An Analysis of Medicare Administrative Costs

Since Medicare ig an established form of national
health insurance for the aged, an analysis of the
program’s adminisirative cost experience should
yield valuable insights for discussing administrative
aspects of national health insurance. This article
points out the pitfalls of blindly using the com-
monly accepted administrative costs-to-premiums
ratios in comparing the administrative efficiency of
differing heallh insurers.

On a ratio basis and on a per enrollee basis
Medicare’s HI has proven to be less expensive
to administer than SMI, but SMI adminisirative
costs are lower on a per claim basgis. Medicare
business accounts for e large proportion of the
health insurance business of the program inter-
mediaries and carriers, but no staiisiically sig-
nificant relationship could be found between the
administrative costs in their regular business and
in their Medicare business.

There is a direct relationship between the pro-
portion of evtended-care facility bills handled and
intermediary administrative costs. Because SMI
claims are more amenable to data-processing
handling, the level of individual carrier adminis-
trative costs reflects the stage of development of
their electronic data-processing systems.

ALL, HEALTH INSURANCE expenditures,
public and private, totaled $35.2 billion or 3
percent of gross national product in 1972—an
indication of the magnitude of the health insur-
ance third-party reimbursement sector. At the
same time, it cost $5.1 billion to administer these
health insurance programs. Though the Medicare
program accounted for almost 30 percent of all
health insurance benefits paid, its administrative
expenses only amounted to 8.5 percent of total
health insurance administrative costs.?
Medicare is a large public program and large
absolute sums are spent on the administration of
the program. Furthermore, Medicare has been

* Division of Health Insurance Studies, Office of Re-
search and Statistics, Social Security Administration;
and Department of Economics, University of Florida,
respectively. The authors are indebted to Karen Davis
of the Brookings Institution for extensive comments on
an earlier draft of this paper.

! Medicare’s administative costs were $474 million in
1972, ¥or the provisions of the Medicare law and regu-
lations, see Medicare: Health Insurance for the Aged,
1971, Section 2: Persons Enrolled in the Health Insur-
ance Program, Office of Research and Statistics, Social
Security Administration, 1978, pages xxili-xxvil.

BULLETIN, AUGUST 1974

by RONALD J. VOGEL and ROGER D. BLAIR*

an operating program for 8 years, represents a
relatively unique blend—on so large a scale—
of public financing and largely private adminis-
tration, and is the source of an accumulation of
administrative experience.

As of February 1974, there were 17 national
health insurance bills before the Congress. Fif-
teen of those bills envision an administrative role
for the private health insurance sector and some
of the bills embody a mixture of public financing
and private administration verging on the Medi-

care model.? Since some form of national health
insunrance for the entire popn]n.ﬁnn is under con-

sideration and Medicare already is a form of
national health insurance for the aged, a study
of Medicare administrative cost experience should
yield valuable insights for the discussion of the
administrative aspects of the various bills on
national health insurance.

Beginning with Medicare administrative costs
for the July 1966-July 1972 Medicare period,
each facet of the Federal Government’s involve-
ment with Medicare is explained on an agency-
by-agency basis to give the reader some famili-
arity with the agencies, their respective tasks, the
costs of those tasks, and the cost allocation pro-
cedure. Then, the components of total Medicare
administrative costs on a per enrollee basis are
analyzed and the per bill administrative experi-
ence of the intermediaries and carriers are ex-
amined on an aggregate basis to determine those
factors that contribute significantly to adminis-
trative costs.

A discussion of the extent of intermediary
and carrier involvement in Medicare on a disag-
gregate basis follows. Analysis of intermediary
and carrier costs indicates a wide range of ex-
perience. Subsequently, comparisons are made of
intermediary and carrier operating results in their
own business with operating results in their
Medicare business. This comparison represents
an attempt to ascertain if the Medicare business
is somehow different and, thus, to explain why

? See Saul Waldman, National Health Insurance Pro-
posals: Provisions of Bills Introduced in the 93d Congress

28 of February 1974, Social Security Administration,
Office of Research and Statistics, 1974,



Medicare operating results are different. Because
the Federal Government’s role in Medicare is
primarily that of a financier, enforcer of stand-
ards, and gatherer of statistical information per-
taining to the program, as it would be under any
publicly financed program, regardless of the de-
gree to which private contractors perform other
services, the final sections of the article place
major emphasis on the cost performance of the
intermediaries and carriers.

EFFICIENCY MEASURES OF HEALTH INSURERS

One of the measures commonly used by the
insurance industry to compare the efficiency of
insurers is the operating ratio, an expression of
administrative expenses as a percentage of pre-
miums paid by insurees. In 1971 that ratio was
23.5 percent for all commercial insurers, 7.0 per-
cent for Blue Cross-Blue Shield and other hos-
pital-medical plans, and 5.1 percent for Medicare.?

Although these figures seem to indicate that
Medicare is administered in a more efficient man-
ner than other health insurance programs, such
efficiency comparisons raise more questions than
they answer. Most often, comparisons of insurers’
operating efficiency are made on the basis of the
ratios of administrative expenses to claims expense
or administrative expenses to premiums. While
such comparisons may be useful in some contexts,
they may also obfuscate certain essential trade-
offs that an insurer may make. In an analytically
precise form, the insurance relationship can be
seen in the equation B = P — (A -+ C), where
B is a break-even point for nonprofit firms such
as Blue Cross-Blue Shield or Government or a
targeted level of profit for commercial firms, P
is premium income or tax revenue, A is adminis-
trative costs, and C is claims costs.

Whether administrative costs are divided by

3 The hospital insurance segment of Medicare has no
premiums. The denominator for the Medicare ratio is
administrative cost plus benefits paid. Sources of the
data used to compute these ratios are: Health Insurance
Institute, 1972-73 Source Book of Health Insurance Dala,
1973, page 5; Marjorie Smith Mueller, “Private Health
Insurance in 1971: Health Care Services, Enrollment, and
Finances,” Social Security Bulletin, February 1973, table
13, page 15; National Underwriter Company, 1972 Argus
Chart of Health Insurance, page 112; and tables M-7 and
M-8 of the Social Security Bulletin, March 1974, pages
62-53.
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‘premium income or by claims costs for purposes

of comparison, the differing nature of the health
insurance business demands that the ratios vary
widely, depending upon which variables different
insuring organizations use to break even or gain
a targeted level of profit. One insurer may be
lax on claims review, and his claims costs may
be relatively high but his administrative costs
may be lower because he uses less staff. Another
insurer may have lower claims costs, and his
administrative costs may be higher because of
his extensive use of claims examiners. A third
insurer may be able to raise premiums to com-
pensate for increases in administrative costs or
claims costs. The insurees of all three insurers
may be receiving the same amount of real medi-
cal care and real health insurance, but the ratios
of administrative costs to premiums or claims
costs will differ.

Ratio comparisons further demand that all
other things be equal. If certain relevant char-
acteristics of the populations being served are
different, the comparisons may be distorted. When
administrative costs, for example, do not increase
at as rapid a rate as claims costs (a medical bill
twice as large does not produce administrative
costs twice as large), then comparing ratios of
administrative costs to premiums or claims costs
for the purpose of determining efficiency will
give misleading results if one insurer’s popula-
tion has large medical bills in relation to those of
another insurer. Moreover, differing insurers’
benefit packages may affect the ratio because
some types of coverage are more expensive to
administer than others.

More important, perhaps, efficiency compari-
sons based upon ratios such as administrative
costs to premiums or claims costs also imply a
certain concept of the insurance function that
may not be completely valid. When an individual
buys health insurance or enrolls in a program
such as Medicare, he purchases pure insurance—
that is, a contingency claim against future losses
of wealth—but he also buys a package of services
along with the pure insurance. Such services in-
clude information, certain time-saving features,"
and various levels of availability of assistance in
the illness-payment process. Since administrative
costs contain the costs of administering both the
pure insurance and the ancillary services, valid
efficiency comparisons for differing insurers may
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be made only if either the ancillary services are
identical or if administrative costs are stripped of
the costs of these ancillary services.

MEDICARE ADMINISTRATIVE EXPENSES

Medicare covers hospital insurance (HI),
financed through the payroll tax in the same
manner as old-age, survivors, and disability in-
surance benefits are financed, and supplemen-
tary medical insurance (SMI), jointly financed
through general revenues and monthly premium
payments deducted from the monthly benefit
checks of the aged and by the premiums paid by
persons aged 65 or over who are not entitled to
social security benefits but who have enrolled
voluntarily for SMI coverage. Until 1973, these
payments bore a systematic relation to expected
expenditures under SMI: the premium was set
at one-half the cost of the program. In 1973 the
method of financing SMI was amended. The
future rate of increase in the beneficiary share of
the premium will be limited to the rate of increase
in the amount of old-age benefits. General rev-
enues will pay the rest.

Although the Federal Government is the in-
surer under Medicare, the major portion of pro-
gram administration is handled by the inter-
mediaries for HI and carriers for SMI. The
82 intermediaries and 48 carriers are reimbursed
for the reasonable costs they incur in performing
administrative functions .for the Government.
Intermediaries are selected by the Secretary of
Health, Education, and Welfare on the basis of
nominations from groups or associations of pro-
viders. A member of a provider association, how-
ever, may elect to be reimbursed by an interme-
diary other than that nominated by his association
or may elect to be reimbursed directly by the
Social Security Administration. About 90 percent
of all payments under HI currently are made by
Blue Cross plans.

Carriers, on the other hand, are selected directly
by the Secretary of Health, Education, and Wel-
fare. With the exception of the benefits for rail-
road retirees (administered by the Travelers
Insurance Company), carriers are assigned ad-
ministrative responsibility for the services pro-
vided in a geographic area. Thus, for example,
beneficiaries who may be Pennsylvania residents
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visiting Florida are expected to submit claims
to the Florida carrier for any medical expenses
incurred in that State and to the Pennsylvania
carrier for any medical expenses incurred in
Pennsylvania. A patient may deal directly with
the carrier, or he may assign his bill to the
physician or other supplier for collection if he
is willing to accept assignment from the patient.
About two-thirds of all SMI bills were assigned
in 1971. When there is no assignment the Medicare
envollee has to pay the difference between what
the physician charges and what Medicare pays
as an allowable charge. The percentage of assigned
claims decreased in 1972 and 1973.

Intermediaries make payments to hospitals,
extended-care facilities (now called skilled-nurs-
ing facilities), and home health agencies for
covered items and services on the basis of rea-
sonable cost determinations. They also audit pro-
vider accounts to determine the accuracy of
Medicare billing, make cost reports and checks
for reasonableness of costs, conduct claims re-
views to check the coverage of services billed,
and monitor the appropriateness of medical treat-
ment. Carriers determine allowed charges (based
on the customary charge by the individual pro-
vider for the specific service and based on pre-
vailing charges in the locality for similar services)
for bills submitted to them by physicians or other
suppliers of services. They also pay 80 percent
of the allowed charges after an annual deductible
($50 until January 1, 1973, $60 since that date)
has been met.

It is commonly acknowledged that the Medi-
care program is more comprehensive and complex
than much of the health insurance coverage pro-
vided by commercial insurers and the Blue Cross-
Blue Shield plans. An examination of some of
the significant characteristics of Medicare and
other plans may help to explain cost differences:

(1) Intermediaries are required by law to make
payments for services based on reasonable costs.
(Reimbursement formulas are applied to cost re-
ports made by providers to establish reasonable
costs.) As a consequence of this payment system, in-
termediaries must audit providers under the HI
program. These provider audits are one of the
largest expenses in the program. Commercial in-
surers do not have this expense; some of the Blue
Cross plans require very limited or no audits in their
own business.

