" THE WHITE HOUSE
. WASHINGTON

July 28 1995

" MEMORANDUM FOR THE PRESIDENT
FROM: Carol Rasco
SUBJECT:  Kassebaum/Kennedy Bill and the Medicare Reforms Advocated by Etheredge

{

“You asked how the Medlcarc reforms suggcsted by Lynn Etheredge squared with the recently
introduced Kasscbaum/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 thc blll is
dedicated primarily to insurance reforms

Bacyk'ground

The Senate Labor and Human Resources Committee 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 significant bipartisan support and, as a
result, focused their efforts particularly around insurance reforms and purchasing cooperatives.

Késsebaum/Ke;inedy Bill and 'Ethere&gé Medicare Reforms -

The provision of the bill that has the most similarity to the recommendations outlined by
Lynn Etheredge is probably the 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 toward that end for the employers and employees of small
businesses. In addition, one could clearly argue that some of the insurance reform protections
arc consistent with the spirit of Lynn's strong belief that there should be strong consumer.
protection provisions to guard against discrimination of sicker, older beneficiaries. 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 the broad-ranging support -of Committee members (Paul Wellstone through
Judd Gregg), John Chafee signed up as an orlgmal cosponsor :



*. One last point worth.noting, Senator Kennedy was'cxtrcmcly appreciative of 'your mcntiohing
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 cali of duty to
reference the b11 (and how happy he was that you did.)



Summary of Health Insurance Reform Act of 1995

Limit Exclusions for Pre-Existing Conditions. The bill would -
restrict pre-existing exclusions by prohibiting insurers and employees

from limiting or denying coverage under group health plans for 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 belng 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 for at least 12 months may not be denied coverage if
they leave their job and are no longer eligible for COBRA contlnuatlon
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 1nd1v1duals as long as premiums are
paid.

Portability. Because the bill limits pre-existing condition
exclusions, allows 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 business becduse of the fear that health problems would
prevent them from obtaining 1nsurance

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 of 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. :
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Thls memno from Carol Rasco

&summarlzes ‘a report on

moderhizing Medicare -by
Lynn Etheredge:. If you

‘ .want to see the report 1tself, L
: iwe 11 send 1t up.
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,MEMORANDUM FOR THE PRESIDENT

- FROM:: - ,'f L CarolH Rasco L
| SUBJECI‘ B Lynn Etheredges Report on Med1care o R

. Lynn Etheredge has just completed the attached report that prov1des sol1d recommendat1ons about
" how the Medicare program can be modernized.. It is a well-written and researched analysis that

. documents the current shortcommgs of Medlcare and provides specific suggestions about how wecan
. move the program into the 21st century.. In short, he advocates utilizing the best of private sector T
3 competltlon quallty and accountab1llty 1nnovatlons w1thout underm1n1ng the program ' '

As you may recall Lynn is a’ consultant who has worked closely w1th both Republlcans (OMB career .
under Reagan) and Democrats (your health care transition team and as a consultant last year to
Kennedy s Labor Comm1ttee) Most recently, he has been associated, w1th the Jackson Hole group.

He is well respected by all sides and is shoppmg the concepts outl1ned in thls paper to moderate
'Republlcans and Democrats R ER _ T e e ;
" The good news is that much of what Lynn is advocatmg is consistent w1th the Medlcare _

_ restructurlngjmanaged care erthancement package you exp11c1tly 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 - L

_overwhelming support of the public. They would contnbute to your goal of providing more efficient -
~ options without f1nanc1ally coercing benef1c1ar1es into plans they otherwise would not choose. Most
- importantly,”they represent an alternative to the status quo that can be used to-counter Republlcan L

voucher proposals. In short, your proposal has cho1ce with security, whereas the Republicans are
.. financially coercing beneficiaries into capped managed care plans. The approached outlined by Lynn
_.would likely have the added beneflt -of belng well recelved by the bus1ness the managed care, and.-
the agmg advocacy communities.- L o - o e
. While we would probably have to push HHS on some of Lynns recommendat1ons - part1cularly

‘with regard to'a timely implementation schedule -~ we believe the current env1ronment has made o
_ the Department much more receptive and encouragmg of movement in this d1rect1on Donna Shalala

in part1cular, would probably love to embrace them. '

P

I wanted to share th1s w1th you now because I thlnk it is partlcularly t1mely relat1ve to the 1nev1table

© . upcoming Med1care reform debate. I have: asked Chris Jennings to stay .in close ‘touch w1th Lynn

“-and to continue to have appropriate White House and Department representatlves review our .
substantive and political positioning strategy-vis a vis Medicare. ~ Unfortunately,-because of the
perception that we (and’HCFA in partlcular) 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 Adm1n1stratlon gets its due cred1t Attached is a one- page summary of Lynn s recommendatlons
'.'cc:;AhceRivlin" T
. Laura Tyson - ° =~ B . s



' HIGHLIGHTS OF ETHEREDGE'S MEDICARE REFORM RECOMMENDATIONS

[ L=y . s

Medlcare s mission phllosophy needs to be revnsed to emphasne Medlcare as a
~ health’ plan -Most 1mportantly, Medicare needs to become accountable not just for

* insurance to pay bills and protect f1nanc1al assets, but for improving the health of its
enrollees by prov1d1ng preventlve health measures and quahty medlcal care

Medlcare should have new authorltles to’ purchase health care on the. basns of

explicit quality and other criteria and competitive performance To improve

_ Médicare's performance Congress needs 10 provide authonty to move beyond the

—  limits of regulatory rule-making and price~setting so-that Medicare c¢an adopt the

.. same-types of successful purchasmg techniques pioneered by pnvate-—sector pay.
(ThlS is very mm:lar to. the Clmton Admxmstranon PPO and pomt of service 0pt10ns )V'

Report cards that assess Medlcare s performance on the basns of cost, quallty, .

outcomes, and service need to be. utilized so that.the program can be held A

- accountable by enrollees and poheymakers ‘These measures need to reflect a wide -

. range of criteria, 1nclud1ng preventive care, quality of' care, consumer satisfaction, and
~ health outcomes, and should also apply to competmg private health plans." Report _
cards should show natlonal state level, ‘and market—area performance. /
b Medicare needs to adopt competitive purchasing of Standardized Services" and
supplies, mcludmg durable medlcal eqmpment laboratory testmg, radlology, and_ :

( outpatlentsurgery S Lo e T, B .
Medlcare needs to mgmficantly expand its use of centers of excellence and
specxallzed services contracting. Medicare | now uses such concepts in its coverage
for transplant sewlces private-sector plans use selective contracting even more widely
. for many forms of surgery, cancer care, and mental health. - Intelllgent purchasmg by
“Medicare would produce better quahty, cost, and serv1ce competition among pr0v1ders

‘ to the beneflt of Medlcare benef1<:1ar1es and taxpayers
V A national strategy for clinical effectlveness and outcomes studies for the
Medlcare population needs to be implemented by analyzmg the Medicare data to
ldentlfy procedures thh wide varlatlons that seem llkely to reflect overuse: and
- underuse. . : : :

Medlcare needs to be better empowered to drop prowders who are contrlbutmg
to a significant fraud and abuse problem in the program o

T
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Reengin’eering .. is the fundamental-rethink-
7 ing and radical redesign of business processes: -
to achieve dramatic improvements in critical
'-contemporary measures of performance such

as cost, quality, [and] service.

'

In this new purchasmg env1ronment pr1vate-

sector employers and’consumers are increas-

—thhael ‘Hammer and ]ames Champy, .

Reengmeermg the Corporatxon

At the tune of its enactment 30 years ago,
' Medlcare was pattemed 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 i insurance companies and of the -
Medicare’ program was 31mp1y to pay bills.
"Today, Medicare remains essentially a bill-
~ paying insurance program, with the addltron

iingly 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 Quallty Assur- -’
.ance’s (NCQA's) “report cards,” which are”
‘based on the Health Plan Employer Dataand
“Information Set (HEDIS), and other quahty .
.measures, such as health Outcomes ‘The HEDIS
data set includes more-than 60 quallty, service'
access, patient satisfaction, outcomes, and other
performance measures, 1nc1ud1ng preventrve '

- care (such as immunizations, mammography -
o screemng, and eye exams for diabetics) and

- of nat10na1 formulas for hospltal and physmlan_.

payment rates

/

In recent years, the pnvate séctor has

moved beyond this tradltxonal insurance mod- :

el. Private-sector payers are no;longer simply .

tpayrng bills but are using a variety of evolv-

ing purchaszng techmques, In a competltlve
marketplace, to restrain costs and improve

- quality and service. Among these purchasmg p
~ strategies are many forms-of selective, compet-
.. itive contracting; capitation and risk-sharing

v_arrangements provider performance stan- -

‘dards,'with incentives, penalties, and continu- ‘

ous, quality improvement goals; management -

of }ugh—cost cases; centers of excellence for .

. transplants, heart surgery, cancer care, and
_other treatment; prevention and chronic dis-

" ease management initiatives; consurher infor-

_. mation and incentives; specialized contracting

" for pharmaceutrcal benefits, substance abuse, .
mental health, and other services; and specral-
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’s. pelitical leaders and federal workers—

‘are usually able to make choices among a num-

ber of health plans on the basis,of provider *
networks, cost, qualxty service performance;

v and other features

 signal indicators for. poor quality (such'as mpa-'

tient adrmsswns for asthma and treatment fol-
lowmg heart attacks)

In the current pohtxcal cllmate there is great
_-interest in the federal goverriment's making
‘available to the Medicare population a broader
choice of competing private health plans that

‘use such purchasing technologies. Today, health -

" maintenance organizations (HMOs) and other

\pnvate plans enroll only about 10% of the =

- Medicare population. Among the'many inea-

. sures that could ‘open p more plan options are

an FEHBP-type “managed competxtlon ap-

. proach that would allow Medicare beneﬁcxanes: o

to make inforrned choices among a wide range |
of HMO, preferred ‘provider organization .

- (PPO) Medicare Select, medigap, and other

-~ plans dunng 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- h
. tion in Congress.now centers on the pohcy .
" questions involved in structuring new options

for Medrcare enrollees

As a complete reforrn 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.” 4
“As,of January 1, 1995, 19 states had no Medi- S

" care HMO enrolleés and 32 states had 1% or Ii .

lf/ewer of their Medicare-eligible populations



o might expect that, over the long term, both -

o

" enrolled in HMOS A handful of states—‘ -
mcludmg California (42% of Medicare HMO
enrollees) and Fiorida (17% of Medicare HMO

- - enrollees}-—-accounted for most of the Medicare -
'HMO membership:' Even with an FEHBP-type -

arrangement and optimistic growth. -assump-

- tions about private plan enrollments, many fac--. :

 tors make it likely that most Medicare eligibles

" in most states will still be in the program for the
- rest of the decade and beyond In its traditional .
bill-paying mode, the- Medicare program has-
very few tools for deahng with the volume, "

- intensity, and quahty issues that. are its. major’

"+ cost-drivers. Thus, devising a strategy: for fun- :
damental reform of the basic Medicare pro- -
gram—"reengineering” Medicare—is essential

"not only to deal with budget issues but also to

~ vachieve 1mprovements for the 37 million people

" who depend on the program

What should ‘be done about the basm Medl-
care program? What would be-in the best in-
terest of its'37 million elderly and dlsabled

_ enrollees‘? S , LTy

k “This paper consnders the questxon of wheth—
" er Congress should give Medicare the same

~ types-of.authorities that are available to its"

pnvate-sector compehtors—parncularly au--
- thorities to use new purchasing techniques—
-and require performance accountabilities for
their use through HEDIS-like quality and
health outcomes measures. Should not the

‘nation’s elderly and disabled, as well as tax- - B

payers, ask for and expect a state-of-the-art

Medicare program? If this approach were

adopted, Medxcare-ehgxble individuals would *
“be able to enroll either in a - Medicare program.

‘that is working hard to prov1de the best econ-: ‘
" omy, quality,-and services or in compehng
private-sector health plans. that are paid equw-v
alent (risk-adjusted) capitation amounts. One

taxpayers and Medicare-eligible persons

. ;would benefit by such competition.

