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The Council on Graduate Medical Education (COGME)

( j OGME was authorized by Congress in 1986 to
provide an cngoing assessment of physician
workforce trends and to recornmend appropri-

ate Federal and private sector efforts to address identi-

fied needs. ‘The legislation calls for COGME to serve
in an advisory capacity to the Secretary of the

Department of Health and Human Services (DHHS),

the Senate Committees on Labor and Human

Resources, and the House of Representatives

Committee on Commerce. By statute, the Council ter-

minates on September 30, 1995,

The legislation specifies that the Council is to
comprise 17 members. Appointed individuals are to
include representatives of practicing primary care
physicians, national and specialty physician organiza-
tions, international medical graduates, medical student
and house staff associations, schools of medicine and
osteopathy, public and private teaching hospitals,
health insurers, business, and labor. Federal represen-
tation includes the Assistant Secretary for Health,
DHHS; the Administrator of the Health Care Financing
Administration, DHHS; and the Chief Medical
Director of the Veterans Administration,

Charge to the Council

Although called the Council on Graduate Medical
Education, the charge to COGME is much broader.
Title VII of the Public Health Service Act in Section
799(H), as amended by Public Law 99-272, as amend-
ed by Title III of the Health Professions Extension
Amendments of 1992, requires that COGME provides

advice and makes recommendations to the Secretary .

and Congress on the following:

1. The supply and distribution of physidians in the
United States.

2. Current and future shortages or excesses of physi-
cians in medical and surgical specialties and sub-
specialties.

Issues relating to foreign medical school graduates,

4, Appropriate Federal pojjcies with respect to the
matters specified in (1), (2), and (3) above,
including policies concerning changes in the
financing of undergraduate and graduate medical
education programs and changes in the types of
medical education {raining in graduate medical
education programs.

5. Appropriate efforts to be carried out by hospitals,
schools of medicine, schools of osteopathy, and
accrediting badies with respect to the matters
specified in (1), (2), and (3) above, including
efforts for changes in undergraduate and graduate
education programs.

6. Deficiencies in, and needs for improvements in,
existing data bases concerning the supply and dis-
tribution of, and postgraduate training programs
for, physicians in the United States and steps that
should be taken to eliminate those deficiencies.
The Council is to encourage entities providing
graduate medical to conduct activities to voluntar-
ily achieve the recommendations of this Council
under (5} above.

COGME Reports

Since its establishment, COGME has submitted
or is in the process of completing the following reports
to the DHHS Secretary and Congress:

= First Report of the Council, Volume I and Volume
I (1988)

. ~ Second Report: The Financial Status of Teaching
Hospitals and the Underrepresentation of
Minorities in Medicine (1990)

*  Scholar in Residence Report: Reform in Medical
Education and Medical Education in the
Ambulatory Setting (1991)

*  Third Report: Improving Access to Health Care
Through  Physician Workforce Reform:
Directions for the 21st Century (1992)

¢ Fourth Report: Recommendations to Improve
Access to Health Care Through Physician
Workforce Reform (1994) '

»  Fifth Report: Women and Medicine (1995)

= Sixth Report: Managed Health Care: Implications
for the Physician Workforce and Medical
Education (1995}

+  Seventh Report: Physician Workforce Punding
Recornmendations for Department of Health and
Human Services’ Programs (1995)

¢« REighth Report: Patient Care. Supply and
Requirements: Testing COGME Recommendations
(late 1995)
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(2) The Impuact of Managed Care on the Medical
Education Environment, Gordon Moore, M.D. (order-
ing number PB94-142296)

(3) COGME 1995 Physician Workforce Funding
Recommendations for Depariment of Health and
Human Services® Programs, COGME’s Seventh
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I. Executive Summary

FINDINGS

Finding # 1: Managed care has been
growing rapidly in both the private and
public sectors, and in most geographic
areas, and this growth is likely fo continue
or accelerate in the future.

Managed care reflects a broad set of fundamental
changes taking place in the health care system, charac-
terized in both the delivery and financing of health care.
Each of the various types of managed care has been
growing in recent years, with health maintenance orga-
nizations (HMOs) and preferred-provider organizations
(PPOs) having grown 3 to 4-fold in the past decade, and
more recently with point-of-service (POS) and other
hybrid plans rapidly emerging. Almost two-thirds of
employees in large firms are now in HMOs, PPOs, or
POS plans, and the number of federal employees and
Medicaid and Medicare recipients enrolled in managed
care programs has more than doubled over the past
decade (increasing to approximately 39 percent, 12 per-
cent, and 7 percent of their respective populations).