(2) The SMI portion of Medicare, in determining
payments to physicians and other suppliers, applies



TapLE 1.—Medicare trust fund expenditures: Amount of benefit payments and administrative costs, fiscal years 1967-73

[Amounts in millions]
Administrative costs
Numger o Total Beneflt Total Int diari G t
enrollees ota ene ota ntermediaries overnmen
Fiscal year n expenditures | payments
thousands) P tof P tof P ¢ of
ercent o ercent o ercent o
Amount | o nenditures| AMOUNt |orponditures| Amount expenditures
HI and SMI
19,115 $3,345 $3,171 $174 51 $04 2.8 $80 24
19,496 ,376 N 250 47 153 29 97 1.8
19,815 ,603 6,299 304 46 193 29 110 1.7
20,278 7,133 6,783 350 49 234 33 118 16
20,732 7,885 7,478 407 52 263 34 144 18
21,150 8,793 8,3 429 49 285 32 148 16
21,601 9,634 9,040 404 52 310 33 184 1.9
HI
19,088 $2,583 $2, 508 $76 29 $25 10 $49 19
19,465 38,832 . 96 25 41 11 54 14
19,751 ,768 f 114 24 56 12 57 1.2
20,174 4,940 4,804 136 27 73 18 63 1.3
20,588 5,591 5,443 148 26 74 13 74 1.3
20,970 6,279 8,109 170 27 90 14 79 1.3
21,376 ,843 ,849 194 29 87 13 107 16
8SMI

17,750 $762 $ $99 12 4 $8 88 $31 39
18,021 1,548 1,390 135 101 112 73 43 28
18,885 1,835 1,645 190 10 3 137 74 83 29
19,329 2,193 1,979 214 97 161 73 53 24
19,739 2,294 2,035 259 113 190 83 69 30

. 2,514 2,255 259 10 2 195 717 85 246

20, 545 2,691 2,391 300 11 4 223 88 77 29

Source: Unpublished Department of the Treasury data.

reasonable charge criteria involving customary and
prevailing charge screens. Very few of the other
health insurance programs use this procedure, and
those that do have done so only since refinement of
the concept for Medicare.

(3) The magnitude of the Medicare program and
the broad coverage available to the aged involving
most suppliers of health services require a multi-
faceted system of checks to protect against program
abuse. Most private programs do not make extensive
use of such safeguards.

(4) Under Medicare the costs of covered services
provided by extended-care facilities and home health
agencies are insured. Bills for these services are
costly to process in terms of the ratio of administra-
tive costs to benefits. Significant amounts of out-
lays for hospital physicians’ services and other out-
patient services also are insured. A small portion
of all these costs is covered by some of the other
health insurance programs, but none covers all the
same services for all enrollees.

(5) The Medicare program primarily offers cov-
erage to the elderly. This segment of the population
uses substantially more health services than do
persons under age 63.

(8) For beneficiaries aged 65 and over, forms
must be designed that can be easily understood by
older people, detailed explanations of all actions
taken on each claim must be provided, and resources

must be readily available for extensive personal con-
tacts through the social security district offices,
intermediaries, and carriers to provide explanations
of all aspects of a complex program.

(7) Under the Medicare program provisions, an
individual has the right to a limited reconsideration
of his claims and, beyond that, a hearing by an in-
dependent agency to ensure that the program has
been properly administered and the individual’s
rights protected.

An historical account of administrative cost
experience under Medicare through 1973 is given
in table 1. These data differ from the adminis-
trative cost data presented monthly in tables M-7
and M-8 in the Sociar Security BurLeTiN. The
BuLLeTIiN data are from the Department of the
Treasury and represent trust fund withdrawals
“m the year.” The data in table 1 are trust fund
withdrawals “for the year” in question. From the
point of view of economic analysis, the “for the
year” concept is preferable because the figures
indicate when the actual transfer of resources
occurred. Total Medicare administrative costs
“in the year” for fiscal year 1978, for example,
were $439 million, and administrative costs “for
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the year” were $494 million. Thus, although only
$439 million was actually withdrawn from the
trust fund, $494 million in real administrative
resources were actually used in that year.

When administrative costs are presented as
aggregate sums or as a percentage of program
expenditures, supplementary medical insurance
has proved to be more expensive to administer
than hospital insurance. This finding is not sur-
prising. Under SMI there was a greater absolute
number of claims in 1972—54.0 million compared
with 17.4 million bills for HI—and the average
amount claimed was much less under SMI than
under HI. Claims rather than bills are used
as the unit of output because of differences for
the two programs in the method of data collection
by the Bureau of Health Insurance. A claim is
defined as a request for payment for services
rendered to a beneficiary, regardless of the num-
ber of suppliers or services involved. A bill has
a more limited meaning, and several bills could
be included in a claim.

From 1968 to 1972 the number of HI bills
grew at an average annual rate of 4.7 percent
while the comparable rate for SMI claims was
12.4 percent. There is some evidence that phy-
sicians now submit claims more quickly and more
frequently to assure faster payment. Early in the
program, a physician might have let a patient’s
bills accumulate for a month before submitting
a claim to Medicare or billing the patient; now,
he may submit claims weekly or biweekly. Bureau
of Health Insurance data indicate that the num-
ber of bills per claim has diminished. Title XIX
also encourages physicians to submit claims more
frequently. (Under provisions of that title of the
Social Security Act (Medicaid) and title XVIII
(Medicare), States may pay the SMI premiums
for the needy aged.) In 1969, several additional
States had “bought into” Medicare.

Under HI, the intermediaries are dealing pri-
marily with the hospitals and the average hos-
pital bill is larger than the average physician
bill. Under SMI, on the other hand, reimburse-
ment is primarily for the services of individual
physicians.

The combined administrative expenses of the
intermediaries and Government for Medicare
ranged from 4.6 percent to 5.2 percent of ex-
penditures from fiscal years 1967 to 1973. The
1967 administrative cost data, however, include
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some start-up costs incurred in 1965 and 1966.
These figures are lower than those for the com-
mercial health insurers and Blue Cross-Blue
Shield. One important reason why this particular
measure is lower for Medicare is that the aged
become ill more frequently than the rest of the
population* and consequently have larger average
annual medical expenditures.

An equally important reason for the lower
ratio of Medicare administrative costs to benefits
is that the uniformity of the Medicare program
makes handling its health insurance product
easier than dealing with the multiple benefit
packages often offered by the commercial insurers
and Blue Cross-Blue Shield. Furthermore, the
commercial insurers incur large selling and under-
writing costs for individual health insurance.

The overwhelming majority of Medicare ad-
ministrative costs are the responsibility of the
Social Security Administration. In table 2 these
costs to the administrative agency are examined
in detail for fiscal year 1971. Although the Social
Security Administration was responsible for
$391.9 million of the HI and SMI obligations in
fiscal year 1971, two-thirds of that amount was
obligated to the intermediaries and carriers who
are reimbursed by the Social Security Adminis-
tration at cost for the mechanics of claims pay-
ments, provider audits, claims reviews, and other
administrative duties.

Almost the entire Treasury obligation repre-
sents the costs incurred by the Internal Revenue
Service (IRS) in collecting the Medicare portion
of the social security tax. To obtain a cost figure,
the Treasury applies a computed unit cost to the
actual number of social security tax returns re-
ceived by IRS. Included in the computed unit cost
are the operating and administrative costs in-
curred by IRS for processing tax returns and
remittances, obtaining delinquent returns, col-

¢ See Age Patierns in Medicare Care, Illness and Dis-
ability—United States, July 1963-June 1965, Public
Health Service, National Center for Health Statistics
(Series 10, No. 32), 1966, table 1.

" Barbara 8 Cooper and Nancy L. Worthington, “Age
Differences in Medical-Care Spending, Fiscal Year 1973,”
Social Security Bulletin, May 1974, See also John Krizay,
“Does the Social Security Administration Really Run
Medicare on 2 Percent of Income?’ Perspective, Fourth
Quarter, 1972, pages 12-16 (inserted in the Congressional
Record, June 7, 1973, page F10602) and John Krizay,
“Health Insurance: Can the Government Do It Cheaper?”
Bests Review, January 1973, page 15.



Tasre 2.~Medicare administrative costs (obligations),
fiscal year 1971
Agency or program HI SMI
b N R $148,731,136 | $260,548,845
Department of the Treasury...ccceeceoccaanos 6,379,468 43,766
Bureau of Accounts. o moecameeeneeane- 169,082 16,235
Internal Revenue Service......cveeccaceanns 6,210,340 0
Office of the Treasurerof the U S..._....... 46
Becret Service - 0 27,522
Civil Service Commission 0 126,281
Department of Health, Education, and Wel-
fare
Office of the Becretary 1,507,000 1,487,000
Departmental management 40,000 1,402,000
Office for Civil Rights_.. 767,000 85,000
Community Health Services.. . 3,755,000 764,000
8oclal Security Administration. ... ........ 135,567,668 256,291,798
Bureau of District Office Qperations.._ ... 11,265,482 20,406, 528
Bureau ot Retirement and Survivors In-
sura; 2,095,368 3,141,598
Bureau ot Health Insurance... -] 13,664,327 14,742,804
Health insurance State agen - 10,138,000 2,472,000
Intermediaries and carriers.. .| 73,877,000 189,723,000
Bureau of Data Processing. - ccoecvvcaann 19,544,480 18,168,783
Office of Research and Statistics.......... 401,154 3,635,087
Bureau of Hearings and Appeals.......... 1,436,800 | cevuernacanan
Incentive reimbursement experimenta-
203 1 364,000 0
Allother .ot 2,781,051 4,002,000
Construction... 1,522,000 1,836,000

1 Authorized under 1967 and 1972 Social Security Act Amend-
ments and administered by the Bureau of Health Insurance and
the Office of Research and Statistics.

Source* Unpublished Social Security Administration data

lecting delinquent accounts, and auditing em-
ployers’ records. Because the operations applicable
to the tax returns that affect the trust funds are
so closely integrated with non-trust-fund matters,
the Treasury does not maintain separate cost
records for trust fund activities. Percentage fac-
tors are therefore used to arrive at a computed
cost based upon known activity costs from special
studies and from the judgments and experiences
of personnel at pertinent organizational levels.
This unit cost is adjusted periodically to recog-
nize program changes and other factors such as
general pay increases.

The Division of Disbursement of the Bureau of
Accounts issues checks for the trust funds. Trust
fund accounting records are maintained by the
Bureau of Accounts, which also invests their
funds and performs the annual audit. The cost
of performing these services for the trust funds
is based on time consumed and volume of work.
The Office of the Treasurer of the U.S. is also
responsible for payment and reconciliation of
U.S. Government checks and handles claims aris-
ing from loss, theft, and forgery of such checks.
Costs applicable to the trust funds are based on
the check volume processed.

The U.S. Secret Service investigates forgeries
of Government checks, and the costs applicable to

the trust funds for this service are based on the
actual number of trust fund forgery cases closed
in the fiscal year times the unit cost developed
from the total cost incurred by the Secret Service
in investigating all Government check forgeries.
Because it makes Medicare SMI premium deduc-
tions from civil service retirement annuitant
checks, the Civil Service Commission also charges
the Medicare trust fund. -

The heading listed in table 2 as “Departmental
management” contains charges made to the trust
funds by the following offices within the Office of
the Secretary of Health, Education, and Welfare:
Office of the Secretary, Office of the Comptroller,
Office of the General Counsel, Office of Com-
munity and Field Services, and Office of Ad-
ministration. Each of these offices estimates the
amount of time its personnel spend on Medicare
matters and the Office of the Secretary then bills
the Social Security Administration for the
amounts of money involved.

Section 201(g) (1) of the Social Security Act
authorizes the Secretary to transfer money from
the trust funds to pay for Office of the Secretary
administrative functions related to the social
security program. The amount of the transfer
is specified annually in the appropriation law and
is determined by the proportion of resources in
the Office of the Secretary devoted to Social
Security Administration functions. To prevent
simple pro rata requisitioning based on the Social
Security Administration proportion of DHEW
(Health, Education, and Welfare) personnel,
“related administrative function” is interpreted
strictly to encompass such functions as (1) re-
search efforts related to Social Security Admin-
istration programs, including health insurance,
nursing homes, and income maintenance; (2)
congressional liaison directly related to Social
Security Administration matters; (3) equal oppor-
tunity functions and management of analytical
resources directly related to the Social Security
Administration; (4) legal services rendered to or
related to the Social Security Administration;
(5) budget, financial, and audit resources related
to the Social Security Administration; (6) re-
sources expended to secure Social Security Ad-
ministration facilities; and (7) civil rights com-
pliance efforts aimed at provider institutions
receiving Social Security Administration funds.

The Social Security Act authorizes the Federal
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Government to contract with State agencies to
carry out certain functions under both the dis-
ability insurance and Medicare programs. State
agencies certify hospitals, skilled-nursing facili-
ties, and other providers of medical services for
participation in Medicare. In addition, Medicare
payments are made to hospitals, skilled-nursing
facilities, and other providers of services. Peri-
odic reviews must be made to ensure that these
agencies and institutions comply with the provi-
sions of the Civil Rights Act before receiving
payments from the trust funds. (Title VI of
that Act prohibits the use of Federal funds for
programs that discriminate on the basis of race,
color, or national origin.) The Office of Civil
Rights conducts these compliance reviews.