At the most general Ievel refomung the
Medicare program in this way would start
- with three. fundamental changes

v

mA rewsed missioi phxlosophy that emphasrzes

" Medicare as a health plan. Most importantly,
Medicare would rieed to become accountable,
not just for insurance to pay bills and protect -
financial assets, but for improving the health
of ifs enrollees, by prowdmg preventxve
health measures.and quahty medical care

u The, adoptxon of “report cards” that assess Med- o

icare’s performance on the basis of cost, qual:ty, o

outcomes, and’ service so that it can be held ac-
. countable by enrollees and polzcymakers These
measures need to reflect a wide range of. =

_criteria, mcludmg preventive care, quality of ~

- care, consumer satisfaction, and health out-
R comes, and’ should also apply to competing
-+ private health plans Report cards should

'show national, state-level, and market—area o

E performance

The measures that could be: used by a refor- -

" mulated Medicare can be illustrated by com-
~paring current official data’ reports with new"
_ .health-related data that could be a basis for

the above-described report cards. The most

‘ ‘extensive pubhc accounting for Medxcare S.

operations is the Meédicare and Medicaid Statisti-
cal Supplement pubhshed in February 1995.* Its

- more than 370 pages are filled with statistics .
- that emphasxze financial, workload, and-

* cldims-paid data, such as hospital days of care
*and expenditures, that dré appropriate.toa

traditional health insurance program. No- -
where are there measures of quahty of care

. and 1mproved ‘health status or reports on en-
~rollee sansfactxon :

"Two recent studles hlghhght the kinds of
health-related measures that might be wused to

~ assess Medicare’s future performance as.an -

" accouiitable health plan. The Physician, Pay- -

- ment Review Commission (PPRC) and the
L RAND Corporatton have recently developed a

set of approxnmately 50 quality measures that
can be implemented, using:claims data, for the

A .
-.current Medicare program..Several measures,

which have been run against Medicare’s na- -

: txonal claims data are shown below in Tabl

1 A number of them -are sxrmlar to the
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NCQA s HEDIS meastires used for pnvate-
sector health plans. In the view of the physn-'
cian consensus paneis developmg the mea- .
sures, these are “necessary-care” indicators;’

| that is, professmnally acceptable prachce
should be near 100% comphance

.\.<r'
oy .

T

. TABLE1 . [
Cimlcally Based Indlcators of
Quality of Care for the Elderly

Medlcare Claims Data, 1992:and 1993

Brea.st Cancer

; .';For patnents with breast cancer,” N

.interval from b:opsy ‘to surgeryw e
less than 3 months ' ‘ . 64%

Mammography every year for ' o

patients-with a hxstory of :

breast cancer - - Co B

Mammography évery 2 years .

in female patnents e

t

Dxabetes N \

- Eye exam every year for patxents )

- with.diabetes 38%

' Heart Problems

2

‘,Vlsu within 4 weeks followmg h

) w:th MI

EKG durmg ER visit for ‘ o
‘unstable angma Ce

84%
. 81%
) Mental Dxagnos:s

sznt within 2 .weeks. followmg S
discharge of patients hospxtahzed
for depressxon ' 95%

A

\

The PPRC RAND study shows several qua—

. lity- indicators on which the care received by

Medicare elderly patients merits an A"
. (95°/o+) .on a nationwide basis. But it also hlgh-

61%. |

.'-390/0' |

- discharge for patlenks hospitalized SN ‘ E

‘as mammography and eye' exams for diabetics;-

. for which there should be failing grades, “D” "
.or ', as well as many indicators in the 60% :

to 85% range where care falls ‘well below pro-
fessional standards. The study’ also highlights

particular probiems for minority populations -
' ~and for rural. and underserved areas.

5

-

’ Another recent study, by Lewin-VHI for the

' Natlonal Institute for Health Care. ‘Manage- -

ment, analyzed Medicare hospltahzahon rates

' for three diagnoses that are sensitive to good
: ,ambulatory care and preventive measures. For.

1992, the study reported Medicare hospitaliza-

A non rates for asthma to vary by miore than 3:1

among states, hospitalization rates for dlabetes
by miore than 5:1, and hospltahzahon rates for’

* hypertension by more than 8:1. Even after
. statistical ad]ustments for demographzc charac- .

: ,»tenstxcs, several-fold variations still rernamed 6

Given such Statistics; any presumphon 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. Médicare's performance needs to -

" be measured and accountable on the same
- basis as its competitor plans, s0'its enrollees
, can make mformed choices.

The thlrd fundamental change that would

'need to occur for Medicare to become more

like a state-of-the-art accountable health plan

1s the followmg o ;

‘m Med:care should have new author:ttes fo pur~

B ;

i

- lights'a number of prevenhon mdlcators, such !

E

" chase health- care on the basis’ of explicit qualzty

and other criteria and competitive performance.
“Within the many statutory constraints Medi-
care has to operate under as.a govemment
_program, it has generally. been run effec- -
tively, efﬁcxently, and with continuing im-
_provement and innovation. Given its con- j
straints, Medicare is now about as good a.
program as it can be. But in, nearly every
-drea—such as three-year-long rule-making

" processes, volume increases and quallty

- -assurance issues, fraud and abuse, and rap-

. 1d1y rising budget costs—it is clear that
Medlcare cannot deal as effechve y as it

“

A

r
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*, needs to with. the complexxty and pace of -

. change in today’s health system, nor can it

‘ .day, 37 nulll()n persons depend/on the Medn-

‘hold physicians, hospitals, and other provnd-. E

- ers.accountable for improving their perfor-
mance. To improve Medicare’s pérformance,
Congress needs to provide authority to
move beyond the limits of regulatory rule-

. making and prxce-settmg so that Medicare -
can adopt the same types of successful pur-

- 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. bipartisan polmcal consensus

" The next section laborates on management . .
S € g -statute. It has a centralized adrmmstratwe

challenges for the Medicare program’s future if

" itis to be an effective health care purchaser. .

care program. Within 30 years, as the baby -

boom generatxon retlres Medicare will be pur-

' chasmg health care for about 70 million per-.

sons, and its annual- 5pendmg wxll be many

" times greater than it is today.

_ An understandmg of the challenges of. chart— o
" ing Medicare’s future begins with an under- -

~ ,_‘standmg of the scale involved. Nevertheless,

. thereisa w1despread misperception about the
" Medicare program that must be dealt with to -
" understand just how difficult it will be'to ~

Followmg that is a discussion of specific legisla- -

tive changes needed to, allow Medlcare 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 reenginéered Medicare program and *

L ’competmg pnvate—sector health plans

© THE CHALLENGE OF MEDICARE V

. MANAGEMENT

For the federal govemment 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 scalé of private-sector enter-
prises, the Medicare program, with $160 bil- -
lion of spendmg in 1994, has passed General

" Motors—with $154 billion in revenues, the
' nation’ s largest prwate company—to become

the nation’s largest business-type operatron

In 1994, only three pnvately 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. b1 llién or more in revenues To-

T

manage the program. That-is the myth of uni- -

forrmty prednctablhty and gradual change

Medicare ¢an seem to be a decephvely sim-~
ple and easy-to-reform program. Its enroll-
ments, financing, and benefits are defined in

structure (DHHS/ HCFA) a uniform set: of

regulahons payment rates for hospitals, physx- '

cians, and other servicés that are specified by =

- national formulae, 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 prachces change gradually, o

. primarily-as a result of the steady accumula-

~ “tion of scientific'data. A" rmspercephon that -
. the health care system is evolving in gradual,

"uniform ways is also reinforced by national -

health expenditure and Medlcare actuarial .

© data that aggregate a ‘vast number of complex o
c¢hanges and varlanons into smgle categories’ R

~ suchas mten51ty

' The followmg selection of data illustrates

,how far assumptions of uniformity and steady |
.change arefrom the Medlcare program 5 reahty

: n Hospztal use. iEven ona: regxonal basis, Medi--

care enrollees' use of hospital care varies by ..
a ratio of 2:1—from 1,735 days/1, 000 en-
rollees in_the western states to 3,455 days/ .-

. 1,000 enrollees in the northeastem slate; in -
1992. As.they have:for years, hospital - .

o1
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léngths of stay contifue to average about .
50% longer in the northeastern states (10.4-
days) than for the westem states 67 days) 8

. R,ates of change in hospttal use by diagnosis- .
" related groupings (DRGs). In the 1988-1992"
period, hospital dlscharges for Medicare -
enrollees rose by 8.3%. Of the 65 leadlng
" DRGs, however, only 12 had increases be- '
© tween’ 0% and 20%. Seventeen DRGs had
mcreases 0f,20% to 40%, 9 rose by 40% to
<60%, and 5 increased by more than 60% i in
‘the four*year period. The most' rapid in- -

creases were reported for DRG 88 (chronic =

obstruchve pulmonary dlsease), 219%, DRG
462 (rehablhtanon) '103%; and DRG 214

. (back and neck procedures with comphca-»
nons and/or comorbldmes), 75%.: Dis-: .-

. charges dedlined for 22 DRGs. Eleven DRGs
-had dechnes of between 0% and 20%; 8 de— !

“clines were in the 20% to 40% range; 3 de-Q ’
clined by over.40%: The DRGs that de- -

creased most were DRG 90 (simple pneumo- -

 nia and pleunsy) and DRG 96 (bronchxtxs
~ and-asthma' with comphcatlons and/or co-

“morbidities), which had. dedmes of 52% and o

58%, respectwely

n Nursmg home use. Rates of nufsing home use &
’ ~ " varied by 6:1 across states: Minnesota resi-

dents used 1,364 days/ 1,000 enrollees, Con~ -
- necticut residents 1,235 days/ 1,000 enrollees,

* . and Indiana residents 1,067 days/1,000 en- '

- rollees in 1992. Among the low-use states

.. were Maine (248 days /1,000 enrollees),
‘Oklahoma (326 days/1,000 enrollees), and -
 New I—Iampshxre (327 days/1,000 enrollees) 10

I Home health use. The rate of home health
visits per1,000 enrollees varied by more =

~_than 17:1'among states in 1992, The hxgh_ SR

‘ j use states included Mississippi; with11,786 -
v151ts/ 1 OOO enrollees and Tennessee, with .

11,717, v151ts/ 1,000 enrollees. At the. other . . -

“end of the range were Hawaii; with 668
. visits/1,000 enrollees, and South Dakota,
w1th 969 vnslts/ 1, OOO enrollees n A

Cm Gmwth rate 'ini part B spendmg Over the -

1986 1992 perlod Medxcare part B annual

./_

expendltures rose at a nahonal average of
8.8%. Here agam, substantial national dxver-
~sity, -rather than unlformxty is the dorrunant B
- 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 Sotith Carolina,

Delawa:e, Kansas Nevada, and North Caro»"~ -

hna - 1. », ST ".\-‘ :

. Growth in physzcum procedures Over the RERNAY
1991-1994 period, the growth rate of Part B’ ;
~services: averaged 3.5% annually. Behind
these averages,. however, were quite differ- .

. ent and rapldly 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, arth:oscopy ’

-at 9.1%, coronary artery bypass grafts at

" 8.8%, and- joint ‘prostheses at 7.3% per year. -

Among the dechmng procedures were trans- |

- urethral prostate surgery, falling 9: 9%, annu-

ally, and cataract lens replacements, fallmg
- 23% annually ﬂ S

A common-sense view mxght be that hxgh-

- 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 gastromtes—

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 1:5 times for upper gastrointesti- .
+ nal tract endoscopy Their findings were that",

" - rates of inappropriate use were not much dlf-

ferent between low-use and high-use areas.

. However, rates of mapproprxate use for all.|

“three procedures werermgmfxcant ranglng
. from 17% to 32%. o .

One might be skepncal about some of the

. Medicare-reported trends. (Were there really

/ma;or epidémics of chronic obstructive pulmo-

" nary disease and’ compllcated back and’ neck.

problems’ requiring: hospitalization of the el- .

. derly that escaped the national media- atten- .
. - tion m 1988- 927) But Med:care has spent ar
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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 servrces‘ .

' ibemg provxded to its benef1c1anes, then far
_‘more;1s wrong about provider billings (and
- Medlcare adrmmstratxon) than. data errors.

‘REENGINEERING MEDICARE

- 'MANAGEMENT

‘ The only way we ‘re goxng to delzver on. the
\ full promzse of reengineering is, to start reen-
o gmeermg management o

i Medrcare were to be operated in'a more ,

business-like way, ‘what. important changes

.;-]ames Champy

' lshould Congress consider making in the Medi- - -

care program’s authorities? Many govemment- )

sponsored activities do have flexibility similar

to that found ir-private-sector businesses;.

_ these activities include the Ternessee Valley
Authority and other.power marketing authori-

ties, the Government Natiorial Mortgage Asso- :

ciation, and the Federal Reserve Board: But
" grantmg Medicare, with $175 billion in pur-

~ chasing power-and 37.million enrollees, a freer -
. rein will need to be done- carefully and .

