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INTRODUCTION

Sparsely populated, or rural, areas present unique challenges to health care delivery
systems. It has been suggested tﬁat managed competition as described in the Jackson Hole
propos;als will not work in such areas. Pure managed competition, however, is not the most
appropriate model for rural areas. This paper offers a proposal for those areas where pure

managed competition will not be operative.

This paper discusses some of the major issues that must be considered in attempting to help
those delivering care in rural areas achieve their mission. It also presents for discussion a
model based on the infrastructure of managed competition but applying "managed
cooperation” in areas where competition faiis to achieve the goals of insuring access to
quality health care for rural and frontier Americans. Recognizing that there are a variety
of thoughtful and creative experiments in delivering health care ongoing across rural
America, this paper offers rural health care experts the opportunity to explore those ideas in

light of the concepts of managed competition and cooperation offered here.

The body of the paper carries a misleading interventionist tone. This is because the paper
devotes substantial attention to the exception areas that may necessitate some form of
public intervention. These ére likely to be fhe true frontier areas of the country. Less
attention is focused upon the majority of rural areas where managed competition, through

flexible AHPs, can improve the quality and control the costs of health care without public



intervention.
FACTORS CONTRIBUTING TO LIMITED ACCESS AND QUALITY OF CARE

Demographic Factors. Rural health care suffers primarily from the problem of access to
primary, secondary, and tertiary care, stemming largely from a shortage of health
professionals. Geographic/climate barriers such as mountain ranges, bodies of water, severe
weather, lack of good roads, sheer distance, and unique demographics all contribute to the

problem of access.

Rural residents are excluded from the mainstream of employment-based health insurance
since many are unemployed, self-employed, seasonally employed, or employed by small
businesses (NRHA, 1992). Accordingly, a larger percentage of rural &nericms are forced
to purchase insurance in the individual market than their urban counterparts. Rural

Americans are at a disadvantage due to both their socioeconomic and occupational status.

Rural populations (27% of the total U.S. population) have a larger proportion of citizens
below the poverty line than the rest of the population, with the exception of inner cities
(NRHA, 1992)." While accounting for slightly more than a quarter of the U.S. population,

rural areas account for about one-third of the total population living below the federally

The definition of rural used in the National Rural Health Assoc:.at:.on
policy paper is non-metropolitan residents.



defined poverty line (OTA, 1990). Agricultural workers account for 3% of the work force
and 14% of work-related deaths, putting farrﬁing ahead of mining as the most dangerous
profession in America (Ingersoll, 1989). Such risk factors push the already high individual
market premiums faced by rural Americans even higher. Rural. America has also been
particularly hard hit by the economic downturn of the 1980s. In 1982 the rural
unemployment rate was 10.1%. By 1985.. when much of the country was beginning to
recover, it had dropped to 8.4%--still higher than the urban rate. . These factors contribute to
the higher uninsured rate--14.5% in .rural areas, compared to ﬁon—rural areas -12.3% (Ries,

1987).

The above socioeconomic factors contribute major barriers to access to the health care
system. The result is that rural residents postpone health care until their health problems

become acute, or go without care altogether. This leads to increased long term system cost.

Workforce Factors. Recruitment and supply of primary care physicians is a significant
problerﬁ throughout the American health care system, but the shortage is especially acute in
rural areas. Small town practices are extremely demanding and usually lack the support
and back-up systems available in cities, making it difficult to recruit and retain good.
physicians. The small-town physician has the same expenses as any other physicians, yet
-frequently lower and more uncertain sources of income, and often practices under aaverse
conditions. In addition, our medical education system is biased toward training specialists,

rather than the generalists required in rural practices, resulting in an insufficient pool upon



which to draw.

Reimbursement Factors. Due to the high percentage of Medicare and Medicaid recipients
in rural areas, rural health care practitioners and hospitals tend to be more dependent on
government revenues than their urban counterparts. This reliance and the inability to shift
costs prevents reorganization of facilities and services to better meet the needs of the
population they serve. The Federal EACH/RPCH program and state programs in Montana,
California, Kansas, Mainé, Wisconsin, Oregon, and Florida are experimenting with this kind
of reform now. .‘Some of these programs have not realized expectations however, since they
are still tied to the traditional segmented health system and cost-plus incentives, or are

burdened with stifling regulations.
BACKGROUND - MANAGED COMPETITION

The puré model of managed competition implies more than one, and ideally many,
Accountable Health Plans (AHPs) competing on the basis of cost and quality. Kronick et
al. have suggested that managed competition may not work in rural areas, noting that a
population of 1.2 million would be required to support three AHPs providing
comprehensive services, 360,000 to support three AHPs providing primary care and shared
tertiary care, and 180,000 to support three plans providing primary care. A cut-off at

180,000 encompasses 71% of the U.S. population.



We feel this study may underestimate the flexibility of managed competition (AHPs in
particular). In some rural areas competition may occur among smaller, primary care
facilities, or simply primary care providers. These facilities will be either independent
organizations (AHPs) that contract with other providers for specialized care, or branch
offices of urban AHPS. A small population can support this tvpe of competition. For
example, although an area of 20,000 could not support three comprehensive AHPs, it could
suﬁport three competing primary care facilities. In areas with a very limited number of
providers, competition between AHPs could take place within individual providers. That is,
the provider would contract with multiple AHPs and the individuals would choose which
AHP to join on the basis of éthér services, such as referral networks, and access to

specialists, as well as cost and quality.

Under managed competition urban AHPs will be encouraged to set up branch offices with
subsidies targeted for rural areas —or through demands from the large purchasers
(government, large employers or groups of small employers). Fair rates of Medicare and
Medicaid reimbursement (ensured through HPPC purchasing) will also ent‘ice urban AHPs
into rural areas. Competition will occur as AHPs attempt to expand market share, and rural
providers band together to form AHPs. The size of the population base will dictate the
exact scope of serviceé rural facilities can efficiently offer on site. It is important to note
that the nature of competition in rural areas may be quite different than that in urban areas.
Access is the major problem in rural areas. Therefore, rural consumers will be most

sensitive to improved access. Accordingly rural AHPs will devote a larger percentage of
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resources to improving access.

We believe the managed competition model to 5e ideal in its pure form for many rural
areas as well as all urban areas, énd the structures of managed competition to be the best
framework in which to improve health care in the remaining rural and frontier areas. Some
sparsely populated areas will clearly not support a competitive (market) model. The
following proposals build upon the infrastructure of managed competition to provide a
means of delivering care efficiently to our remote ares. In rural areas cooperation will

replace competition as the factor most critical to success.



PROPOSALS

The problem of improving access to, and quality of, health care in rural areas can be
approached from the perspective of 1) states with both large urban populations and
substantial rural areas such as New York and Michigan, and 2) "frontier states” such as
Wyoming and Montana where the entire state could be considered "rural." In both
situations it is accepted as ‘a given that pure managed competition will not work well where
a single AHP is operational. Therefore we propose that "managed cooperation” be applied

to achieve the goals of improving access and quality of care.

Rural AHP Authority (RAA). The RAA will be responsible for ensuring that
tax-preferred, AHP, health care is available to rural Americans. As a general facilitator and
acivocate the RAA will utilize two explicit tools: subsidies and exclusive franchises. RAAs
will foster community cooperation in areas where a single AHP is appropriate, and

competition in areas where that is the preferable model, but not yet fully realized.

Subsidies. Subsidies will help offset high per capita fixed costs in low population density
areas, but will not be as effective in helping to offset the costs of infrastructure
development. Accordingly, subsidies will work best when the health care infrastructure in
place is sufficient to allow AHP formation without large capital investment. The capitation

subsidies will be overt, to prevent distortion of other premiums through cost-shifting.



Exclusive Franchise Agreements. When substantial investment is necessary and existing
infrastructure and providers are minimal, as will be the case in some of the most remote
areas with lowest populatibn density, RAAs may have to offer more attractive enticements
to persuade an AHP to commit to an area. The RAA will need governm.ent funds to
distribute to facilitate development. In some cases these funds could be granted in
conjunction with an exclusive franchise. In this case, the AHP would set prices with the
approval of the HPPC. Any franchise agreement would attempt to ensure that residents in‘
the area receive affordable, qﬁality care, and would be awarded only after a competitive
bidding process. Bidding AHPs would agree to charge certain premiums in exchange for a
given amoun{ of governmental assistance. Franchise aéreements will work best in rural
areas near urban areas where there will be AHPs with the necessary capital and expertise to

make such an investment.

In rural areas where there is an existing network of providers, but population densities and
distance to the nearest urban center inhibit competitioﬁ, the RAA will encourage the
development of a cooperative, community based AHP. In these areas there will be more to
be gained from coober;tion among the providers than from competition between them. The
cooperative model will be pursued in areas where existing provider networks are, to an
adequate extent, in place, but that can not support competition. Of course the RAA will
’continue to facilitate competition in areas that can support it. Managing this
competition-cooperation continuum, and determining where rural areas lie, will be a major

responsibility of the RAA.
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Managed cooperation would entail facilitating the development of | regional or state wide
networks of providers to form AHPs. The "managed" part would entail the following RAA
responsibilities:.

1) assisting with network development utilizing existing providers

2) facilitating the appropriate model --competition versus cooperation

3) helping to obtain the proper balance of primary and secondary care facilities

4) helping to coordinate an arrange for needed tertiary care

5) providing subsidies or exclusive franchises as required to ensure provision of

quality care

6) assisting with the recruitment of primary care physicia_ns and specialists

7) managing the interface between urban and rural areas

Urban/Rural States. In states with both large urban areas and underserved rural areas the
RAA will need to pay special attention to the interface area --the area 'Where urban based
AHPs are branching outwards and rural providers are organizing independent AHPs. By
encouraging both of these activities in an appropriate mix, the RAA will attempt to extend
competition to as large a portion of the state as is warranted. Outside of these areas,
though, the RAA will pursue "managed cooperation” and will facilitate network

development.

Frontier-Like States. In states that are for all practical purposes "rural" or frontier-like the

RAA will focus on the network development, and cooperative activities
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A major decision to be reached in sparsely populated states such as Wyoming is whether or
not to establish a single state-wide AHP or several regional AHPs. Such decisions are
appropriately left to the states. A second major decision will bé how to handle tertiary care
-l.e. to attempt to keep as much as possible in state or continue to use existing referral
patterns which frequently extend out of state. In such instances quality of care and patient
choice (given appropriate economic consideration) should be given preference over political

and territorial considerations.

Although the Jackson Hole Group maintains that a majority of rural areas will be served by
competing AHPs, it avoids categorizing rural areas. The group realize; the diversity of
rural conditions and present delivery systems. The decision to pursue a more cooperative
model in frontier areas, as opposed to a competitive one, will be a local one made by the
RAA with input from all concerned parties including: providers, consumers, employers, and

government officials.

The RAA will act as a rural advocate. Its duties will include encéuraging development of
infrastructure to be shared by AHPs. For example, communications systems could be
shared by rural providers to reduce overhead expense. The RAA could also coordinate
among the local AHPs the efficient delivery of emérgency care. The RAA might also
coordinate public health programs among government entities and AHPs. The RAA will
also perform consultative tasks, and will take' steps, including the organization of

purchasers, to attract AHPs to an area before subsidies are given out. As an organization
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interacting with all AHPs in a region it will be in a position to offer help and advice to

rural AHPs on a continual basis.

Health Plan Purchasing Cooperatives (HPPCs). HPPCs will perform the same functions
in sparsely populated areas as they will in urban areas, but will assume additional
monitoring and regulating functions in order to assure adequate care is provided in rural
areas under their jurisdiction. HPPCs will be charged with monitoring AHP; that operate
under an exclusive franchise and/or without competition for other reasons. The later are
likely. to be cooperative AHPs or AHPs that have carved out a unique market niche. In
areas where market forces are inadequate, in terms of meeting cost goals, the HPPC will
need to compensate. HPPCs will concentrate more on cost goals because access and
quality issues will be built into AHP accrediting requirements and focused on by the RAA.
In evaluating AHPs, HPPCs will utilize benchmarking standards, including premiums
charged by other AHPs, non-competing rural AHPs in particular, as well as standard

outcomes data.

In many cases an AHP that is the sole provider in a sparsely populated area might also
provide care in a highly competitive area, providing the basis for a comparison of rates to
a competitive area. Legislation forbidding, ér limiting, geographic rate discriinination could
- reduce the HPPC’s responsibilities in these cases. Furthermore, competition in its true
sense will be present at the fringes of AHP "territories." The HPPC can monitor

competition at the fringes and use it as another source to evaluate AHP performance.
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Sanctions against AHPs that do not pezform. Sanctions that might be taken could include
the reduction of subsidies or the cancellation of exclusive franchises. In some cases, direct
regulation of premiums might be necessary if it is impossible, for practical reasons, to
displace an AHP. Regulatory actions would be subject to review by the National Health

Board.

Before sanctions are taken, however, the HPPC will be responsible for alerting an AHP to
its substandard performance, and perhaps helping to coordinate pro-active measures with
the RAA to address the problem. These responsibilities lie with the HPPC because of the

local nature of the services and the attendant problems.

Accountable Health Plans (AHPs). AHPs are well-suited to deliver health care in rural
areas. The coordinated care offered by an AHP will be especially beneficial in rural areas
where care is presently often fragmented. AHPs will be required to provide UEHBs and
will be accountable for patient health outcomes. Rural AHPs will grow and develop along

regional and geographic boundaries and may often cross state lines.

The rural AHP structure and management will need to reflect the unique communications
challenges of rural settings. Since it will be economically imprudent to provide some
required specialty services on site, residents will receive primary care near home and will
go to the appropriate urban center to receive specialized care. As rural AHPs develop, they

will create networks that optimize specialists expertise and utilization. Rural AHPs are
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likely to take one of two forms: An AHP could be based in the sparsely populated area,
and contract with specialty services in urban areas or, AHPs in urban areas could compete
for market share in surrounding rural areas by establishing branch offices offering primary
care. Either option should offer fhe same benefits to rural practitioners, making recruitment
efforts more successful. This is the interface that the RAA will need to manage. The
development of rural AHPs will promote the delivery of primary and secondary care in

rural areas helping to ensure the viability of appropriate rural facilities.

Physician Supply. The inability of those living in rural areas to establish a relationship
with or have timely access to a primary care physician to manage their care remains a
major problem that must be addressed by any rural health initiative. The alternative of
accessing primary care through hospital emergency departments is both costly and not in
the interest of long term quality care. The current excess of physicians with a
disproportionate number of specialists (3 specialists to 1 primary care) has failed to address
this problem under existing market conditions. Long term solutions to provide more
primary care physicians and relatively fewer speéialists as addressed in our paper
"Physician Workforce Needs Under Managed Competition" are probably a decade or more
from being realized. Short term solutions must, therefore, be entertained. They include:
A. Financial Incentives.

1. Reimbursement reform to compensate rural providers on par with urban

providers.

2. Direct income and capital subsidies to establish practices in rural areas
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3. Forgiveness of medical education loans over a period of 4-5 years of practice in
. a rural areas. The so called "Universal Berry Plan for Medical Students" recently
espoused by Petersdorf might fit this need although implementation time could be
5-10 years. National Health Service Corps programs could be expanded to meet
these needs also.

B. Indirect Incentives

1. Formal professional support by being included as an equal and valued member of
a regional network o? AHP. The primary care physicién would enjoy the benefits of
educational opportunities and collegiality from such a formal association.

2. Systems supports through ready access to consultation from specialists using
telephone, teleconferencing, and teleradiology.

3. Ready access to network facilities.

' C. Physicians Assistants could be used in the near term, especially in more remote areas.
Telemedicine capabilities, financial incentives, and network backup capabilities will be
important in their recruitment. |
D. Allied Health Professional Supply

1. Nurses, technologists and other valued health care workers will be easier to
recruit and maintain in a larger system where there are more opportunities for

promotion and career development than in smaller units.

Rural Hospital Iésues. Rural hospitals comprise nearly 50% of the nations 5600 acute

care hospitals. Regulatory, reimbursement and competitive pressures have made an already
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fragile rural hospital system particularly vulnerable to any change or restructuring. The
environment faced by rural hospitals today is characterized by:

« decreasing occupancy, admissions rates

. decr'easing reimbursemeﬁt from payors

» increasing regulations and cost of compliance

* increasing difficulty in raising capital

* increasing debt/equity ratios

. negaﬁve or only break-even operating margins

» increasing competition from larger, high-tech regional hospitals
Community support through local taxes and/or private gifts 1s frequently all that keeps
many rural hospitals open. This community support is Based on a desire to maintain ready
. access to emergency and other services in the community and to maintain what is

frequently the major industry and economic anchor of that communify.

The plight of rural hospitals has not gone totally unrecognized. Medicare reimbursements,
constituting 40% of rural hospital revenues, traditionally a major contributor to rural
hospital financial troubles, have recently been made more equitable, but rural hospitals
remain disadvantaged by the system. The Federal EACH/RPCH Program ("eaches" and
"peaches"), recognizing that cooperation rather than competition may be the key to survival
for rural hospitals, attempts to allow small rural hospitals to restructure their services and
still qualify for Medicare reimbursement. Accompanying regulations are cited as a major

barrier to program success. Managed competition would free AHPs from regulatory grid
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lock by channelling federal monies through HPPCs. This would allow AHPs to restructure

services in a similar, and locally as opposed to centrally determined, manner.

Other Existing Facilities. Any workable reform initiative should take advantage of
existing facilities such as, Community and Migrant Health Centers (C/MHC). C/MHCs can
become affiliated with AHPs. This affiliation will offer a unique opportunity for a
public/private partnership to continue £he indigent care mission. C/MHCs are a logical
place to continue to provide care for the few remaining uncovered individuals. For this

mission C/MHCs will need extra sources of government funding.

Tax Code Issues. The Jackson Hole Group recognizes that restructuring health care
delivery in rural areas may take loriger than in urban areas. To allow time for a smooth
transition, and to guard against penalizing rural residents who will have fewer health care
alternatives, we propose deferring the implementation of new tax codes in rural areas for
two years. Every effort should be made to ensure that AHPs offer appropriate incentives to
attract primary care physicians needed to address the access problem. Any reform
initiative will likely fail if it is unable to attract primary care physicians. Tax incentives

might also be explored as a means of accomplishing this goal.

Reimbursement Issues. Historically rural providers have been more dependent than urban
providers on government revenues due to the high percéntage of Medicare and Medicaid

recipients that they serve. To address the market and system distortions caused by the
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dependence on government revenues, the Jaékson Hole proposal would channel all
government money through the HPPCs, removing the distorting effects of Medicare and
Medicaid reimbursements and the aftendanf slow federal waiver process. Government would
pay the same, fair rate for health .care coverage as other payors. Cost shifting would thus
be eliminated élnd many of the problems stemming directly from under-compensation
(especially lack of access due to unwillingness of providers to locate in these areas) will be
ameliorated. With these distortions reﬁloved, the market will be free to reform the health
care delivery system internally and in the most appropriate way with little need for
regulation or bureaucracy. In short, specialized procedures will be concentrated into fewer
centers and rural facilities will focus on primary care services.” Competition and the
obligation to serve a defined population will force AHPs to design efficient delivery
systems that improve access and meet fhe needs of all Americans over extended periods of
time. The result will be a restructuring of underutilized rural facilities and the creation of

an efficient network of providers that delivers higher quality comprehensive medical care.
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We welcome, and encourage, any comments you might have regarding this document. Feel
free to call or return this document with vour comments. Your name, address, and
. 3 .
'telephone number would be appreciated, to enable efficient follow-up on comments.
- Thanks!