The Health Services Administration and the
Health Resources Administration® provide a
number of services under Medicare—basically
to set standards for providers and suppliers of
health care services and to help see that such
standards are enforced.

The 1967 and 1972 Social Security Act amend-
ments provide authorization to conduct experi-
ments for reimbursement of providers of services
on a basis other than the “reasonable cost” or
“reasonable charges” provisions generally appli-
cable under Medicare and for testing the effect
of providing additional benefits such as day care
and intermediate care. These experiments are
implemented in an effort to achieve incentives
for economy while maintaining or improving
quality in the provision of health services. Costs
of administering and evaluating the experiments
are distributed currently on an estimated basis
between the hospital insurance and the supple-
mentary medical insurance trust funds.

It is possible to maintain that a small portion
of the allocation of costs to Medicare, antd between
HI and SMI, by the various offices involved in its
functioning is a rather arbitrary process, espe-
cially the allocation of overhead. Most business
firms, however, face the same problem in allo-
cating costs to a particular product or program.
Rules of thumb are usually developed. The econo-
mist’s preferred rule for allocating such costs is
to do so on the basis of marginal revenues. It
is open to question whether this procedure is
approximated by business firms or governments.

® Formerly the Health Services and Mental Health
Administration.

BULLETIN, AUGUST 1974

Estimates by key personnel are usually made and
strict accounting procedures are followed.

One may also argue that Medicare administra-
tive costs are artificially low because the fair
rental value of Government buildings is not in-
cluded in Medicare costs and Government does
not depreciate its capital goods. This is only
partly true, because the government does use some
rented space, and the rents are included in the
cost of Medicare. Moreover, it must be remem-
bered that the preponderant burden of Medicare
administration is borne by the intermediaries who
do include in their cost reports to the Social
Security Administration rents and depreciation
for which they are reimbursed. The extent of
understatement in Medicare costs because of the
exclusion of Government rents and depreciation
is therefore probably negligible compared with
all other administrative costs.

It has also been suggested that Medicare’s
true administrative costs are understated because
the amount of congressional time spent on hear-
ings, investigations, and legislation pertaining
to Medicare is not included. No attempt at such
a refinement has been made in the cost computa-
tions here for two reasons. First, there is no
logical place to draw the line. If, for example,
congressional time were to be included in Medi-
care administrative costs, then the time spent
by State insurance commissions and by State
lawmakers on State laws and regulations per-
taining to health insurance ought to be included
in the administrative costs of Blue Cross-Blue
Shield and the commercial health insurers. Sec-
ond, it would be impossible, as a practical matter,
to compute these costs.

ADMINISTRATIVE COSTS PER ENROLLEE
AND PER BILL

To obtain a different perspective on adminis-
trative costs, Medicare costs can be analyzed on a
per enrollee and on a per bill basis. These two
measures are not a function of the size of the
denominators, claims costs, or premiums, which
themselves are a function of the amount of medi-
cal care consumed and the price of care.’

"R. J. Weiss, et. al, “Trends in Health Insurance
Operating Expenses,” New England Journal of Medicine,
September 28, 1972, pages 638-643.



TaBLE 3.—Medicare trust fund expenditures: Amount per enrollee for benefit payments and administrative costs, fiscal years

1967-73
Type of expenditure 1967 1968 1969 1970 1971 1972 1973
HI and SMI
Expenditures per enrollee. ..oeeoceceoociianarnnncanns $174 97 $275 77 $333 21 $351 74 $380 34 $415 77 $441 37
Benefit payments 165 89 262 93 317 89 334 49 360 69 395 46 418 50
Administrative costS....en-a- 908 12 84 15 32 17 25 19 65 20 31 22 87
Intermediaries and carriers. 4 89 7 87 976 11 53 12 71 13 46 14 4
Government, 419 497 5 86 572 6 94 6 84 8 53
HI
Expenditures per enrollee...occcocmcucmamcecmceccerenn $135 32 $196 84 $841 39 $244 89 $271 87 $299 42 $320.13
enefit payments. . .ovoccecarnvoaccnuconnmnennnanann 131 39 191 93 235 64 238 13 264 37 201 32 311 08
Administrative costs - 393 4 91 575 6 76 720 8 10 907
Intermediaries and carrfers. oo caemomccomomcmecunan 135 21 2 85 3 63 359 429 4 08
Government....ccveoeenaocooccccnnnccncconnancnce- 2 38 2 80 290 313 361 3 81 5 02
SMI

Expenditures per enrollee $42 91 $85 73 $97 33 $113 43 $116 24 $124 79 $130 99
Benefit payments... 3735 77.13 87 25 102 38 103 11 111 91 116 38
Administrative costs - 5 58 8 60 10 08 11 05 13 13 12 88 14,61
Intermediaries and carriers 381 23 727 8 30 g 61 9 68 10 88
Government__...... 1.76 37 2 81 275 3 52 322 375

Source* Unpublished Social SBecurity Administration data.

Benefits per enrollee have increased at a faster
rate than administrative expenses per enrollee
under both HI and SMI when 1967 is the base
year (tables 3 and 4). On a year-to-year basis,
these changes have been somewhat uneven. The
largest increase per enrollee in benefits and ad-
ministrative cost occurred between 1967 and 1968,
particularly under the SMI program. At the out-
set of the Medicare program there was a con-
siderable lag before bills were submitted and
processed for reimbursement. Benefit and admin-
istrative cost figures for 1968 reflect much of the
catch-up for 19672 Furthermore, intermediary
and carrier administrative costs per enrollee have
increased at a more rapid rate than those of the
Government, with the cost increase differential
greater under the HI program. For administra-
tive costs, as for benefit payments, the largest
increase occurred for intermediaries and carriers
from 1967 to 1968. Although the annual per-
centage change in administrative costs per en-
rollee has remained at about 13 percent since
1968, there were two periods when it varied sig-
nificantly : from 1968 to 1969 it was 19.3 percent
and from 1971 to 1972 it dropped to 3.4 percent.

& See Howard West, “Five Years of Medicare—A Statis-
tical Review,” Social Security Bulletin, December 1971,
and Louis S. Reed, Private Health Insurance Organize-
tions As Intermediaries or Fiscal Agents Under Govern-
ment Health Programs, Staff Paper No. 7, Office of
Research and Statistics, January 1971,

The data in table 4 follow a pattern that
might be expected from a large new program
such as Medicare. Following the enactment of
the program, enrollees respond slowly initially
and then more rapidly as shown by the 1967-68
percentage changes. Annual increases in benefits
slow down as the most pressing needs of enrollees
are met. As claims are submitted with a lag, the
administrative mechanism needs time to consoli-
date itself and then rates of increase in admin-
istrative costs also decelerate. With 1968 as a
base year, it is seen that administrative costs per
enrollee have been growing at a more rapid rate
than benefits per enrollee. Several factors account
for the difference in growth rates. The lag in
benefit payments has already been mentioned. In
addition, as rising benefit payments atiracted
closer congressional scrutiny and executive depart-
ment interest in cost control, more emphasis was
placed upon careful monitoring of provider bills,
with a resultant drop in the rate of increase in
benefit payments.

Additional burdens were added to the admin-
istrative system by amendments on claims review,
capital controls, and generally more paper work
to justify the payment of bills and interim cost
payments. These events led quite naturally to
an acceleration in the increase in administrative
costs and a deceleration in the rate of growth of
benefit payments. Since percentage changes over
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TaBLE 4.—Medicare trust fund expenditures: Percentage change in amount per enrollee for benefits payments and administra

tive costs, fiscal years 1967-73

Type of expenditure 1968 1969 1970 1971 1972 | 1973 1967-73 1968-73
HI and SMI
Expenditures per enrollet. .c.eecnenecuax 57 6 15 8 56 81 93 62 152 3 601
Benefit payments........... - 58 5 209 52 78 96 58 152 4 59 3
Administrative costs..... - 41,4 19 3 126 13 9 34 126 151 8 781
Intermediaries and carri - 60 9 240 181 10 2 59 65 193 3 822
Government, - 1868 19 29 213 —-14 247 103 6 718
HI
Expenditures per enrollee...onvcaueann-- 45 5 226 14 10 9 10 3 69 136 8 6286
Benefit payments..coceecneaniiaannn 46 1 228 11 110 102 68 137 4 620
Administrative costS......c... 24 9 17.1 176 65 125 120 130 8 B4 7
Intermediaries and carriers 56 3 351 27 4 -11 19 8 —54 200 7 02 4
Government. ..o cemciceeaen 77 39 79 153 55 318 95 3 799
SMI
Expenditures per enrollee.....nccenncana- 93 8 135 18 5 25 74 50 205 3 52 8
Benefit payments......eeeeeccccmaans 106 5 131 17 3 7 85 40 213 5 50 6
Administrative costs 547 172 96 18 8 -19 13 4 163 1 70.0
Intermediaries and carrier: 63 6 16 7 142 158 5 12 4 185 4 74 3
Government. . .- .ceouoecaccaeanaan 35 6 191 -25 285 -8 8 16 8 115 8 589

Source Unpublished Social Becurity Administration data.

a period of years are a function of both the base
year chosen and the terminal year, it is difficult
to make inferences without additional informa-
tion as to what transpired in the period specified.
Evidence shows that monitoring activities have
increased considerably. In addition, price con-
trols went into effect on August 15, 1971. The
effect of these controls was to slow the rate of
increase of all prices and costs during fisecal year
1972.

Intermediary and carrier operating statistics
between fiscal years 1968 and 1972 are analyzed
separately because of the difference in the nature
of their tasks under Medicare. For intermediaries
the largest average annual percentage increases
all are related to provider audit activity (table
5). Between those years the total number of bills
processed increase at an average annual rate of
4.1 percent while total intermediary administra-
tive costs increases at an average annual rate of
18.7 percent.? Even though provider audit costs
peaked at $35.6 million in 1970, they still managed
to show an average annual rate of increase of
27.0 percent during the period. Because provider
audit costs constituted almost 30 percent of all
administrative costs in 1972, it is obvious that
emphasis is being placed upon the correctness of
hospital cost allocated under the HI program.

®These data exclude any Government administrative
costs,
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The decrease in provider audit between 1970
and 1972 was due to cost-benefit analyses of the
audit function. The decision was made to reduce
the number of full audits where appropriate
hospital cost allocation had taken place.

Of the $54.7 million increase in total admin-
istrative costs during the 1968-72 period, $11.1
million?® is attributable to the increased volume
of bills, $19.2 million to an increase in audit
activity, and the remaining $24.4 million to the
increased costs of resources allocated to claims.
The average salary intermediaries pay to their
employees rose at an average annual rate of 10.3
percent in the 1969-72 period. Employee pro-
ductivity, measured as the number of bills proc-
essed per employee, declined by 4.9 percent
annually during the same period. A decline in
productivity measured in this manner, however,
is not without ambiguity. The amount of man-
power allocated to provider audit increased at
an average annual rate of 44.0 percent. If the
increased audit activity led to better cost allo-
cation within the hospitals and thus to more
appropriate Medicare reimbursement to the hos-
pitals, it may partly explain why the amount of
benefits paid under the program did not increase
at an even more rapid rate. Bills processed per

* This figure is obtained by multiplying the change
in the number of bills processed from 1968 to 1972 by
the unit cost per bill in 1968.
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TasLe 5.—Hospital insurance intermediary operating statisties, 1968-72

Average
annual
Item 1968 1968 1970 1971 1972 percentage
change,
1968-72
Benefit payments
Total amount (In MIIHONS) .o anaeaccaccveacicmccccemnccccmaeannen $3,727 $4,638 $5,017 $5, 587 $6,288 140
Per Bill. « o e eecccececcecceccecnecacesenceacamaemmeaseaasnn .- $256 72 $301 72 $320 17 $341 51 $361 21 89
Administrative costs
$55 4 $75 8 $99 4 $99 9 $110 1 187
122 22 6 356 270 - 314 270
43 2 53 2 63 8 29 78 7 16 2
$3 82 $4 93 $6 34 $6 04 $6 33 135
84 147 27 159 181 210
298 3 46 4 07 4 45 4 52 10
Average annual salary per employee - (O] $6,947 $7,671 98,556 $9,335 1103
Provider Uit o oo ceeac e cta e aeeseecmmman—. Q) 9,651 10,100 10,379 11,757 268
OB DT e oo ecsai o cccccccccecccacacaanaaccacaccaccaassecncsamcnnnannnn Q@) ,63 260 8,128 ,808 199
Labor ¢ost per bill. o oo acicacaeccccmencenccacaieatanmn———————. (O] $2 72 $3 38 $3 57 $4 02 2139
Without audit (O] 2 273 301 3 08 197
Provider audit (O] 39 65 56 94 134 0
Bills processed (in millions) 145 15 4 157 16 4 17 4 47
Per employee (per year) 2,828 04 2,552 73 2,266 64 2,276 68 2,327 44 -4 9
Per employee without audit _ oooeweeaco. 3,013 30 2,849 74 2,655 62 2,703 15 2,855 74 -13
Average annual manpower (number of persons)... 5,134 6,022 6,013 7,186 7,480 99
Provider audit. . oo cmeieaaas e 322 618 1,001 1,119 1,387 440
[10.17 11 SO SAEU L LU 4,812 5,404 5,912 6,067 6,093 61

1 Data not available
? Computed for 1969-72

employee decreased at an average annual rate of
1.3 percent with provider audit activity excluded.
Labor costs per bill increased—with and without
audit activity—at average annual rates of 34.0
percent and 9.7 percent, respectively.