.. watched vxgxlantly SRR

. In general terms, Medzcare needs the authorxty :

‘to select providers based on quanttﬁable measures:
of quality, outcomes, and service and. to use com-

" petitive purchasing. The heart of a- prlvate-sectorv "

. ‘plan’s.ability to improve quahty and assure

';accountablllty is its capacity to decline to do -

\busmess with poor performers and to move - PR

" business toward better performers In contrast,
© ' Medicare i is the prime remammg example of

the tradltlonal insurance “any: wxllmg pro-

" - vider” “philosophy. To be certified as a Medi-

care provrder usually requires little more than

' state licensure or accreditation by certxfymg

orgamzatlons that are provnder-dormnated

Congress has created a virtual entitlément for -

* health care providers to partxczpate in Medi-

- care. Competitive procurement is'a standard
‘busmess method for : assurmg good quahty

A

gost, and’ sermce, and 1t should also be avall-
able for Medlcare admlrustrators '

Among ‘the areas for p0551b1e use of such

authormes are:.

Competztlve purchasmg of standardzzed servzces o

and supplies,; including durable medical

' equ:pment laboratory testmg, rad:ology,'
~and outpahent surgery. ,

Establzshment of explicit qualzty and service -
performance standards and refusal to do business

. with providers that do not measure up. For the

',welfare of its beneficiaries, Medicare needs

'to-move beyond the minimal parncxpataon

‘requirements that are now set in legislation.

‘New standards for provxders should include o ’

the HEDIS—type ‘report card" and health

. outcomes measures for which theé Medicare
. program: will be accountable (for example, ...
: physnclans who fell belowcertain’ standards - -

in providing mammography screening ; for

their patients- would be dropped from the L

program)

Development and ise of centers of excellence and ‘
specialized serbices contracting. Medicare now

‘uses such’ concepts in'its coverage for trans-*

-plant services; private-sector plans use selec-

tive contractmg even more widely for many

. ~forms of surgery, cancer care, mental health,
~and so forth. Major expansions may ‘be pos—

, - sible to develop dlsease management and

préventive services for patients with chromc .. ;

" or: hlgh~expense illnesseés and for dlsabEed
"enrollees. Intelligent purchasing by Medi- "
©. care could- call forth better quality, cost, and .

service competition among providers, to the
benefit of Medicare beneficiaries and tax::

..~'payers ‘To preserve Medicare’s role in as: ,
~ suring. a broad choice of providers, Medi-

‘care enrollees rmght still be abletogoto . |
non-preferred prov:ders, but w1th hlgher co-

_"payment rates. .

f

Use of case management for hlg)z—cosf pat:ents

Most privaté-sector health plans have the

flexibility to-work with high-cost patients to
develop servnce packages, such as home Y

o

[
i .
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care that can better meet their needs The

Medicare statute does not permit such ﬂex1- '

. bility, even when it would be in the best
interests of the patient and the program.:

~ ' ‘With so many frail elderly and disabled ..

pahents Medicare might be’ able to make

good use of such authormes ‘

et

l Elimination of notice of pmposed rule-making -
process for purchasing. Like Gulliver tethered
* by many bonds, the Medicare program s

‘effective.use of its purchasmg power is held

- back by numerous technical constraints,
some of which are appropriate to.a rule-
makmg adxmmstrahve style but not to a
business-type operahon Most important of -

~ these is the Notice of Proposed Rule Makmg
‘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 prwate busi-
-/ ness that had to go through a ‘three-year
process any time. it wanted to write or re-’
vise a contract with its suppliers would -

" probably be in the same financial predica-
‘ment, as the Medxcare _program. :

Medxcare rmght also be allowed to engage o

of the- govemrnent

Awhonzafson for. Medzcare to organize and con- -

“tract for qualzty assurance at its discretion. Since -

"+ 1965, the major initiative to improve Medi-
.- care quahty has been enactment of the PRO

-+ . subject to quality review by the claims-paying .

system. It is an expensive program (costing’ -

'some $325 millioni in 1994), deals almost ex-
~ clusively with inpatient hospital care, and has -
. been of questioned effectiveness. The 53 R
"~ PROs are provider-dominated organizations,

Most are physician-sponsored; for example,

by local medical societies, and typically have i

a board of directors composed pr:manly of

" physicians and other provider. representa-

tives. Medicare Part B services are largely

carriers. As noted in an Institute of Medicine

_report on Medicare quality improvement, the

implementation of a new health-oriented mis-
sion for the Medicare program will require

- far-reaching administrative, contractual, and,
. other changes that mclude reconsideration of

" “PRO, carrier, and HCFA roles:” Would a pri- '

. Authorzzatzon for Medicare simply to drop promd- e

ers in the best interests of the program to deal
with fraud and dbuse. In recent testimony; a

Government Accounting Office (GAO) off1c1a1"

. noted that the Medicare program is "over-

whelmed” by fraud and abuse and that it is a’

“particularly -rich-environment for profi- .
_teers.”’S Among Medicare’s many problems.
-are the difficulties of kicking providers out of
. the program and the lirnited resources made.
avallable by the Department of. Justice. A,

_recent GAO study based on studiés of claims

~ denial rates for 74 services across 6 carriers
- noted that one-half of denied clalms were -

submltted by between 2% and 11% of prov:d- ‘

5.8 Acting as a business-type purchaser,
Medlcare would have authority to simply -

- stop domg business with any supplier, at its. |

dxscretxon In areas of wndespread fraud,

4 ‘
4

:vate-sector purchaser, intent on improving
‘ quahty of care, want to be constramed to'con-

tracting with a medical society or provxder- .
- dominated organization? . , '

' Publxcxty about data .on quality and service.
. With the advent of HEDIS and buyers in-

sisting- on accountabxhty 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-

t

o gram. Such publicity about where physi-

'

~ _clans and hospltals stand compared.to' pro-
fessional benchmarks and guidelines can be

important acts in ‘themselves' to. encourage

better pattems of | care and serwce

“program has never had a strong customer -

" orientation. As an adjunct to the Social Se-

cunty Administration (SSA), it started with
representahves in SSA s"district. offxces but

private-sector law firms to recover on behalf =

[ ] Improvement of customer servzce The Medxcare :



- complexity, a great deal of work will need to be

it Iost these commumty level staff when -+ due process’ and to. ]udlcxal rewew for clalms e

,HCFA was established. Clstomer service is - .. denials. Much .of the needed research will be -
- an area in ‘which Medtcare is at'a: competx- o useful for competing prwate-sector health plans
 tive dlsadvantage vis-a-vis. competmg prl— .7 isince these plans. will face-the same issues and.

~.vate: health plans A "t S few yet have much special expertise in manag— }
’A"Enzzctment of special authorttzes for Medzcare in 'v"mg care for the Medxcare populahons o

' the hiring, promotion, and compensatmn ofem-~ - Research -might help- Congress, the execunve

ployees. There is no activity which is of Iarg— ~,"=branch and other interested parties : m the o

‘er budgetary consequence or greater man-- : followmg ﬁve basu: areas: . -, - ‘

;g:::?: iht‘;l lerx:g:t fl?;l?::ee fft:lclieratlhgaiv;r:-)_ o n A national strategy for clinical ejj‘ect:verzess and
M dxcar: me ram’ Toda nMghcare o S outcomes studies for the Medicare populations.
© prog Y s "This strategy could be built by analyzing the

: -wid il L
. bgg;cé:s; Sgovli)r::ggg;“gni C“::z;er:;zhon .. Medicare data to identify procedures with"
P P 8. comp! . wide variations that seem likely to reflect .

levels, and personnel cellmgs In business- , : ‘overuse and underuse or excessive rates of
T type operanons, such as the Federal Reserve T e T

‘Board, Congress has been willing to make .’

exceptions so that federal -activities can be’

_carried out with the. required professional -

experhse In particular, the Medicare pro-

gram may need such flexibility if if is to.
ompete with prlvate—sector plans

‘f'f~by potential payoffs in enrollee ‘health and
program costs. It also needs to includé recom- - S
- mendations concerning ﬁmdmg for the effort, = .
" the appropriate. methodologles to-assure use-’
~ fulness, and an ongoing system to automati- -
cally evaluate new technologies- and clinical

‘ Certamly some health care prov1ders——-and . practices. The serious shortcornings of much

_ '.competmg health plans—will question'the =~ . .of the published literature on medical treat- |
“wisdom of.such new Medicare authontles But o mient, well-known to clinical effectiveness
. why would beneficiaries and taxpayers want . . researchers, was highlighted in a recent New -

to.keep Medicare from being as.good a pro- - York Times story of a Canadian assessment of -

o gram as it-can be? If Medicare'is expected to ©~ " ‘treatment for whiplash injury that found only
compete with pnvate plans for enrollees, why ** . “62 of 10,382 studies.met the: evaluators crite- . -
. should it not have comparable purchasmg © 7 ria for solid scxenhﬁc ev1dence
: ﬂex1b1hty7 : P

s m 'Development of HEDIS- type “report card” mea- :
) ' “- o . sures for quallty/ health outcomes, consumer -
.-A STRATEGIC PLAN FOR MEDICARE © . % satisfaction, and service. These data need to

: ‘MANAGEMENT e - be collected- at the state and ‘market-area

If the M d1care rograin, 4s an accountable ‘ level so that HCFA can manage its carrier/ s
© program, - PRO contractors accountably and so that en- '

hee:}lith c;::\re g) u?gfiir&:s t;)aie@n et:')v:::ie ;I:ge " “ " rollees have comparable data to private-sec: -
authorities to deal with quality, s : ~tor plans for making their enrollment deci- " ;

~ cost issues, where should 1t start and what "' - sions. These report card measures need to
should it do? Given the progran's scale and - bé selected for their vahdxty and reliability
and should include information that is im-
portant to.consumers for makmg cholces .
. among health plans: . - ‘

. ‘done to devise an mtelhgent purchasing strat- '
" egy before that question can be answered'ina" .~
- way that has wide professxonal and pohtlcal

support. As a matter of law, Medicare.cannot . " ; Studres of “best practzces in.all’ ma;or areas of
deal with such problems in an arbitrary orca- -~ . costs, quality, and service. Medicare is:a vast.
pnc1ous manner Beneflcxanes have rxghts to Ll program that has not been very amenable to

. o t\‘A : .
| BRI
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) benchmark standards that they should look )
for in making purchasmg decisions or should ,

’

centralxzed command~and~control manage- S

“ment. Political decision-makers and the .~
‘Medicare program have rightfully been,- ‘
extremely wary about trymg to use: govem- o
‘ment coercion to change medical practices.

Perhaps the best- way to foster'desirable

o ’change in 4 competitive-choice market system

is to6 make sure that patients, providers, and

' competing health plans are well-informed °

about the best practices and performance

offer to be successful in the marketplace. The
pnvate sector’s new purchasmg techniques, -

-~ and their applicability to Medicare’ s popula-’

hons, need to be cdrefully assessed

E_ﬁ‘ectwe communication strateg:es The devel-
‘opment of a national research effort for efs °

. fectiveness and outcomes studies, report

card data, and identification of best prac—' )
tices need to be matched by strategies to be

“have aléo argued that managed competition

B 'V'\
‘. ' h
L

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, pomt-of-serwce
- (POS) plans, 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
o preferences of its enrollees

In addltxon to these areas there are a number '

. of spec1a1 study topics that could prove useful -

for devising a strategy for Medicare to operate -

,as an accountable health plan

sure the information is. effectlvely commum-

. . 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 effectlve commumcatlon seem to have’

. ‘been an effective strategy in the recent de—

clines in prostrate operations.and cataract

o surgery, two procedures that had been in-
 creasing rapidly. until better information was

made avarlable to clinicians and pahents

Assessment of 1 where both Medzcare and compet-
ing private health plans do and do not work -
well, and why. One of the important open -

- conditions where health plan’ competition .

can improve health care and where.such

competition does not work ‘well. In today s

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 -
expendxtures in thls area. Some analysts

W ,\\i-“ B

< issues for health policy is to identify market o

1

" Special studies of needs and service for Medtcare s

 disabled populations. Medicare’s 4 million dis- -

" abled enrollees have been badly neglected by’ Y

~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 xmportant )
. group for analysis, as its rate of growth 4.0%
annually in the period 1982-1992) is more’ .
than twice that of the elderly population (a .
1.9% annual increase during the same peri-
od) the under-45 disability group has been -
. growing even faster, almost 11% annually =~ -
over this period. With a benefit package fo- . ~
cused on acute medical | care, the Médicare
program is not ,well—desxgned for totally and -
- permanently disabled persons. Since this .
group is unhkely to be attractive to pnvate
‘health insurance plans, it is partxcularly im-"
- portant t that the Medicare program, as an .