Jackson Hole Group Telephone: 307/739-1176 or 9886
P. O. Box 350 Fax: 307/739-1177 or 9887
Teton Village, WY 83025

FED EX: 6700 North Ellen Creek Road
Jackson, Wyoming 83001
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The US health care economy, plagued by excess capacity and
runaway costs, is under increasing pressure for reform. Global limits
on health care expenditures are held up by some as a necessary
publié sector strategy for containing costs. Others advocate managed
competition as a private sector alternative to foster the growth of
managed care organizations that not only contain costs, but also
improve the quality of care and eliminate waste. In this paper, we
identify public sector physician manpower planniﬁg as a neglected
but essential component of health care reform that can significantly
lower health care costs and improve the quality of life, independent
of the success or failure of managed competition or regulatory efforts

to impose global limits on health care expenditures.

There is good evidence that the manpower policies of the
prepaid group practice form of managed care such as Kaiser
Permanente or Group Health Cooperative of Puget Sound successfully
contain costs. The "classic” or "C-HMO" model for managed care
achieves its cost containment advantages by exercising private sector
population-based health planning. C-HMOs serve a defined
population, own their own hospitals and offer access to all medical
and surgical specialists. They in\"est less in acute hospital care and
more in preventive and ambulatory services th%m do fee-for-service
systems of care. The numbers of hospital beds they use is well

under 2.0 per 1,000 enrollees compared to a national average of
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more than 4.0 beds per 1,000. Physician specialists are employed
according to a population-based formula that is strikingly similar
from one plan to another,(1) but markedly less than the number of

physicians per capita available in the remainder of the U.S. health

care cconomy.

C-HMOs have oiher distinct advantages not shared by
unorganized fee-for-service care or by other forms of managed care
such as Independent Practice Associations (IPAs). C-HMOs are
structurally well. situated to promote high quality care and
innovation in the practice of medicine. Because the physicians work
for salaries, they are free of the constraints that limit how fee-for-
service physicians, including those working in IPAs, can use their.
time. Since their professional income does not require doing
procedures, physiciané can allocate their time among the many
complex tasks required to 'm‘anage a modern health care organization,
In- addition to direct patient care, they can undertake tasks to
improve quality, participating for example, in outcomes research.
Activities can be organized according to a physician workforce plan
that includcs‘hcalth education and preventive services as routine
tasks. The workforce plan can also accommodate the need for
professional growth over the life time of the physician: learning new
skills by participation on a periédic basis in education or retraining
~ from an over- to an under-supplied specialty. The freedom from
dependency on fees to generate revenues also means that C-HMO
physicians can adjust to the changes in demand that inevitably occur

‘when the preferences of patients determine the use of treatments.
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While C-HMOs may be the superior model for organizing health
care delivery system, we believe that managed competition is not a
sufficient means for bringing these advantages to all Americans.
Public sector planning is needed. At the national level, we need a
- manpower policy that brings the supply of physicians more in
balance with the numbers required by C-HMOs. At the state and
local level, we need public policies that promote population-based
dclivery systems along the lines of the C-HMO model. While in some
states this could be largely achieved by managed competition, in
many states, the population density is not sufficient to promote the
C-HMO model for managed care.(1) In these regions, public sector

planning will be required to rationalize the physician workforce and .

other aspects of the delivery system, particularly hospitals. In this
paper, we discuss the excess capacity in the supply of physicians and
why we need public sector ﬁlanning. We outline a public sector
physician workforce plan to set limits, promote the reallocation of
excess capacity to more productive tasks and bring significant cost
containment, independent of the results of managed competition or

global limits on -budgets.
. The Exces acity in the Supply of Phvsician

The number of physicians now available in this country has

been determined by factors that have little to do with patient

demand but much to do with federal policy and the needs of training

institutions. The number of medical schools and the graduates they

4 -~ DRAFT - PLEASE DO NOT CIRCULATE OR QUOTE




produce have greatly increased as a result of federal policy based on
the assumption of a physician shortage--a concept widely accepted in
the 1960's and 1970's. The number of residency positions for
specialty training has been determined by the training institutions
themselves, aided by accreditation procedures that focus on

academic standards but not the number of medical specialists
needed. The result is a graduate physician workforce strongly
influenced by the labor needs of the acute hospital sector, in
particular the teaching hospitals. Sometimes, as in the case of inner--
city public hospitals, physicians-in-training are the primary source of
patien't care, providing service coverage that society is not willing to
pay for at full price. However, often the motivations that determine
the size of residency programs concern prestige and status among
educational institutions, the needs of the directors of the various
residency programs and the priceless adyantage of the night and
weekend coverage that a hoﬁscstaf_f offers the senior .staff. Financial
incentives also influence growth: Medicare, the largest source of
funds for residency programs, bases their payments on the number

of trainees.

The current supply of physicians does ﬁot provide a reasonable.
standard on which to base planning. The specialty supply in the |
United States is more than sufficient to meet the demand for
treatments that all physicians agree are necessary, regardless of
their specialty.(2:3)  The available supply of ‘neurosurgcons and
neurologists, for example, is well in excess of the numbers required

to perform operations on brain tumors and serious head injuries.
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When new neurosurgeons enter practice, they: invest much of their
time in performing carotid endarterectomies (for the treatment of
threatened stroke from obstruction of the artery in the neck) or
spine surgery (for disc herniation and other conditions). For these
conditions, other specialists offer alternative treatments:
neurologists prescribe aspirin for carotid artery disease while
internists or psychiatrists offer medicine and exercises for low back
pain. The impact of suppliér-induced demand on population use
tates is vividly apparent in studies in Maine showing dramatic
increases in spine surgery occasioned by the immigration of

‘neurosurgeons.(4)

The current supply of‘physicians is well in excess of the

number required to meet the stAaffing requirements of C-HMOs. We
have compared the physician staffing patterns of the C«HMO to the
number of bh‘ysicians available in the national manpowe.r pool.
Figure 1 shows the per capita ratios for each physician Specialty in
the United States compared to the average for five C-HMOs.(5) The
figure makes clear that for virtually every specialty, there is a
significant excess from the perspective of the manpower utilization
policies of the C-HMO. The ratios are "normalized" to those of the C-
HMO. For example, on a per capita basis, there are about 2.5 times
more neurosurgeons, 2.4 times more general surgeons and 1.4 times

more urologists in the nation than in the C-HMOs.

Staffing patterns of the C-HMOs were. obtained as described in

reference one. Since the number of primary care specialists were
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inconsistent among C-HMOs, probably reflecting their different
strategies for substituting nurse practitioners and physician
assistants for priinary care physicians, these specialties were not
included in Figure 1. The ratios are not adjusted for age differences
which might decrease the discrepancy for certain specialists such as
urology while increasing it for others such as obstetrics and

gynecology.

<<FIGURE 1 ABOUT HERE>>

W uld We Plan Phvsician Su Iv;7

Ideally, the physician supply would be based on knowledge of
how treatments work and what patients want: the number of
physicians and the mix among specialties needed to provide care in
.an economy where patients: are informed about what is known (and
not known) about the outcomes of care and are free to choose among
beneficial options according to their own preferences éoncerning the

risks and benefits.

For some conditions, outcomes research and reform of the
doctor-patient relationship can provide important clues about the
number of physicians such an economy would support. Research
funded by the Agency for Health Care Policy and Research shows

that treatment controversies can be investigated, medical theories
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. FIGURE 1. The ratios of per capita numbers of cleinicaH'y active
physicians compared to per capita numbers employed by C-HMO, by
specialty, 1989.



evaluated and the probabilities for the relevant outcomes measured.
Moreover, information about how treatments work (and what is not
known about how they work) can be conveyed to patients using
methods that make it possible for them to choose according to their
own preferences. The relationship between the doctor and the
patient can be transformed from the delegation of decisionmaking
power to the physician to the sharing of information and the active
involvement of patients in the choice of treatment; the prefereﬁces of

the physician can be disentangled from those of the patient.(6)

We have seen the effect of patient preference on the demand
for prostatectomy in two C-HMOs. The rate of prostate surgery

dropped about fifty percent among the populations served by Group

Health Cooperative of Puget Sound and the Kaiser-Permanente plan
in Denver when these plans adopted the shared decision model for
choosing treatments for benign prostatic hypertrophy (BPH).(7)
Based on this evidence, it appears that the formula the C-HMOs used
to hire urologists substantially exceeds the number required to
provide the prostatectomies that patients actually wanted for this

condition, even when there was no cost to the patient.(8)

Outcomes research and the implementation of the shared
decision model provide an opportunity to learn about the demand for
physician services in a patient-centered practice environment. There

are a number of conditions for which this strategy can work, and we

have listed some of them in Table 1. However, as powerful and as

important as they are in improving the rational basis for clinical
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. ~decisionmaking, there are two reasons why we cannot base
manpower planning on the results of outcomes research and shared
decisionmaking planning.

<<Table one about here>>

First, the lead time for many evaluations is too long, and the
advance of technology too rapid. The recent introduction of a new .
"PSA" blood test to detect early stage cancer of the prostate
exemplifies this problem. In most men, early stage cancer of the
prostate is most often a slow growing cancer, which prior to the PSA
test was usually discovered as an incidental finding when BPH

. surgery was performed. Many urologists in this country do not think
surgery is indicated for this condition for most men and recommend
watchful waiting. Others, particularly in the Pacific Northwest,
advocaté radical prostatectomy(9). To settle this controversy, clinical
trials are needed and these will take a long time to complete,
possibly as long as ten years. In the meantime, since as many as ten
percent of men 65 years of age and older may harbor disease |
detectable by the blood test, the opportunities for intervention under

the hypothesis that surgery works are virtually limitless.

Second, most medical resources are not deployed in situations
where medical discourse is well enough organized to support
outcomes research and shared decisionmaking. The treatment of

. stable angina, menopausal symptoms, arthritis of the hip, and benign

prostate disease are among the exceptions. In most situations, the
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Table1 Common Conditions and Their Current Treatment Options for which
Outcomes Research and Shared Decision-making can Lead to the
Rat;onat zation of Patient Demand

Condition

Major Treatment Controversies

Noncancerous condition of the uterus

Angina pectoris

Gallstones

Peripheral vascular disease
Cataracts

Arthritis of hip and knee

Prostatism (BPH-benign prostatic
hyperplasia)

Herhiatéd disc

Atherosclerosis of carotid artery with
threat of stroke

Surgery (by type) vs. hormone treatment
vs. drugs vs. watchful waiting

Bypass surgery vs. angioplasty vs. drugs

Surgery vs. stone crushing vs. medical
management vs. watchful waiting

Bypass surgery vs. angioplasty vs.
medical management

Lens extraction {by type) vs. watchful
waiting

Surgery (by type) vs. medical
management

Surgery (by type) vs. balloon dilation vs.
drugs vs. microwave diathermy vs.
watchful waiting

Surgery (by type) vs. various medical
management strategies

Carotid endarterectomy vs. aspirin




supply of medical care is in equilibrium with a host of implicit

theories that govern the rationale for its deployment.

The decision to hospitalize sick patients rather than treat them
in the clinic is a good example. A fifty percent increase in the
capacity of the acute hospital sector decreases the threshold for
admitting patients in a way that results in an fift); percent increase
in the use of the hospital. Even in medically sophisticated
communities such as Boston and New Haven, this effect occurs
without awareness on the part of clinicians that their practices are
actually different, despite an almost twofold difference in
hospitalization rates.(3)  The time interval between revisits for a
patient with mild heart failure, chronic lung disease and fnany other
chronic illness is another example. A halving of the interval between:
revisits--for example, seeing a patient with mild congestive failure
every six .wceks rather than every three months--accommodates a

doubling of the supply of internists.

These dysequilibria between supply and utilization are subtle
and not easily amenable to guidelines and outcomes research. They
are based on a plethora of unspoken hypotheses that will not be
easily rationalized. At best, outcomes research and the
implementation of shared decisionmaking can help create islands of
rati\onality in a sea that will always have strong currents of supplier-
induced demand. C-HMO private sector planning achieves its cost
containment advantages over fee-for-service systems by setting its

physician manpower and hospital bed supply ratios a2t a low level.
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Public policy must also seek limits through population-based

planning.

On what standard should national health manpower policv _be ba:ed?‘

Why not adopt the hiring ratios of the C-HMO as the first
approximation for need? While they are not based on knowledge
about the amount of resources required to optimize the health of the
population served, there is evidence that they are safe for patients. |
In the case of the tréatment of BPH, even the relatively low number
of urologists per capita hired by the C-HMO was more than enough to
meet demand for prostate surgery, once the patients were
empowered to select the treatments they wanted. In terms of
overall health status, the available evidence suggests that C-HMOs
produce 6utcomes that are as good or better than those produced in
fec-for—service settin‘g’s.(lo) - C-HMOs provide the only examples we
have of population-based systems of care that are in "equilibrium"
with fee-for-service markets: the growth and stability of C-HMOs
means that many people are satisfied that they meet their» health
care needs. While it may not be clear why the manpower ratios they
use work, the fact 'that they pass the empirical test of the market
speaks to their relevance for health care reform that stresses
managed care. Moreover, if they can be more widely achieved,
aggregaté costs will go down, regardless of the success of other
policié's designed to keep costs down. For all these réasons, it seems
reasonable to conclude that these ratios are safe for patients and in

the public interest.
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Can Managed Competition "Clear" the Market of Excess Capacitv?

Managed competition is proposed by many as the best way to
rid the health care economy of excess capacity. Under managed
competition, the American people would be offered a choice among
C-HMOs, IPAs or traditional fee'-for-se.r'vice care.(10) The
effectiveness of}Independcnt Practice Associations (IPAs) and
related models of managed care in controlling overall costs, limiting
capacity and imprdving quality is much less clear. They differ from
C-HMOs in that they do not own their own hospitals or hire |
physicians covering the full breadth of specialt‘y services according to
the private sector health planning. The supply of hospital beds and
specialists in the community. where they are organized is an
environmental “"given”. The‘y must depend on selective contracting,
practice guide}lines and other forms of case management to control
utilization. They are much nﬁore vulnerable to the excesses in

current levels of supply than C-HMOs.

If implementation goes acéording to theory, C-HMOs would
dominate IPAs and unmanaged fee-for-service care in a market
where competition is based on cost and quality. As C-HMOs grow,
the disparity between the numbers of physicians per capita that they
hire and the per capita numbers available to the rest of the economy
becomes increasingly severe.(11)  Costs become increasingly difficult

to manage under the IPA model, and eventually C-HMOs will prevail.
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But will implementation go according to theory? There are two
reasons for thinking it might not. The first relates to the fallout of a
policy that, if successful, would result in massive unemployment
among American physicians. For example, if C-HMO hiring practices
had Been‘in force throughout the United States in 1988, more than
half of all specialists would now be unemployed. It is difficult to
imagine how a model for refbrm that has such negative impacts on
these powerful professional constituéncics would proceed to this end
and that managed competition could sustain the political backing
necessary to rely on this mechanism as the principal means for
clearing the market of excess capacity. Public 'policies in Canada that
have sought more moaest limits have failed because of "shroud
waving", a tool employed by physicians to convince the public that
failure to meet professional goals will result in death or serious harm
to patients. The prospect of unemployment of the order required for
the full implementation of the C-HMO model would create an
_irresistible force for reversal of the public policies required to

sustain managed competition.

Politics is not the only limit, however. Demography also
conditions the prospects of this model for reform. At least 40% of thé
American people live in areas where the population is not A
concentrated enough to support competition between C-HMOs that
control their own hospitals and provide most specialty services.
Many states have no areas where this‘ form of competition can

succeed. In these places, the opportunity for managed competition to
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clear excess capacity would have to depend on the independent
practice association or other models for managed care whose ability
to control the per capita supply of physicians is much less certain.(1)
Indeed, the task would be exacerbated by the success of C-HMO
competition in urban areas that would force unemployed physicians

to move into non-C-HMO territories in search of patients.

<<Figure 2 about here>>

Public Sector Health Plann;’ng as a Strategy for Dealing with Excess
Capacity V

This section lays out the broad goals of a public policy of
intervention -to reduce the supply of clinically active physicians in
the United States while improving the quality of care and containing
costs. Figﬁre 3 is a schemata for a national physician workforce plan
" that specifies the possible points .of intervention. Interventions at
Points 1 through 3 affect the rate of entrv into the pool of practicing
physicians; Point 4 governs the rate of exit through retirement; Point
5 seeks to balance the rewards between doing procedures and

counseling physicians; Points 6-7 seeks reallocation of excess

capacity to places that are underserved; Points 8-10 define new
areas of professional responsibilities which offer opportunities to

improve the quality of care and promote innovation while, at the

same time, reducing the aggregate costs of care by reducing the

numbers of clinically active physicians.
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FIGURE 2. We estimate that the minimum, population siie of
metropolitan areas that might support C-HMO based competition is
somewhere between 360,000 and 600,000. The figure shows ‘that
most of the landmass of the United States rests in zones where the
population‘ density is too lbw. The black are standard metropolitan
statistical areas (SMSAs) with populations greater than 600,000; the
grey are SMSAs with populations between 360,000 and 600,000.
The black areas contain 54% of the US population; the grey, 9%.



<<Figure 3 about here>>

Barriers to the rate of Entry (Points 1-3) These are the traditional

targets for health care planning and a necessary part of any strategy
to control the overall supply and specialty distribution of physicians.
But control of entry will prove a very inefficient strategy for
reducing the supply of physici.ans'toward the C:HMO standard. We
have examined the oﬁportuhities for achieving tﬁe C-HMO -standard
for specialists by modifying the numbers of residency positions
available in the United States. Figure 4 looks at trends in the
numbers of urologists, neurosurgeons and radiologists per capita and
compares them to the C-HMO standard under various targets for
reducing the numbers trained.(13)  The figure makes clear what
many have suspected--that significant changes in available supply
take a very long time, even with drastic changes in the pipeline. - For
example, if radiology residency programs were completely |
eliminated, it would still take about 20 years before the numbers per
capita in the national economy approach the numbers now hired .by
the C-HMOs. Under the same policy, it would take more than 25
- years for neurosurgeons and about 17 years for the supply of
urologists to approximate the numbers employed by C-HMOs. With a
fifty percent cut in residency positions, at 25 years the number of
rddiologists would still exceed the C-HMO standard by 50%.