For SMI carriers, during the 1968-72 period,
the number of claims processed increased at an
average annual rate of 12.4 percent (table 6).
Benefits paid increased at a slower average an-
nual rate, 10.4 percent. As a consequence, benefits
per claim actually declined by 1.9 percent per
year. Claims processed under SMI increased at
almost two and one-half times the rate of bills

Source ., Unpublished Social Security Administration data

processed under HI in the period from 1968 to
1972.

Under HI benefits have gone up at an average
annual rate of 14.0 percent; under SMI, they
have risen at a slower rate (10.4 percent). This
situation could be anticipated because inflation
has been greatest in the hospital sector of the
medical care market.

As with HI, administrative costs increased
at a more rapid rate than benefits paid. Admin-
istrative costs per claim, however, have remained
quite stable during these 5 years, and the number
of claims processed per employee actually in-

TaBLE 6.—Supplementary medieal insurance earrier operating statistics, 1968-72

Average
annual
Item 1968 1969 1970 1971 1972 percentage
change,
1968-72
Benefit payments
Total amount (in millions).. $1,319 $1,510 $1,652 $1,775 $1,958 10 4
Perelaim. . coeceamaaananas $39 02 $39 12 $37 80 $36 45 $36 26 -19
Administrative costs
Total amount (in mallions) .. eeememaama $99 4 $118 4 $138 1 $159 9 $171 8 14 7
Per elalm. oo eicccccciccamancmeccemmanaeaa. $2 94 $3 07 $3 16 $3 28 $3 18 20
Average annual salary per employee. ... oo eieemmana- 0] $6,077 $6,507 $7,136 $7,568 176
Liabor costs Per €laim v o oo oo e mca e e a e sacm—————— O] $2 02 $1 91 $1 92 $1 86 31-28
Claims processed 3 (10 MIONS) .« e o evcemmencnccccacomaccemmracccmanen 38 38 6 43 7 48 7 54 0 12 4
Per employee (Der Fear) . oot aimemmnieiemeememenan————n- 2,940 3,007 3,406 3,710 4,072 83
Average annual manpower (number of Persons). . .cccoccccccenacnnn- 11,494 12,836 12,828 13,124 13,259 36

1 Data not available
2 Computed for 1969-72
¢ Includes railroad retirement benefits administered by Travelers Insur-

12

ance Company.

Source, Unpublished Social Security Administration data.
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creased at an average annual rate of 8.5 percent.  vider audit was included). Furthermore, the labor
As noted, HI showed a slight decrease in pro-  cost per claim actually dropped 2.8 percent per
ductivity, measured in this fashion (when pro-  year from 1969 to 1972, even though the average

Cuart 1.—Components of average administrative cost per HI bill, 1968-72
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CHART 2.~Components of average administrative cost per SMI claim, 1968-72
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1 Includes casts for beneflclary services and professional relations, general flnnncial costs, statistical costs, and office service conts.

amount of salary went up 7.6 percent annually.
Comparing chart 1 and chart 2 gives some insight
into why HI and SMI operating statistics differ
in rather important respects. The data are shown
on an administrative cost per bill and per claim
basis, and give unit costs for the components of
administrative costs. Although SMI administra-
tive costs appear to be higher than those for HI
when expressed as a percentage of benefits paid
or on a per enrollee basis, they are lower on a
unit basis. This finding is not paradoxical pre-
cisely because HI benefits were almost three
times as numerous as those of SMI in 1972.
There are difficulties in making efficiency com-
parisons even within the Medicare program. If
the “output” of Medicare were “number of claims
paid,” then SMI might appear to be more efficient.
If Medicare “output” is “total benefits paid”—
that is, payments to protect peoples’ financial
position—or “payments per person enrolled,” then
HI might be deemed more administratively
efficient. About 30 percent of the HI administra-
tive costs are devoted to provider audit and
claims review and these are the costs that have

14

risen the most rapidly from 1968 to 1972.* The
ratio of administrative costs to benefit payments
or premiums can distort operating results if the
quality of the program is not taken into account.
Chart 1 shows graphically how Medicare’s ratio
of administrative costs to benefits paid could have
been kept lower if there were less claims review
and provider audit. Benefits paid would probably
have been higher, and the quality of the program
would have suffered.

Administrative tasks for SMI, on the other
hand, are more claims specific, and large ex-
penditures on electronic data-processing equip-
ment have been able to offset the rising labor
costs. Except for data-processing costs, most
components of SMI administrative costs have
remained relatively stable on a per claim basis.
Because auditing and claims review are more
labor-intensive and demand a higher skill-mix
than do the production type of activities under

1 The optimal level of audits Is that where the marginal
cost of the audit equals the marginal saving in preventing
an unallowable cost. This indicates that the optimal
amount of unallowable costs is not zero.
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SMI, one would expect HI administrative costs
on a per claim basis to be higher.

EXTENT OF FISCAL AGENT INVOLVEMENT
IN MEDICARE

The extent to which fiscal agents are involved
with Medicare is seen in tables 7-9. Data for
Blue Cross-Blue Shield plans and for the com-
mercial insurers are released on a calendar-year
basis; data for Medicare are issued for fiscal
years. To make the data compatible, Medicare
figures for fiscal years 1971 and 1972 were aver-
aged. Enrollment data for States with multiple
intermediaries, such as New York or Pennsyl-
vania, are presented on a statewide basis. Strictly

speaking, an intermediary or carrier does not
have enrollees.

When the individual enrolled under Medicare
uses a hospital service, the hospital may be reim-
bursed by Blue Cross because it has agreed to
use Blue Cross as an intermediary or by a com-
mercial insurer because that type of intermediary
has been selected.

_ The Blue Cross intermediaries serve 74.9 million
people under their regular business and 20.4
million people under Medicare. Their Medicare
population is 27 percent of their regular enroll-
ment. For many of the Blue Cross intermediaries,
Medicare benefits as a percentage of regular
business benefits (claims) are substantial; in a
large proportion of cases they exceed 100 percent
of regular business benefits. The Seattle, Jack-
sonville, and Great Falls plans have the largest

TaBLE 7.—Blue Cross plans. Number of enrollees, benefit payments, and administrative costs under regular business and under

Medicare, calendar year 1971

Enrollees under— Benefits paid under— Administrative costs under—
Medicare Medicare Medicare
State and plan
Regular Regular Regular
business Percent of business Percentof, business Percent of
Number | regular Amount regular Amount regular

business business business
b 117 ) D, 74,932,397 | 20,356,890 27 2 | $6,053,538,788 | $5,407,846,500 89 3 | $338,909,565 | $62,308,049 18 4
ﬁiablgm,a, Birmingham 338,827 120,569,949 73,869,500 613 6,051,164 516,810 85
[T < T LI PR SRR VR IR AN PRI S RSO S
Arizona, Phoen: 171,284 25,048,138 54,908, 500 219 2 1,756,015 551,842 314
Arkansas, Little 245,934 135,831,625 48,275,000 134 7 2,826,845 410,774 145
California... 1,841,313 374,063,046 565,129, 500 151 1 29,972,897 7,118,354 237
Los Ange . - 1205,773,940 347,463, 500 168 9 15,377,238 4,102,018 26 7
Oskland.. - 168,289,106 217,666,000 120 3 14, 595,859 3,016,338 207
Colorado, Denver.. 68,986,293 66,079, 500 94 3 4,348,021 69, 504 20
Connecticut, New Haven . .....o..... 127,430,555 66,072, 500 51 8 ,650,8: 441,823 78
Delaware, Wilmington................ 30,674,677 12,711,000 41 4 1,091,816 200, 368 18 4
District of Columbia, Washington .. 93,744,917 39,877,500 42 5 5,179,981 418,790 81
Flonda, Jacksonville. ... _......._.. 999,189 88,449,190 248,275, 500 280 7 5,445,380 2,497,336 459
Georgia. ——— 379,811 56,420,592 71,371,500 126 5 3,256,912 1,140, 542 350
Atlanta. e reaicaacaas 32,721,115 29,085, 500 88 9 1,683,306 522,958 3.1
HColuim‘xbus .............. 23,699,477 42,286,000 178 4 1,573,606 617,584 39 2
L1023 1 ) RIS PRI It R SRR IR FORIISIISIN SPUUUIIUUISTI M NI
Idaho, BOIS€a mw caccimcacacaeaan 143,630 72,196 5 3 19,932,771 14,855, 500 149 6 1,104,475 278,852 25 2
Tllinois. - 3,089,616 | 1,110,171 359 306,700,264 349,486, 500 114 0 17,536, 605 3,505,936 20
Chicag0. e ccceeaee 2,970,264 | ea]accmaamae 299,234,890 343,382, 600 114 8 16,601,102 3,446,540 20 8
Rockford_____..._._. 119,352 e eieeaes 17,465,374 6,104,000 81 8 035, 59,395 63
Indiana, Indianapolis 1,888,277 505,070 26 7 148,333,927 122,943,500 829 12,480,910 1,832,332 147
Iowa [ 1,164,085 357,525 307 66,166,081 109,873,000 166 1 4,278,403 1,146,207 26 8
Des MoInes. .o oueooccmaaccaccaeen 915,773 |.cemeeece s facacaccaen 53,064,663 70,277,500 132 4 3,368,125 796,376 23 6
53015090717 N 248,312 [eieiaecafacmaaaaaee 13,101,418 39, 595, 500 302 2 910,278 349,830 38 4
Kansas, Topeka. . ..ccaccammreccacnann 756,041 272,968 361 50,973, 511 56,665, 500 111 2 3,692,789 713,624 193
Kentucky, Louisville....... 1,206,118 347,044 28 8 66,062,441 72,329,000 108 6 3,329,759 1,034,523 31
Louisiana 866,310 314,475 363 63,085,408 75,346, 500 119 4 5,599,477 1,045,894 187
Baton Rouge.__.cococaa.oo 850,087 |ocemeeccae]|imaecaaas 134,546,483 47,643,000 137 9 3,394,213 ,020 18 6
New Orleans_. 316,228 fonuieiicaacncicnnas 128,538,925 27,703, 500 971 2,205,2 412,873 187
Maine, Portland..... c——- 431,926 123,148 28 5 27,027,376 28,368,000 105 0 1,885,783 409,754 258
Maryland, Baltimore.. ----| 1,399,888 303,293 217 124,971,003 75,041,000 60 0 5,127,392 855,050 17 3
Massachusetts, Boston. 3,139,769 640,048 20 4 305,842,000 208,481,000 68 2 11,920, 2,755,761 231
Michigan, Detroit...... 5,071,300 784,439 155 469,146,000 255,309, 500 54 4 20,639, 3,030,734 14 8
Minnesota, 8t Paul. 892,557 421,248 47 2 67,354,396 126,729,000 188 2 5,120,086 1,579,236 308
Mississippi, Jackson.. 6, 231,694 45 7 138,668,476 48,756, 500 126 1 3,396,989 578,275 17,0
Missouri. ... 461 317 146,787,263 169,070,000 115 2 7,334, 508 2,128,978 20
Kansas Clby . vaccaicoacccaccaacacal 539,178 |occmcaececomcccanee 44,439,818 847, 127 9 2,631,212 463,057 17 6
St Louis... 102,347,445 112,223,000 109 6 4,703,296 1,665,922 35 4
Montana, Qrea 71, 873 17,195,823 17,812, 500 247 5 777,142 220, 27
gebrask‘a, Omaha 186,802 47 9 26,648,797 36,949, 500 138 7 2,351,224 286,494 122

evadad ... P I a——- -
New Hampshire, 565,634 133,303 150 33,944,451 33,477,000 98 6 1,967,935 804,361 30 7
New Jersey, Newark..... 3,695,572 711,571 193 274,760,000 129,917, 500 47 3 11,727,257 » 240,200 10 6
New Mexico, Albuquerque.. 33,529 77,5865 581 7,843,808 16,172, 500 206 2 ' 241,345 47 9