" accountable health plan rhake special, efforts

- 10 be sure that they are being well served.
Separate: HEDIS-type measures may be need-;
ed for disabled subpopulahons

r

om Specxai studies-of high-use elderly populations.

As is the case withthe under-65 populatlon, :
Medicare’s spending for the aged is highly
skewed with about 5% of enrollees account— ,'
-ing for about 50% of expendxtures on care
'10% for about 70% of expenditures on care .

' and about 20% accounting f for-about 80% of

- §_10,

s
.
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o studles of acute ‘care. R

. exper\ditureS' on ‘care. Among the'high-ex-

pense populations are important subpopu-

lations with chromc illness. Trying to.iden-~
~, " tify these groups and analyze potential im-
‘7. provements in their care will be of : particu-

lar importance for dealing with Medrcare

. spending issues. To the extent that such:

high-use groups remain thh the Medrcare

. program, it will be even more important for.
- Medicare to have a screnhhcally strong clini--
cal basis for assessing their needs-and care. .

Special stidies of disease management and }m- .

- vention initiatives. It may seem unusual to -
‘think about prevention and long-term dis-

- ease management for Medicare enrollees, -

~ butits 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 preverition mrtratrves reported by

.HMOs for the over-65 are achvrnes to re-

duce falls, a leading cause of hospltahzahon
in the elderly, and to identify inappropriate
prescnbmg and potenhal 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
r developments for the Medicare population, -
particularly in light of the many studies that -
show rmsprescrxbmg for the elderly. .

Policy de’oelopment fsr post-acute haspzta! care '

A particularly rapid part of Medicare’s re-
cent growth has been in post-acute hospital

- care, Between 1992 and 1993, Medicare
. speriding 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."” This’
_entire policy .area néeds careful review, in
o A(‘con]unctlon with the Medicaid program, .

which is the nation’s largest financer of
long-term care, to: rationalize the service.

. efforts. Standards of appropnateness of eare . |
~_ are more difficult to come by in this area

than for clmxcal effechveness and outcomes

B
L
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. = Better. nsk-ad]ustment medmmsms and proce-~

. dures. It is predictable that the basic Medi-

~ care program will continue to have aless = -

" healthy population thari competing private
health plans, at least for the foreseeable fu-

" ture. This will be an ongoing area of re-

'search and policy analysis. Pethaps an inde-

pendent or quasi-independent organization
- should manage the annual “open season” .
. competition between Medicare.and pnvate '
_ héalth plans to help assure fair, well-in-
B formed choice by eligible mdrvrduals

: Tlus is an outline for a very broad and muln-
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 desrgn, implement,
and refine its price controls—usmg DRGs and a .
resource-based relative value scale (RBRVS)
Today, there i$ very little that is “on the shelf” .
that can be implemented in the short run.

S

CAN MEDICARE COMPE’I‘E ‘
- SUCCESSFULLY" ‘

- Given new. accountabrhhes, hew management Lo

authon'cy 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 blll-
. payer and hope that it will whrther away as
beneficiaries choose better-managed private

" health plans? There will be those who believe

‘that privately managed health care plans will

_ out-perform any new—model, government-run
‘Medicare program in: head-to-head: compehhon
and that trying to manage Medicare as a com-,
petrtxve health program is hopeless or unwise. .

Nevertheless the Medlcare program is strll ‘

the chorce of over 90% of its eligible popula- )
* tion (and, in a majority of states, of 9% or |

~more of ellglbles) and it seems premature to
predrct Medicare’s dermse or to make an un- -
challengeable case about prlvate health plans
interest and ability to compete on a nation-
~wide’ basxs for the Medlcare populatlon 7



N .

partlcularly its hrgh—expense frall elderly, chro- :

‘nically ill, and disabled populations. Given the' |

current situation, it would be a high-stakes

-risk to ignore upgrading Medicare.and place’ =

- presumptions about the. success of private-

sector plans that may prove to be wishful

thinking. In addition, the federal govemment '

-has a number of strengths to build ‘on in try-
ing to make Medrcare a better program

* Among these strengths are:’

- m Good track record. It is fashlonable to drspar-

- age govemment competence but, compared
to much of the private insurance industry, -

‘the Medicare program has an excellent track

- record for innovation and efficiericy, within

its statutory constraints. Through the use of |

. DRGs and RBRVS, Medlcare has led private
- payers in reducmg payments for overpnced
procedures and using. purchasmg power to.
restrain inflation and rationalize payment. .

" 'medical efficacy studies and protocol devel-.

. opment to improve clinical practices reflect-
ing outcomes research (through the Agency
'for Health Care Policy and Research z
[AHCPRY]); publicizing mformatron on com- -

. parative provider quality, for example, hos—

prtal mortahty rates 'and nursing homie re-

views; setting up standardized data. systems;

_establishing electronic submission of claims;
and overall adrrumstrahve efficiency. In all
of these areas, Medicare still betters the pri-

rates. Medicare has also led in investing in"

. .actually pay clarms Federal employees e

_ oversee a system of some 74 prlvate contrac~

all of the nation's Medicare budgetary betson "~

tors (called mtermednarles and carriers—

mostly Blue Cross/Blue Shield plans or.

commercial msurers) that actually run the

. program on a day-to-day basis. These pri-

vate-sector msurers—themselves now in-

J ~ volved in’developing and managing private

 ity, staffing and subcontracting capabilities, -
+and expertise in local markets. When Medi- .

health plans—bring administrative flexibil- .

. care was first established, its contractor sys-

tem offered administrative capab1ht1es the
government did not possess and could not "

- develop-on. the scale and in'the time frame

" "“that was needed A well-managed. Medrcare, »
_program rmght be able to take advantage of

* - this flexibility, in new relations with its con-
tractors. As discussed in a recent companion

piece,® the Biue Cross Blue Shield Federal.

- Employees Plan managed pharmacy beneﬁts/r'
* program offers a model for how state-of-the- -

art managed care programs can be devel- -

“-oped and offered in-a. govemment-fmanced

framework for pubhc beneficiaries. Medrcare

- rmght be able to cross-fertilize between -

- HCFA's rule-making and bill-paying culture

and the private payers’ purchasing culture .

to produce hybrid plans through joint ef— B

forts with its primary contractors.

vate insurance norms. Arnong recent inno- -

vative steps are beneficiary surveys, a con- .

t

. sumer mformatlon strategy (umnumzanons .

mammography) a coronary artery bypass -

. surgery demonstration with bundled pay- -

ment rates, Medicare Select demonstratrons

‘and performance contracts with PROs. With
a new statutory mandate and authorities,

Medicare may also excel in néw competition .

© Vis- a-vrs pnvate health msurance plans

= Flexxble admzmstmtwe structure Medicare is

normally thought of as a govemment-run
program but, in fact, no federal employees

;’ . L

"Publxc trust and freedom of choxce 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, enrdllées .

have much broader freedom to choose a
pmwder than in prnvate managed care

plans They also have legal rights and due

; ‘processes that help to guarantee their bene- 7
 fits—and an ability to appeal to their mem-

~ bers.of Congress for assrstance

Enormous purchasmg power Medicare is the o

nation’s largest health care purchaser with

- an eshmated $175 brlhon of spendmg in

‘ ;12.- 4

[
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i scribed in this paper,'is a primary challenge,

' ©1995.In 1993 it’ accounted for 19% of
- personal health care expend1tures, mcludmg '

28%. of hospital care expendltures, 20% of
' phy51c1an care expenditures, and 39% of -

home health expenditures. The price dis-

counts Medicare has been able to achieve

L Jthrough DRGs.and RBRVS alone—although

Thjrty years after Mediea're’s enae’hh’en't a 4o

,' " much- needed debate about Medicare's future is |
' taking place; 1ts focus is whether (and how) the -

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 success of fu- .

ture purchasmg strategies. If managed pur-' o

~‘posively, Medicare should be able to strike

- economic terms that are at least as favorable .

-~ as its competing health insurance plans, as
well as use its- purchasmg discretion for
upgradmg quahty and service standards.

Data arid research, capaczty Fmally, Medlcare
‘has an unsurpassed data system, including
claims records on medical services use by
some 37 million enirollees and a potentlal for
-service-profiling. and quahty-audltmg most -
. of the nation’s health care providers. This is

~‘a unique resource for developing national’ "
, .'management strategies and for rapid leam- '

ing about the effectiveness of these provid-
- ers. Medicare and AHCPR also have a

strong. tradition of health sérvices research
\ and can work with many professional -

. groups in developing clinical quality. mdxca— ‘

tors and 1mprovement strategles

_-'.How best to manage competition between

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
alorie, more private plan options alone, or a

., “two-track” strategy that includes both . _
approaches (the possibility’ ralsed in this paper) ’
‘there are good reasons.to proceed ‘with caution
in use of either Medicare’s new business-type
authorltxes or new compehhve arrangements

" The welfare-of 37 million elderly and disabled

" individuals is at stake Whilé it'is attractlve to

~envision improving the Medicare program, it is
also important to realize that discretionary au-
 thority can also be misused, and competxtxve
forces can go awry. The Medicare program

- could be made worse if it-is sub;ected to.unreal-.

. istic budget pressures and its new authormes '
. are used to ration services, or if competing '

plans "skim” the Medicare enrollment. As well,
- the American tradition of pubhc management -

' —based on the view that government officials

should notbe allowed to act in ways that are .
. arbitrary, capnmous, and unfair-—has usually -
1n31sted on "a government of laws and not of
‘men.” But- protection of Medicare enrollees in.

~ private plans from poor, HMO practices should
“be no less an issue.® With broader administra-
-tive discretion for political appointees also co--

' mes increased possibility for the application o‘f

compehtwe Medicare and prlvate-sector plans, -

all trying thelr best-to enroll Medicare ehgxbles’ *

. with the most attractive benefits, costs, qual- »

ity, and service, is a complicated topic'in its -
own right. If reengmeermg Medicare, as, de-

A

another ongoing Challenge of daunting-com-:

o plexity will be to assure-that competition -

‘ among\Medlcare and competing health plans

works well. Congress is now in the midst of
debatmg many major policy questions, includ-

polltxcal 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
enthusxasm 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 v1g11ance about Medicare and its

: competitors. Just as Congress established the .

" ing enrollee f1nanc1al incentives and the poten- /
~tial for budget savings, and there -are. numer- .

. leammg agendas

aus' questions.which will requxre long term

P .
b . 3

Prospechve Payment Assessment Cornmission
and PPRC to advise on development of Medi- ,
care price regulanon it may-also wish to estab-

lish a similar advxsory commission for'an 1mple- o

~_mentation pernod of market—onented Medxcare

j'713'v

reforms
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(Jged Care Strategies, statement of Janet. Shikles,
AO/T-HEH-95-81, February 10, 1995 (Appendlx .

o2 About ??% of Medlcare eligibles already have med- -

igap, Medicaid, or other supplemental coverage, so

- switching enrollment to an HMO may- provide them ..

few additional benefits. Individuals may also be de-
in an HMO because they would |
have less freedom of choice of physncxans and other
providers and would not be able to re-enroll in their-

because Medicare pays provnders well below average
private market rates: :

3. An Insntute of Medlcme comrmttee has also recom-
* mended that Congress make quality assurance; in-

cluding improved patient health outcomes, a funda-
mental program goal. See Kathleen Lohr (ed.), Med-
icare: A’ Strategy for Quality Assurance, National Acad-
emy Press, 1990. The study, chaired by StevenSchroe-

'_der, M.D., was requested y Congress in OBRA 1986.
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Statistical Supplemmt HCFA Pub No 03348, February
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B
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20, Lynn Etheredge, Phamwcy Benq‘it Management 'nu_z

current plans if the HMO were not satisfactory. Insur- 5 _-Right Rx? Research Agenda Brief, Health Insurance

o -ers’ ability to compete with Medicare, is also lessened.

Reform Project; George W’ashmgton Umversnty, Apnl
1995.