These scenarios, which are typical of the situation for virtually
all medical sﬁec’ialties, help sharpen awareness of the dilemma the

nation faces. It is not feasible nor desirable to implement a public
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.

policy that reduces the training of new specialists to the point\where
even the best residency programs face extinction. The effects on the
evolution of the specialties--the loss of succession and the power for
renewal and scientific advancement that the presen'ce of young
physicians in training provides--would have a severe negative

impact on the future of American medicine. Yet it would be foolish

for the nation to continue the current laissez faire policy. We thus
argue for national health manpower planning that adjusts the
numbers of graduating specialists downward while preserving the

best of the nation's residency programs.

<<Figure 4 about here>>

Early Retirement. Voluntary early retirement is a common practice
among the military and civil servants and, increasingly, an important
strategy in the private sector for reducing excess capacity. It would
be hard to argue that at a time when many US industries are
undergoing massive restructuring, excess capacity in the health care
industry should go unchallenged. While we do not specifically
advocate this strategy--it would be exceedingly difficult to design
and administer a program that was fair to all parties--a program to
promote early retirement will be difficult to keep off the table for

discussion.

Rg:;rggg;ﬁny Economic Incentives (Point 5) The adoption of the

shared decisionmaking model should be a national goal. The

workforce plan, therefore, calls for a fee schedule that rc.wards
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FIGURE 4. Projected per-capita U.S. physician supply in three .

specialties over the next 25 years under various assumptions about

the reduction in the number of residents produced. The dashed line
represents the HMO-based target number of specialists (see text). (a)

Radiologists, (b) Neurosurgeons, and (¢) Urologists.




physicians equally for time invested in counseling patients,
diagnosing disease or doing procedures. While the Medicare Program
and its Physician Payment Commission are already moving in this
direction, efforts should be accelerated and made applicable to all
Americans in fee-for-services system of care, not just Medicare

enrollees.

Reallocation to underserved areas in the US (Point 6) One of the

most persistent and dysfunctional health policy myths is the belief
'that the best way to get physicians to locate in underserved areas is
to produce such an excess in supply that physicians will move there
because they can't survive economically elsewhere. A national
workforce plan that seeks to reduce overall supply will need a pro-
active way to meet the needs of underserved .urbap and rural areas; |
it is thus time to rethink -and expand the role of the National Health
Service Corps, to build it’int‘é an institution of public service, A
attractive to theé idealism of young physicians. By linking national
service firmly to a medical school loan forgiveness program, the
National Health Service Corps is also a strategy for removing medical

school indebtcdness as an economic motive in the choice of medical

specialty.

Reallocation to Underserved Areas Elsewhere in the World (Point 7)

The workforce plan should create an opportunity for US physicians to
help modernize the health care systems in certain third world
countries or in parts of eastern Europe and the former Soviet Union.

American physicians have a long tradition of helping other nations.
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The desperate need in medically underdeveloped parts of the world
is a- natural ‘humanitarian outlet for our .excess capacity; meeting that
need can be a source of national pride as well as individual

fulfillment for those who participate.

New Areas of Professional Responsibility (Points 8-10) Building an

innovative, population-bascd and patient center.ed health care
system requires that physicians undertake many essential tasks that
are not fairly reimbursed in fee-for-service medicine; for the
physicians who undertake them, théy are now pro bono work rather
than part of everyday professional responsibility. The workforce
plan ihus calls for creating three "new” compartments within which

reimbursed professional activities can take place:

« The "Community Services" compartment is created for
professional tasks involved in disease prevention and
education, sometimes in the clinical, but also in the
community, in the schools, prisons, chronic disease hospitals
and other places where professional activities supportive of
the public health of populations occurs. (Point §)

« The "Systems Building Activities" compartment is created
for those professional tasks concerned with the infra-
structure for medical practice, including doing outcomes

" research to improve the scientific basis of everyday practice,
learning how to better organize care to produce better
outcomes at a lower cost and developing practice guidelines
for the use of new or established treatments. (Point 9)

e The "life time learning and re-training” compartment is
for time spent in learning new skills and concepts as well as
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mid career re-training--for example, adopting a new
specialty. (Point 10)

The construction of these compartments for professional:
aétivity would open up a broad opportunity for innovation and
improvement in the quality of care. We have in mind that at any
time a significant proportion of providers--say ten percent-—‘would
be ’working in these compartments on a variety of important tasks:
devoting two days a week to working in the schools to educate
teenagers about AIDS or the problems of smoking; working a week a
month on a project to reduce operative mortality rates from bypass
surgery or (working with the local health department) to immunize
children; participating in a crucial series of outcome studies that
build the scientific basis of medicine. Some would be participating in
educational programs either. as teachers or students; some would be
enrolled in-courses to learn new skills such as how to conduct
outcomes research or quality management; others would go back for
new post graduate studies to learn a new specialty such as primary
care that is underserved in their area or elsewhere; some might be

learning to perform a procedure that shared decisionmaking reveals

is needed.

Activities undertaken in the "new compartments” we defined,
cost less to finance than do the many. discretionary services
physicians prescribe when practicing medicine. By making it
possible, on a rotating basis, for a significant proportion of the fee-

for-service workforce to be engaged in tasks other than practice, the
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numbers of clinically active physicians can be reduced toward the C-
HMO standard. While spending time in building systems of care,
surgeons do not require the support of the large staff they do while
operating; radiologists do not require as much capital equipment and.
internists do not need office staff. Learning and innovating can be

friends of cost containment

| Reform along these lines would also create new demands and
offer new opportunities for academic medical centers. It would focus
thcir attention on the need to support preventive medicine, promote
outcomes research and participate in the system building tasks of
quality management. It would also focus the attention of educators

on the manpower needs for caring for the populations of their own

regions; the apparent losses in role and prestige associated with the
down-scaling of undergraduate medical education and the training of
new residents would be offset by the new responsibility for
organizing programs in life-time learning and for re-training

physicians to undertake new specialties when the need arises.

Such a policy would remove substantial barriers to innovation
in medicine. The ideé that physicians, by virtue of their initial choice
of specialty should have a life-time license to surgically or mcdically.
treat a particular organ such as the prostate, the heart, the tonsil or
the uterus--regardless of the progress of info;métian and

technology--is clearly faulty. Tt is a rare "high tech” industry that

does not provide for re-training its workers nor engage their talent

in developing and evaluating new products and improving the
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quality of existing ones. Innovation demands the capacity to

reallocate and adapt.

A _Brief Note on Implementation

- The Commission on Graduate Medical Education (COGME) has
called upon the Congress to establish a National Manpower
Commission to set limits on the numbers of medical school graduates,
residency positions and the opportunities for international medical
graduates to enter US markets.(14) (Points 1-3 in the workplan.)
Since the- COGME proposal helps the goals of managed éompetition as
well as those who want global budgets, it should receive wide
support. Given the large subsidies that the federal government now
extends to the nation's medical schools and academic medical
centers,(13) their compliance' with the workforce plan should also be
expected. We recommend that the new Administration give

immediate priority to this task

The National Health Service Corps already exists; its activities
would only need to be updated to comply with Point 5 in the

workforce plan.

In the parts of the country where managcd competition can
produce C-HMO forms of managed care, private sector health

planning may be the preferred strategy to achieve most of the goals
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we have outlined for achieving reallocation of the existing workforce

(Points 8-10).

In other parts of the country, achieving the reallocation of the
existing workforce into the "new compartments” requires new public
policy thinking. A regional public sector organization is needed to
take responsibility f{)rA managing the health force plan--to make
contracts with physicians in the region‘ to undertake the qualified
tasks and to make certain that there is a commensurate downscaling
of the delivery system. The organization must have a budget with
which to make its contracts. We suggest a "tax" on insurance funds
used to reimburse fee-for-service physicians (e.g., the Medicare Part
B and Blue Shiclld programs) to create a budget for the regiohal
organization to use in system building, community service and
lifetime learning compartments. The tax would be sufficient to
create the budget necessary to achieve the desired reduction in the

workforce engaged in active clinical practice.

We suggest that the Federal and state policies needed to
establish and manage a pi}blic' sector physician workforce plan be
worked ouit as part of the Administration's effort to achieve a broad-
based approach to health care reform. The workforce plan and |
~ efforts to impose global expenditure limits should be linked. In the
absence of limits on the supply of physicians, any policy which limits
aggregate expenditures is an invitation to conflict between
government and the profession.“ However, by changing historic

trends in the production of physicians, reducing the numbers of
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clinically active specialties and offering opportunities for fee-for-
service physicians to participate in health system building tasks that
now can only be easily accomplished by salaried physicians working
for C-HMOs, government avoids this conflict.  The workforce plan
should also be linked to federal efforts to improve the scientific basis
for clinical decisibnmaking through outcomes research. A strong
federal com_mitmcht to progress in this field is a prerequisite of

innovatiqn. ' '

Summing Up

We have laid out a strategy for a national physician manpower
policy that is compatible with and complementary to a broad
spectrum of reform efforts, ‘whether baScd on managed competition,
regulation with a global budget or some hybrid that combines
features of both. Our plan holds a reasonable prospect for reducing
aggregate health care expenditure. It is also pro-innovation: it
offers the opportunity to reduce the tendency to supplier-induced
demand inherent in the currcnt. fee structure, making it possible for
physicians practicing in the fee-for-service sector to adopt the
sharéd decision model; it also makes it possible for physicfans to
participate. in systems building activities, lifetime learning and
provides opportunities for re-training from over to undersupplied

specialties.
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IL.

Introduction

: Rural Health Care:
Improvements Through Managed Competition

An Outline of a Draft
Discussion Paper from the
Jackson Hole Group

This paper discusses how managed competition can be applied to rural areas and to
more sparsely populated frontier areas, with more emphasis on community

cooperation.

Background -- Characteristics of Rural Areas
A, Demographics

1. The rural population is 27% of the total Us populauon
2. Access problems in rural areas

a) Shortage of health professionals, services, and facilities

b) Geographic/climate barriers

) Due to lack of financial access and availability of services,
believe.underuse primary and preventive services

3. Unique demographics in rural areas lead to a high percentage of
uninsured and less access to preventive and primary care

a) Not covered by traditional employment-based health insurance
system
(i)  Large percentage unemployed, self-employed, seasonally

employed, or employed in small businesses
(if)  Large percentage purchase health insurance in the
individual market ‘

b) ‘Larger percentage of senior citizens and citizens below the
poverty line than the rest of the population, with the exception
of the inner cities (omthird of poverty population reside in rural
areas ‘ '

) Farming considered the most hazardous profession in America,
leads to higher premiums

d) Higher-than-average rates of unemployrnent

B. Manpower Shortage acute shortage of physicians due to:
1. Small town practices extremely demanding; lack the support and

backup systems usually available in cities



III.

Iv.

2. Physician expenses the same as in more populated areas, but income

" more uncertain ‘
3. Medical education system biased toward specialists, not the generalist

needed in rural practices

C.  Financing Pressures and Distortions because more dependent on government

revenues _
1. Higher-than-average percentage of Medicare and Medicaid recipients:

2. Constraint on reorganizing facilities and services to better meet the
needs of rural populations

Background -- Managed Competition -
A. Strict Managed Competition will not work in sparsely populated areas

B. Managed Competition in the broader sense will work in much of
' rural America

C. Frontier areas are still best served by the framework provided by AHPs and
HPPCs :

D. Competition would occur among smaller primary care facilities
1. Independent organizations (AHPs) that contract with other providers for

specialized care

2. Branch offices of urban AHPs, encouraged by

a) Legislated subsidies targeted for rural areas
b) Demands from larger purchasers (e.g., government, large
- employers, groups of small employers)
) Fair rates of Medicare and Medicaid reimbursement
3. Physicians could join multiple AHPs which would compete on the basis

of other services (e.g., referral networks, traveling specialists, cost,
quality, and improved access)

E. Nature of competition in rural areas may be quite different than in urban areas
(improved access a main concern)

Proposals: for areas which are too thinly populated to support competition, the
following models stress community cooperation to set up an AHP and improve quality
of, and access to, health care



Rural AHP Authorities (RAAs)
National Health Board will create regional RAAs

1.
2.

s,

a)

9]

- RAAs will ensure that AHPs serve rural areas

Foster community cooperatlon in areas where a smgle AHP is
appropriate ~

Foster competition in areas where that is preferable

In rural areas where multiple AHPs operate, will not directly

influence

HPPCs will monitor rural AHPs

RAAs will use two incentives to attract AHPs to rural areas:

a)

b)

Subsidies: preferred, as can better preserve beneficial market
forces. Will work best when health care infrastructure in place
is sufficient to allow AHP formation without large capital
investments: .

6] Will offset high per capita fixed costs

(ify  Not as effective in helping to offset costs of
infrastructure. development

Exclusive Franchise Agreements: used when substantial

investment is necessary and existing infrastructure and providers

are minimal (e.g., in the most remote areas with lowest
population densities)

@ Areas operating under an exclusive franchise agreement
would require special attention from the HPPC due to the
lack of market forces '

(iiy  AHP would set prices with approval of the HPPC

(iii)  Competitive bidding process used to ensure affordable,
quality care

(iv)  Bidding AHPs would agree to charge certain premiums
in exchange for a given amount of governmental
assistance

W) Depending on investment needs, franchise can be given
for shorter periods of time

(vi)  Should not be necessary very often as delivering rural
health care does not require a large infrastructure other
than a few primary care offices, linked to an established
urban center. Key hospitals are in place and the needed
improvements are increases in primary care physicians
and better systems of communication and organization

RAA must prove necessity of subsidies or franchise to the NHB, due

to:

)

Inadequate density of population



- b) Inadequate infrastructure .
c) Failed attempts to attract an AHP (including organizing current

purchasers)

6. RAA as rural advocate
a) Encourage development of mfrastructure to be shared by AHPs
. (e.g., communications systems, delivery of emergency care)
b) Consultative tasks
c) Attract AHPs to areas before subsidies given out (including
organization of purchasers)

7. - Cooperative model: RAAs to encourage development of cooperative,
community-based AHPs in areas where there is an existing network of
providers, but population densities and distance to nearest urban center
inhibit competition (exclusive franchise not needed as network does not
need substantial investment)

8. The decision to pursue a cooperative model, as opposed to a
' competitive one, should be decided on the local level, with input from
all concerned parties (e.g., providers, consumers, employers, and
government officials)

Health Plan Purchasing Cooperatives (HPPCs): will perform same functions

in sparsely populated areas as in urban areas, plus some additional monitoring

and regulating functions to supplement inadequate competition

1. Monitor AHPs that operate under an exclusive franchise, without
competition, or with inadequate competition (e. g , cooperatwe AHPs or
AHPs w1th a unique market niche)

2. Take action when AHP fails to deliver quality care at a reasonable
price
3. Ways to evaluate AHP performénce:

a) Benchmark standards (e.g., premiums charged by other AHPs,
both non-competing rural AHPs and standard, nationwide
outcomes)

b) Comparison of an AHPs rates in the sparsely populated area
with their rates in a more competitive area, if applicable

c) Competition at the fringes of AHP territories

4. Sanctions against AHPs that do not perform (actions subject to NHB)
a) Reduction of subsidies
b) Cancellation of an exclusive franchise
c) Direct regulation of premiums.



D.

d) HPPC responsible for alerting an AHP to its substandard
performance and coordinating pro-active measures with the RAA
to address the problem

Accountable Health Plans (AHPs)
1. Required by law to make care available and are accountable for patient

health outcomes

2. Well-suited to deliver health care in rural areas with some alteration in
physical structure and managerial expertise
a) Need to reflect unique communications challenges of rural
settings :
b) Create circuits to be travelled by specialists

3. Rural AHPs to grow and develop along regional and geographic
boundaries and may often cross state lines

4. Forms of rural AHPs:

a) Based in sparsely populated areas and contract with specialty
services in urban areas

b) Urban AHPs could compete for market share in surroundmg
rural areas by establishing branch offices offering primary care

¢)  Both should:
@ Offer same benefits to rural practltloners makmg

recruitment efforts more successful

(i)  Reverse trend of self-referral to urban providers
(i1i)  Ensure viability of appropriate rural facilities

5. Manpower: easier to recruit providers to rural areas because:
a) Strong backup of high-tech and low-tech commun1cat1ons
linkage
b) Complete outcomes data
c) Liability coverage
d) Referral capability
e) Time off for vacation or training
f) Guarantees of working conditions and hours
g) A career track
h) Use of mid-level practitioners to further extend access to the

most sparsely populated areas

Existing Facilities: existing facﬂities can become affiliated with AHPs (e.g.,
.Community and Migrant Health Centers) to provide care for the few remaining
uncovered individuals



Tax Codes

1.

Propose deferring the implementation of new tax codes in rural areas
for two years to guard against penalizing rural residents who will have
fewer health care alternatives

In areas where tax-preferred health care coverage is not available after
two years due to recalcitrant providers who are unwilling to change
practice styles, perhaps tax providers directly or force them to accept
Medicare fee schedules

Financing: to address market and system distortions due to dependence in
government revenues (i.e., Medicare and Medicaid fees):

1.

Channel all government money through the HPPCs and remove
distorting effects of Medicare and Medicaid reimbursements and the
attendant slow federal waiver process

Government to pay the same rate for health care coverage

Results of removal of distortions:

" a) Market will reform health care delivery system in the most

appropriate way (e.g., specialized procedures concentrated into
fewer centers and rural facilities will focus on primary care
services) :
b) Competition and the obligation to serve a defined population
- will force AHPs to design efficient delivery systems that
improve access and meet the needs of all Americans over
extended periods of time
c) Reduction in underutilized rural facilities
d) Creation of an efficient network of facilities that delivers higher
quality comprehensive medical care
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HEALTH CARE REFORM IN RURAL AREAS
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6:00 p.m.
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Professor
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Stanford University
Stanford, California

Paul Ellwood, M.D.
President

Jackson Hole Group, Inc.
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This session will review the theory of managed
competition and how it would reorganize the
financing and delivery system through the
Sformation of health care nerworks. It will
highlight how this model could be applied in
rural areas.

Break

Overview of Expenditure Caps/Global Budgets
in Health Reform '

Lynn Etheredge
Consultant A
Chevy Chase, Maryland

Dan E. Beauchamp, Ph.D.
Professor

State University of New York
Albany, New York ‘

This session will review the concept and procedures in
setting national spending caps and overall budgets. It
will describe alternatives for implementing global
budgets, including setting caps on premiums and price
controls on providers. It will also describe how
expenditure limits might work both with and without
the framework of the managed competition model.
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DonnaE Shalala, Ph.D.
Secretary -
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Professor '

- Institute for Health Services Re§éarch

University of Minnesota -
Minneapolis, Minnesota

The Federal Office of Rural Health Policy has
commissioned a special paper for this conference to
identify issues for rural areas that will need to be
addressed as health care reform proposals get debated
and refined. This session will outline these issues in
Sfour broad areas: (1) organization of rural networks;
(2) reimbursement arrangements for rural providers;

(3) impact on providers and (4) potential roles for

state government.
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'NEW HEALTH CARE SYSTEM:

. The Consumer Perspective

: The government will ‘ensure that the cost of health care does

not go up faster than inflation.y

All Americans will receive a card which guarantees health
security -- the right to a nationally guaranteed benefits
package, no matter . where you live, what you do, or for whom

'you -work..