See footnotes at end of table.
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TABLE 7 —Blue Cross plans: Number of enrollees, benefit payments, and administrative costs under regular business

and under Medicare, calendar year 1971—Continued

Enrollees under— Benefits paid under— Administrative costs under—
Medicare Medicare Medicare
State and plan

Regular Regular Regular

business Percent of business Percentof| business Percent of
Number | regular Amount regular Amount regular

business business business
Now York. o oooiccoenacaacaan 11,811,175 | 1,981,767 16 8 799,998,412 $642,106,000 $80 3 | $46,944,371 $6,394,612 13 6
544,828 42,948,633 40,484,000 94 3 2,390,121 392,887 16 4
65,277,806 48,781,500 47 3,819,522 626,660 16 4
2,632,809 5,163,000 196 1 127,915 74,325 58 1
581,126,826 456,102,000 785 35,707,304 4,414,959 12 4
Rochester..._. 56,080,114 28,934, 500 51 6 2,427,184 57,670 14 7
Syracuse.. 33,321,021 36,406, 500 109 3 1,479,418 282,400 13 1
Utica..._. 15,931,957 22,650, 500 142 2 770,993 203,512 26 4
Watertown. oo oo ciccmanccaaanan 2,679,252 3,579,500 133 6 221,911 42,199 19 0
North Carolina, Chapel Hill-Durham. 1125,513,000 93,462, 500 745 8,398,000 1,102,854 131
North Dakota, Fargo. .o cacaaaan 21,465,640 21,005,000 97 9 1,311,051 218,416 16 7
(6] ¢} (o . - 454,581,245 271,628,000 59 8 17,099, 5556 2,933,280 17 2
Canton ..«omcacacccaaaccacann - 17,698, 567 11,195,000 63 3 587,270 138,180 23 5
Cinelnnatiac oo oocenoccauan- - 125,012,767 67,919, 500 54 3 5,086,946 827,222 16 3
Cleveland ..o oo oot . 165,857,450 84,374,000 50 9 6,592,331 959,321 14 6
Columbus. .o ceccceecmnnnnnn - 46,999,923 45,069,000 95 9 1,646,776 477,713 200
TAINA e - 8,268,247 8,320, 500 100 6 273,222 70,849 259
T018d0. o cccrmc e cccmcmenen - 53,880,718 29, 559, 500 54 9 1,910,602 249,726 131
YoungstOWn e cceumncncacmaans 36,863,573 25,190, 500 68 3 1,002,408 210,268 210
Oklahoma, Tulsa . aeoccnccamaan 44,176,203 72,114,500 163 2 2,412,014 924,704 38 3
Oregon, Portland._. 144,614,885 58,521,000 131 2 3,708,311 561,436 151
Pennsylvania..._ 506,615,628 265,776,000 52 5 21,806,673 3,201,106 147
Allentown.. 23,733,790 11,723,000 49 4 1,177,869 135,930 135
Harrisburg.. 59,179,671 40,557,000 68 5 2,655,910 483,453 18 2
Philadelphia 203, 623, 706 56,280, 500 276 6,985,061 623,696 89
Pittsburgh.. 185,538,738 127,880, 500 68 9 9,754,081 1,627,562 16 7
‘Wilkes-Barre. 34,539,723 29,735,000 86 1 1,233,752 30,466 26 8
Rhode Island, P: 714,630 106,679 149 53,726,867 34,464, 500 641 2,084,063 443,403 21 3
South Carolina, Columbia 488,885 202,550 41 4 30,875,256 36,454, 500 118 1 2,042,685 758,294 371
South Dakota 8. oo meeccaccacaccaecmafeaceannnanan 10NN I IR AN AU RN PRSPPI PP
1,351,871 399,601 296 109,064,847 94,813, 500 86 9 8,004,697 1,125,576 139
Chattanooga ..o cccememmamccmaraavan 1,161,860 |ocoacacccccs]ommmenmaan 1 89,679,319 72,060,000 80 4 6,205,037 816,826 130
MemphiS. o cae e ncccciaeaaas 190,011 | oo cemeaeam 119,385,528 22,753, 500 117 4 1,799,660 308,750 17 2
Texas, Dallas 2,802,691 1,026,809 36 6 1 292,632,278 275,047, 500 94 0 18,304,225 2,615,731 14 3
'{,Jtah, S%lt Lake Cityaccocoacainanaan 319,423 81,032 25 4 19, 650,507 16,414, 500 84 0 1,249,898 304,055 243
e e X R SUSTRONN MR N BURURO PRl PRSI BT PR P eE e Y
721424101 € N, 1,174,333 378,494 322 81,659, 536 72,820, 500 89 3 4,390,170 990,940 224
Richmond . eoccecociaccemcaaas 69,226 |.oveiicma|oememaeaaa 61,007,145 58,109,000 95 2 3,698,193 831,459 225
Roanoke. e 305,107 |mccccmcmmcaalacmnnacann 20,552,391 14,711,500 71 6 691,977 159,482 230
‘Washington, Seattle - cine- 444,872 333,472 750 140,023,340 64,691, 500 161 6 4,398,203 718,759 16 3
West Virginia__ . cienaaaas 202,777 30,884,741 45,045,500 145 8 1,207,641 660,696 54 7
Bluefield.. ool 194,051 | o e e femmammaaa 104,024 fooeimeammccmafmramaeae
Charleston. ..o cciaaaaaaas 15,493,851 23,517, 500 151 8 675,922 287,038 42 5
Parkersburg.. . 3,466,814 5,342,500 154 1 107,468 73,978 63 8
Wheeling.oce-naena- , 8,975,025 16,185, 500 162 3 320,227 299, 680 93 6
Wisconsin, Milwaukee._ - 1,509,551 487,725 323 130,532,111 132,298, 500 101 4 9,197,055 1,340,414 14 8
Wyoming, Cheyenne. ..coeoeamanaae 100,688 31,876 317 4,461,429 6,871,000 154 0 307,511 104,854 11

1 Includes surgical-medical plan

1 Served by Seattle, Washington plan

# Includes enrollees in covered Maryland and Virginia counties
¢ No Blue Cross plan,

Medicare enrollment as a percent of their business.
Basically, three reasons account for this phe-
nomenon: (1) The aged are twice as likely to be
hospitalized as the rest of the population; (2)
their average annual hospital bill is a little more
than three times the average annual bill for the
entire population;** and (3) Medicare benefit
coverage is more extensive than that of many
Blue Cross plans because the program covers
extended-care facilities and home health agencies.

The mean Medicare administrative expense as
a proportion of regular administrative expense
is 18.4 percent, but there is substantial variation
around that mean. This variation reflects the

2 Barbara 8. Cooper and Naney L. Worthington, op. cit.
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5 Served by Iowa plan

¢ Served by New Hampshire plan

Source
Cross-Blue Shield Fact Book, 1972

Unpublished Social Security Administration data

and Blue

fact that some Blue Cross intermediaries are more
efficient than are others and particularly the fact
that some Blue Cross plans pay out a larger ratio
of Medicare benefits to regular benefits than do
others. Moreover, some Blue Cross plans have
been more successful than others in selling cov-
erage complementary to Medicare to the elderly,
and such complementary coverage is included in
regular-business statistics,

In addition, six Blue Cross and Blue Shield
plans are merged. As a result, their ratio of mean
Medicare administrative expense to regular ad-
ministrative expense may be somewhat distorted
in relation to the ratio for areas where Blue
Cross and Blue Shield plans are separate entities.

SOCIAL SECURITY



.

TasLe 8.—Blue Shield plans: Number of enrollees, benefit payments, and administrative costs under regular business and under

Medicate, calendar year 1971

{In thousands, except for percentages]

Enrollees under— Benefit payments under— Administrative costs under—
Med{care Medicare Medicare
Btate and plan

Regular Regular Regular

business Percent of | bhusiness Percent of | business Percent of
Number regular Amount regular Amount regular
business business business

Totalo s eeenecmcneccccscacaamcaccnns 48,745 10,974 22 5 | $1,860,747 | $1,127,202 60 6 $233,910 $102,125 45 6
Alabama, Birmingham___.__..coiecenann.. 1,136 315 277 1120,570 24,241 201 8,051 1,800 207
Arkansas, Little Rock. ..o ceueeumocccncaae 484 225 46 5 135,832 15,355 429 2,827 1,477 5238
Csalifornia, San Franeisco_....ceoecaoaaanaae 1,139 724 63 6 1114,290 134,738 117 9 21,682 15,752 726
Colorado, DOnver...ceecevaccuccnneansmnnan 47 177 20 9 27,585 19,193 69 6 3,967 ,588 65 2
Delaware, Wilmington 375 42 12 11,744 3,082 28 1 1,216 375 30 8
District of Columbija, Washington 2 1,312 146 46 83,574 18,206 21 8 9,707 1,879 19 4
Florida, Jacksonville 1, 936 648 34,031 125,360 368 4 5,598 7,423 132 8
1113 1 S, 2,649 489 177 ,043 49, 74 9,415 5,071 539
Indiana, Indianapolis. 1,846 459 249 67,011 31,762 47 4 8,273 2,723 43 4
Towa, Des Moines ,030 333 323 47,036 19, 41 6 ,330 2,376 46
Kansas, Topeka. ..cceeecccrenncacaccmanaan 756 244 323 30,970 15,555 50 2 3,877 1,829 49 7
Maryland, Baltimore... - 1,283 272 21 2 41,387 14,870 359 4,504 1,654 36 7
Massachusetts, Boston. .. ccececevcacanaan 3,035 610 201 103,658 62,579 60 4 13,036 5,546 425
Michigan, Detroit - ' 737 151 409 85,126 232 24,068 7,389 300
Minnesota, Minnespolis 9 214 351 34,774 10, 300 8,773 1,267 187
Missour]...ccoaeeeen.. 1,491 146 98 49,075 14,517 296 7,274 1,430 197
Montana, Helena....... 109 57.6 ,080 4,4 49 1 1,008 204 29 2
New Hampshire, Conco: 651 125 227 16,907 y 541 2,501 995 38 4
New York.... 9,314 1,208 139 218,869 178,429 818 32,322 16,461 50,9
North Dakota, Fargo..... 7 224 10,933 4,903 48 f B41 323
Pennsylvania, Camp Hill. ... 5,931 1,176 198 157,122 102,202 650 19,535 7,026 36 0
Rhode Island, Providence... - 01 1486 20,179 10,269 50 9 2,074 779 375
8outh Carolina, Columbia... - 473 186 39 3 9,335 10,048 107 8 2,069 1,043 50 4
South Dakota, Sioux Falls.. 95 78 821 1682 4,29 255 1 409 464 113 8
Texas, Dallas. caceeecanans 2,806 955 341 36,290 103,936 286 4 5,894 6,934 117.7
Utah, Salt Lake City. 317 70 222 14,508 , 317 1, 431 26 3

Virginia._._.. 1,139 28 25 36,704 |.ceoommcane)aceaaiaaan 3,018
‘Washington... 696 309 4 4 ,802 28,054 380 7,320 3,200 4“9
Wiseonsin 1,780 458 257 191,877 34,29 374 9,751 2,627 26 9
Puerto RiCO cuceeccmmcancacasnnncnncnenanees 222 44 17,670 7,618 431 1,723 661 338.4

1 Includes hospital plan
3 Includes enrollees in covered Maryland and Virginia countles

For the 31 Blue Shield plans that are carriers
under SMI, average Medicare enrollment cover-

age as a proportion of regular coverage is

22.5

percent. Medicare benefit payments as a proportion
of regular benefit payments average 60.6 percent,
but the plans vary considerably. The ratio for
Jacksonville, Fla., for example, is 368.4 percent;

in Birmingham, Ala., it is 20.1 percent.

The

average Medicare administrative expense as a
percentage of regular administrative expense is
45.6 percent. This ratio is higher than the com-
parable figure for the Blue Cross intermediaries
because the relationship between Blue Shield
and SMI is not as great as that between Blue
Cross and HI. Of the 13 commercial interme-
diaries and carriers for which data are available,

only three companies had Medicare benefits
exceeded 50 percent of regular benefits in

that
1971

and all three were relatively small health in-
surers. As with the Blue Cross-Blue Shield plans,
administrative costs of Medicare as a percentage
of regular administrative costs varied substan-

tially.