2L Complamt rates vary by moré than 25 1, from

1.8/10,000 enrollees for Group Health of Puget Sound'

" to 45. 8/ 10 000 enrollees at Humana (Flonda)

Access of Medicare Beneficiaries, Report No. 95-1 (forth-

coming); S: Asch, et al., Access to Care for the Elderly

-Project, Final Report, RAND Corporahon, April 13, -

1995 (photocopy)
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Health Care-Problems: Variation across States, December

:1994, pp. 34:36 (exhibits 4.4, 4.5, 46). o o
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o (table 25). . .
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,11 Ibid., p. 252 (table 46)

12 Physu:lan Payment Review Commxssxon, Expend:-
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' ETHEREDGSS CHALLENGE ‘ ' ' '
In "Reengmeenng Medicare: From Bill- Paymg Insurer to Accountable Purchaser
Lynn Etheredge argue that Medicare should emulate private health care plans in
. using the competmve marketplace to contain costs and improve quality and service.
This reengineering would rest primarily on the adoptton of report cards that assess |~
Medicare’s pérformance and new authorities--of the sort available to private sector = |~ |
- health plans“to purchease health care on the basis of explicit quality and other cntena P
and competmve performance. With these new authorities, Etheredge argues, -
Medrcare could do everything from. establishing explicit quality and service
. performance standards to publicizing data on quality and ssrvice. “There are,"
‘ Etheredge noi‘es "good reasons to proceed with caution in use of either Medicare’s |
new busmese-type authorities or riew compehtwe arrangements The’ welfare of 37
million eldeny and drsabled mdzvxduals is at stake." A A

4 :
i . . t

REENGINEEFiING MEDICARE MANAGEMENT SRR IR
Etheredge cited several areas where Medicare could select providers based on
quantifiable measures and could use compe‘cztwe purchasmg They are hs‘ced below

followed by Medzcare s current efforts

}

¢ lCompétmve purchasing of standardlzed semces and supplres, mcludmg R
B 'durable medrcal equrpment (p 7) S L : 3§

‘ - j" ughontv to pu urchase medlcal equrpment and supphes and other Part B
- gerviceson a competntwe basrs is proposed as pant of the Presrdent S

, budget package , )

: i
- ~HCFA is currently oons:denng a demonstratron for competrt:ve grscnng of

'durab!e medlcal equipment that could begin in FY 1996

. Establishment ot explicit quality and sennce performance standards and
- refuse to do business with provrders that do not measure up. (p 7)