The card can be used'anywhere'in the country.Either your

- employer or a group purchaser ("purchasing cooperative")
- contracts with a number of health care plans and makes sure
" the plans you choose from offer high quality care and the

complete set of benefits to which you're entitled.

If you move to another state or job or lose your job, you

~ choose a plan through the purchasing cooperative in your new
.state or through your new employer.

.You are likely to be able to choose from HMO- -type plans (in

which, at one extreme, -doctors are on salary), or fee-for-'
service plans where you choose your own ‘doctor who is an

independent contractor.j~

Any plan you choose must take ‘you,;. regardless of your age or

- -any . pre-existing medical condition, and cannot drop your
rcoverage. Premiums will be the same, no matter how sick you.

are.l ;o
If you are- unhappy with your doctor or plan you ' will be
able to switch to: a new’ one (at the end of the year or -
perhaps monthly) .

If you have a complaint because your doctor or plan won 't
give you the treatment you want or because you believe
you've been mistreated, you can go to a consumer review

 board attached to your plan. If you don't get eatisfaction
there, 'a state health ombudsman will respond to your

complaint.

" Your employer will pay for a significant share (50%, 75%,

80% and 100%'are options) of the cost of your health
insurance premium. If you are not working, the government
might pay a share of (or all of) your premium and co-pay,

. 'depending on your income.. The amount you pay may vary

according to the plan you choose.

-t



‘10.

11.

12,

13.

14.

15.

'You will likely be required to participate in a health

program and pay your share.

The benefits to which you are entitled will likely be equal
to the health benefits most workers have today. All :

'~ Americans will be entitledftc the same high quality of‘care.

'The benefits to which you are entitled will also include

some provisions for- preventive care.

If you wish to purchase a supplemental package of benefits
which provide more than the usual plan, you may, but this
will likely come from after tax income.

If you ‘are poor or live in a rural area, yon may be.
entitled to some extra benefits (such as transportation or

eyeglasses).

A social/private insnrance plan'may be provided/offered to
all Americans for long term care.



NEW HEALTH CARE SYSTEM:

The Health Care Provider Perspective

Doctors

1.

8.

You will still be able to deliver medicine as a private
practitioner.

As you do today, you and your colleagues will enter
contracts with one or more health plans or may form your own
health plan. This means that you will form a network with
doctors, nursing homes, homecare agencies, outpatient
surgical centers, visiting nurse centers, etc. to provide
and ensure all _care for your plan's enrolled population.

The payment you receive for treating a patient may be capped
at a pre-determined rate.

You will have less administrative work to do since you
probably won't bill for every visit, test or procedure and.
since there will be a simple reimbursement form and uniform

quality reporting used by all plans.A

You will likely receive greater protection from malpractice
suits, though you will be subject to review by a board of
your peers and consumers in your plan. -

You will have access to "best practice” guidelines and other
clinical assessment to assist you with practicing high -
quality medicine at affordable costs.

If you are a specialist, your income may decline, as there
may gradually be less demand. for your services in the
future. If your are a general practitioner, the demand for
your services may increase and your income may go up.

AHOspitals

‘You and your colleagues will form contracts with one or more

health plans or may form your own health plan. This means
that you will form a network with doctors, nursing homes,
homecare agencies, outpatient surgical centers, visiting
nurse centers, etc. to provide and ensure all care for your
plan's enrolled population. - «



: 10.

11.

12.
13.

Insurance Companies , N : . L Q%%%?gié
13'..

14'

15,

16.

l17.

fYour'administrative'costs will go down (perhaps C%Q%ﬁ?

-form and uniform quality reporting used by all plans.

~Your emergency room will likely be used ‘far less and, in

_revenue from outpatient services. %%?
re

—
You will likely share some high-tech equipment with other <§§;

hospitals in your area and may specialize in certain types - Azéz_
of procedure to a greater extent than you do today. Q%

/ s
A
dramatically), since there will be a simple reimbursement i?
general, you will be deriving a greater portion of your

You will be paid for all your patients, uncompensated ca
will virtually disappear. :

The health insurance business, as most of you practice it ‘ .3
today, will likely disappear. . . . o

You may choose to become a managed care company which runs

health plans..

You may choose to sell supplemental insurance policies
(possibly). As a managed care company, you will compete by
organizing networks of doctors, hospitals, nursing homes,
etc.; and by delivering better quality care at better prices
to your ccnsumers than does your competition.

You may choose to provide services such as information

- systems management._

You may choose to concentrate in other lines ofibusineSS.

Commani iy
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NEW HEALTH CARE SYSTEM:

Employers

You will be responsible for paying for a Nationally
Guaranteed Benefits Package for your employees. You will
pay under a nationally set formula (either a percent of
premium, a percent of payroll, or some other payment
mechanism) on a per employee amount of. the total insurance
costs of your employees, (the employer share will likely

- equal anywhere from 50-100% of the total cost).

You may pay the amount to a local purchasing cooperative or,
if you have more than a certain number of employees (100,
1,000, 10,000 employees), you may ensure your own .employees
and contract directly with health networks.

If you wish to provide supplemental benefits to your

employees, you may do so, but it will likely be taxable
income for your employees.

If you offer health care plans to your employees that are
more costly than others that are available, the differential
may also be taxable income.

If you are a small company with low-wage workers, you may

receive a subsidy from the Government for a period of time
as mandatory coverage is phased in; and/or there may be a

"rainy day" fund you can access if paying health insurance
for your employees causes you to lose money.

If you are a small company now providing a gocd benefits
package to your employees, your cost of health insurance is
likely to be reduced.

If you are a large company now providing insurance'to‘your
employees, your cost should rise at a slower and more
predictable rate in the future than you are now projecting.

If you are a company with an older workforce, your costs are

likely to go down. If you have a younger workforce, your

costs may go up. pduc ty prmmmuﬂu}q Hﬂjﬂﬂq

If you are a company with a significant retiree health
liability, your cost will probably go down gradually but

dramatically. Loty 90M/ uﬂﬁ&»/wuxogﬂﬁﬂdéﬁy@b ﬂafz

If you are a company not now providing health insurance: to
employees or providing a "bare bones" package, your costs

-5 -
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12.

will go up.

Worker's compensation and health insurance may be

integrated, reducing current financial and administrative

burdens for employers.

In the" long run, all companies 'will benefit as labor
mobility increases, workers are. healthier and health costs

' rise more. slowly.

b



NEW HEALTH CBRE SYSTEM

The Federal Government Perspective

A new or existing federal entity would likely set the
parameters for the National Health Care System. This entity
would likely: : :

. Oversee the Benefits Package to be guaranteed to all
’ Americans,' :
. Set budgets (or targets) for annual or bi- annual health
care spending; :
. Implement short-ferm cost controls, if adopted;
+ - Set standards for a National Health Care Information.

System and a National Quality System;

. Set guidelines for purchasing cooperatives and plans to

protect consumers especially vulnerable or underserved
populations.

The federal and state governments would continue to share
responsibility for subsidizing health insurance and co-pays

" for low-income populations (working and non-working).

For physician and hospital care, Medicaid will likely end as
we know it ~-- low-income Americans will become part of the
mainstream system. :

The federal government would adopt national malpractice
legislation.

The federal government would likely impose meehaniems to
"recature" savings to finance expanded coverage, if we adopt
these mechanisms.



NEW HEALTH CARE SYSTEM:

'The State Government Perspective -

State governments would likely determine how to organize

. purchasing cooperatives in their states and would set

operating guidelines for health plans.

States' welfare payments will likely decrease with the

- removal of a barrier to Job entry

Administration of health care will 1ike1y become less
complicated as workers' compensation, Medicaid and
automobile insurance health care get folded into the new

- system.

Federal malpractice 1egislation will provide cover for
states that would have difficulty passing contentious
legislation. :

Employer—provided coverage for all workers and federal
participation and. subsidies for non-workers will reduce
future burdens for Medicaid and public hospitals.
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Workgroup Descriptions

1. Rural Health Service Areas
This workgroup will examine various approaches for defining regional “health services areas” and their implications for

both the delivery and financing of health care services in rural America. It will discuss the populations needed to support
various levels of health care services and specialized technology. The workgroup will consider criteria for identifying at-
risk and access-critical hospital facilities. It will also explore the potential relationship between health service areas and so-
called health insurance purchasing cooperatives (HIPCs) or health insurance networks (HINs).

2. Supply of Human Resources

This workgroup will discuss the availability of health professionals in rural areas and the supply of these human resources
needed to provide various levels of services. It will consider differences in urban/rural practice styles, the role of non-
physician providers, and how specialty services and technology will be made available for rural consumers. Participants
will also discuss the potential impact of network development on recruitment and retention efforts, the role of non-physician
providers, and approaches for increasing the supply of rural providers through improved health professional training

programs.

3. Networks: Structure and Formation

This workgroup will discuss issues related to the structure and formation of regional health care networks. It will consider
the composition, ownership and governance of networks and discuss perceived legal barriers to network formation, (e.g.,
antitrust laws and corporate practice of medicine rules). The network’s role in defining quality, cost and access goals for

the rural community region will also be explored.

4. Networks: Financing
This workgroup will consider how the health care services provided by rural networks should be financed. It will cover

topics such as setting rates, distributing risk, and regulating contractual relationships. The workgroup will also consider
approaches for financially protecting certain providers deemed essential for assuring access to services.

5. Networks: Operations

This workgroup will focus on how health care networks would operate on a day-to-day basis. It will discuss how network
providers can coordinate their quality assurance programs, share information/data systems (including patient records), and
structure referral agreements. It will examine how hospitals, emergency medical services, community, health centers, long-
term care providers, and other non-hospital -providers would work together within a network structure,

6. Public Health
This workgroup will explore the extent to which public health services could/should be integrated with personal health

services under health reform. Specific public health services that should remain outside of the health insurance system
(e.g., systems for tracking and reporting disease, environmental health, etc.) will be identified. It will discuss outstanding
examples of services integration and coordination in rural areas that could provide useful models for both urban and rural
delivery and financing systems. Specific attention will be paid to meeting the needs of vulnerable and traditionally

underserved populations.

7. State Government Roles: Service Delivery and Network Formation

This workgroup will discuss the role of states in facilitating the formation of rural health networks, certifying them, and
monitoring their performance. It will examine ways that states could overcome antitrust barriers and suggest the kinds of
technical assistance states could provide to help link heaith resources regionally and statewide. It will also discuss the
state’s role in designating health insurance purchasing agents (e.g., HIPCs, HINs) and their relationship to the restructured

delivery system.

8. State Government Roles: Resource Allocation

This workgroup will explore the role of the state in determining how fmancm] resources, technology, and health care
personnel are deployed, especially in sparsely populated areas. This workgroup will discuss the kinds of resources needed
to operate health care data-collection and planning systems. [t will discuss how states can utilize both resource allocation
methods and competitive markets to meet their health care access, cost and quality goals.
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L A Brief History of Our Non-Competitive Health Care System

To understand the procompetition movement and the idea of managed
competition, one must first understand the history of the noncompetitive

system we have today.

The word "competition” in the economic sphere, as used by economists, if -
not qualified by some phrase indicating the contrafy - such as "non-price
'cornpetition" - means price competition. When there is price competition, -
suppliers compete to serve customers who are using their own money or are
otherwise motivated to obtain maximum value for money. "Price
competition" does not mean that price is the only factor influencing the
customer’s choice. Quality and product features also enter in. It just means
that price is one of the factors. Perhaps "value for money compet‘ition"
would be a more apt phrase. And one of the striking features of the United
States health care economy to date is how little value for money competition

there is.

In an article entitled Free Choice as a Restraint of Trade in American Health
Care Delivery and Insurance, Weller described our traditional system of fee-
for-service, solo (or small single specialty group) practice, free-choice-of-
provider, and payment by a remote third party as "Guild Free Choice.”! The
principles of this sYstem and their economic consequences were as follows:?



1.~ "Free choice of doctor by the.patient” which means that the insurer has
no bargaining power with the doctor because it cannot say to the doctor,
"my insured patients will not go to you if you do not agree to a

negotiated price.”

2. "Free choice of prescription by the doctor, without outside interference"
which prevents the insurer from applymg quality assurance or rev1ew of

appropnateness

3. "Direct négotiation between doctor and patient regarding fees, without
outside interference," which excludes the third-party payor who would
be likely to have information, bargaining power, and an incentive to

negotiate to hold down fees.

4. "Fee for service payment" which allows physicians maximum control
over their incomes by increasing the services provided.

5. Solo practice, because multispecialty group practice constitutes a break in-
the seamless web of mutual coercion through control of referrals that the

medical pfofession used to enforce the guild system.

These principles dominated the health care system in the USA until well into
the 1980s, and their effects are still important today. They were enforced by
legislation (e.g., guild principles were built into all State insurance codes until
“the 1980s and into Title XVIII of the Social Security Act), boycotts (e.g., by

doctors against hospitals contracting with HMOs), professional ostracism (e.g.,
from county medical societies and hospital staffs), denial of medical staff

privileges, and harassment.3

Blue Cross and Blue Shield were created, respectively, by hospital associations
‘and medical societies, as chosen instruments to apply the guild principles to
health care finance. For-example, the hospitals subsidized Blue Cross plans by
giving them discounts. Only in fairly recent yeafs have providers been forced
to yield controlling positions on Blue Cross and Blue Shield boards.!



The commercial insurance companies offered coverage based on the casuaity
insurance model They comfortably accepted the gmld principles because they
‘were, and, ‘with a few important exceptions, remain f1nanc1al intermediaries
. with expertise in underwrltmg risks, not in orgamzmg, managing or

purchasing medical care.

Employers fit into this model. A few attempfed.'to contract selectively with
doctors for the care of their employees. But for the most part, this was beaten
down by orgamzed medicine.3 -In overwhelming majority, employers offered
‘traditional "guild free choice" 'coverage of either the Blue or commercial
variety because that was all there was.  The typical pattern was virtually 100
percent employer-paid coverage. This pattern spread rapidly because health
insurance was an attractive fringe benefit,“it ‘was Cheap, it was tax deductible to
‘the employer and tax free to the employee, employment groups could buy
' coverage at much less than the cost of individual coverage, and employer- .
paid health benefits were a great source of bargaining prizes for unions. In
the minds of many employees fee-for-service coverage fully pald by the
employer became normal an entltlement ‘

When HMOs entered the scene in large numbers in the 1970s, and employers
were required to offer them, employers usually agreed to pay the premium of
the HMO in full as long as it did not exceed the cost of the traditional
coverage.” Thus, HMOs were placed in the noncompetltlve system created by

the gu11d model

, Employment-based insurance spread to small employers; Roughly half the
 privately employed labor force is in groups of 100 or less, or self-employed.

This added another element of noncompetition: such groups are too small to

offer individual employees a choice of health care plan (see section V below).

Medicare and Medicaid adopted the dominant guild model. Section 1801 of
the Social Security Act prohibits any federal interference in the practice of
medicine; section 1802 is entitled "free choice by patient guaranteed." -

‘All of this created a system dominated by the cost-increasing incentives of fee-
for-service payment combined with the cost-unconscious demand of insured
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patients.” " This, in turn, inspired greatly increased numbers of people to
choose careers in medicine, éspecially high-paid specialties. This was fueled
by federal grants to induce medical schools to expand. And this open-ended
cost-unconscious demand, combined with large increases in federal funding
for bxomedxcal research, led to a huge outpouring of costly new medical

technologies.

Finally, in markets that function well, there is usually an adequate supply of

" information to assist purchasers in making decisions. 'For example, under

laws administered by the Securities and Exchange Commission, securities

may not be sold to the public unless there are audited financial statements,

certified as in compliance with generally accepted accounting principles. as

“defined by the Financial A"ccquntin'g Standards Board. In health care, not

only is there no similar regulation to require the uniform production of
health outcomes information (e.g. mammography, immunization or surgical
mortality rates). But providers have been active and successful in political

activities to block access to such mformatlon 4

The Beginnings of "Competition"

- The precursors are malrx)r.s?,6 But the origins of today's competitors are in the
-prepaid group practice movement, multispecialty group practices that

contracted with employment groups and individuals to provide a
comprehensive set of health care services in exchange for.a periodic per capita
payment set in advance. The pioneers of the prepaid group practice

‘movement introduced fhe concept of the "limited provider" or "closed

panel” plan-as a 51gn1f1cant competmg alternative. They survived in the face
of determined opposition by organized medicine and proved the acceptability

of prepaid group practice and its economic superiority over the traditional

model.”8- They successfully advocated dual or multiple choice, by individual
subscribers, of closed pénel plans as an alternative to "guild free choice." The
flagships of this movement included Ross Loos in’ Los Angeles, started in
1929, Group Health Association in the District of Columbia (1935), Group
Health Cooperatxve of Puget Sound (1945), and Kaiser Permanente with roots

in the 19305



In 1960, the federal government adopted health insurance for its employees.
The Blues and the commercials sought a noncompetitive guild model. But
federal 'employées who were members of prepaid group practices were
“sufficiently numerous and vocal that a compromise was adopted under
which the federal government would offer a range of individual choice of
plan and a defined contribution. The Federal Employees Health Benefits
Program (FEHBP) had both good and bad design features.® On the good side
was price-conscious individual choice; on the bad, nonstandard benefits and
lack of a design to manage biased risk selection. But it did demonstrate on a
large scale that choice of plan arrangements were fe351ble and comparatively

economxcal

These practical achievements, which were of fundamental importance, came
to be reflected in the writings of scholars and public policy analysts. In 1970,
Ellwood, McClure et.al. proposed a national "health maintenance strategy"
that would deal with the crisis in health care cost and distribution by
. promoting "a health maintenance industry that is largely self-regulatory."10
Their work led directly to the Health Maintenance Organization (HMO) Act
of 1973. In 1972 and 1973, while serving in the Department of Health,
Education & Welfare (DHEW) Fleming designed and recommended a
proposal for national health insurance that he called "Structured
Competition Within the Private Sector."!1 His proposal emphasized practical
ways of extending the successful experience of the FEHBP to the whole
population. In 1977, I designed and recommended Consumer Choice Health
“Plan (CCHP), "a national health insurance proposal based on regulated
competition- in the private sector,” to the Carter Administration.l2 CCHP
built on Ellwood, McClure, and Fleming's ideas and added design proposals
to deal with such issues as financing, biased selection, market segmentation,
information costs, and equity. Havighurst attacked "professional restraints
on innovation in health care financing" from the perspective of antitrust
law.13 By the end of the 1970s, the idea of a competitive health care economy
had attained intellectual respectability and a significant following in Congress.

~An additional departure from the "Guild Free Choice" model occurred in the
- 1980s, starting with enactment of AB 3480 by the California legislature in 1982.
AB 3480 overturned the previous prohibition on selective contracting with
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providers by insurers and authorized Preferred Provider Insurance (PPI).
Under PPI, ‘the patient obtains better coverage if he or she receives services
from contracting "preferred” prbvidersp This creates an incentive for
providers to contract and to accept the insurer's fee schedule and utilization

- controls. Many other states followed California in subsequent years.