BULLETIN, AUGUST 1974

Source Unpublished data of the Social Security Administration and Blue
Cross-Blue Shield Fact Book, 1972.

Comparisons of Medicare and regular business
administrative costs and claims expenses on a per
enrollee basis, as well as comparisons of admin-
istrative costs as a percent of claims expense
under both types of business for Blue Cross in-
termediaries and Blue Shield carriers are shown
in tables 10 and 11. Similar comparisons for the
commercial intermediaries and carriers are not
made because no data are available on their
regular business enrollment. It would have been
interesting to make comparisons by intermediary
and by carrier of average claim size,"but the data
for that comparison for Blue Cross-Blue Shield
and commercial regular business remain confi-
dential. As in table 6, data for States with mul-
tiple intermediaries are presented on an aggra-
gated statewide basis.

Table 10 reveals exceptions to the general pat-
tern of higher administrative expenses on a per
enrollee basis under Blue Cross regular business
than under HI. The Blue Cross plan of
Wilmington, Del., for example, spent $4.29 per
Medicare enrollee in 1971 and $2.71 per regular
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Tapre 9.—Commercial insurance companies: Claims payments, benefit payments, and administrative costs under regular

business and under Medicare, calendar year 1971

[In thousands, except for percentages]

Benefit payments under Medicare Administrative costs under Medicare
Adminis-
Claims
Insurance payment Total t’;ts‘t‘;" Total

company under Supple- under Supple-

regular Hospital | mentar regular Hospital | mentary

business Percent of | insurance | medica business Percent of | insurance medical

Amount regular {nsurance Amount regular insurance

business business

b X1 71 D, $5,311,854 | $1,045,272 19 7 $411,019 $634, 552 $868,791 $61,289 71 $8,482 $562,807
Aetna 977,836 211,847 2186 59,789 115,700 8,003 69 2,636 5,367
Connecticut General.. 515,444 24,940 48 24,940 66,983 1,628 24 1,628
Continental Casualty. 43,868 29,220 68 6 29,220 15,783 3,130 19 8 levmaccamean 3,130
Equitable....cocoaoooo 560,471 37,612 67 37,612 77,528 3,380 44 |oceicaaaa. 3,380
General American... 82,335 428 Hus 428 11,922 2,362 198 2,362
Motropolitan....cececcacacanae 768, 584 43,114 56 43,114 138,449 5,408 89 |eccccianacas 5,408
Mutual of Omaha — 354,288 65,418 18 § 12,907 129,948 2,946 23 1,784 1,162
Nationwide. ... - 31,076 87,526 281 8 65,584 8,234 6,222 75 6 342 5,880
Qcetdental. . ... - 239,401 112,858 471 |eeverecnnnns 112,888 27,453 8,453 30 8 .- B,453
Pan American 21, 20,250 02 4 |eomcnccnccan 20,250 §,602 1,778 316 1,773
Prudential . ..._...._ - 720,032 191,434 26 4 63,908 127,526 141,117 10,600 75 956 9,844
Travelers.ccecceees. - 889,346 186,460 210 120,902 65,558 109,879 6,612 60 2,764 3,848
Union Mutual....ococcacecanae 101,746 6,766 66 Joceceananns 6,766 20,187 74 38 774

Source Unpublished Social Security Administration data and 1972 Argus Chart of Health Insurance.

business enrollee. The Concord, N.H., plan spent
$4.53 per Medicare enrollee and $3.48 per regular
business enrollee. This situation is not typical,
however; in only seven instances were Medicare
administrative expenses higher than regular busi-
ness expenses on a per enrollee basis.

Medicare benefit payments per enrollee, by
contrast, are consistently higher than regular
business claims expense. For the United States
total, on a per enrollee basis, Medicare benefit
payments are more than three times those of
regular business claims payments. Administrative
expense as a percent of Medicare benefits is con-
sistently much lower than regular business admin-
istrative expense as a percent of claims expense
because the average benefit payment under Medi-
care is much higher than that under regular
business and because average regular business
administrative expense is not much greater than
average Medicare administrative expense.

A somewhat different pattern exists for the
carriers (table 11). In general, both Medicare
administrative expense and benefit payments per
enrollee are higher than they are under regular
business. For benefit payments, however, the dif-
ference between Medicare and regular business
is not as great for the carriers as it is for the
intermediaries. As a consequence, the ratio of
administrative expenses to benefits paid under
Medicare is not very different from the ratio
under regular business.

It seems reasonable to hypothesize that a plan

18

that is less efficient than other plans in handling
its own business would be less efficient than others
in its role as Medicare intermediary or carrier
relative to other plans. Accordingly, operating
costs as a percentage of operating costs plus
claims costs (BLUECOST) was used here as an
independent variable, and Medicare operating
costs as a percentage of Medicare operating costs
plus Medicare claims costs (MEDCOST) was
used as the dependent variable for separate regres-
sion runs on the intermediaries and carriers. The
results, contained in table 12, do not support the
hypothesis, since the corrected %2 do not rise
above .0001, and the equations are not statistically
significant.?®* This lack of correlation, for Blue
Cross, is due to the fact that the variance of
BLUECOST (8.65) is 46 times greater than the
variance of MEDCOST (.08) ; the corresponding
coeflicients of variation are .348 and .232, re-
spectively.* It is not possible to know whether the
Blue Cross-Blue Shield plans are more efficient
with their regular business than with their Medi-

3 This does not mean that one should accept the hy-
pothesis that there 18 no relation between MEDCOST and
BLUECOST. The regression equation tests the null
hypothesis that there is no relation between MEDCOST
and BLUECOST. A low R’ and an equation that has low
statistical significance implies that one cannot with con-
fidence reject the null hypothesis. At the same time, the
data do not suport accepting it either—that 1is, the
regression is not a proof of the null hypothesis.

¥ The coefficient of variation is the mean divided by
the standard deviation. Its purpose is to standardize
variation for different sized means.
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care business because the two types of medical
insurance are different. It is important, however,
to note that a program, structured as Medicare,
can lower rather significantly the variance of the
administrative procedures of 65 different admin-
istrative units.

Table 13 ranks the intermediaries, using three
different measures of administrative efficiency.
‘When one searches for reasons why some inter-
mediaries rank below the national average on
the three measures, one sees that the commercial
intermediaries fall below the average with greater
frequency than the Blue Cross intermediaries.
This difference is not coincidental, but it is not
a measure of true relative efficiency. The com-
mercial intermediaries deal relatively more ex-
tensively with extended-care facilities than do
the Blue Cross intermediaries. Because the
American Hospital Association (AHA) nomi-

nated Blue Cross as intermediary under Medicare
and because most hospitals are members of the
AHA and supported the nomination, Blue Cross
became an intermediary for most hospitals. The
commercial companies were nominated as inter-
mediaries for some hospitals and many extended-
care facilities.

In examining the relationship between unit
costs and the percentage of bills that come from
the extended-care facilities, one notes that as
that percentage moves upward, unit costs in-
crease commensurately. One reason administrative
costs are higher for those firms dealing more
extensively with the extended-care facilities is
that the claims review effort is greater for ex-
tended-care facilities than it is for hospitals.
Often, for extended-care facilities claims a deter-
mination must be made whether care given to the
elderly by the facility is merely custodial or is

TaBLE 10.—Blue Cross intermediaries: Benefit payments and administrative costs per enrollee and administrative costs as
percent of benefit payments under regular business and under Medicare, calendar year 1971

Benefit paylxlnents per

Administrative costs as per-

Administrative costs per
11 cent of benefit payments

enrolies enrollee

State and plan

Regular
business

Regular

Regular
business

Medicare business

Maedicare Medicare

Total... cee

$80.79

$265 65 $3 06

Alaskal. ..........
Arizona, Phoenix
Arkansas, Little Rock.
California.

Co0lorado, Denver.. . cocecrccvcencocnnscsacaceanennenancacaanenmenanne

Connecticut, New Haven aee
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Indiana, Indianapolis. cee
Iowa.
Des Moines.

Sioux City...
Xansas, Topeka
Kentucky, Louisville. .. _...o.....
Louisiana...

Baton ROULe. ceaerumennecscauecccacsuannacacaacecaccnancumsncoannan

New Orleans...
Maine, Portland
Maryland, Baltimore...
Massachusetts, BostoN..cuoueocnocinecnnen.
Michigan, Detroit - . -
Minnesota, 8t. Paul -

Mississipp], Jack80n . ueeeeaccaamcocvecccimcnnranacas
Missouri......... e—ee

. L
Montana, Great Falls_...
Nebraska, Omaha......

Novada ¢ . ooreeeecainaaes

New Jersey,
New Mexico, Albuquerque....

Bee footnotes at end of table.
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TaBLe 10.—Blue Cross intermediaries: Benefit payments and administrative costs per enrollee and administrative costs as
percent of benefit payments under regular business and under Medicare, calendar year 1971—Continued

Benefit payments per Administrative costs per }Administrative costs as per-
enrollee enrollee cent of benefit payments
State and plan
l?uesgigleg Medicare gfsg&i; Medicare ?&%ﬁg’s Medicare
D 21 ) S $3 97
AlDANY . e airccncenscc et rcircnce e ean 3

Buflalo

North Carolina, Chapel Hill-Durham...
Iggi'th Dakota, Fargo...-....
L

Cleveland...
(70110 40175 S
Lima

Youngstown.
Oklahoma, Tulsa..eeccaeuunn
Oregon, Portland
Pennsylvania

Allentown.

Harrisburg

Philadelphia. oo ccacneeccccamacec e ancae——nn

Pittsburgh

R 1L -V o o Y
Rhode Island, Providence....cocccuomeecomrecoccmacanmaaaoe
8outh Carolina, Columbia.. -
South Dakota 8. . aaeeccmaaaas
Tennessee........

Chattanooga.

Memphis...

Pt bk bk et ek

b bk ok ok e e ok ek

209 65 &n 3 i Ot s 00 O 13 €3 63 63 v ia 653 63 O 3 00 s s € ER OR €0
ORI B AWML R-TRWAO WK I=-JO R WD OO
01 03 1 RO RO D D LI 0000 D M I N HO NN D PN O R WO O

RO

(= 3-X--Ea L0 |
WL O

54 14

31 11

‘Washington, 110 11
‘West Virginia 39 15
Bluefleld....o..ooooooioiica. LR 2
Charleston... 44 10
Parkersburg.. 31 14
Wheeling. «caceeccannan 31 19
‘Wisconsin, Milwaukee... 70 10
Wyoming, Cheyenne. ..o oo iruccaccccccccrsecccmm—cne——- 76 16

1 Served by Seattle, Washington plan.

1 Includes surgical-medical plan

1 Includes enrollees in covered Maryland and Virginia counties.
¢ No Blue Cross plan.

care covered under Medicare. Medicare does not
reimburse for the former. This determination of
level and type of care has proved to be adminis-
tratively expensive. Another reason why extended-
care facility bills have been costly to process is
the high percentage of bill errors, possibly due
to the frequent changes in extended-care facility
ownership and sometimes related to greater turn-
over of staff.

A similar ranking for Medicare carriers is seen
in table 14. Unit cost and production per manyear
are presented on both a payment record and per
claim basis. According to the Bureau of Health
Insurance, the primary reason that firms fall
below the national average in at least two of the
three measures of efficiency presented involves
changes in electronic data-processing systems

5 Served by Iowa plan.
¢ Served by New Hampshire plan.

Source Unpublished Social Security Administration data and Blue
Cross-Blue Shield Fact Book, 1972

during the period considered.’® As has been pre-
viously discussed, data processing is an important
component of the SMI carriers’ administrative
costs. To the extent that some carriers have not
yet adequately adopted an efficient electronic data-
processing system or are not using it to its full
capability, their administrative costs will be high
relative to those of other carriers.