. YHCFA IS developrng suppher standards for durable medscal equipment -
-and services to incorporate quality standards, for example, as they
, 'relate to the demons’rratton and use of medxcal equrpment

~~~~~
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agencres HCFA ts deve!opmg a standard assessment tool to measure
the quamy of care provxded to benef cranes Umrnately thls assessment

l
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too! will provide both prov:ders and regulators the data they need to-

improve quality in thls setting.

1
s HCFA is also rewntmg the ESRD conditions of partxcxpatlon to focus

!more on outoome measures

1

E[ﬁjedlc:ar ntracting HMOs are required to have internal guailg c:}

’

surance systems that include stressing health outcomes; providg f

- beer review by physicians and other practitioners; use,gs?tematlc data
 ollection of performance and patient results, and mstztuté’l‘jeeded

changes

* Develapment and use of centers of excel!ence and speclahzed services
contr#ctmg .

HCFA uses the centers of excellence approdch in selecting heart and
iver transplant centers. We also usse specialized contracting for CABG
:and cataract serwces and are expandmg these in FY g6.

The President’'s budget gackage Qrogoses a significant exgansxo’n of

this strategy to o‘cher serwces !
Rlsk HMOs use selectwe ¢ontracting to arrange for the provisionj of
certain specialized services. L :

& Use of case management for hlgh-cost patnents (. 7)

HCFA currently pays for three gges of case managemen services

wunder the phys:cran fee schedul

i) the monthly capitated payment for End Stage Renal Disease
- (ESRD) patients; A ,

Eii) the weekly agrtated gayment for radiation therggy managemen

and -

Hii) the pavment for care plan oversrqht by phys:cnans who prowde
these services to pat;ents in hosplces or those rece:vmg home
health benefits. , :

’RlSk HMOs may contract for case anagement of high cost patients.
HCFA intends to study how this concept might be developed and
loffered to beneﬁmanes who are not members of such health plans.
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- Inits proposed physician fee schedule for CY 1996, HCFA is soliciting’ |
information, recommendations from the public on how primary care
case management can be made avaﬂable as part of the Medlcare fee-

1or-semce system

- HCFA is testing the use of ’case management for high cost Medicare
beneficiaries in three sites and the evaluation-report is expected in FY
-96. Expanded demonstrations are planned for FY 96-97.

N |
l:
|3
t E
i
'

I

©8) |

As Ethbredge notes, HCFA does not have the authomy to eliminate the rule-

making process. However, HHS has sireamlined the regulations process in a ' |
number of ways. We are also exploring other means of increasing purchasmg ! ?

flexibility, including the use of contractor manuals and other tools. o !

' l
£ 2 Authonm‘aon for Medlcare simply to drop prov:ders in the best mterests of{

the pr?gram to deal mth fraud and abuse. (p. 8)

|

‘ R

¢ Elimmhtxon of notlce of proposed rule-makmg process for purchasing ?
|

l

i
0

I
| | N
- HCFA and the Office of the Inspector General are co-sponsormg s
| |
-

: ‘Ogeratlon Restore Trust. It is to target fraud and abuse in the DME,
: *home health, and nursing home industries. We expect that the effort Wl” ;

,lead to the exclusion of some suppliers and providers. ' 2
- Fraud ldentxfscatlon will be greatiy lmprovsd with the nmplementataon of

ithe Medicare Transaction System (MTS). The integrated data provided | |
iby MTS will greatly assist HCFA in detecting fraud before inappropriate ! |

: ?payment is made.

- The consolidation of DME claims gro ssing into four sites has resulted | |

A
*m qwcker identification of suSpect suppliers. .- ‘ E
l

|

@ -Authdrization for Medicare to organize and contract for quality assurance

|
i

at its discretion. (P 8) : : , . N

~To emi ure that HCFA gets the best value from its PRO and ESRD contracts,
HCFATIS implementing a performance-based evaluation approach based on
qualm} improvement measures. These measures will allow HCFA to target
~ contractors work in areas that the contractors are most successful and'in the |
. worst case to terminate contractors based on failure to perform, o [ f
R l [N
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* - ‘Publicqty about data on quanty and service. (p. 8)

As part of its Medicare Choices initiative, HCFA is Sponsormg a study to
fetermme the types pes of information beneﬁcsanes want and need to make

nformed choices about health plans.

i
CFA s awardmg a contract for beneficiary mformat:on educatton and

marketing in FY 95 that will include some type of report card information !

that can be used to compare quality and semce across managed care
plans

* !mprovement of customer service. (p.8)

HCFA has made a major commltment to :mprowng customer service in the: last{

two years. [t has published a customer service plan outlining specific
standdrds for customer service and a promise of continuous improvement. . By
September of this year it will have established, in cooperation with DHHS,
standdrds that will guide its performance with respect to its grantees (States
‘and research institutions). Among the more notable of its customer service

 initiatives are:

: edes:gn of the Exg!anahon of Medicare Benefits so that benefxc:tanes ;

- will have little or no trouble understandmg their bensfits.

IHCFA On-Line, a comprehensive communications strategy designed to

lcoordinate activities of the Agency and its partners to respond to

ibeneﬁcnary information needs with flexibility, accuracy and speed. The
iPresident's budget proposal sncludes HCFA On- Lme o

‘,a demonstratlon project to examine the feasibility of estabhshmg a

national 1-800-MEDICARE telephone line to provxde a response to any
Medicare problem. . ;

the development of customer §ervxce glans by all contractors

(mtermedlanes and carriers).

eva uat&on of all beneﬂgla focused gubhcatlons to assure that they are
readable and informative. .

|
creation of beneficiary focus groug on fraud and abuse Med;care
coverage pohcy and managed care. ,

}

g the funding of grants to orqamzat:ons in every State which prowde
; information, counseling and assistance to Medicare beneficiaries.
| o ‘ | '
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‘ he collection and analysis of information conoermng benefi c;ary ; ‘

satisfaction through the Med;care Current Beneficiary Survey L

* Specrj! authorities for Medicare in the hiring, promotlon, and ' i i
compensation of employees .9 , S

[}
ol s

b’

: f—-ICFA is pursuing a number of imprcvements in its hiring systerh.

) * HCFA po longer requires the lengthy and cumbersome SF 171,

N the standard government application form. Like private sector - 1
K
{
i
I

employers, HCFA assesses a candidate’s quahf:cataons based on | .
a traditional resume. . i

fii) ‘ in addmon to being an active participant in the Presrdenna! ' i
Management Intern program, HCFA has also developed several |

programs including the Qutstanding Scholar and Scholar Intern |
programs to encourage particularly gifted young talent fo enter || |
o ‘ o

i federai service with HCFA

i) | ‘Through the programs mentioned above and other recrustment ~ f

|

| efforts, HCFA is working to Increase the diversity of its workforce !J
K [
l .

to more accuratety reflect the diversity of the people nt sorves.

. RS
liv)  HCFA also takes advantage of recruitment and retention bonuse-slf% |
i to attract and retain cenam specxahsts ,i i

STRATEGIC PLAN FOR MEDICARE MANAGEMENT B
Etheredge calls for research in several broad areas, as well as in'special study areas L
to help Medlt:are become a more accountable health care purchaser. Again, HCFA 1, P

has extensw? research activities under way, as the following bullets show:

¢ - Anational strategy for clinical effectiveness and outcomes studies for the | iy

Med:¢are populatlons (p. 9) : - . :“5

l HCFA together with the Department of Defense and the Federal
Employees Health Benefits Plan, has joined private sector purchasers td

i

i

i form the Foundation for Accountability (FAcct), a new organization for
quality improvement and managed care accountability.  The intent of

{ FAcct is to leverage the collective buying power of the participating

| organizations to ensure our bensficiaries’ needs are met and to
sliminate unnecessary duphcatton of mdwsdual quality 1mprovement and
HMO accountabsmy efforts. . ..

1
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HCFA has joined the ESRD networks and the renal commumty to
evelop the ESRD_Core Indicators Project, HCFA's first nationwide,

population-based study assessing opportumtnes to improve the care qf |
adult ESRD patients. The project will be extended to other ESRD - -~
‘treatment groups over the next few years. - , ‘ f

- ' ,HCFA is developing the Medicare Quah’gg Indicator S_\gstem (MQIS) to - {
. ji

‘imeasure access, appropriateness, outcomes, and patient satisfaction for;
*preventnve acute, and chronic care services in both fee-for-service and
imanaged care settings. MQIS will use practice guidelines sponsored by
medtcal societies and AHCPR to profile patterns of care.

* Develppment of HED!S—type “report card” measures tor-qualxty/health S
outcol'nes, consumer satisfaction, and service' .9 . : ;5

’HCFA is partnering with the Kaiser Family Foundatxon and the National |

!

-Committee on Quality Assurance to develop a HEDIS-like set of oo

ep_erformance measures to support the evaluation of managed care
;orgamzahons that contract Wlth Medicare _

- ln 1993, HCFA launched the Coogerat:ve Cardnovascuiar Pro;ect a four i

A State pilot project aimed at measuring and improving the quality of care;
i given to Medicare bensficiaries hospitalized for acute myocardial .
f infarctions (AMIs). 'HCFA is now implementing a national program to - |

i lmprove AMI care based on the results of the pilot pro;e-ct

: ; HCFA is developing surveillance regorts to be_used by PROs to momtor
! the care provided to Medicare beneficiaries in their States. PROs will be

' | | 'expected to use their surveillance data to conduct pattern analyseés | both‘ *

by geograpmc area w:thm the State and in State-to-nation oompansons;

* Studiies of “best practxces‘ in all major areas of costs, quahty, and samce'

i

- | HCFA is convening a series of exgloratommeetmg s with emgioyers, P

i purchasers, and providers to identify areas where Medicare can !
collaberate with the private sector to improve beneficiary understandmg; 1

and satisfaction with different types managed care options. ' ?

1
!

f

’ I

I As part of its outcomes based survey process, HCFA is working with the
| ‘health care community to develop best practices standards of care. =

f Examples of such standards include reducing the rate of use of - : i
1 I

j J

3

1

! restramts in nursing homes and improving the adequacy of di jalysis in !

| ' ! ' : :
! o : v
: o ‘ P
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" hemodialysis facilities.

'HCFA is working with clinical spécialty societies and patient advocacy -
Froups to develop performance measures of consumer information and
reatment for several cltmcal conditnons affecting the Medicare

- populatton

-~ HCFA encourages the PROs to use AHCPR gu:dehne as standards in
‘ heir quality improvement projects.

T e s e . s

, ,‘-I

. Eﬁectjve commumcation strategles (p 10)
P

I

HCFA ,has undertaken the Consumer !nformataon Strategy a national and !ocal!: '

pubhciheaith campaign to encourage beneficiaries to use preventive health ||
’1

care services while providing them with current, data-driven information so that|
they can maka informed decisions about their health care.

* Speclél studnes of needs and semce for Medicare s disabled popuiatnons
(p. 10] |

/All HCFA Regional Offices have started outrgach activities to advocacy
grougs for the dlsg_gled to better understand their needs.

- HCFA is assessing the impact of Med:care coverage policies on the
\ !sabled gogulatro n with a view toward makmg changes. '

. HCFA is sponsormg several demcnstraticns to look at models of care i
‘,,for disabled beneficiaries, including long term care and beneficiary- i

centered care

¢ | peclbl studies of hlgh-use eldeﬂy populat:ons (p 10)

1

- 'HCFA has focused rnany research resources over the years on issues |
' ';pertammg to elderly beneficiaries with high service use including high i

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

I

!

ifacmtses home health, DME, and other Medicare benefits.

- Demonstrations such as the Nursing Home Case Mix and Quality, On
J Lok/PACE and many others investi igate methods by which providers aré
; adequately pa:d for services for extremely frail beneﬁc:anes ‘

|
- -
* Spaclal studzes of dlsease management and preventaon initiatives. p.11) f

l
l
f
i
i
i
i
|
i
I
A
|

HCFA has sponsored several reoent magor prevention initiatives

i
|
!
{ . .
| 7
1
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Pollcy”development for post-acute hospital care (p.11).

Lds BU

»_ncludmg mammograghy and ﬂu vaccine focused on gettmg utilization

data out to communities and identifying areas where there are
Hisparities in utilization by race/ethnlt:lty l

' HCFA has sponsored demonstrations s to identify the most promising
preventlve sewlces for Medicare coverage.

l HMO ESRD site is being developed to test capltated approaches for
lbenef‘ iciaries with ESRD L | & s

;HCFAVS Alzheimer’s disease demonstratlon, which recently concluded |
jwith evaluation results pending, tested the impact of a limited |
‘community services benefit package. l '

l

{

|

l
R
|
]

HCFA has been looking extenswely at policy for post-acute hospltal
care.

0

iy

' HCFA recognlzes the significant growth in the costs and utilization of
post-acute care services under Medicare and has directed significant

rEUM RDMINISTRATOR'S OFFICE T0 . CTADDrEOL rLwa

S/HMO plans are selected to develop geriatric services wlthm an
" mtegrated service delivery network

‘ home health benef‘t | i

“physical therapy, respiratory therapy, occupatlonal therapy and

The Medicare Home Health Initiative has undertaken an effort to
identify, develop, and implement improvements for the entlre

ln order to control costs of non-mpatlent therapy services, - HCFA{ ‘

\

is developing salary equivalency guidelines for contracted

speech language pathology

I
l
1
A
~
l
:
l

policy development efforts to that area. The followmg are examples of |

’theseefforts g} | . S : zl

IR

HCFA has developed leg:slatlve groposals that would glve HCFA’
authority to implement a first-stage prospective payment system

for SNFs. The PPS would initially target routine costs and later l :
A mcorporate ancallary costs. : A

Development of prospectwe payment demonstranons lor SNFs

and home health agencies. The SNF PPS demonstrations will test ;
a case-mlx system of PPS in six States and goes beyond the

o , l

8 l
!

1

'
1
f
'

l
i
b
I-
[
!

|

;
i
i
!
I

H



. WERTERTL S LUrdd H(UT’I HUHINISTRQTUR S UFFICeE - - J DASU oL

S

more cost-based legislative proposal.

submit the nursing home minimum data set resident assessment o

care patterns, resment conditions and outcomes

V). HCFA pubhshed detailed hospital dxgcharge glannmg ‘

P requirements to assure that hospltals initiate post- dlscharge -
planning early in the hospitalizations of pat;ents who are likely to i
require it. These regulations mandate that the families of the i
patients be involved and that the hospzta contlnue to assess the -

‘ eﬁectweness of the process. . ' P

(UNA } to antlmpate Whlch services or types oﬂcare will be - - » 9

ban v

|
v) HCFA has developed a uniform needs assessment mstrumant
[

fold: 1) to mprove the quality by creating a clinical standard for { =
assessing care needs/discharge planning; and 2) to improve
consistency of decnsnons made by fiscal mtermedianes for post- .

. acute care serwoes

. Beﬁef nsk-adjustment mechanisms and procedures (p 11) ‘ R

- 'HCFA has underway several million dollars of research and L
'deve!opment efforts to develop more effective risk adjustment methods .

- Hesearch efforts are underway to test diagnostic cost-groups and -
1 ambulatory care groups and will conclude this calendar year.

. IHCFA will include several risk-adjustment mechanisms in
' .1 demonstrations such as those under the Choice initiative.
Al these eﬁq:rts reﬂect HCFA’s interest in proceedmg vngorousy “but with caut;on m J :
consndermg {new busmess like authont!es and new ccmpetmve arrangemems e
SR v , :
. 1
i

l
| ?
§
I
|
H

|
/
_
i

i)~ HCFA is developing a rule that will require SNFs to electronicall i o

instrument. This will create a valuable data resourcs for studymg :
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| REENGINEERING MEDICARE

i
ETHEREDGE!S CHALLENGE .

.'In "Reengineering Medicare: From Bill-Paying Insurer to Accountable Purchaser "
Lynn Etheredge argue that Medicare should emulate private health care plans in
using the compet:twe marketplace to contain costs and improve quality and service.
This reengineering would.rest primarily on the adoption of report cards that assess
Medicare's pérforrnance and new authorities--of the sort available to private sector

health plans--to purchase health care on the basis of explicit quality and other criteria | -

and competitive performance. With these new authorities, Etheredge argues,

- Medicare could do everything from establishing explicit quality and service

. performance standards to publicizing data on quality and service, "There are,"
Etheredge notes, "good reasons to proceed with caution in use of either Medicare’s
new busmess-type authorities or new competitive arrangements. - The welfare of 37
million elderly and disabled individuals is at stake." L :

R’EENGINEEFUNG MEDICARE MANAGEMENT :
Etheredge cited several areas where Medicare could select providers based on

- quantifiable measures and could use competitive purchasing. They are listed below
followed by Medxcare s current efforts:

!

¢ -Compétitive purchasing of standardized services and supplies, including
durablb medical equipment. (p. 7)

. Authontv tg__@rchase medical equipment and supplies and other Part B
services on a competitive basis is proposed as part of the President's
budget package ‘

- HCFA is currently considering a-demonstration for competntsve gncmg of
durable medical equipment that could begin in FY 1996.

¢ Establishment of explicit quality and service performance standard‘s,and
refuse ito do business with providers that do not measure up. (p. 7)

- HCFA iS devéIOping supplier standards for durable medical equipment
and services to incorporate quality standards, for example, as they
relate to the demonistration and use of medical equipment.

- As part of the revised conditions of participation for home heaith
agencnes HCFA is developing a standard assessment tool to measure
the quality of care provided to beneficiaries. Ultimately this assessment

'

-
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tool will provide both prov;ders and regulators the data they need to-
improve quality in this setting. '

!
- HCFA is also rewntmg the ESRD conditions of garttmgatlo n to focus
f‘nOre on outcorne measures.

| ’
1

- Medicare-contracting HMOs are required to have internal guaii;y e
g;surance systems that include stressing health outcomes; provide'?&
beer review by physicians and other practitioners; ‘usg{'éf&temat:c data

: bollectron of performance and patient results, and mstltutéf@eded

changes

L 4 ‘Development and use of centers of excellence and speclallzed semces
contrdctmg

- ‘HCFA uses the centers of excellence approach in selecting heart and I !
