true price competition that I have spoken about. 

In the time ahead, we have a historic opportunity to reform Medicare in a way that 
will strengthen 'our economy and our health system and our future. We look forward to 
working with Representative Thomas and other members of Congress to enact Medicare 
reform that we can all support. None of us, I think, have all the answers, but I think we 
are making progress in coming to a shared recognition ofthe absolute importance of 
protections that Medicare provides and the appropriateness ofassuring that they ate 
provided in as modem, competitive, and fiscally prudent a way as we possibly can. With 
this moment, we have a rare opportunity and I hope and trust that we can seize it. 

Thank you very much. (Applause.) 