SUMMARY AND CONCLUSIONS

The current proposals for some form of national
health insurance call for analysis of the costs of
administering health insurance. This study shows

¥ The Bureau of Health Insurance monitors carrier
data-processing systems and maintains an annual narra-
tive account of carrier electronic data-processing progress.
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TasLE 11.—Blue Shield carriers: Benefit payments and administrative costs per enrollee and administrative costs as percent of
benefit payments under regular business and under Medicare, calendar year 1971

Benefit payments per Administrative costs per | Administrative costs as per-
enrollee enrollee cent of beneflt payments
State and plan !
?&ﬁlﬁi Medicare gfsﬁg};; Medicare &fg‘;};’s’; Medicare

Total... $38 17 $102 72 $4 80 $9 31 12 6 91
Alabama, Birmingham . .. oeeeicnaceanccsicicacrcccacccannnnn 1106 14 76 98 533 571 50 7.4
Arkansas, Little Rock.... 174 03 68 2 5 84 6 58 79 96
California, San FranciSc0....ccceceeemecoccraccocanas 1100 34 186 10 19 04 21 76 190 17
Colorado, Denver 32 87 108 44 4 68 14 62 14 4 138
Delaware, WilmIngton .ccececeeaccccccocnacamcacennn 31 32 72 90 324 8 93 10 4 122
District of Columbia, Washington 1 63 70 124 70 740 12 07 1 6 10 3
Florida, Jacksonville. .cecvcaccccccacrcccaceccnaccnnocosccacoannan 23 87 133 93 3 88 79 16 4 59
IIHNOiS eueecvenacannan 24 18 105 72 3 55 10 81 14 7 10 2
Indiana, Indianapolis... 36 30 89 20 3 40 5 93 04 886
Towa, Des Moines 45 67 58 82 517 7.14 113 12,1
Kansas, Topeka_..ocooceoeeanae 40 97 63 75 4 86 7 50 1n9 118
Maryland, Baltimore cee 32 26 3 81 6 08 109 11
Massachusetts, BoStON . cc.ceceeeenmcrecaremmacaccccacccacaccasssaannnn 34 15 102 59 4 30 9 09 126 89
Michigan, Detroft ..o o eeeeceneeacoarccacmnocccaaccacamcanaacssnasns 87 37 88 37 505 10 03 88 13
Minnesota, Minneapolis.. 57 10 48 79 11 12 5 92 19 5 121
Missouri. hmecucsecsscaccsceccamenscncssonoes 320 99 43 4 88 979 148 98
Montana, Helena......c.cccacecccccocncananncmnmmomcamcaccans 183 30 70 79 925 4 67 11 66
New Hampshire, Concord 30 68 73 23 470 7 98 153 10 9
New York.... 23 50 137 48 3 47 12 68 148 92
North Dakota, Fargo. . o.cecccceccceccccccccancanccmccmcocosceaccanen 38 09 76 61 579 8 45 15 2 110
Pennsylvania, Camp Hill... - 26 49 86 91 32¢ 597 12 4 69
Rhode Island, Providente...cccecccacccccaccacccccceccccccsnonnenas 28 79 100 2 96 7 64 103 7.6
South Carolina, Columbia... cecmccmesssascnee 59 54 01 213 5 61 222 10 4
South Dakota, Sioux Falls. vcuccmcacecncaccacacaeana 177 55 01 4 31 5 95 243 10 8
Texas, Dallas.... 12 93 108 83 2 10 7.26 16 2 67
Utah, Balt Lake City... . 45 77 78 13 617 616 13 79
VIrgINIA . oo cceeeccrccceccccrccacascasecesecaessseereenanecennsome o 32 22 |ecanmcnecnee b I 3 PR (1 2 N DO
Washington - 108 04 90 79 10 52 10 65 99 n7z
WISCONSIN . e e ecccecccnccmecccesaccaascnreonnmmnare smammnnoomasams 151 50 74 87 548 57 106 7.7
Puerto Rico . 79 59 71.71 77 6 74 98 87

1 Includes hospital plan.
8 Includes enrollees in covered Maryland and Virginia counties,

that when administrative costs are expressed as
a percentage of benefits paid or on a per enrollee
basis, the supplementary medical insurance pro-
gram has proved more expensive to administer
than the HI program. In contrast, administrative
costs per bill have been lower under SMI. This
seeming paradox is resolved by recognizing that
average benefits per bill paid under HI have
been three times greater than those paid under
SMI. The apparent paradox illustrates the haz-

TasLe 12.—Regression equations for Blue Cross intermedi-
aries and Blue Shield carrers for regular business and Medi-
care

]Eigga; Dependent variabls | Constant %Iég},i‘\' R Sy

1 MEDCOST? 1148 015 0001 .288
(65 observations) (10 525) { 790)

2 MEDCOST 4 027 0001 289
(56 observations) (7 39%4) ( 934)

3 MEDCOST 8 457 050 0001 1701
(28 observations) (6 521) ( 466)

4 MEDCOST 8 265 030 0001 1.682
(24 ohservations) (6 2656) ( 260)

1 Equations 1 and 2 represent Blue Cross data ; equations 3 and
4 represent Blue Shield data All equations exclude the Blue
Cross-Blue Shield merged plans, such as that of Birmingham,
Ala, Equations 2 and 4 exclude Blue Cross-Blue Shield plans that
offer medical hospital benefits, Blue Shield equations have fewer
observations than Blue Cross equations because fewer Blue Shield
plans serve as carriers under Medicare.

3 T values in parentheses.
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Source Unpublished Social Security Administration data and Blue
Cross-Blue Shield Fact Book, 1972,

ards of making comparisons on a ratio basis
without a careful analysis of underlying factors.

Between 1967 and 1973 benefit payments on a
per enrollee basis have increased at a more rapid
rate than administrative costs, and the most rapid
increase in these two items occurred between
1967 and 1968. The large percentage increase
between these 2 years reflects the considerable
lag before bills were submitted and processed for
reimbursement. Since then, the administrative
system has had time to consolidate itself and
rates of increase have been fairly constant. Using
1968 as a base, administrative costs per enrollee
have increased at a more rapid rate than benefits
per enrollee. This phenomenon is due to benefit
lags in 1967 and increased expenditures for moni-
toring the program that simultaneously increased
administrative costs and produced a consequent
relative reduction in claims paid. Indeed, provider
audit and claims review per bill have been the
most rapidly growing administrative expendi-
tures under the HI program. Such expenditures
are designed to enhance overall program quality
even though they increase administrative costs.
Administrative costs per claim under SMI have

21



TaBLE 13.—Selected data for HI intermediaries excluding audit, fiscal year 1972
Administrative
expenses as percent Unit cost ? Production per man-year bills
of benefit payments
National average *...ccccececenx wememesennn 125 National average1............ cemecensmen $4,52 National average?...... emecomeeennenon . 2,857
Kalser. . .cocovnmaemnenececennes [ .30 | Inter-County...e commmeemeceicunucaannns 2 41 | Inter-County....
Birmingham, Ala_......... . U 76 | Birmingham, Ala............ 2 55 | Utlca, N Y.
New Haven, Conn 79 | Utlea, N Yauuoooimmamaaaaaaaes 2 63 | Little Rock, Ark
Omaha, Neb....... teemammeeneessnnesmecnas 80 | Lima, Ohio. cceeenunnnnn 2 79 | Birmingham, Ala. o oo iimaaeaes
8yracuse, N Y... 81 | Charleston, W. Va....... 2 83 [ New Haven, Conn
Inter-County..... 81 | Syracuse, N.Y..... 284 | Lima, Ohi0mcmceeeeccrccamcuoenmcmnananen
Kansas City, Mo. .84 | Omaha, Neb..... 2 99 | Bioux City, JoWa. oo cenveaaccccmeccaaaan
Chieago, Ill... 92 | Little Rock, Ark. 3 11 | Charleston, W. Va
Lima, Ohio..... 93 | Harnsburg, Pa..... 320 | Omaha, Neb. oo cemeeccccecnname—ne
Youngstown, Ohio....ccceemmicnrncnnaaaeas 94 | New Haven, Conn. 3 31 | Baltimore, Md.
Utica, N.Y...... 95 | Roanoke, Va__....... 3 33 | Rochester, N Y
Sioux City, Iowsa, 96 | Kansas City, Mo.. 3 34 | Syracuse, N Y.
Dallas, Texas.... 98 | Watertown, Ny~ 3 368 | Portland, Oreg cnneveeemnaacaccacannnan
Little Rock, Ark 1 00 | Wilkes-Barre, Pa.._ 3 36 | Albany, NY
Y 1 00 | Jackson, MiSS. ... oeceeaocaccccccaceaoee 3 38 | Philadelphia, Pa. . ovoeuemnnecaccann.
....... 1 00 | pittsburgh, Pa_ 3 42 | Dallas, Texas.. emmeamenaea——-
1 02 | Sioux City, Iowa.e.ceeeceaon 3 43 | Toledo, OBi0. . cunecccimeencnanna
102 | Parkersburg, W. Vo ceeeeeoeencrnamncnnan- 3 44| Boise, Idabo.ccereercacaeacnnea
103 | Allentown, Pa____. 3 48 | Youngstown, Ohlo__...._._.._.
1 06 | Youngstown, Ohio. 3 48 | Harrisburg, Pa...... ———
1 07 | Chattanooga, Tenn 3 53 | Chapel HilL N C.__.......
Miiwaukee, Wis 107 | Albany, N Y.... 3 57 | Providence, R I
Phoenix, Ariz..... 1 07 | Columbus, G 3 63 | Kaiser...
Chattanooga, Ten: 1,08 | Toledo, Ohio. 3,86 | Pittsburgh, Pa
Philadelphia, Pa ... 1 08 | Baltimore, M 3 67 | Parkersburg, W, Va oo ooueemccaannen
Jackson, Miss...... 1 12 { Kaiser.... 3 68 | Chicago,Ill...
Washington, D C.ooeooroomaaaaae 1 12 | Portland, Oreg.. 3,68 | Columbus, Ga.....
Roanoke, Va.... 1 14 | Chapel Hill, N 3 71 | Chattanooga, Ten
Rockford, TNl .ecueeaaan feecccssmcecanasa - 114 | Rockford, Ill.. 3 72 | Jackson, Miss_.
Fargo, N Dsak - 115 ] Portland, Msaine. 3 76 | Seattle, Wash
Watertown, N.Y o vnaanaeoas vemammccaccanee 1 15 | Columbus, Ohio. 3 85 | Rockford, Ill...
Cleveland, Oh o . 1 17 | Cooperativa_... 3 86 | Baton Rouge,
Allentown, Pa......... mmmnmmaman—on 1 19 | Louisville, Ky... 3 93 | Washington, D C..
Des Moines, lowa. . ___.oceauce .- 1 19 | Baton Rouge, La 3,98 | Allentown, Pa...
Baltimore, Md 1 19 | Philadelphia, Pa_.. 3 98 | Milwaukee, Wis
Harrisburg, Pa... . 1 20 | Jacksonville, Fla. 3 99 | 8t. Paul, Minn
Seattle, Wash___coceroacuacnnn eveemeeannnnn 1 20 | Milwaukee, Wis_ 4 00 | 8an Juan, P.R...
Canton, Ohlo ceeececcennccuan. 1 22 | Rochester, NY.D 4 01 | Columbus, Ohijo...
Denver, Col0 «ecauenn- emm—m——- esermomnnan 1 23 [ Dallas, TexaS.... 4 02 | Atlanta, Ga..
8t Paul, Minn__...___.. smcemnacaen 1 24 | Hawaii Medical. 4 03 | Roanoke, VB .cucoucnicemoaaaccoacccanns
Wilkes-Barre, PB.coccccsecccacnccns 1 24 | Des Moines, IoWa...ocvcaceaccueccncnnnnnn 4 05 | Louisville, Ky.
Chapel Hill, N.C. oo micraccaaacane 1 25 | Canton, Ohio. ..- 4 07| Canton, Ohio....
Los Angeles, Calif........ meremsemamoa—nan 1.25 | Providence, R I..ooccooccaaoas mmecmanne 4 09 | Wilmington, Del.. o occmamerccccccaaacane
Rochester, N, Y. 1'26 | Chicago, Il 4 11 | Richmond, Va
Providence, R.I....... emmmecamammcemamemeae 1 27 | Boise, Idah0. e ccceancicecaaccaceeaccnnnea- 4 13 | Wilkes-Barre, Pa...eeecccrnncncnacccncnas
Charleston, W. Va__.__. 1 29 | Seattle, Wash.. . 4 23 | Cleveland, Ohio...
Hawaii Medleal___.___......_ 129 | Buffalo, N. Y oo ccccceccacacacenannacann 4 30 | Boston, MasS. cauccccaciacaamanccanccnan
Pittsburgh, Pa._ooeeueo oo 1 29 | Phoenix, Ariz oee. 4 36 | Phoenix, Ariz
Richmond, V8..coovncpee-- 1 29 | Great Falls, Mont. .. acecoomcoccmacmenecen 4 38 | Jacksonville, Fla. oo ceccacaceacenencnnn
Parkersburg, W, Va__ 1 30 | San Juan, P. R... 4 41 | Des Moines, Yowa.
Boston, Mass_.._.___. 1 32 | Topeka, Kan._. 4 47 | Kansas City, Mo ..
Buffalo, N Y..... 1 32| Fargo, ND_... 4 47 | Watertown, N.Y...
Cinecinnati, Ohlo........ 1,33 | Richmond, Va. 4 48 | Newark, N J.__.
Detroit, Mich.. 1 35 | Wilmington, Del 450 | Buffalo, N Yooveceoroamnaneannn PO
Topeks, Kans._..o....o.-.. - 1 35 | 8t. Loms, Mo_. 4 56 | Portland, Maine
Great Falls, Mont ..o ovecacacaaccacenaeann 1 36 | Denver, Colo.. 4 59 | Cheyenne, Wy0. ..cueeeaccacaacrcnscnncann
Tulsa, Okla 138 | Newark, N Jooooeoimcamamanccaaneunnennan 4 80 | Wheeling, W Va__
Memphis, TeNN. oceeuceccacaacacamaaaccann 140 | Prudential..ocovcooocercoccnmcanecmcenccena 4 61 | Cincinnati, Ohio.
Jamestown, N, Y. coooueaace 142 | Cleveland, Ohi0. . vececacaacaaocacaaans 4 63 | St. Louis, Mo......
Baton Rouge, La 143 | 8t. Paul, Minn. .o eccccmecvnnamcnanaan 4 63 | Great Falls, Mont.
Louisville, Ky. 146 | Cheyenne, W¥0..ceeueeaccaeaancaccncanes 4 64 | Topeka, Kan......
Prudential ..o eecrmaseemeescsencanen 150 | Jamestown, N. Y .o oroecmamcecamceens 4 73 | Detroit, Mich.
8t Louis, Mo_.-..._... 150 | New Orleans, La_. o oceomreamecacevnaconnn 4 73 | Fargo, N Dak.
Albuquer%le, N. Mex.... 1 52 | Memphis, Tenn.....oceccuiorccancceconnes 4 76 | Oakland, Calif...
Qakland, Calif........ 152 | Atlanta, Gaocccaeeeciiccmcccaccaccmaaaanen 4 77 | Indianapolis, Ind. .
Cooperativa. meeceaeuan P, e———— 153 | Nationwide . oueceococucmnenanencammnnanne- 4 80 | Memphis, Tenn.......
Columbus, Ga. .- 154 | Concord, N.H. 4 81 | Albuquerque, N.
Portland, Maine .- 1 54 | Boston, Mass, ....... mmmmmmamm——mameam——- 4 87 | Denver, Colo.......
New Orleans, L8 .o ciccmeccaacas 1 58 | Washington, D C._. wee. 4 87| Jamestown, N.Y.
Indianapolis, Ind... 159 Albuc&uerque, N . MeXemeomacccccacaccee 4 90 | Prudential.ceeeemecccmcnicccnccrnancnnnce-
Cheyenne, Wyo.. 161 | Wheeling, W. V8. o corccmcecccccmcccaccuen 4 91 } Cooperativa.....
Nationwide..._.._ . 170 | Detroit, Mich. o oo eeeerrccmneaaes § 03 | Hawaii Medical..
Wilmington, Del.eeeeccncanes 1 72 | Cincinnati, Ohio wee. 504 | Nationwideooococeoeecocaanana. PO
Aetna....... ... 172 Columbia, 8 C .. 512/ Los Angeles, Calif.
Atlants, G8.ouvocecccavaccncommrnnnnnes 1 85 | Indianapolis, Ind_ oo veermecmecncommcenneas 523 | Concord, N.H_____oceniuoaoaaanans
Boise, Idaho.... 185} Oakland, Califoomeeemicacceccecenenn 5 32 | Salt Lake City, Utah_ _._._...
Wheeling, W, Va_ 1902| Tulsa, OKlauceceaeeecccaccaccccnamcacnann 6 55 | Tulsa, Okla
Concord, N.H........ 1 97 | 8alt Lake City, Utah.cececocveansananna 5 68 | New Orleans, La..occeceneeucaa
Salt Lake City, Utah. 2 15 | Los Angeles, Calif.ceouueuoemoiiamaannnn.. 6 74 | New York, NY. I [
Columbla, 8 C....... 2 18 | New York, N Y. weee 592 Aetna..... -
Travelers.....-... 2381 | Aetnad o ccccicesacnananecanan 7 06 | Columbia, 8 Coooorirrnercaciccecmeaaes
8an Juan, P.R...... 2 60 | Travelers.... . 8 85 | Mutual of Omaha. .. 1,340
Mutual of Omahs. .ccecmmecnecceonan R 3 63 | Mutual of Omaha. . couecuuemucimemenannns Q21 | TravelerS cuccerencceencmccnoncncnscnannan 1,310