liver transplant centers. We also use specialized contracting for CABG |1 -
and cataract services and are expanding these in FY 96 I

- The President's budget package proposes a ssgmﬁcant expansion of

this strategy to other services.

i

!

- Rlsk HMOs use selective contracting to arrange for the provusuon of !; i
certain specnallzed services. | !

| |

|

e  Use of case management for high-cost patients. (p.7)

- - [HCFA currently pays for three types of case management services .

iunder the physician fee schedule: . : g

iy the monthly capitated payment for End Stage Renal Disease :
] (ESRD) patients; ; 0

éii) the weekly cagstated Qagment for rad;atnon therapy mmawent

and - , , i

. |
*Hii) the pavment for care gian oversight by physicians who provid"e g
these services to patients in hospices or those receiving horne IH

health bsneftts

- : Rusk HMOs may contract for case management of high cost patierits.
HCFA intends to study how this concept might be developed and
offered to beneficiaries who are'not members of such health plans. |
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¢ Elimmbtwn of notice of proposed rule-making process for purchasing

(P-8)

As Ethbredge notes, HCFA does not have the authonty to sliminate the rule-

n its proposed physician fee schedule for CY 1996, 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-semce system.

HCFA is testing the use of case management for high cost Med:car |

beneficiaries in three sites and the evaluation report is expected in FY
96 Expanded demonstrations are planned for FY 96-97.

i

number of ways. We are also exploring other means of increasing purchasing .

flexibil

¢ Authonzatson for Medicare snmply to drop provaders in the best interests of |

makm%process However, HHS has streamlined the regulations process in a

including the use of contractor manuals and other tools.
i

the prlbgram to deal with fraud and abuse. (p. 8)

) i ‘ o
e Authorization for Medicare to orgamze and contract for quality assurance } ! o
' iscretion. (p. 8) , . , :

atits

To eni ure that HCFA gets the best value from its PRO and ESRD contracts,
. HCFAJis implementing a performance-based evaluation approach based on
quaw improvement measures. These measures will allow HCFA to target
‘ contractors work in-areas that the contractors are most successful, and in the |
case to terminate contractors based on failure to perform.

worst

IHCFA and the Office of the Inspector General are co-sponsormg
Operation Restore Trust. It is to target fraud and abuse in the DME,

lead to the exclusion of some suppliers and providers.

i
'

Fraud identification will be greatly improved with the implementation of
the Medicare Transaction System (MTS). The integrated data provided
:by MTS will greatly assist HCFA in detecting fraud before i mappropn ate
}payment is made. ,

fThe consolidation of DME calms grocessmg into four sites has resulted’
‘m quxcker identification of suspect supphers
i

home health, and nursing home industries. We expect that the effort wm i

n
[f
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|

¢ Publicity about data on quallty' and service. (p. 8)

I
As part of its Medicare Cho:ces initiative, HCFA is sponsonng a study to |

Hetermine the types types of information beneficiaries want and need to make
‘informed choices about health plans.
N

-~

CFA is awarding a contract for beneﬁcxary information, education and

marksting in FY 95 that will-include some type of report card information !

that can be used to compare guality and service across managed care
plans

K2 | ImproVement of customer sennce. P8 .

HCFA has made a ma;or commitment to.improving customer serv:oe in the lastl

two yelrs. It has published a customer service plan outlining specific
standdrds for customer service and a promise of continuous improvement. . By
Septermber of this year it will have established, in cooperation with DHHS,
stmd#rds that will guide its performance with respect to its grantees (States
and research institutions). Among the more notable of its customer service

mmam €s are:

- HCFA On-Line a comprehensive communications strategy designed to
coordinate activities of the Agency and its partners to respond to
lbeneficiary information needs with flexibility, accuracy and speed. The
President’s budget proposal includes HCFA On-Line.

. ia demonstration project to.examine the feasibility of establishing a
national 1-800-MEDICARE telephone line to provide a response to any
-|Medicare problem.

- 'the development of gustomer service plans by all contractors
(intermediaries and carrners)

- evaluation of ali benef iciary focused publications to assure that they are -
readable and informative.

- creation of peneficiary focus groug on fraud and abuse, Medncare
coverage pohcy, and managed care. '

- redesign of the Explanation of Medicare Benefits so that beneficiaries

: will have little or no trouble understanding their benefits.

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

Iinformation, counseling and assistance to Medicare beneficiaries.

4

'||
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Etheredge calls for research in several broad areas, as well as in special study areas,|’

|

i

! .

1he collection and. analysis of information concerning beneficiary

T‘;at isfaction through the Medicare Current Beneficiary Survey.

jl authorities for Medicare in the hiring, promoﬂon and

nsation of employees. (p. 9)

HCFA is pursuing a number of improvements in its hiring system.

) HCFA no Ioh‘ger requires the lengthy and cumbersome SF 171,

the standard government application form. Like private sector
employers, HCFA assesses a candidate’s. qualﬂcatuons based on | i

a traditional resume.

iy In addition to bemg an active participant in the Presidential

Management Intern program, HCFA has also developed several
programs including the Qutstanding Scholar and Scholar Intern

P.B6&

i federal service with HCFA

to attract and retain certain specialists.

IPLAN FOR MEDICARE MANAGEMENT

programs to encourage particularly gn‘ted young talent o enter

i)  Through the programs mentioned above and other recruitment

|7 efforts, HCFA is working to increase the diversity of its workforce

to more accurately reflect the diversity of the people it serves.

iv)  HCFA also takes advantage of recruitment and retention bonuses

to help Medicare become ‘a more accountable health care purchaser. Again, HCFA l
has extensuve research activities under way, as the foliowing bullets show:

’ .

A nat onal strategy for clinical effectiveness and outcomes stud:es for the 11

5
i

Medicare populations. (p. 9)

HCFA, together with the Department of Defense and the Federal

' FAcct is to leverage the collective buying power of the participating
organizations to ensure our pensficiaries’ needs are met and to

HMO accountability efforts.

Employees Health Benefits Plan, has joined private sector purchasers tq

 form the Foundation for Accountability (FAcct), a new organization for
| quality improvement and managed care accountability. The intent of

|
;
i

| eliminate unnecessary duplication of individual quality improvemnent and
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i

evelop the ESRD Core Indicators Project, HCFA's first nationwide, :
lpopulatmn based study assessing opportunities to improve the care of ,}

adult ESRD patients. The project will be extended to other ESRD
Ltreatm@'-:m: groups over the next few years.

. ;HCFA is developing the Medlcare Quality Indicator System (MQIS) to - ,‘

imeasure access, appropriateness, outcomes, and patient satisfaction for;;
fpreventnve acute, and chroriic care services in both fee-for-service and
imanaged care seftings.” MQIS will use practice guidelines sponsored by
medlcal societies and AHCPR to profile patterns of care.

i
i

Develppment of HEDls-type “report card" measures for qual:ty/héalth ' l
outcomes, consumer satisfaction, and service. (p. 9) T

i
‘ !

'HCFA is. partnering with the Kaiser Family Foundation and the National |

i

nCommlttee on Quality Assurance to develop a HEDIS-like set of -

rgerformance measures to support the evaluation of managed care P

sorgamzatlons that contract with Meducare

- ‘ln 1993, HCFA launched the Cooperative Cardiovascular Project, a four
' State pilot project aimed at measuring and improving the quality of care,

i given to Medicare beneficiaries hospitalized for acute myocardial
infarctions (AMIs). HCFA is now implementing a national program to .
| improve AMI care based on the results of the pilot project. - ?s

- | HCFA is developmg survelllance reports to be used by PROs to momtor
| the care provided to Medicare benéficiaries in their States. PROs will be

! expected to use their surveillance data to conduct pattern analyseés both
| by geographic area thhm the State and in State-to-nation oompansons.

s‘

Studlbs of "best practlces“ in all rnajor areas of costs, qualxty, and serv:ce'
{p. 9)‘ . .

- HCFA is convening a series of exp oratory mestings with emgioye ,

Qurchasers, and -providers to identify arsas where Medicare can
f collaborate with the private sector to improve beneficiary understandmg[ |

and satisfaction with different types managed care options. s

'i

‘?

!
- HCFA has joined the ESRD networks and the renal community to f |

- As part of its outcomes based survey process, HCFA is working with thle‘

| health care community to develop 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
i

6 | B
N
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; hemodlalySIS fac;lmes
1

. HCFA is workmg with- chmcai specxa!ty societies and patient advocacy

f;roups to develop performance measures of consumer inforration and
i

reatment for several clinical conditions affecting the Medicare - j
populatlon B o : o V o

- CFA encourages the PROS to use AHCPR guudehne as standards in |

hen' quahty improvement prOJects

'5 . i

Effective communication strategies. (p. 10) - | - Eii

' HCFA }has undertaken the Consumer Informatnon Strateqy, a national and !ocal‘
pubhc health campaign to encourage beneficiaries to use preventive health- |

they can make informed dec:smns about their health care.

Specljal studies of needs and service for Medicare s disabled populatuons |
(p. 10 A | |

groups for the dlsabled to better understand their needs

HCFA is assessing the tmpact of. Med;care coverage gohmes oni the {
dlsabled population wnth a view toward making changes. . i
ii

- ‘HCFA is sponsonng several demonstratnons to look at mode{s of care
ifor disabled beneficiaries, including fong term care and beneficiary-
«centered care.

i
i
i
i
!
'i
|

1
IH

Speclpl studies of h:gh-use elderly populations. .10 o

HCFA has focused many research resources over the years on issues.
pertaining to e!derly beneficiaries with high service use including high

1oost hospice, access to physician and hospital services, use of nursing
!facmnes home health, DME, and other Medicare benefits.

i i

|
1
' ]
!

care serv ces while providing them with current, data-driven mfcrmation so that| |

. !

- | Demonstrations such as the Nursmg Home Case Mix and Quahty, On |
1 Lok/PACE and many others investigate methods by which providers arélf
adequately pa:d for 'services for extremely frail beneﬁcnanes l

|

Speclal studxes of dlsease management and preventuon mltlatwes (p.11)

- HCFA ‘has sponsored several recent major prevention initiatives

7

I
iA“ HCFA Reglonal Ofﬂces have started outreach actnvmes to advocacy } | |
]

1


http:understa.nd
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- S/HMQ ESRD site is being developed to test capltated approaches for
beneficiaries with ESRD. ' ,

| |

N Pcllcy development for post-acute hospital care (p-11). -

including mammography and flu vaccine, focused on getting utilization

data out to communities and identifying areas where there are i
disparities in utilization by race/ethmcsty , ‘

IHCFA has been looking extensively at policy for post-acute hospital
care. : o '

HCFA has sponsored demonstrations to ;dentﬂy the most promising f
preventive services for Medicare coverage. - e

S/HMO plans are selected to develop geriatric services within an
integrated service delivery network. '

HCFA's Alzheimer's disease demonstration, which recently concluded
with evaluation results pending, tested the lmpact of a limited
community services benefnt package .

HCFA recognlzes the significant growth in the costs and utnhzatnon of
post-acute care services under Medicare and has directed significant f
policy development efforts {o that area. The following are examples of | |
these efforts: |

1
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The Medicare Home Heaith Initiative has undertaken an effort to
identify, develop, and implement lmprovements for the entire
home health benefit. ‘ A : 4;

.!n order to control costs of non- mpatlent therapy services, HCFA}; -

is developing salary equivalency guidelines for contracted !
physical therapy, respiratory therapy, occupatuonal therapy and |

speech language pathology.

HCFA has developed legislative proposals that would give HCFA|

authority to implement a first-stage prospective payment system |

for SNFs. The PPS would initially target routme costs and later § '

i

incorporate ancillary costs.

Development of prospective payment demonstrations for SNFs {
and home health agencies. The SNF PPS demonstrations will test

.
.

)
i
1
i
!
i

i
1

|
i
i
I
l
l

a case-mix system of PPS in six States and goes beyond the | :

| |

s | .
o o |

|
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more cost-based legislative proposal.

ii) HCFA is developing a rule that will require SNFs to electronically | , '
submit the nursing home minimum data set resident assessment | 5

instrument. This will create a valuable data resource for studymg ‘
care pattems res1dent conditions and outcomes ‘ i

iv) HCFA published detailed hospital discharge planning
~ requirements to assure that hospitals initiate post-discharge .
planning sarly in the hospitalizations of patients who are likely to | -
require it. These regulations mandate that the families of the i
. patients be involved and that the hospital conttnue to assess the '

effectweness of the process.

(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 flscal mtermedlanes for post-

acute care services.

v) HCFA has developed a uniform needs assessment instrument
f
1

. | B'etteé risk-adjustment mechanisms and pmcedur'es. (. 11) . g

- HCFA has underway several million dollars of research and ;!
Edex.aa!opment efforts to develop more effective risk adjustment methods i
!
- |Research efforts are underway to test diagnostic cost groups and
ambulatory care groups and will conclude this calendar year.

- HCFA will include several risk-adjustment mechanisms in
demonstrations such as those under the Choice initiative.

All these eﬁqrts reflact HCFA’s interest in proceeding vigorously, but with caution, m |

considering Inew business-like authontles and new competitive arrangements.
i .

i
i
S
)
!



“THE WHITE HOUSE

WASHINGTON

July 7, 1995
MEMORANDUM FOR THE PRESIDENT
FROM:: ~Carol H. Rasco Q‘* \k‘/
SUBIJECT: . 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 thlS direction. Donna Shalala,
in particular, would probably love to embrace them.

I wanted to share this with you now because [ 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
. heaith 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 pr0v1d1ng preventlve health measures and quality medical care.

Medicare should have new authormes 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.
(ThlS is very similar to the Clinton Admmlstratlon 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 measures 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 em[;,owered 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 perfonnance, such

as cost, quality, [and] service.

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

-—-Mmhael 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 physmlan

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’s political leaders 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.

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
available 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 optlons ‘
for Medicare 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 1, 1995, 19 states had no Medi-
care HMO enrollees and 32 states had 1% or
fewer of their Medicare-eligible populations



enrolled in HMOs. A handful of states—
including California (42% of Medicare HMO
enrollees) and Florida (17% of Medicare HMO
" enrollees)—accounted for most of the Medicare

HMO membership.! Even with an FEHBP-type
arrangement and optimistic growth assump-
tions about private plan enrollments, many fac-
tors make it likely that most Medicare eligibles
in most states will still be in the program for the
rest of the decade and beyond.? In its traditional
bill-paying mode, the Medicare program has
very few tools for dealing with the volume,
intensity, and quality issues that are its major
cost-drivers. Thus, devising a strategy for fun-

~ damental reform of the basic Medicare pro-
gram—"reengineering” Medicare—is essential
not only to deal with budget issues but also to
achieve improvements for the 37 million people
who depend on the program.

What should be done about the basic Medi-
. care program? What would be in the best in-
terest of its 37 million elderly and disabled
enrollees? "

This paper considers the question of wheth-
er Congress should give Medicare the same
- types of authorities that are available to its
- private-sector competitors—particularly au-
thorities to use new purchasing techniques—
and require performance accountabilities for
their use through HEDIS-like quality and
health outcomes measures. Should not the
"nation’s elderly and disabled, as well as tax-
payers, ask for and expect a state-of-the-art
Medicare program? If this approach were
adopted, Medicare-eligible individuals would
“be able to enroll either in a Medicare program
that is working hard to provide the best econ-
omy, quality, and services or in competing

private-sector health plans that are paid equiv-

alent (risk-adjusted) capitation amounts. One

~ might expect that, over the long term, both
taxpayers and Medicare-eligible persons
would benefit by such competition. .

At the most general level, reforming the V
Medicare program in-this way would start
with three fundamental changes:

® A revised mission phi‘losophy that emphasizes \\

& The adoption of “report cards” that assess Med-

Medicare as a health plan. Most importantly,
Medicare would need 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’z——"_

icare’s performance on the basis of cost, quality,
outcomes, and service so that it can be held ac- .
countable by enrollees and policymakers. These
measures need to reflect a wide range of
criteria, including preventive care, quality of
care, consumer satisfaction, and health out-
comes, and should also apply to competing
private health plans. Report cards should
show national, state-level, and market-area
performance. '

The measures that could be used by a refor-
mulated Medicare can be-illustrated by com-
paring current official data reports with new
health-related data that could be a basis for
the above-described report cards. The most
extensive public accounting for Medicare’s

. operations is the Medicare and Medicaid Statisti- s

cal Supplement published in February 1995.¢ Its
more than 370 pages are filled with statistics
that emphasize financial, workload, and

claims-paid data, such as hospital days of care

and expenditures, that are appropriate to a
traditional health insurance program. No-

“where are there measures of quality of care