From "Early Competition" to "Managed Competition"

Experience showed that Fleming's "structured competition” and my
"regulated competition” did not quite describe what we had in mind. Our
form of government is very.inflexible. It is very difficult and time-
consunﬁng to change such things as the Medicare law and regulations which
have been negotiated with 'fiﬁan‘cially and politically powerful interest groups
that can block efficiency-imprbving changes that are to their disadvantage.
And civil servants are not allowed to use judgment; ‘théy are supposed to
administer regulations. And they can act only on evidence that can stand up
in court. Both our terms were taken to suggest that the intent was to
structure the market by a set of rules laid down once and for all, with
purchasing by individual consumers, and a passive regulatory agency.
Whatever set of rules one proposes, critics could and did dream up ways that
health pléns might get around them to their advantage. The critics
hypothesized a contest between intelligent, adaptive health care plans and a
rigid, unchanging set of rules--an unequal contest at best. As they identified
actual or hypothetical problems, I would often reply, "I think that problem
could be managed using the following tools ...." This led me to believe that a
more accurate characterization of what actually works would be "managed

competition.”

Managed competition must involve intelligent, active collective purchasing
agents contracting with health care plans on behalf of a large group of
subscribers and continuously structuring and adjusting the market to
overcome attempts to avoid price competition. I call these agents "sponsors;"
they play a central role in managed competition. A sponsor is an agency that
contracts with health pléns concerning benefits covered, prices, enrollment

. procedures, and other conditions of participation. Managed competition also

connotes the ability to use judgment to achieve goals in the face of
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uncertainty, to be able to negotiate, and to make decisions on the basis of
imperfect information. It takes more than mere passive administration of
inflexible rules to make this market work. |

What Is Managed Coi;ipetiﬁon?

Managed competition is a purchasing strategy designed to obtain maximum
value for money for employers and consumers. It uses rules for competition,
derived from rational microeconomic principles, to reward with more
subscribers and revenue those health plans that do the best job of improving
quality, cutting cost and satisfying patients. The. "best job" is both in the .
judgment of the sponsor, armed with data and expert advice, and informed
cost-conscious consumers. The rules of competition must be designed and
administered so as not to reward health plans for selecting good risks,.
segmenting markets or otherwise defeating the goals of managed

competition.

Managed competition occurs_ at the level of integrated financing and delivery
plans, not at the individual provider level. Its goal is to divide the providers

in each community into competing economic units and to use market forces

to motivate them to develop efficient delivery systéms (see part VI below).

Managed competition is price competition, but the price it focuses on is the
annual premium for comprehensive health care services, not the price for

individual services. There are several reasons for this. First, the annual

premium encodes the total annual per person cost. It gives the subscriber an
incentive to choose the health plan that minimizes total cost. Second, it is
the price that people can understand and respond to most effectively, during
the annual énrollment, when_ they have information, choices, and time to
consider them. Third, sick nonexpert pavtients and their families are in a
particulariy poor position to make wise decisions about longlists of
individual services they mighf or might not need. They need to rely on their
doctors to advise what services are ‘apprdpriate and on their health plans to
get good prices.  For economical behavior to occur, doctors must be motivated
to prescribe economically. Managed competition is compatible with-selected
copayments and deductibles for individual services that can influence



patients to do their part in using resources wisely, and that are price signals
patients can understand and to which they can respond.

To understand managed competition, one must begin with the concept of a

Sponsor.

Sponsors and Managed Compefition
Markets for most goods and services are normally made up of suppliers on

one side and individual purchasers on the other. That is the case in
automobile or homeowner insurance and to a limited extent in health
insurance. Some national health’ care financing reform proposals are based
on that model.l4 15 In my view, that model is unworkable in health
insurance for a number of reasons, and it is not the model that actually works

in most of private health insurance in the USA.

Among the reasons the market for health insurance does not work at the
individual level are the following: '

1. Insurers have strong incentives to group their customers by expected
medical costs and to charge people in each groﬁp a premium that reflects

- their expected costs. This practice is known as experience rating or
underwriting. The consequence is that those people having high
predicted medical costs face high premiums. Many sick people find such
premiums unaffordable, or at least find paying them less attractive than
going without insurance and taking their chances that they will receive

~ free care.

2. Healthy individuals face strong incentives to "free ride," that is, to go
“without insurance or with minimal coverage until they get sick, at
which point they seek to buy comprehensive coverage. People are likely
to know more about their prospective medical needs than do insurers.

3.  Partly because of the behaviors induced by these incentives, and partly
because of very high marketing costs to reach individuals or small
- groups, the administrative costs of individual health insurance policies
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are very high, 40 percent of medical claims or more. This creates more of
an incentive for relatively healthy people to go without insurance.
Rather than bear the risks and expenses of covering individuals who are
sick, even at high price that would cover their expected costs, most

insurers choose not to cover them at any price.

4. Health insurance contracts are extremely complex and difficult to
understand and administer. Insurers deliberately make them even more
complex in order to segment markets (see below), and to make it difficult
for consumers to compare prices. Only experts are able to understand

-and compare policies.

- The model of private health insurance that works - the one that covers most

'employed people - is group insurance with a sponsor. Most sponsors are |
employers, but the federal Medicare program and labor-management health
and welfare trusts are also sponsors, Examples of large employers that offer
their empioyees such a multiple choice of health care coverage include the
federal government, many states including the States of California,
Wisconsin and Minnesota, and Stanford University. While some HMOs and
some PPI carriers compete in ‘the market for unsponsored individuals, most
of their busiriess is in sponsored groups. - Sponsors set the rules for

competition among them.

Sponsors Establish Rules of Equity
In managed competition, the sponsor has several important functions. First,
through contracts with the participating health plans, it establishes and

enforces principles of equity such as the following:

1. Every eligible person is covered or at least is offered coverage on terms
that make it attractive, even for persons with low expected medical costs,
and at a moderate financial cost. Health plans accept all eligible persons

who choose them.

2. Every eligible person has subsidized access to the lowest-priced plan
meeting acceptable standards of quality and coverage. Anyone choosing
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a plan priced above the Iowest-prlced plan must pay the full premxum
difference with his/ her own money. :

3  Continuity of coverage: once enrolled, a person's coverage cannot be
cancelled (except for nonpayment of premium or serious noncompliance
with reasonable norms of patient behavior). Moreover, everyone can re-

enroll at the annual enrollment.

4. Community rating (or limited departures from it): that is, the same
premium paid for the same coverage regardless of the health status of
the individual or small employment group. (This inight or might not be
blended with, e.g., age rating if it is felt that pure commumty rating

requires excessive subsidies of the old by the young)
5. No exclusions or limitations 'on coverage for pre-existing conditions.

Obviously, some of these principles may have to be compromised with
other practical considerations, depending on the circumstances.

Sponsors Sﬁelect Participating Plans

The sponsor must select the participating health plans. The freedom the
sponsor can have in doing this will depend on the circumstances. A private
employer will have more freedom of action then a public employer. And a
public employer will be able to exercise more freedom than a Health
Insurance Purchasing Cooperative (HIPC) that serves as the gatekeeper for

- much or all of the market in a geographic area. . (See section V below for

HIPCs.)

Sponsors Manage Enroliment Process ,
The sponsor manages the enrollment process. The sponsor should serve as

the single point of entry to all participating health plans. The subscriber
notifies the sponsor of his choice of plan (probably through the employer) and
the sponsor notifies the health plan. This is normal in large employment
groups, but is, uhfortunately,’ not the usual practice with such public

- programs as Medicare and Medicaid. The purpose is to create an institutional
embodiment of the principle that health plans take all comers, and to obviate .
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what would otherwise be a large set of opportunities for screening and

selecting applicants.

The sponsor must define the enrollment procedures. The sponsor must
arrange to give each subscriber an annual opportunity to switch plans. And it
must establish procedures for the enrollment of newcomers and for those

with changes in address or family composition.

The sponsor should prepare informative materials about the benefits
covered, the characteristics of the health plans and locations of their
providers, and summarizing relevant information about quality.

The sponsor establishes contractual payment terms with participating
employers and individuals. And the sponsor runs a clearing house for the

money.

Sponsors Create Price-Elastic Demand ,
Next, the sponsor must seek to create price-elastic demand. (A seller faces
inelastic demand if it can increase revenue by raising price; elastic demand if
it increases revenue by reducing price.) As noted above, for the most part,
employers--under pressure from unions, other employees, and abetted by the
tax laws--have failed to create price-elastic demand for HMOs and other
managed health plans.1¢ Elastic demand is a hecessary condition for price
competition to motivate price reduction. For there to be an incentive for

health plans to cut price, demand must be so elastic that the additional

revenue gained exceeds the additional cost of serving more subscribers.
Managed competition is about creating such price elasticity.1®6 The following
are some of the main tools for accomplishing this.

1. Employer/ Sponsor Contributions. The key point is that the sponsor's
contribution to premium must not exceed the price of the lowest-priced
plan. An essential component of managed competition, is that it must
always be possible for the lowest-priced plan to take business away from
higher-priced plans by cutting premium more. The lowest-priced plan
‘must be able to widen the gap between its price and the next lowest by
cutting price. Premiums of course are quoted in the context of annual

11
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‘enrollments. The sponsor sets its contribution after the health plans

have submitted their quotes.

Standardize the coverage contract to deter product differentiation, to
facilitate price comparisons, and to counter market segmentation.

There are several powerful reasons for as much standardization as
possible within each sponsbfed group. The first is to facilitate value for
money comparisons arﬁd to focus comparison on price and quality. The
second is to combat market segmentation, that is, dividing the market
into groups of subscribers who make choices based on what each plan
covers (e.g., mental health, vision care) rather than on price. The third is
to reassure people that it is safe financially to switch plans-for a lower
price because standardized coverage contracts assure consumers that
lower-priced plans did not realize savings by creatihg hidden gaps in
coverage. The fourth is that biased risk selection can reduce demand
elasticity for health plans that enroll a favorable mix of risks. This is an

additional reason why the sponsor must manage risk selection (see

below). Standardizing the coverage .contract is one of the tools for

~managing risk selection.

Quality-related information. People will be reluctant to switch from
- Plan A to Plan B to save $20 per month if they have no information that

Plan B is safe for their health.

The Jackson Hole Group proposes creation of a national Outcomes
~Management Standards Board that would set standards for outcomes
" reporting.1?7 Sponsors should play a role in making such information
~ available in a readable form in the local market. Sponsors are also the
appropriate agencies to survey their quﬁsored populations régarding
experience with health plans and to publish the results for consumers.

Sponsors should structure the market to offer annual choice of plan at

the individual subscriber level, not the employment group level.
Limitation of choice to the group level is a major barrier to price-elastic
demand. (Effective managed care plans are linked to specific doctors.

12
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Some people have strong attachments to their doctors. It is thus much
harder to persuade a whole group to change plans and doctors to obtain
lower premiums than to allow individuals who are w1llmg to change to

choose to do $0.)

There are other opportunities for sponsors to exercise ingenuity in making
demand curves for health plans more price elastic. For example, an alert
sponsor might create an information system that would inform all patients of
primary care physicians who contract with more than one ‘health plan of
which plan has the lowest premium so that they can switch to the lowest-
priced plan covering their doctor's services. Combined with standardized
benefits this could greatly increase the w1llmgness of some people to switch

plans to save money.

Finally, the present income and payroll tax laws create a heavy tax on cost
containment and must be changed so that a health plan that cuts its premium

by a dollar sees the full dollar transmitted to the subscriber, as an incentive for

the subscriber to select that plan, therefore for the health plan to get the full
marketplace reward (i.e., more subscribers) for cutting price. Thus there must

be a limit on tax-free employer- contributions at a level that does not exceed -

the premium of the low-priced plan.

This is beyond the scope of the sponsor and is mentioned here only for the

sake of completeness.

Sponsors Manage Risk Selection
Finally, in managed competition, the sponsor must manage the problem of

biased risk selection.

The goal here is to create powerful incentives for health plans to succeed by
improving quality and patient satisfaction, not by selecting good risks and
avoiding bad ones. This is a crucial and complex issue. Here I will describe

the general outlines without getting into technical detail.

Newhouse has noted that in the RAND experiment, the one percent of

‘patients with the highest costs in a given year accounted for 28 percent of total

13



costs. on average. 18 Most of them could not be- 1dent1f1ed in advance. But
such concentration suggests it could be very profitable for a health plan to
~ find ways to avoid enrolling or retammg such patients. :

" To acéoniplish the g'oal,the sponsor should manage a coordinated strategy

with the following elements:

1.  Establish a single point of entry: the subscriber notifies the sponsor of

his choice and the sponsor notifies the health plan. The health plan.

must accept all enrollees. Combine this with continuity of enrollment:
patients cannot be dropped from enrollment and they must be allowed
to re-enroll at the periodic open enrollment in the plan of their choice.

2. . Standardize the coverage contract because coverage contract features
can be a powerful tool for selecting risks.

3. Risk-adjusted premiums. The general idea is as follows. Health risks -

are likely to fall différently among the different plans, either by design
or accident. The characteristics of the population enrolled in the
different plans (e.g., age, Sex, family composition, retiree or disability
status, diagnoses) should be measured and translated into estimates of
the expected relative medical costs, independent of plan. Each plan can
be assigned a relative risk index, e.g., 1.01 for a plan that got
_unfavorable selection that make its expected costs one percent above

the whole group average. Then a dollar value is assigned to one

percentage point of risk. For example, that might be one percent of the
premium of the lowest-priced plan or the average-priced plan. This is
a policy choice. There isn't a single obvious mathematically-correct
answer. Then surcharges are applied to premiums of plans that

received favorable selection; subsidies to plans that received

unfavorable selection, to compensate for risk selectlon, to take selection
out of the ‘competition.19 '

‘The natural starting‘poi”nt‘is to start with the available "demographic
variables:" age, sex, family composition, retiree status. - Unfortunately,
these do not explain much of the variation in individual annual
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- expenditures. Newhouse has found that of the total variation in
individual expenditures, only about 15 percent is explainable even
with complete knowledge of patient characteristics.18 Demographic
variables might explain 2 to 3 of the 15 pefcéntage points.

There is research underway to develop better risk adjustment models,
based on diagnostic information. By now, a great deal of very
sophisticated research has been done. It turns out to be much harder
than one might think to turn available diagnostic information into
good "risk adjusters.” For example, among patients diagnosed in one
year to have breast cancer or HIV, there will be a very wide variation in
~medical costs the next year. But it seems reasonable to suppose that
eventually, diagnosis-based models will be available. Another

approach may be to fund treatment of some conditions by fixed

payments per case outside the capitation payments. Or to use specific
capitation payments on behalf of people w1th very costly diseases.

AIDS might be treated that way.

In the Jackson Hole proposal, sponsors are cast to be the final arbiters of
risk selection. An interesting paper by Luft would cast the sponsor in
the role of expert mediator among health plans that are in a "zero sum
game" over risk selection.?0 This suggests periodic face-to-face
meetings with the assembled marketing directors of all participating
health plans in their territory, with the HIPC serving as honest broker.
If Plan A is skimming, that hurts the other plans. The HIPC
representative should lead a discussion on how this cén be defined,
measured, and compensated for. This is an ongoing process, not a

single event.

In this regard, the sponsor must be seen as an honest broker, not a
biased participant. Thus the sponsor should not have its own plan.
Medicare's management of competition among HMOs has -been
- seriously impaired by HCFA's preoccupation with protecting fee-for-

service Medicare which HCFA considers to be "its plan" to be protected
from HMOs. Similar problems occur in the private sector.
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4. Sponsors should monitor voluntary disenrollments for evidence of
risk-selecting behavior. With a brief questionnaire, they can ask people
why they switched. The box to watch would be "they told me Plan B
was better at treating my kind of cancer.” ‘

5. Similarly, sponsors need to examine the quality of tertiary care
arrangements and also monitor access to specialty care. A good way to
avoid diabetics is to have no endocrinologists on staff in the county. A
good way to avoid cancer patients is to have a poor oncology
department. HMO regulation now monitors such aspects. These are
subtle matters in which judgment must be applied.

Health Insurance Purchasing Cooperatives

Large employers of, say, 10,000 or more employees in one geographic area
have the size needed to perform the functions of sponsorship with reasonable
effectiveness - especially if they collaborate with other large employers. But
over 40 pércent of the employed population are in groups of 100 or less. Such
groups (and even much larger ones) are too small to:

1. Spread risks. Thus we observe wide variations - tenfold and more - in
the premiums paid by small groups, depending on their claims

experience.

2. Achieve ec’pnomieé of scale in administration. Thus administrative
expense reaches 35 percent of claims in groups of 5.to 9, 40 percent in
groups of 1 to 4, compared to 5.5 percent in groups of 10,000 and more.21

3. Acquire needed information and expertise to function effectively in this
market. In theory, agents and brokers perform this function. In practice,
agents and brokers have their own interests, related to the commissions
carriers' pay, and brokers and agents have no competence regarding

quality or value of medical care.
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4. Manage competition. . The sponsor's roles, described above, cannot be

performed effectively in small groups.

5. Offer multiple choice of plan to the individual subscriber. Splitting
small groups raises administrative costs and creates problems of biased
risk selection whose satisfactory management requires large numbers,

The Jackson Hole Initiative proposes to solve these probiems by
" establishment of a new national system of sponsor organizations - Health
Insurance Purchasing Cooperatlves (HIPCs) - to.function as a collective
purchasing agent on behalf of all small employers and individuals in a
geographic area.l” HIPCs are designed to correct the problems of market
failure in the small group market, and to cut employers' administrative
~ burdens to a minimum (e.g., administering for them the requirements of
COBRA continuity and public subsidies). They prowde a solid basis for

determining the competitive costs of covering uniform benefits that could be

used to establish a tax-exclusion limitation for each market area.

The HIPC would be a nonprofit membefship corporation whose board would |

be elected by participating employers. The HIPC would contract with
participating employers. Tt would accept all qualifying (e.g., by size)

employment groups in its area. It would not be allowed to exclude groups or

individuals because of health status. The HIPC would manage competition,
applying business judgment in determining the numbers and identities of
competitors. HIPCs would carry out all the sponsor functions described

above.

These HIPCs would select the participa‘ting health plans. Some would favor a
rule that a HIPC must offer all health plans that achieve federal certification
and that wish to be offered in the HIPC's territory. That might work. Market

forces might resolve the problems. It is a debatable proposition on which .

reasonable people can differ. But I would prefer to see HIPCs have some
authority to select and drop health plans. ' '

The presumption should favor competition. Thus, it would make sense for a
HIPC to encourage participation by all provider groups in the territory, but
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some discretion might be appropriate for the following reasons:

1. Federal quahflcatlon and state regula’non do not guarantee financial

solvency.

2.  Many "managed care" pians offer overlapping provider networks (i.e.
many providers contracting with many plans). Some overlap may not
be undesirable. But too many carriers all offering essentially the same
set of providers can add to administrative costs and weaken the
sponsor's purchasing power with the providers. As noted in part IV
above, managed competition seeks to motivate providers to create
efficient delivéry‘systems (see part VI below).