1 All Blue Cross plan indices adjusted for Blue Cross Association overhead

factors
2 Weighted national average.

$ Administrative costs include nonrecurring costs related to developing
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electronic data-processing systems for SSA. The adjusted figures are:

administrative costs (excluding audit), $2,226,490, unit cost per bill, $5 61;
and work load related unit cost $5 11,

Source, Unpublished Social Security Administration data,
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TasLe 14.—Selected data for SMI carriers, fiscal year 1972

Administrative
exgenses as percent
of benefit payments

Unit cost

Production per man-year bills

National 8Verage ceeececceccncnn

Jacksonville, Fla. ceneomcacoouaan.
Madison, Wis_...._
Connecticut General..
Camp Hill, P8.cueeecnccanennn
Dallas, TeX. o menceereccacccacuacns
Prudential..cccveermcmememceenan
Occidental .....
Providence, R.I._
Birmingham, Ala_
Raflroad Retireme
General American.
Mutual of Omaha..
Salt Lake City, Utah._ ee-
Pan American.....coccvvmmenanann
Rochaster, N Y__ R
Ind*arapolis, Ind. e
New York, N.Y.. R
Nationwide_.... ——-
Boston, Mass... .
Equitaf)le ........
Chicago, Il .
Xr'ashington, D.C..

San Juan, P
Travelers.....
Columbia, S C...
Group Health Inc
Kansas City, Mo.
Buffalo, N.Y.
Continental Casualty.
Little Rock, Ark__...
Helena, Mont......
Milwaukee, Wis.._.
Bioux Falls, 8 Dak.

Baltimore, Md.......
San Franeisco, Calif..
Concord, NH._...l
Fargo, N Dak.
Detroit, Mich..
BSeattle, Wash
Metropolitan.
8t Paul, Min
Wilmington, De
Des Moines, Iowa..
Topeka, Kens......
Denver, Colo.........
Oklahoma LB R S.ceceeuennnncnes

ChRrWOMNORO -

[
QUYL O L0000
—en

10 08

Natfonal average..ccceewone

Providence, R T.coccucaeeacoe
Madison, Wis_...
San Juan, P.R.......
Connecticut General.
Camp Hill, Pa.........
Jacksonville, Fla.
Dallas, Tex....
Birmingham, A
Prudential
Nationwid
Concord, N.

Detroit, Mich.
Seattle, Wash.

Little Rock,
Salt Lake City, Utah
New York, N Y....
‘Wilmington, Del
Union Mutual. ...
Group Health Ine 2.
Baltimore, Md.......
Mutual of Omaha..
Fargo, N Dak__._.
Milwaukee, Wis.
Denver, Colo.__...
Oklahoma IS R 8.
Buffalo, N Y..
Metropolitan..
Topeka, Kans.
Washington, D C.
Continental Casual
Travelers.....covve
Sioux Falls, S Dak..
Kansas City, Mo........ -
8t Paul, Minn..... -
Des Molines, Iowa..
Chicago, Il o oecacaaccccaaen

Payment  Claim Payment Claim

record record
$3 93 $3 18 National 8versge......... . 2,905 3,550
223 1 57 | Providence, R I.ccovunavueene 5,339 7,591
2 83 2 07 | Dallas, Tex...... 14,129 5,331
3 00 2 86 | Madison, Wis_ 4,065 5,582
303 2 68 | Rochester, N.Y.. 3,997 4,628
307 2.77 | Camp Hill, Pa. 33,909 ,332
3 09 3 01 | Boston, Mass.__.. 33,753 4,830
311 2 41 | Group Health In 600 4,414
328 2 28 | San Franeisco, Call 33,486 4,465
3 35 2 81 | Prudential 3,121 3,720
3 59 3 00 | Jacksonville, Fla_...... 3,110 3,199
3 59 2 33| SanJuan, P R._. 13,073 3,219
3 62 2 82 | Nationwide...... . 3,049 3,649
3 64 2 83 | Concord, N.H......... . 2,990 4,611
3 67 3 12 | Connecticut General..... - 2,968 3,353
382 2 77 | Salt Lake City, Utah_........ 2,953 3,830
3 88 2 68 | Indianapolis, Ind..eeoocacaa .. 32,949 3,670
3 88 3 35 | Birmingham, Ala....c.cooo... 2,944 4,240
395 317 | New York, NY... 12,80 3,597
4 06 3 17 | Detroit, Mich.._.. 12,884 3,669
410 364 RRRB...... 2,850 3,352
412 324 | Aetna....... 2,827 3,132
413 3 13 | Wilmington, , 806 3,820
415 3 78 | Columbia, 8 C 2,768 3,814
423 2 98 | Pan American. 2,751 3,983
425 3 13 | General Ameris 2,741 3,521
426 3 04 | Seattle, Wash. . 2,726 3,
429 3 31 | Little Rock, Ark . 42,687 3,771
4 30 3 46 | Baltimore, Md...cvcnnecacnucn 2,675 3,421
4 37 3 21 | Washington, D.Coeevnuennenn 2,656 3,108
438 308 | Fargo, N, DaKeurcaermucnmuccnn 2,611 3,333
4 38 3 57 | Metropolitan...cccevenneneacnn. 2,443 2,978
439 343 | Equitable.. cooceceeeeannnnnnas 2,436 3,302
4 48 3 66| Occidental  ooceececeorcoueunann 12,407 2,712
4 52 3 54 | St Paul, Minn__ R, 82,389 3,299
4 53 3 58 | Mutualof Omaha..ueecneennn. 2,381 2,088
4 54 3 33 | Helena, Mont._._.. 2,338 3,320
473 3 23 | Sioux Falls, S Dak 32,329 3,020
473 3 50 | Denver, Colo . 82,309 3,146
475 3 90 | Topeka, Kans. 32,302 3,359
477 3 27 { Oklahomal$§ 2,279 3,338
4 93 4 21 | Milwaukee, Wis_ 2,266 2,864
508 4 45 | Union Mutual.. - 2,253 3,199
509 3 99 { Buffalo, N Y.. 2,235 3,018
5 09 3 92 | Chicago, Ill..... 32,178 2,629
510 4 11 | Des Moines, Jowa.... $2,125 3,004
525 3 81 | Continental Casualty.. 2,120 2,420
5 36 3 68 | Travelers_..ou.cuuauee y 2,559
570 4 72 | Kansas City, Mo 1,946 2,418

1 Weighted national average.
3 Includes nonrecurring costs

$ Productivity adjusted to include & manpower equivalent for data-proc-

remained relatively stable, despite increased labor
costs, because SMI bills more easily lend them-
selves to electronic data processing and because
provider audits and claims review are not required

under the SMI program.

Medicare business accounts for a significant
percentage of intermediary and carrier business,
especially for Blue Cross and Blue Shield. Tt
was hypothesized that intermediaries and carriers
who were inefficient in their regular business,
in relation to other intermediaries and carriers,
would be inefficient in their Medicare business.
Regression analysis does not support that hy-
pothesis. Of interest, however, is the finding that
the variance in Medicare administrative costs
is .08 compared with the variance in regular
business administrative costs of 3.65, or 46 times
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essing costs included without breakouts of manpower or personal services.
Source: Unpublished Social Security Administration data.

greater. Although some of this difference may
result from variations in product mix, this find-
ing illustrates how a uniform program such as
Medicare can reduce the variance in the adminis-
trative costs of these diverse administrative units.
The single most important reason for high inter-
mediary costs, involves the mix of providers
served: if a high proportion of bills come from
extended-care facilities, unit administrative cost
will be high. The most important cause of high
carrier administrative costs relates to the stage
of development of electronic data-processing
systems. Those carriers who have not yet devel-
oped their electronic data-processing systems
sufficiently, or who do not have adequate volume
to use the system efficiently, have high unit ad-
ministrative costs.
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