and improved health status or reports on en-

rollee sahsfactlon

Two recent studies highlight the kinds of
health-related measures that might be used to

~ assess Medicare’s future performance as an

accountable health plan. The Physician Pay-
ment Review Commission (PPRC) and the

- RAND Corporation have recently developed a

set of approximately 50 quality measures that
can be implemented, using claims data, for the
current Medicare program. Several measures,
which have been run against Medicare’s na-
tional claims data, are shown below in Table
1. A number of them are similar to the



NCQA's HEDIS measures used for private- -
sector health plans. In the view of the physi- -
cian consensus panels developing the mea-
sures, these are “necessary care” indicators;
‘that is, professionally acceptable practice
should be near 100% compliance.

TABLE 1

Chmcally 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 patxents
with diabetes 38%

Heart Problems

Visit wnthm 4 weeks followmg
discharge for patients hospltalxzed
with MI

EKG during ER visit for
unstable angina

84%

81%

Mental Diagnosis

Visit within 2 weeks following
discharge of patients hospitalized

for depression 95%

The PPRC-RAND study shows several qua-
lity indicators on which the care received by
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 in 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.®

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, hospitalization 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.®

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 become more
like a state-of-the-art accountable health plan
is the followmg

\m Medicare should have new authorities to pur-
chase health care on the basis of explicit quality
and other criteria and competitive performance.
Within the many statutory constraints Medi-
care has to operate under as a govemment '
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-long rulé-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




needs to with the complexity and pace of
change in today’s health system, nor can'it.
hold physicians, hospitals, and other provid-
ers accountable for improving their perfor-
mance. o7 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 pur-
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-bipartisan_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

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-
standing 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 will 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 hospitals, physi-

~ cians, and other services that are specified by

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 and
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-

national formulas; and a national quality as-
surance/peer review structure, the Profes-
sional Review Orgamzanon (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 2:1—from 1,735 days/1,000 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 (10.4
days) than for the western states (6.7 days).*

m Rates of change in hospital use by diagnosis-
related groupings (DRGs). In the 1988-1992
.period, hospital discharges for Medicare
enrollees rose by 8.3%. Of the 65 leading
DRGs, however, only 12 had increases be-
tween 0% and 20%. Seventeen DRGs 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 DRG 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 DRG 96 (bronchitis
and asthma with complications and/or co-
morbidities), which had declines of 52% and
58%, respectively.’

® Nursing home use. Rates of nursing home use
varied by 6:1 across states. Minnesota resi-
dents used 1,364 days/1,000 enrollees, Con-
necticut residents 1,235 days/1,000 enrollees,
and Indiana residents 1,067 days/1,000 en-
rollees in 1992. Among the low-use states
were Maine (248 days/1,000 enrollees),
Oklahoma (326 days/1,000 enrollees), and
New Hampshire (327 days/1,000 enrollees).”

m 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 included Mississippi, with 11,786
visits /1,000 enrollees and Tennessee, with
11,717 visits /1,000 enrollees. At the other
end of the range were Hawaii, with 668
visits /1,000 enrollees, and South Dakota,
with 969 visits /1,000 enrollees." '

w 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.” '

m Growth in physician procedures. Over the ,
1991-1994 period, the growth rate of Part B -
-services averaged 3.5% 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% annually.”

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 1.5 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 1?"% to 32%.M

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 prxvate—sector businesses;
these activities include the Tennessee Valley
Authority and other power marketing authori-

e

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
watched 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

awes,arer *\5
B Competitive purchasing of standardized_services

and suppligs;ifvcluding durable medical
equipment, laboratory testing, radlology,
and outpatient surgery

® Establishment of explicit quality and service
performance standards and refusal to do business
with providers that do not measure up. For the

welfare of its beneficiaries, Medicare needs

© to move beyond the minimal participation
-requirements that are now set in legislation.
New standards for providers should include
the HEDIS-type “report card” and health
outcomes 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
program)

-
w Devélopment and use of centers of g{g:g_l_lenc&and
specialized services contmctmg ~Medicare 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, to th
beneﬁt of Medicare beneficiaries and-tax*
paysgrs. fs. To preserve Medicare’s role in as-
string a broad choice of providers, Medi-
care enrollees might still be able to go to
_non-preferred prowders but with higher co-
payment rates.

B 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



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.

m 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 any time it wanted to write or re-
vise a contract with its suppliers would
probably be in the same financial predlca»
ment as the Medicare program.

n Authonzatzon for Medicare simply to drop providl
ers in the best interests of the program to deal
with fraud and ablff/ In"recent testimony, a
Government Accounting Office (GAQ) official
noted that the Medicare program is "over-
whelmed” by fraud and abuse and that it is a
“particularly rich environment for profi-
teers.””® 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

submitted by between 2% and 11% of provid-

ers.'® 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-dominated 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 Medicare quality improvement, the
implementation of a new 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.” 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-
dommated organization? |

Publzczty 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 pattems of care and service.

M’M
= Improvement “of customer service._The Medicare
< program has 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 authorities for Medicare in
<the hiring, promotion, and_compensation of em-

ployees. There is no activity which is of larg-
er-bldgetary 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 W1th private-sector plans.

Certainly some health care provnders--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?

A STRATEGIC PLAN FOR ME[}ICARE
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-
pnc10us manner. Beneficiaries have rights to-

due process and to judicial review for claims
denials. Much of the needed research will be
useful for compéting 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:
w7 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 health-and

~——program costs/ It 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.

® 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 health plans.

W_Studies-of “best practices” in_all major-aréas of
costs, quality, and service/Medicare is a-vast
program tiat~hasnot been very amenable to



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
benchmark 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

- market, for example, while the Twin Cities

made available to clinicians 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 work well. In today’s

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) plans, 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%
annually in the period 1982-1992) is more
than twice that of the elderly population (a
1.9% annual increase during the same peri-
od); the under-45 disability group has been
growing even faster, almost 11% annually
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.

B Special studies of high-use elderly populations.
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As is the case with the under-65 populahon ’
Medicare’s spending for the aged is highly

_ skewed, with about 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



expenditures on care. Among the high-ex-
pense populations are important subpopu-
lations with chronic illness. Trying to iden-

- tify 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 clini-
cal basis for assessing their needs and care.

Special studies of disease management and 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
deveiopments 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.” 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 of care
are more difficult to come by in this area
than for clinical effectiveness and outcomes
studies of acute care.

m 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 foreseeable 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 managed health care plans will

_out-perform 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’
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interest and ability to compete, on a nation-
wide basis, for the Medicare population,



particularly its high-expense frail elderly, chro-

nically ill, and disabled populations. Given the

current 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:

w 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
[AHCPRY)); 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 mfoxmahon strategy (1mmumzahons, a

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
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actually pay claims. Federal employees
oversee a system of some 74 private contrac- -
tors (called intermediaries and carriers—
mostly Blue Cross/Blue Shield plans or
comunercial 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,” 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 bill-paying culture

' and the private payers’ purchasing culture

to produce hybrid plans through joint ef-
forts. thh its primary contractors.

Public frust and freedom of choice. thle 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 programof choice of the el-

~ derly. In the Medicare program, enrollees

have much broader 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 their mem-

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



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 success of fu-
ture purchasing strategies. If managed pur-
posively, Medicare should be able to strike
economic terms that are at least as favorable
as its competing health insurance plans, as
~well as use its purchasing discretion for
upgrading quahfy and service standards.

Data and research capacity. Finally, Medlcare
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 and improvement strategies. ‘

How best to manage competition between
competitive Medicare and private-sector plans,
all trying their 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,

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 disabled
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

~ another ongoing challenge of daunting com-

plexity will be to assure that competition
among Medicare and competing health plans
works well. Congress is now in the midst of
debating many major policy questions, includ-
- ing enrollee financial incentives and the poten-
tial for budget savings, and there are numer-

- ous questions which will requlre long -term

learning agendas.
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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 government officials
should not be allowed to act in ways that are
arbitrary, capricious, and unfair—has usually
insisted on “a government of laws and not of -
men.” But protection of Medicare enrollees in
private plans from poor HMO practices should
be no less an issue.” 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.



ENDNOTES

1. Medicare: Opportunities Are Available to Apply Man-
aged Care Strategies, staternent of Janet Shikles,

'GAO/T-HEH-95-81, February 10, 1995 (Appendix I). -

2. About 77% of Medicare eligibles already have med-
igap, Medicaid, or other supplemental coverage, so
switching enroliment to an HMO may provide them
few additional benefits. Individuals may also be de-
terred from enrolling in an HMO because they would
have less freedom o% choice of physicians and other
providers and would not be able to re-enroll in their
current plans if the HMO were not satisfactory. Insur-
ers’ ability to compete with Medicare is also lessened
because Medicare pays providers well below average
private market rates.

3. An Institute of Medicine comm_ittee has also recom-
mended that Congress make quality assurance, in-
cluding improved patient health outcomes, a funda-
mental program goal. See Kathleen Lohr (ed.), Med-
icare: A Strategy for Quality Assurance, National Acad-
emy Press, 1990. The study, chaired by Steven Schroe-
der, M.D., was requested by Congress in OBRA 1986.

4. Health Care Financing Review: Medicare and Medicaid
Statistical Supplement, HCFA Pub. No. 03348 February
1995.

5. Physician Payment Review Commission, Monitoring
~ Access of Medicare Beneficigries, Report No. 95-1 (forth-

coming); S. Asch, et al., Access to Care for the Elderly
Project, Final Report, RAND Corporation, April 13,
1995 {photocopy).

6. National Institute for Health Care Management,
Health Care Problems: Variation across States, December
1994, pp. 34-36 (ex}ubm 44,45, 4.6). -

7. "The Fortune 500 Largest us. Corporanons,” For-
tune, May 15, 1995, p. F-1.

8. Medicare and Medicaid Statxstlcal Supplement, p. 199

. (table 25).

9. Ibid., pp. 208 (table 28).
10. Ibid., p. 232 (table 37).
11. Ib:d p. 252 (table 46).

12, Phys:c:an Payment Rev:ew Comrmsswn Expendx-
ture Limits, July 1993 (staff paper) p. 62.

16. Medicare Part B Factors That Contribute to Va}rmtzoﬁs
in Denial Rates for Medical Necessity across Six Carriers,
GAO/T-PEMD-95-11.

17 Lohr, Medicare: A-Strategy for Quality Assurance.

18. “Study Finds Most Treatments for W}uplash Are
Ineffective,” New York Times, May 2, 1995.

-19. Medicare: High Spending Growth Calls for Aggressive

Action, Statement of William Scanlon, February 6,

1995, GAO/T-HEHS-95-75.

13. Physician Payment Review Comm:sswn Annul o

Report to Congress: 1995, p. 20 (table 1-1).

14. M. Chassin, et al., "Does Inappropnate Use Ex-‘
plain Geographic Variations in the Use of Health Care
Services?” J.LA.M.A., November 13, 1987. Jack Wenn-
berg has been among the pioneers in Medicare area
variation studies. .

15. Statement of Sarah ]agger March 22, 1995 (cited in
BNA Health- Care Policy Report, March 27, 1995 p. 479).-

20. Lynn Etheredge, mermacy Benefit Managemeﬁt: The
Right Rx? Research Agenda Brief, Health Insurance
Reform Project, George Washmgton Umvers:ty, April
1995, -

21. Complaint rates vary by‘more than 25:1, from
1.8/10,000 enrollees for Group Health of Puget Sound -
to 45.8/10,000 enrollees at Humana (Florida).



[INTRODUCTIONS BY MR. BILL GORHAM AND MARILYN MOON TO

" FOLLOW. JOINED WITH SECRETARY SUMMERS’ COMMENTS ]

SEC. SUMMERS: (Applause.) 'Thankv you very much. Thank you very much,
Marilyn, ahd 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 think

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
economist 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 [ appreciate al_l' 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 dlsabled citizens hlgh 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
commission. 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 Committee 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.

I 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 énhancing the level of competition within Medicare we can improve the quality and
efficiency of the program without higher premiums for these beneficiaries.

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
amonth. While this would protect the elderly 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 need to act
to strengthen and modernize Medicare and that now is the right time. At the same time,
one of the 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 Medicare premiums are already expected to
increase substantially over the next decade, 51mply because growth in forecast health-care
costs will continue.

Against this backdrop, it is especially important that we prevent an extra premium
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 doto
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-1960s, 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 administratibn 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 in 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 dlfﬁculty
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 participating 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 tradmonal Medicare to
- determine the price for a beneficiary of enrolhng 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 aresult, 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 excesswely or their quality slip, enrollment would
fall. :

The introduction of competition in this way is expected to result in $9 billion in
savings for the government 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 aplan 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 risk 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 at suggests 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. '



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 millyion over the
next three decades, it is clear that additional financing will be necessary to maintain basic
health care services and quality for any length of time. ’

Now, in a real sense, there is only one way in which an economy can provide for
its future. Accounting alone does not achieve that objective. The only way an 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 that 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 of that surplus, assure
~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 sblvency 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 miake 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
of modern 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 orie 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 today.
When fully implemented, the drug benefit would cover half a beneficiary's drug expenses,
up to $5,000 a year, at a cost to them that is one-half to 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 that we are very mindful of the 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 to
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 of why 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 of the absolute importance of
protections that Medicare provides and the appropriateness of assuring that they are
provided in as modern, competitive, and fiscally prudent a way as we possibly can. With
this moment, we have a rare opportunity and [ hope and trust that we can seize it.

Thank you very much. (Applause.)