3. HIPCs should be able to drop health plans that per51stently achleve very

low market penetratlon

4. HIPCs should be able to drop carriers that are persistently
noncooperative with the HIPC's risk selection management program

HIPCs would administer health benefit contracts. The HIPC should act like a
competent effective employee benefits office servicing beneficiary inquiries
and complaints. It should interpret the contracts for beneficiaries, stand
behind patients in disputes with health plans, and resolve disputes on terms
that are fair to beneficiaries. This ought to be much more efficient than

taking disputes to litigation.

The HIPC should monitor what is happening in the health care settings. It
should survey consumer experience and make the information available for

consumers. It should investigate complaints and it should aggregate

complaint data to identify problem areas.

HIPCs should not bear risk. Health plans should bear all the risk for medical

expenses for several reasons.

1. If HIPCs were to bear risk, we would have a whole new class of risk-
bearing entity that would have to be capitalized and regulated. We do
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not need new risk-bearing entities. We have more than enough of them
now. :

2.. HIPCs should be unbiased honest brokers among risk bearing entities.

3. Health care providers--doctors and hospitals--must be at risk for the cost
of care to give them powerful incentives to find ways to reduce cost.

Finally, HIPCs could contract with government agencies to cover phblicly-
sponsored populations (Medicaid, the otherwise uninsured, public

1

employees).

Creating HIPCs means that persons and groups with low health care costs
(this year) share in the costs of people and groups with high costs. If given a
~ choice, people expecting low costs are not likely to do so voluntarily. Once
the HIPC is operatmg at a large scale, there will be important benefits for
-small employers, even those with good health rlsks--mcludmg economies of
scale, stable rates, competition, and individual choice of plan. But to get the
HIPCs going, and to prevent a spiral of adverse selection as good risks seek

more favorable experience rates outside the pool, there must be compelling

incentives or legal requirements for all small employers to participate. In the
Jackson Hole Initiative, small group participation in a HIPC would be a
condition for exclusion of employer contributions from employee taxable

income.

One'large and successful HIPC is the Health Benefits Program of the

California Public Employees Retirement Sy'stem (PERS). PERS arranges
coverage and manages competition on behalf of over 870,000 people who are
employees, retirees and dependents of the state and over 750 public agencies,

some of which have as few as two employees. .PERS offers each subscriber a-

choice of plan: 23 HMOs, four PPOs offered to employee association members,

and a state-wide PPO

" The Role of Orgamzed Systems of Care

Managed competition is not based on a mere hope that the market will

somehow generate better models of care. It is based on the demonstrated fact
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that actual successful high quality cost-effective organized systems of care that
integrate financing and delivery have existed for years. To date, the strongest
evidence of their economic superibrity over traditional unmanaged fee-for-
service/remote third-party paymvent‘ ("FFS") relates to prepaid multispecialty

group practices. For example, in its Health Insurance Experiment, RAND -

found that Group Health Cooperative of Puget Sound cared for its randomly-

.assigned patients for a cost 28 percent below that for comparable people

assigned to FFS either 100 percent paid by insurance or with 25 percent
coinsurance (up to an annual out-bf-pocket limit of $1,000).? The evident
marketplace success of Kaiser Permanente, now serving over 6.5 million
people, reinforces this finding. In recent years, successful large scale HMOs
based on individual ‘practic'e styles have emerged. These HMOs carefully
select participating physicians and arm physicians and management with
strbng information systems about practice patterns. These models can expand
very rapidly, and they offer a practice style that is familiar to many doctors

- and patients. While we do not have proof of their efficacy in the form of a

randomized controlled trial, we do know that some of them now compete
effectively with Kaiser Permanente and Group Health Cooperative.

Compared to the traditional FFS model, there are many things -such
organizations can do--and, if appropriately motivated, will do--to improve

quality and cut cost.

1. FFS has created a costly adversarial relatio‘nship between doctors and
payors. -Organized systems can attract the loyalty, commitment and

responsible participation of doctors. They can align the incentives of .

doctors and the interests of patients in high quality economical care by
" appropriate risk-sharing arrangemenits. -

‘2. FFS has failed to create accountability for health outcomes and the

outcomes information systems doctors need to evaluate and improve
practice patterns. Wennberg and others have shown the very wide
variations in the costliness of practice patterns among apparently well-
trained doctors.22 Organized systems can gather data on outcomes,
treatments and resource use, evaluate practice patterns and mo_fivate
doctors to choose economical practices that produce good outcomes.
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FFS "free choice” leaves patients to make remarkably poorly-informed
choices of doctor. Organized systems select doctors for quality and

efficient practice patterns, monitor performance, and take corrective

acton where needed.

FFS has left usVWith excess supply in many specialtiés., Too many
surgeons are bad for one's health and pocketbook: they lack proficiency
and do too many inappropriate procedures.23 Organized systems can
match the numbers and types of doctors to the needs of their enrolled

populations.

FFS has left us with major excesses in hospitals beds; MRI machines,
open-heart surgery facilities. At least some systems can match all
resources used to the needs of the enrolled population.

Our present system is characterized by major misallocations of resources.
Organized systems can allocate all resources--capital and operating--
across the total spectrum of care, including less costly settings. -

FFS has little or no capability to plan and manage processes of care across

the total spectrum (inpatient, outpatient, office and home). Organized

systems do.

Organizations that integrate financing and d.elivery, doctors and
hOSpitals‘ can practice total quality mahagemént/continuous quality
improvement, the powerful management philosophy employed by the
most successful world-class industrial companies.2¢ This cannot be done
effectively with doctors who practice fee-for-service in several hospitals

and are attached to none.

FFS has led to a costly and dangerous proliferation in facilities for such
complex procedures as open heart surgery (OHS)." Such surgery done in
low volumes has higher costs and higher death rates than when done in
high voluxmes.25 In California, OHS is done in 118 hospitals, half of

which have annual volumes less than 200. Organized systems .
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concentrate OHS in regional centers with low m'ortal‘ity rates and low

Costs.

Such regional concentration in the most cost-effective hospitels could
save a great deal of money. For example, in Pennsylvania in 1990,
average charges for coronary bypass operations ranged from $21,000 to
$84,000.26 Similar variations have been reported in California. '

10. Systems can organize ongoing technology assessment and facilitate a

- rational response to the results.

11. HMOs emphasize prevehtion, early diagnosis and 'treatment and

effective management of chronic conditions. Traditional third-party -

- coverage is usually based on the casualty insurance model: it pays very
generously for costly inpatient episodes, but not for the preventive
services and managerhent of chronic conditions that can reduce the need
for such care. Organized systems can use systematic management
processes to make sure these services are actually delivered, not merely
covered. And they can be held accountable for their enrolled

populations.

Compared to the infiationary FFS model, managed competition of

managed care organizations, with providers at rlsk would represent a

complete reversal of f1nanc1a1 incentives.

Managed Competltmn in Sparsely Populated Areas

People do not find it hard to visualize managed competition in San Francisco
or Boston. What about Wyoming, Vermont or southern Texas, where there

are not enough people to support competing systems?

Creation of a HIPC in such states would consolidate purchasing power in such

a way that it could be used more effectively to meet the needs of the covered

population. There is such a thing as "competition for the field" where there
cannot be "competition in the field." HIPCs might request proposals from
established urban comprehensive care organizations to establish and operate
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. ‘ a network of primary care outposts; pa)?ing doctors and nurse practitioners

what is needed to attract them to provide high quality ambulatory care in
rural locations, while giving them professional support in the form of
telephone consultations, temporary replaceménts, continuing education, and
“transportation and referral arrangements. Organized systems are needed to
‘accomplish this. Traditional fee-for-service solo practice has not produced

satisfactory results.

In a state with a small population, but with perhaps two or three competing
health plans, no one plan might be large enough to purchase tertiary care
effectively. A HIPC might "reach through” and "carve out" tertiary care and
contract for it on a competitive basis with one or another regional center.

In a small town, a doctor with a monopoly might refuse to contract with any
- of the health plans on terms acceptable to doctors in other areas. No one of
several health plans might have enough patients in town to be able to
support its own doctor. The HIPC might "reach ‘through“ the health plans,
. consolidate their purchasing power, and recruit a willing doctor from the
outside to contract with all the health plans and be the only contracting

doctor.

The HIPC in a small state might contract with a single primary care network
HMO to cover the state in an ongoing bilateral customer-supplier
relationship. The HIPC might use "benchmarking" techniques as a substitute
for ongoing competition in the field. The vision of "competition" in such
circumstances should not be limited to large medical center-based prepaid
group practices. That is but one model. “But, as noted above, modern
information technology has enabled primary care individual practice
networks to perform management functions that previously required

physical proximity.

VIII. Why Competition?

Why attempt to bring about these changes through competition and market
‘ forces? Why not expect the government simply to order them?



First, we have an extremely wasteful and inefficient sYstem that has been
bathed in cost-increasing incentives for 50 yeafs.» We badly need a radically
more efficient system. That will mean closing hospitals and putting surgeons
out of work. As Charles Schultze wrote in his 1976 Godkin Lectures at

Harvard:

"Under the social arrangements of the private market,
those who may suffer losses are not usually able to
stand in the way of change. - As a consequence,
efficiency-creating changes are not seriously
impeded."?7

‘Government controls, on the other hand, tend to freeze industries in place.
Thus we find it exfraordi’narily difficult to close an unneeded school or
airbase. Government action is constrained by what Schultze calls the rule "do

no direct harm."

' Second, to offset the expendimre-’increasirig effects of an aging population and
an expanding array of medical technologies, we need to foster a process of

continuing productivity improvement and of development of cost-reducing

technologies. Only an ongoing competition to provide value for money can
do this. ' -

Third, as medical technology and social and economic conditions of the
population change, we need a health care system that is flexible, adaptive, that
can innovate and come up with entirely. new ways of organizing and

delivering care.

Fourth, we need and want a system that is user friendly. Government
monopoly public service agencies are notoriously user unfriendly.

Fifth, our society needs to ‘make cost-quality tradeoff judgménts. These
should be made by consumers who are using their own money at the margin.
For example, given a choice, many might prefer'a much less costly style of
care, based on limited access in tightly confrol_led facilities, with more use of

physician-extenders, etc. They might have other worthy uses for their.

money, such as children'’s education. Others may be happy to pay more for

2
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wider access and greater convenience. (Note, that under managed

competition, they would be exercising this preference with their own net-

after-tax dollars, not with pre-tax dollars and substantial tax subsidies to the

more costly choice as happens today.)

Today in America we are spending nearly 14 percent of the GDP on health
care services. It is altogether possible that a very efficient competitive system .

could get us back-to 9 or 10 percent. This would free up resources that are

‘badly needed for education and other investments in long-term economic

growth. In theory, a government-imposed "global budget" might be seen as a
way to reduce national health expenditures as a share of GDP. In practice, this
would be extremely difficult to do if all the cost-increasing incentives of fee-
for-service and all the wastefulness of the present system were to remain in
place. The reduced spending would mean care denied to people who need it,

and a sustained barrage of complaints by health care providers. The "global

budget" would be hard for our government to sustain .politically.

Finally, competition is the way to achieve a System that is driven by the
informed choices of consumers who are responsible for the cost consequences
of their choices. A government-controlled system is driven by political forces.

Why Universal Coverage

Today, more than thirty-five million Americans have no health care
coverage. In addition, many millions are "pseudo insured," that is, they have
coverage that will disappear or become extremely costly when they need it.
Nobody defends the proposition that people without coverage or money to
pay should go without necessary medical care, or should be allowed to suffer,
be disabled or die for lack of reasonable care that could prevent it. For this
reason our society has developed a very complex patchwork of institutions to
care for and finance the care of the uninsured. These institutions are

extremely wasteful and often unfair, permitting preventable medical

bankruptcies and disabilities. They lead to delayed care which can often mean
serious and costly illness that could have been prevented by early treatment.

They lead to care in very costly settings--hospital emergency departments--
when the care could have been delivered at much lower cost in the primary
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care physician's office. They permit epidemics of communicable diseases that -

could have easily been prevented. They generate requirements for very costly
eligibility determinations. They lead to cost shifting from those who do not
pay and those who prb‘vide free care to those who do pay for health
insurance. . They lead to the closing of hospital emergency departments

because they are the major source of patients who cannot pay. This, in turn, -

deprives whole communities of an important resource.

By' putting market pressure on providers to cut costs, market reforms
promoting competition, not accompanied by universal coverage, could make
access problems for the uninsured worse. (This would be true of any serious
cost-containment program.) It would be more humane, economical, and
rational simply to adopt a policy providing coverage to virtually everybody
through an integrated financing and delivery organization that provides
primary care and preventive services as a part of comprehensive benefit

package.

A necessary condition for universal coverage is that everybody who can

contribute to financing the system must do so, in some reasonable

relationship to ability to pay. A system of universal coverage will not work if
everybody is covered, but only those who voluntarily choose to do so pay for
it. Such a system would be destroyed by "free riders.” ' ’

Universal contributions might be achieved_in a variety of ways that are
compatible with managed competition, including:

1. A requirement that employers and full-time employees jointly buy
coverage ("employer mandate"), combined with payroll taxes on part-
time employees and taxes on nonpoor nonemployed (e.g., early retirees)
with revenues used to subsidize purchase of coverage for them through

a HIPC.

2. A requirement that every household buy coverage through a HIPC, or
pay an equivalent tax ("individual mandate"), with subsidies to assist

households with low incomes.

26



27

3. Payroll‘ taxes or more broadly-based taxes.
What Managed Competition is Not

Managed competition is not a lot of vthi‘ngs it has been called by people who do
not understand it or who prefer central government controls to decentralized

markets..

1. Managed competition is not a free market. A free market does not and
cannot work in health insurance and health care. If not corrected by a
careful design, this market is plagued by problems of free riders, biased
risk selection, segmentation, and other sources of market failure.
Managed competition uses market forces within a framework of

carefully drawn. rules.

2. Managed competition is not merely "vouchers™: Jgive people a certificate

and see if they can find insurance. In managed competition, sponsors
work actively to perfect the market. Everyone is given an opportunity to

enroll.

3. Managed competition is. not "deregulation." It is new rules, not no

‘rules.

4, 'Managed competition is not what we have had for the‘last, 10 or 50 years,
as I explained at the-outset.

5.  Managed competition is not forcing everyone into large clinic style

HMOs or other types of care they don't like. It is not forcing anything on
anyone. On the contrary, managed competition emphasizes the
~ importance of individual (not employer) choice of plan. There are many
systems and styles that would be able to compete effectively, including
familiar solo doctor styles in some selective individual practice models.
'However, managed competition does make people bear economic

consequences of their choices.



Managed cdmpetition is not a reduction in the quality of care. On the
contrary, -far more often than not, in medical care, quality and economy
go hand-in-hand. The correct diagnosis, done promptly, the appropriate
procedure done by someone very proficient, without errors or
complications, is best for the patient and the payor. Competing managed
care plans would have powerful incentives to improve the quality of

care.

Managed competition is not blind faith in an untested economic theory‘
We know some types of managed care can cut cost substan\tially. We
know there are wide variations in costs for many procedures, and that
the best producers have the lowest costs. We know that when given
responsible choices and information, most people choose value for

money. We know HPPC-like arrangements work well. All the pieces of

the managed care/managed competition model are in actual successful

practxce somewhere. The challenge is to put "best practices” together in_

one complete managed competition system. The rest is extrapolation
based on generally accepted principles of rational economic behavior.

All reform proposals must rely on similar extrapolation.

Managed competition is not just the latest buzz word which anybody
should feel free to appropriate. It has been explained, developed and
debated in the academic literature for more than a decade.?8 They do not

have managed competition in Canada.

Managed competition is not just a'grab bag of ideas that sound good. Itis

an integrated framework that combines rational principles of.

microeconomics with careful observation and ana1y51s of what works.

Managed competition is not compatible with "top down" government-
imposed "global budgets."

Such "global budgets"‘ imposed today would have to-be imposed on
sectors such as hospitals, doctors, pharmacies, etc. and enforced by price
controls. The most plausible candidate for price controls would be

Medicare payment methods and "Volume Performance Standards" that -
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Health Care Reform: Issues for Rural America

By Jon Christianson and Ira Moscovice
Outline of Paper

Significant differences between health systems in urban and rural areas raise
concern over impact of leading health reform proposals designed to serve the
majority of the population residing in nonmetropolitan areas.

11 Preliminary assumptions about the structure of health care reform

1.

2.

10.

A mandated set of benefits is defined at the federal level.

All individuals and employers share the cost of health insurance, w1th
subsidies provided for the poor.

Everyone, except employees of very large firms, obtains coverage
through health insurance purchasing cooperatives (HIPCs) that serve
defined geographical areas.

HIPCs contract with private health plans, including HMOs, PPOs, and
one free-choice-of-provider option, and manage the enrollment process.

The plans are paid by risk-adjusted cap1tat10n although providers with
the plans could be paid using a variety of different methods.

The HIPC pays an amount equal to the lowest cost plan; a consumer
choosing a higher cost plan must pay the difference between this
payment and the plan’s premium.

Community-fated premiums are charged enrollees; no medical
underwriting by health plans is allowed.

States have authority too supervise HIPCs and license health plans.
They also have the ability, with federal approval, to experiment with

. different administrative approaches in order to adapt to local needs.

The federal government employs "benchmark budgeting” by annually
determining a maximum allowable rate of increase in the premiums of

~the "benchmark" (lowest cost) health plan option and a target for

discretionary after-tax spending.

In areas where e managed competition does not result in increases
consistent with these goals, HIPCs have discretionary authority to set



II.

‘rates; they have this authority in all regions for the fee-for-service plan.

11.  Medicaid is eliminated, but the elderly continue to receive coverage
under Medicare, at least in the initial stages of health care reform.

Organization of Rural Health Networks

A.

Rural providers will be organized into networks for the purpose of contracting
with health plans or HIPCs.

. Network Definition: NYS "A locally directed or governed organization
which provides a set of defined health related and administrative
services needed in the community served by the network”

Structure and organization of existing networks varies significantly
depending on:

. Goals of participating organizations
Availability of providers
. Characteristics of local community

Types of existing networks

o 127 hospital consortia

o 14 rural-based HMOs

. Urban-based HMOs serving rural areas through contacts with
physicians

Support for network development

RWIF demonstration supported 13 rural hospital consortia
EACH Program grants to seven states and 30 hospital-based networks
in those states

. New York State demonstration, 4 rural networks received grants

Existing networks rarely provide the full range of acute inpatient and
outpatient services, except for a small number of rural-based HMOs

o Little evidence of ability of rural networks to assume responsibility for
all the medical care of entire community



F. What relationships will develop between rural health networks, health plans and

HIPCs?

1.

Proactive HIPCs will serve as catalySts for network formation

. HIPCs may have to assemble their own networks as free-choice-
of-provider entities

Near urban areas, rural providers will contract with urban-based health
plans that already serve their communities

o While most existing rural networks are not vertically integrated,
if they broadened their composition, they could conceivably
contract with multiple health plans to serve rural residents.

In remote/sparsely populated areas, network formation will be difficult

o Some providers have a "captive market" with little incentive to
contract with a health plan to attract new patients or retain
existing ones
HIPCs may have to regulate prices ,
Residents could be offered the choice between a statewide PPO
or a free-choice-of-provider plan with regulated fee schedules

G. What form will managed competition take in rural areas?

1.

Rural provider networks could be allowed to contract with only one
health plan or form their own plan, but if there is insufficient
population to support more than one hospital and group of physicians,
"competition" would not be achieved

. "Franchises" could be granted by HIPCs to rural health
networks to serve specific geographic areas in return for
capitated payments

. Single network would be responsible for "rationalizing" services
in the area '

Rural networks could contract with more than one health plan.

¢  Standardizing benefits, administrative and data collection
processes could reduce administrative inefficiencies of
interacting with multiple plan

. May be difficult for a single health plan to exercise sufficient
leverage on network providers to ensure meaningful
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participation in the plan’s cost containment efforts

Issues for Organizing Networks 0

1.

How quickly will rural providers react in developing rural health
networks under the stimulus of health care reform? Will the initiative
for network formation come primarily from rural providers or from
urban-based health plans and health care organizations?

What providers will be included in rural health networks?

What steps should HIPCs take in areas where rural providers decline to
participate in health plans or otherwise coordinate services to improve
quality of care and contain costs?

Should rural networks be encouraged to participate in multiple health
plans? Or, should they be awarded "franchises" to serve designated
geographic areas?

1. Reimbursement of Rural Providers

A.

Providers in Prepaid Health Plans: Most will continue to be reimbursed under
some form of fee-for-service payment, whether they participate in a prepaid
health plans or their rates are regulated under a global budget approach. Will
be required to assume some financial risk. Two main models:

1.

Lower risk: "Urban-based IPA-model" -- fee schedule with a 20
percent withhold

Higher risk: "Franchise model" -- Network is owned and administered
by the rural providers. Network receives a capitated payment for each
enrollee to provide all covered medical services

o Could buy reinsurance to protect against substantial losses

Providers in PPOs or Free-Choice- of Physician Plans: Reimbursed on a fee
schedule establish through negotiation with the plans

1.

"PPO Model": Participating providers accept discounts from their usual
fees in return for the potential to increase number of patients.
Enrollees face higher cost-sharing for choosing out-of-network
providers. -

. If PPO’s premiums increase more rapidly than targets set by
HIPCs, rural providers will likely face reductions in fee
schedules and tougher utilization management
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"Free-Choice of Provider Model": Providers reimbursed using a fee

2.
schedule establish by the plan, all providers can participate in the plan
. This model has the least flexibility/leverage to control costs of

providers
C.  Issues for Reimbursing Providers

° How should rural providers be grouped for risk-sharing purposes?

® Under different reimbursement approaches, howy strong should the -
financial incentives be for rural primary physicians to control or alter
referrals to specialists?

®  How will fee schedules be established and enforced for rural
physicians?

L Will rural networks have sufficient capital to accept financial risk under

prepayment?

Impact on Medical Practice

Rural physicians may be receptive to organization and delivery system changes that
improve circumstance in their practice: telephone consultations, temporary
replacements, continuing education, transportation and referral arrangements. Changes
must be sensitive to local needs.

Five aspects of the possible transformation of rural medical practice:

A. Response to increased management and oversight

1.

Rural physicians could rebel against increased "micro-management"

Gatekeeper role can increase the status of rural primacy care physician
vis avis specialists, but may be an uncomfortable position for many

-rural solo practitioners with minimal experience in risk-bearing roles

B. Location and Availability of Specialist Services and Technology

Consortia participation, mobile technology and specialty outreach
clinics can increase the availability of specialty services/technology in
rural areas, but as some level, subspecialty services will need to be
provided in larger facilities in metropolitan areas



2. It is very unclear as how such efforts will mesh with health plan
strategies under managed competition or global budgeting

Differences in urban/rural practice styles

1. Availability of technology and access to specialty services/consults are
major factors that promote differences in urban and rural practice styles
-- how these get resolved between physicians in the same network is
unclear '

2. A federal board could set standard to eliminate unnecessary care an
assure the use of the most cost-effective technology. Level of
participation of rural providers in establishing these criteria would be
critical to their acceptance. ‘

Physician relationships with hospitals and other entities

1. Many rural physicians have little experience with managed care systems
and formal linkages with hospitals and other providers

2. Network development provides an opportunity for rural physicians to
assume joint responsibility with other entities for providing a range of
services to rural communities

3. The availability of a complete range of services may significantly affect
the acceptability of health reform efforts to rural residents

Physician recruitment and retention

1. The central issue in many communities is not cost, but achieving and
maintaining an adequate supply of physicians and other health
professionals

2. Technical, collegial and referral support are needed to decrease the
perception of isolation, overwork, and marginality among rural
physicians

3. Isolated areas are particularly difficult; frontier doctors are
’ characterized by their extreme independence and may avoid practicing
as part of an organized medical system

Issues relating to the impact on rural medical practice

1. How will rural physicians react to increased management and oversight
of their practice?



How will the location and availability of specialist services and
technology be affected by health care reform? Which services and
technology will be provided locally in rural areas? How will referrals
to specialists be managed?

How will differences in urban/rural practice standards be addressed?

What implicétions does network development have for organizational
relationships between rural physicians, hospitals, and other health

providers?

Will the recruitment and retennon of rural physicians be enhanced by
health care reform?

| V. Roles for State Government

A. Purchasing health care

1.

Some proposals would eliminate states direct purchasing of care
through Medicaid, general assistance programs, and public employees
plans, but allow states to provide for these populations by contracting
with or forming HIPCs.

Possible ways states could ensure that rural concerns were addressed by
HIPCs:

Facilitating entry of new health plans and networks

Requiring HIPCs to assure geographic access to services
Awarding exclusive franchises -

Requiring HIPCs to have rural advisory boards '
Maintain state-run safety net insurance program

Require HIPCs to enroll persons of all income levels in the
same plans

KeyAqueistion‘ is whether states have the Acapacity and willingness to go
“at risk": for the financing and delivery of heath care services, such as
is isolated areas?

B. Building network capacity and infrastructure

NEWLPD -

Use loans/grants to support capital mvestments

Provide reinsurance

Protect CHCs, RHCs, FQHCs, and migrant health centers

Provide technical assistance to local prov1ders in estabhshmg networks"
Incentives for providers to pammpate in networks



Balancing antitrust enforcement and network establishment

1. Federal and state governments may need to "adjust" the enforcement of
antitrust laws to permit HIPC-approved joint ventures and networks

2. "State action" immunity for state-sanctloned arrangements require two
elements:

. conducted pursuant to a clear state pohcy to supplant
competition, and
. actively supervised by the state

Informing consumers

1. Collecting and analyzing utilization, expenditure and outcomes data

. Establish relevant comparison groups for isolated rural areas that
may be served by only one provider or health plan

* . Analyze patient referrals

2. Monitoring quality of care and financial and geographic access

3. Establishing state data commission with mandatory disclosure
requirements

4. Disseminate performance and cost information a "consumer reports”
format ‘

5. Certifying "centers of excellence" for certain procedures

6. Developing and monitoring consumer grievance and complaint system

Allocating and enforcing budgets

1. States may be given freedom for experimenting with various approaches
for setting and meeting a budget; or

2. Federal government may need to set state expenditure targets and
created disincentives for exceeding targets :

o Must ciearly define which items would be included in a state
budget constrained by expenditure limits

3. Must create mechanisms for containing costs of providers not
participating in health plans, such as in underserved areas



Issues relating to roles for state government

1.

Should state go at risk for the financing and delivery of health care
services, particularly in higher risk, underserved rural area?

What are the most effective ways for states to stimulate rural network
formation? How can existing capacity-building programs be
incorporated into a managed care system reimbursed under capitated
rates?

How aggressive should states be in enforcing antitrust laws when
considering rural network formation? Will state action immunity be a
successful strategy for permitting joint ventures that improve access and
contain costs for rural populations?

What role should the state play in collecting and disseminating health
care information to the public? How will the special considerations of
rural environments (e.g. low volume, relevant comparison groups,
interest in patient referral process) be addressed?

How will a federally determined global budget be allocated to the
states? Would budgets be based solely on historical expenditure levels,
which have typically been lower on a per capita basis in rural areas?
What role should states play in implementing and enforcing budget
limits? ’
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"EMS: The Missing Link in Rural Health Networks"

e Emergency medical systems are noticeably absent from most rural health networks.
In the near future this will be an issue of great concern for EACH/PCH grantees for
several reasons:

- Federal program rules specifically mention the development and
support of emergency transportation systems as one of the purposes
on which grant funds can be spent.

- EMS is a critical part of the rural health safety net

- National trends are increasing the demand for EMS in rural areas
(more elderly people, growing public expectations, earlier hospital
discharges, etc.)

- Profound concerns of rural citizens for maintaining EMS services

e EMS is more complex than basic ambulance transportation. It starts with
emergency access (e.g. CBs, 911 lines) and dispatch capabilities, rescue squads and
ambulance services, but it also includes communication with physicians during
transport, hospital emergency departments, transfer to specialty facilities, and
overall medical direction and quality assurance.

e Structural problems facing rural EMS systems often seem overwhelming:

- Volunteers are hard to recruit and must be provided with high quality

training
- - Outdated or weak communication infrastructures

- Major sources of financing for emergency services are often
inadequate

- Many rural areas lack qualified physicians who have the time and
interest to supply vitally important medical direction

* There have been some strategies that have contributed to successful EMS systems
development:

- Heavy emphasis should be placed on careful planning by all potential
players in the system. EMS system components are almost always
handled by multiple organizations. It is imperative that these various
groups be coordinated in an efficient manner.

- Networks must deal with cultural issues when developing an EMS
system. The community must be active in the development process.

- Medical direction is key. Two types of direction are important: 1)
on-line or real time medical direction, i.e. the actual giving of orders
or giving of permission to do certain interventions, and, 2) physician
oversight of all aspects involving patient care of a pre-hospital
system.



"Antitrust Facts and Fears: Skidding on Ice?"

¢ Because the EACH Program develops networks that often involve
arrangements between hospitals to apportion services, consolidate operations,
and perhaps even close some facilities entirely, antitrust has become a major
concern of many of the networks

* Antitrust law has few hard and fast principles or regulations, and when
dealing with these rural networks the issue becomes even more complex

¢ In general, antitrust enforcement has been favorable toward joint ventures in
the health care arena because they can be pro-competitive.” They can
produce efficiencies by reducing transaction costs, consolidating research and
development, or pooling resources, all of which can allow organizations to
compete more effectively.

* Networks that help to introduce new products or allow entities to buy or
share services and equipment that they could not have done on their own are
also viewed as pro-competitive.

* Networks become more suspect when the joint venture is undertaken by
competitors to disguise anti-competitive conduct.

* The key test for networks concerns the effect on competition; if a bona fide
joint venture promotes competition, then judges are more likely to rule in
favor of the arrangement.

* A 1943 Supreme Court decision in Parker v. Brown exempts state actions
from antitrust law. Thus state entities and state employees acting pursuant to
a clear authorization from the state are protected. Furthermore, a 1980
Supreme Court decision clarified that state action doctrine also immunizes
private entities from antitrust liability if the state has: 1) clearly articulated a
policy to displace competition with regulation; and 2) the state actively
supervises the anti-competitive conduct.

¢ An antitrust lawyer advised the EACH/PCH networks to consider the
strength of the arguments they can to support the "rule of reason" test, which
is used by judges to examine the particular effects of a particular activity on
competition. In order to have a violation of the rule of reason, there has to
be substantial adverse effect on competition that is not out-weighed by pro-
competitive benefits. |



"Throwing the Dice? Risks and Realities in Rural Health Network Financing"

e The Health Care Financing Administration has not developed an official set of
regulations regarding the designation of EACH/PCH facilities. Consequently, rural
hospitals had been asked to make choices about financing and licensure status before
they knew the final rules and implications. Because of this uncertainty, it remains
unclear which' set of financing strategies will be most favorable. for certain ural
hospitals.

¢ Almost any reimbursement alternative to the Medicare prospective payment system
(PPS) has been welcome news to small rural hospitals. Because many of the
hospitals have been financially harmed by PPS; a cost-based reimbursement system
may appear to be a blessing.

* However certain rural hospitals may not find it to their advantage to abandon the
PPS system just yet. Federal legislation that changed PPS rules in OBRA 1989 is
beginning to improve the financial picture for many rural hospitals.

e Three grantee state conducted studies on the various reimbursement options came to
the conclusion that a successful financial strategy is dependent on the allocation
between inpatient, outpatient, and long-term care services and not solely on whether
a PCH is reimbursed on a cost or risk basis.

* The studies indicate substantial benefits may be possible by beefing up primary care
services and billing for them using a blended rate of facility costs and
professional services, which are paid on the basis of reasonable costs.

* While hospitals are still unsure about the financial implications of the EACH
Program, the studies stressed the importance of performing financial analyses and
ongoing efforts to reorganize or improve the management of existing services.
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penalize sectors that increase volume by offsetting reductions in the next

‘year's prices. Such controls block efficiency-improving reallocations

across sectors, such as doctors working harder to keep people out of
hospital. They create a "tragedy of the commons" as the most
economical doctors are penalized. They leave all the cost-increasing
incentives in place, even intensify them as prov1ders ‘struggle to

- maintain target-mcomes

Top—dbwn "global budgets” if imposed on capitation rates of integrated
financing and delivery organizations would évo_id some of the worst
inefficiencies and disincentives. But they would focus the whole health
services industry on political efforts to raise or maintain the ceiling as a

~ percent of GNP. The British refer tothe likely behavior as "shroud

waving." Such government-imposed limits deny consumers the
opportunity to choose more or less costly systems of care. Such‘ "global
bﬁdgets“ would raise a whole maze of paradoxes and conundrums:
would they be equal per capita across states? If unequal, on what basis?
How would one deal with high cost vs. low cost states? Could one

justify locking Massachusetts and Arkansas, with a nearly two-fold

difference in per caplta spending, into the same equal percentage rate of
increase forever? Who decides? On what basxs” :

The whole h1story of government—1mposed prlce controls is that they do

not lower cost to consumers.

Managed competition puts “"global budgets” in the hands of the

managements of health care organizations, and uses impersonal market
forces to motivate managements to improve quality and cut cost.

Managed competition will not take until the year 2100 to transform the
health care financing and delivery. It does not depend merely on the

steady growth of existing prepaid group practices. In- response to
‘managed competition, thousands: of hospitals and their medical staffs

could quickly form integrated organizations and begin accepting
capitation contracts. Many individual practice and network model
HMOs could expand very rapidly. And Blue Cross and/or Blue Shield
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plans must now have statewide-preferred provider networks in
existence in practically every state.

Conclusion

The managed competition idea attracted widespread support in 1992, in
recognition of the urgent need to do something serious about costs, and as an
alternative to federal price controls. Senator Tsongas adopted it as his health
platform. In developing its proposal, the Bush Administration began with a
managed comﬁétition model.??  Unfortunately, for political reasons, they
withdrew some of the essential features needed to make it effective, especially

“the limit on tax-free employer contributions to employee health care, and the

powerful tax incentive needed to motivate small employers to join HIPCs. In
April, the 60-member Conservative Democratic Forum in the House of
Representatives announced its support for the Jackson Hole Initiative. They

introduced a bill, the Managed Competition Act of 1992, in September.30 A

similar bill was introduced in the Senate and drew bipartisan support. In

 October, Governor Clinton said, "Managed Competition, not price controls,

will make the budget work and maintain quality."3!

Managed comj:}etition is compatible with a variety of ways of financing
universal coverage, from a tax-financed approach as in the proposal of
California Insurance Commissioner Garamendi32 and my 1977 proposal to
the Carter Administration,!2. to an employer/employee mandate plus an
individual mandate and subsidies for the nonemployed, as in the Jackson
Hole Initiative, to an individual mandate. Thus, it can appeal to liberals
whose main concern is universal access, and to conservatives who have
strong. preferences for decentralized private markets and against centralized

government power.33

Like any serious reform préposa'l, attempts to enact a national managed
competition model will be controversial. Some of the most powerful
Congressional leaders distrust market mechanisms and prefer direct
government price controls. Many of the specific features of managed
competition will be opposed by various private sector interests seeking to
hold onto the present market imperfections that favor them. However,
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- recent months have seen considerable movement among private sector
interests toward support of real managed competition as it becomes apparent
that government will be forced to act decisively to contain costs.

In the coming debate, managed competition has the important advantage that

it is compatible with strong American cultural preferences for limited
government, voluntary action, decentralized decision-making, individual

choice, multiple competing approaches, pluralism, and personal and local

responsibility.34
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Rural Health Care:

Improvements Through Managed Competition

A Draft Discussion Paper

from the Jackson Hole Group

INTRODUCTION

Because spﬁrsely populated. or rural, areas present unique challenges to health care delivery
systems, it has beén suggested .that managed competition as described in the Jackson Hole
broposals will not work in such areas. This paper discusses how managed coﬁlpeﬁﬁon can be
applied to. many rural areas to achieve éubstantial improvements in rural health care through a
basic restructuring of services. It also describes a health care.reform for.more sparsely
populated, frontier areas that is compatibie with manageu compctifion, but siresses
community cooperatibn. In either case the end result will be improved access to health care.
through AHPs which are legally obligated to deliver, and publicly a;countable for the :
01_'1tcomes of, the uniform effective health benefits (UEHB). Recognizing that there are a
variety of thoughtfﬁl, creative, and successfui experiments with health care delivery systems
ongoir;g across rural America, this paper offers rural health care experts the opportunity to

explore those ideas in light of managed competition concepts, and to critique and comment on

the proposals offered here.
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The body of tilepaper cerries a misleadin_g interventionist toﬁe. This is because the paper
devotes substantial attention to the e;{ception areas that may neeessitate some fofm ef public
intervention. These afe likeiy to "be" the tme frontier areas of the country. Less attention is.
focused upon the majoﬁty of rural hareas where nﬁnaged vcompet}ition, through flexible AHPs,

can improve the quality and control the costs of health care without public intervention.
' BACKGROUND - CHARACTERISTICS OF RURAL AREAS

Demographics. Rural health care suffers primarily from the problem of access, stemming
from a shortage of health professionals, services. and facilities; geographic/climate barriers

such as mountain ranges. bodies of water, severe weather, difficult/slow roads, and sheer

distance; and unique demographics.

Rﬁrai residents are left out of the tr'aditionaﬁy employment—based'health'insurance system
because a larger percentage 01‘ them are unemployed, self—employed seasonally emplayed or
employed by small busincsses (NRm\ 1997) Acwzdmgl» a larger percentage of rural - |
Americans are forced to purchase insurance in the individual market. I-Iere again, rural |

Americans are at a disadvantage, due to both their econvmic status and their occupations.

Rural populations (27% of the total U.S. population) have a larger percentage of senior
citizens and citizens below the poverty line than the rest of the population, with the exception

of inner cities (NRHA. 1992). While accounting for slightly more than a quarter of the U.S.

1 . .
The definicion of rural used in the National Rural Health Association policy paper is non-metrarolitan residents.
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http:non-met'::'!:Iro1it:.an

vp()pulation, 'rural areas account for about ohé-third of the totzﬂ population living below the -
federally defined povérty line (OTA, 1990). In addition, the occupational hazards of the
agricultﬁral sector ﬁavg: put farming éhead of mining as the most dangerous profession in
Arﬁerica. Agricultural workers account for 3% of the work force and 1‘4% of work-related
deaths (Ingersoll, 1989). This pﬁshes the alrezi_dy high indi?idual: market premium;s faced by
rural Americans even higher; Rural America has also been hard hit by the economic
downturn of the 1980s. In 1982 the ml;al unemploymeni rate was 10.1%. By 19835 when
much of the country was begiﬁning to recover, it had dropped to 8.4%«5&11 higher than the

| urban rate. The?sc factors coritriﬁute to the number of people uninsured--14.5% in rural

areas, 12.3% in non-rural areas (Ries, 1987).

The result is that those citizens who could benefit the most from preventive and primary care
frequently have little or no financial access to those services. This means they are postponing

or going without health care until their health problems become acute.

I‘vlanpuwér Shortage. Recruitmeni and supply of primary care physicians is a significant
problem throughout ﬁg American health care system, but the shortage of physicians is
especially acute in rural areas which have been chronically underserved. Small town -
practices are extremely demanding and uéually lack the subport angi back—upv systerhs available
in cities. The small-tdwn physician has the same expenses as any other physician, and more
un;;ertajn sources of income. In addition, our medical education system is biased tpwai'd-

training specialists, rather than the generalists required in rural pract;icesf

Financing Pressures and Distortions. Due to the high percentage of Medicare and
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| Medicaid recipients in rural popul\ati'ons; rural heait_h care praceiﬁoners and orgenizaﬁeﬁs tend
to be rnc)fe dependeni on goVemment‘ fevenues. ThlS relianee on government payments often
prevents ’reo\rgani‘zatiohfof feeilities and services to better meet the needs of the pOpelatioﬁ. |
' The FederaI EACH/RPCH program and state erogramS'iﬂ Montana, C:ﬂifomia' Kahsas
Mame Wisconsin, Oregon and Flonda are expenmentmg with this kind of reform now.
Some of these programs have not met expectanons however, because they are still tled to the

- traditional segmented health system stmctures and cost-plus mcennyes.‘,

BACKGROUND - MANAGED COMPETITION

Strict Managed Competition, as based on eompreherisive .erganized deﬁvery systems
compeﬁng on the basie'of cost and qualiiy, does not apply'toi spé;sely poﬁuleted areas. But a
broader understanding o'f' managed competition; the forms it can eake, and the possible
structures of an AHP, will ého§v that ménaged competitibn will wifk in much rural America.
‘ And in the remaiﬁdef of rural areas V(u'ue ’froniier areas) 'Lhe basic. instituﬁons of managed o
: eompenﬂon Aewuntable Heahh Plans (Ai Iy o) and Hedlth Plan Purehdsmg Cooperdtxves |
(HPPCS), still offer the best h‘amework in 'whxch to improve the accesAs'to, and qua.ht.y of,
health care. Most criticisms suggest that sﬁccessfullma.naged eempetition depends on a
heavily pepulated area in wﬁich a number of A_HPS could cdmpete offering a full renge of
services. But one of the stre;lgms of the American health ‘syste-r_n is «itsvdiversity, and the

ability to offer etfective services in many forms.

In many rural areas competition will occur among smaller, primary care facilities. These:
facilities will be either independent organizations .(AHPS) that contractWith other providers
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for specialitzeld caré, or branch ofhcés'of urban AHPs. vThi‘s‘ type of oovrnpetition does not ) :
| require the same _dénsrty -‘of popnlation as required byAlarger, fnil-newice AHPS For -
examplve,.althongh' an area of 20,O(Y)(‘)‘:oould’nv0t support v_three. comprehensine AHPs, itlcould
support thrée c‘ornpeting nrimary t:are’fat:ilities.j In aréas with a \*ery limited numbér‘of A
providers, ‘competition between AHPS couxld‘take place within indiVi(tual providers. That is,
the nroyid‘er.wou_l.o contract with multiple AHf’s and the individuals Vv‘vould c'hose. which AHP
to join on the basxs of other .services, su.'ch zts referral netWorks, and traveli'ng spocial_ists; as

~ well as ‘cost and quaiity 'Urban AﬁPs" will‘ be’encouraged to set up branch ‘ofﬁces with
legtslated subsu:hes targeted for rural areas—or throuzh demands from the large purchasers

( government, large employers or groups of small emplovers) Fa1r rates of Medtcare and

: Medtcatd relrnbursement (ensured through HPPC purchasmg) w111 also entice urban AHPs

into 'rural areas.‘ Assummg a rural pnrnary care physman can serve an average of between .
1,500 and 2,000 patients, these offtces will require fewer :subscribersto s.ustain‘ them than‘ |
full;service AHPs. ‘Ciompetition will occur: ao kAHPs. atternpt to expand ’rnarket share, and
rural providers .‘band together to fform AHPS. | v'I:he sizé of the 'popu‘lation base will dictate the
_exact scope of services rural fa\.muts can ethcrenﬂy otter in site. It is important to note that
.the nature of compennon in ru.ral areas may be quxte dtfferent than that in urban areas.

Access is r.he major problem in rural areas. Therefore rural consumers W111 be most
sensmve to 1mproved access. Accordmgly rural AHPs will devote a 1arger percentage of
~_resources to xmprovtng access. -In general, by relymg on market forces, managed cornpetmon

will ensure that delivery Systems,work hardest to fix the wor_St problems.

In response to competmg HMOS Mavo Chmc is settmg up pnmary care branch ofﬁces to be

avaﬂable to all inhabitants w1thm 120 miles of Rochester No Mayo subscnbers in thlS area
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. will need to travel more than 30 minutes to see their physician.

Much of what is considered rural‘vAfnerica can be served by managed competitién. Some
more sparsely bopulated,areas,'mdugh, will not support competition. The following
prppcsals which utilize the basic structures of managed competition (AHPs and HPPCs) are
targeted towardsAthose areas that are unable to support campetition --_frbntier‘ areas. These
models stress community cooperation té set up an AHP and improve quality of, and access
to, health care. Quality and éfﬁciency will be assuréd by a community that realizes the
economic importance of a quality health system and the use of benchmarking in evaluations

by the area HPPC. In either case cdmpetition and cooperation will both focus on the unique

barriers to access in rural areas.
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)

PROPOSALS

Rurai AHP Authorities (RAAs). fhe Naﬁbnal Health Board will be charged with 'creating)
regional Rural AHP Authorities, which will in turn be responsible for ensuﬁr;g that AHPS
serve rural areas. RAAs will foster éémmunity cooperation in areas where a single AHP is

| apﬁropriate, énd compé_titionv in‘areas wilere that is the preferable niddel, but not yet fully
realized. Other rural areas, Qhéré mﬁlﬁple AHPS operate, will hoi be dii‘ééﬂy» affected by
RAAs. HPPCs ;.vill be résponsible for‘m'(v)nitoring the rural AHPs. The Vmonitoring aﬁd

formation functions are separated to prevent the HPPC from having a vested interest in the

success ot one AHP over another.

On top of advisory and other advocacy functions, the RAAs will use two incentives to attract
AHPs to rural ai*eas: subsidies, and exclusive franchising. Of these two, subsidies is the

more desirable, being better able to preserve beneficial market forces.

Subsidies. Subsidies will hélﬁ offset high per capita fixed éosts in low population density
a‘reés, bi;t will nét be as effective in helping ‘to offset the 'cééts of. infrastructﬁre developmeﬁt.
Accordiﬁgly, subsidies will work best when the healﬁh care infrastructure in place is sufficient
to allow AHP férmation without large cépitél investment. The capitatign subsidies will be

overt, to prevent distortion of other premiums through cost-shifting. |

Exclusive Franchise Agréements. When substantial investment is necessary and existing -
infrastructure and providers are minimal, as will be the case in some ot the most remote areas
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‘with lowest population de.nsity, RAAS may ﬁa?e, to offer more attractive enticements to
persuade an AHP to commit to an area. The RAA will need government funds to distribute
to facilitate development.’ In situa:ions where the AHP, even with the subsidy; will have to
make a substantial investmem; therRAA may have to offer the additipnal incentive of an
exclusive franchise for a significant period of time. In this case, the AHP would set prices
with the approval éf the HPPC. Any franchise agreement would attempt to ensﬁre that
résidents in the area receive afford‘able,iquality care, and would be awarded only after a
competitive biddmg process. .Bidding AHPs would agree to charge certain preim'ums in

exchange for a given amount of governmental assistance.

Where implementation funds are larger, .or the necessary investment smaller, an exclusive
franchise may be unnecessary--or could be granted. for a shorter time peﬁod. In either case,

" areas operating under an exclusive franchise agreement would require special attention from

the HPPC due to the lack of market forces.

It should be noted that deiivéring rural healih care does not require a large infrastructure.
Actually developing the facilities for a néw AHP with full-time providers should be an
expensive exception. Since the key héspitals are already in place, increases in the number of
pﬁmary care physicians and better systems of communication and organization are the needed
imf)rovements. In most cases. the infrastructure would amount to a few‘ prirﬁary care offices,
linked to an éstablished urban center. Therefore subsidies élohe, without the exclusive

franchise. should be enough to attract AHPs té most markets.

The RAA will need to petition the NHB for subsidization and implementation funds and for
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the right to offer exdlusive franchise. 'In either case funds or authority will only be granted
 after the RAA has proven necessrty The RAA will need to demonstrate some, or all of the .

tollowmg madequate density of populatron madequate mfrastrueture and falled attempts to.

attract an AHP (mcludmg orgamzmg present purchasers)

The RAA will 'act as a rural advocate. AIts duties will hinelude ‘enconrag'ing developtnent of

k infrastrucnxre to be shared by‘AHPs. Fdr example, (:ornntunications systems cnuld be shared
by rnral providers to reduce o\k/erheadi expense.-' The RAA could also coordinate among the
local AHPs the efﬁcient delivery of emergencv cnre. The RAA will also perform
consuitative tasks and will take steps, mcludmg the: orgamzanon of purchasers, to attract
"AHPs to an area betore subsxdtes are givén out. As an organrzatlon mteracttng with all ‘

AHPs in a region it will be in a position to offer help and advice to rural AHPs on a

‘contnual basis.

In rural 'area's where there is an'exisﬁng network ef providers, ,but population densities and
distance to the nearest urban center inhibit competitinn the RAA Qill encdurag:e the

| .development of a c00perat1ve community based AHP In these areas there w111 be more o
be gained from cooperatton among the provxders than from competition between them The
| cooperanve model will be pursued tn areas where exrstmg provider networks are, to an
adequaté extent. in place, but that can notvsu_pport cdrnpetiﬁdn. This shonld be distinguished

from the exCltlsive franchise model where substantial invéstment will be necessary to create. |

. networks. .

Although the. Jackson Hole Group maintains that a majority of rural areas will be served by
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competing AHPs, it avoids cétegoﬁziné rural areas. The groué realizes the diversity of rural
conditions and present delivery systems. The deéisidn to pursue a more cooperative model in
frontier areas, as opposed to a competitive‘one, will be a local one made by the RAA w_ith

input from all concerned parties 'in;:luding: providgrs, cénsumefs, employers, and goveﬁxment

officials.

Heaith Plan Purchasing Coeperati&eg (HPPCS).Ak HPPCs wiH perform the same functions
in sparsely populatéd areas as>they will in urban areas, but will assume additi'onalkmonitox.‘ing. *
and regUlatihg functions in order to supplemen.t inadequate competition in s'ome‘areas.

HPPCs will be. chargéd with monitoring AHPs 'thai operate ﬁnder an exclusive franchise, and
AHPs that operate without competition, or inadequate competition, for other reasons. The
later are likely to be cooperative AHPs or AHPs ‘thaf have carved out a unique market niche.
In all of thes;: areas where market‘forces are inadequate the HPPC will need to compensate

| with increased monitoring and regulating‘capabilitiés;' The HPPCs will be given the authority .
to take action if the AHP fails to deliver quality éare at a reasonable price. In evaluating the
AHP to make this determination, HPPCs will utilize benchmarking s@ndmds, including
premivums charged by other AHPs, non-competing rural AHPs in particular, as wéll as

standard, nationwide outcomes data.

Since in many cases an AHP that is the sole provider in a sparsely popﬁlated area might also
provide care in a highly competitii'e area, a comparison of rates in Lﬁe sparsely populated
area with rates in the competitive area will‘ﬁelp_ turther tovevaluate an AHP’s performance.

: Legisiatioﬁ forbidding, or limiting, geographic discrimination could reduce ‘the HPPC's

- responsibilities in these cases. Furthermore, competition in its true sense will be present at
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the fringes of AHP "territories.” The HPPC can monitor competition at the fringes and use

it as another source to evaluate AHP performance.

Sanctions against AHPs that do no'z perform. Sanctions that might bé taken could include the
reduction of subsidies or the cancellation of exclusivé franchise. In some cases, direct
regulation of premiums .xﬁight be necessary if it is imposSible, for practical reasons, to
displace an AHP. These régulafory actions would at least be Subject tokreview by the

National Health Board.

Before sanctions are taken, however, the HPPC will be responsible for alerting an AHP to its
substandard peﬁbrmance, and perhaps helping to coordinate pro-active measures with the
RAA to address the problem. These responsibilities lie with the. HPPC because of the local

nature of the services, and the problems that might arise.

Accountable Health Plans (AHPs). With some alteration in physical structure and
managerial expertise, AHPs are well-suiicd 0 deliver health care in rural areas. The
coordinated care offered by an AHP will be especially beneficial in rural areas where care is
presently often fragrﬁemed. AHPs are required by law to make care available and are
accountable for patiéni fxealth oufcomés. Rural AHPs will gﬂ)& and develop along regional

and geographic boundaries and may often cross state lines.

The rural AHP structure and management will need to retlect the unique communications
challenges of rural settings. Since it will be economically imprudent to provide some required
sﬁecialty services. on site, residents will receive primary caré near.-home and will go to the
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appropriate urban center to regeive specialized care. As mml AHPs de\_felop, they will create
circuits to be traveled by specialists, so that more s‘ﬁécialized care will be delivered in rural
areas. Rﬁral AHPs are likgly to take one of two forms: An AHP could bé based in the
sparsely populated aré:a, and contréci with sbecia]ty seryi;:es in ﬁrbau areas ibr,f AHPs in urbgn
areas ‘could competé for markét share in-‘ gﬁrr{}uﬁdihg rural areas by estéblishing branch |
4ofﬁces‘ offering primary care. Either option should offer the same beheﬁts to rmﬁl
practitiogers, making recruitment cfféns more successful.... This4 organizatioﬁaj structure will
help to revet;e the current trehd of self-referrals to urban préviders and ensuré the‘viability

of appropriate rural facilities.

Mazzpower. As rufal center§ of care become atfiliated with AHPs, rural providers will find a
strong backup consisting of high-tech and low-tech coﬁ:munications‘linkage, complgte
outcorhes data, liability coverage; réferral capability, ’timi: ‘off 'for vacation or training,
gua‘rafxteesl of working conditions ‘and_: hoﬁrs.-an’d a career track. This improved support
system' will make it easier to recruit p;oviders to rural areas where such Supﬁort is lacking
now. Rural physicians will benefit fre..: mc complete kngwledge base of a large AXEP i
treating patients. When a specialized 'procvedure .is necessary, thé patient can be réadily.
referred to a more appropria;:e faciiity. As AHP§ design fheir dei;very netwerks, they are
likely to incorporate the use of' mid—levgl practitionérs to further extend access to the most

sparsely populated areas.

Existing Facilities. Any workable reform initiative should take advantage of the -
* opportunity to incorporate existing facilities such as, Community and Migrant Health Centers
(C/MHC). C/MHCs can become affiliated with AHPs. - This affiliation will offer a unique
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- opportunity- for a public/private partnership in fulfilling the mdigent care mission. C/MHCs
are a logicél place to continue to provide care for the few remaining uncovered individuals.

For this mission C/MHCs will need extra sources of government funding.

Tax Codes. The Jaékson Hole Group recognizes that restructuring health care delivery in
rural areas may take longer than in u;rban areas. To allow time for a smooth transition, and
to guard agﬁinst penalizing ruralrresidents who will have fewer health cére alternatives, we
propose deferring the implementation of new tax codes in rural areas fof two years. It is still
possible that in some rural areas residents will not have access to tax-preferred health care
co#erage,‘ éven after the two- yeaf périod, due to recalcitrant providerﬁ who ére unwilling to
change practice styles. Thought should be given to either taxing those providers directly or
forcing them to accept Medicare fee schedule payments. But first every effort should be
made to ensure that AHPs are able to offer, and‘actuaﬂy do offer, attractive partnership
agreemen§ to rural physicians that include fair reimbursements, the availability of
networking, and other support services. Any reform initiative will, and should, fail if it does

not promote attractive arrangements of this nature.

Financing. vHistorically rural providers have been more dependeﬁt tﬁan urban providers on
goverriment revenue;s dﬁe td the higﬁ percentage of Medicare and Mediczﬁd recipients that
they serve. To address the market and system distortions caused by the dependence on
government revenues, the Jackson Hole proposal would channel ail government money
through the HPPCs, removing the distorting effects of Medicare and Medicaid
reimbursements and the attendant slow fedgrai waiver process. Furthermore, government fwiii
pay t;h‘e same, fair rate for health care coverage. Many of the probiems stemming difectly
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frorq under-_compensatjbn (including lack of ‘a'ccess due to unwiilingneSs of providers to locate
in‘thesé areas) will be ameliofated. With these distortions removed, the markét wiil be free
to reform the health care delivery system in the most appropriate'Way. ‘In short, specialized
procedures will be concgr;ﬁ‘ated inio fewer centers and rural facilities will focus on primary
care services. Competition and the obligation to serve a defined population will force AHPs
to design efficient delivery systéms that improve access and ,rﬁeét the needs of all Americans
over extended periods of time. The result will be a reduction in underutilized rural facilities

and the creation of an efficient network of facilities that delivers higher quality

comprehensive medical care.
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We welcome, and encourage, any comments you might have regarding this document. Feel
free to call or return this document with your comments. Your name, address, and telephone
number would be appreciated, to enable efficient follow-up on comments. Thanks!

Jackson Hole Group | o Telephone: 307/739-1176 or 9886
P. O. Box 350 ' ' Fax: 307/739-1177 or 9887

Teton Village, WY 83025

FED EX: 6700 North Ellen Creek Road -
Jackson, Wyoming 83001
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