Despite the concern of many physicians about
managed care, over three-fourths have at least one
managed care confract, and almost one-half are
involved with af least one HMO. While managed care
has increased in most areas, wide geographic variation
remains, ranging from 0 to 35 percent of the population
enrolled among states, and from less than 10 percent to
greater than 50 percent among metropolitan areas.
Continued pressures from government and business to
increase the quality and cost effectiveness of medical
care will reinforce this trend of managed care growth,
which appears to be. irreversible, and which many
experts predict will accelerate,

Finding # 2: The growth in managed care
will magnify the physician workforce con-
cerns expressed by COGME in prior
reports, that there is a large and growing
oversupply of physicians overall and espe-
cially of specialists and subspecialists,
and that there is a modest need for more
generalist physicians.

Health maintenance organizations have long
embraced the concept of primary care, and have shown
a strong preference for generalist physicians. In addi-
tion, HMOs are moving in the direction of increasing
the scope of practice of generalist physicians, and
decreasing utilization of and referrals to specialists and
subspecialists,

The continued growth in managed health care may

magnify the physician surplus and generalist:specialist
imbalance identified in the 1992 COGME Third

‘Report. Given the current rate of producing physicians

(25,000 residents are entering the first year of training
each year, equivalent to the number of 1993 US medical
students graduates plus 40 percent), and of specialty
output (30 percent generalists and 70 percent special-
ists), the patient care specialist supply is projected to
increase from 140 to 150 specialists per 100,000
between the year 2000 to 2010. This compares with
COGME'’s estimated staffing requirements of 85 to 105
specialists per 100,000 population in a managed care-
dominated environment, Compared with the midpoint
of the requirements range, this would translate into a
projected surplus of £25,000 specialists in the year
2000 and 170,000 in the year 2010.

During the same period, the patient care general-
ist supply is projected to remain stable at 63 to 67 gen-
eralists per 100,000 population, compared with
COGME’s estimated staffing requirements of 60 to 80
generalists per 100,000, Compared with the midpoint
of the requirements range, this would represent a mod-
est shortage of 20,000 generalists in the year 2000
declining to 8,000 (or near balance) in 2010. The
potential for physician underemployment or unem-
ployment as we enter the 21st century is suggested by
this and other workforce analyses, whether they
assume that managed care or fee-for-service arrange-
ments will predominate. '

Finding # 3: Changes in the health care
environment that have led to the growth
in managed care will also have major
effects on the allopathic and osteopathic
medical education system and their
teaching institutions; this will likely result
in decreased financial support for medical
education at both the undergraduate and
graduate levels, which could affect the
quality of these endeavors.

The growth in managed health care will influence
educational institutions to make major changes in the
way they deliver and finance patient care. Teaching
institutions will be required to compete with other
health plans and medical groups for managed care con-
tracts, However, many teaching institutions may be
hindered by their traditionally higher operating costs,
predominance of specialists and orientation towards
specialty care, lack of primary care infrastructure, and
emphasis on teaching and research, as well as their
more complicated patient mix and larger proportion of
the uninsured and underinsured. The higher costs tra-
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ditionally attributed to the learning needs of trainees,
such as increased use of diagnostic tests and proce-
dures and longer lengths of stay, can no longer be
accepted as part of normal operating expenses in the
increasingly competitive health care marketplace.

The net effect of increased competition may well
be a decrease in clinical income for many teaching
institutions, which has traditionally supported their
medical educational components. Increased competi-
tion may also result in a decrease in the availability of
other important educational resources, such as training
sites, teachers, and patients. These necessary adjust-
ments may be considered conirary to the traditional
“culture” of academic medicine, which placed a high
value on departmental autonomy and a decentralized
decision-making structure. Teaching institutions that
cannot adjust may see the quality of education at the
undergraduate as well as the graduate level affected
and their own survival threatened,

Finding # 4: The growth of managed care
will magnify the deficiencies of the cur-
rent educational system, yet will also pro-
vide new and essential educational oppor-
tunities to improve the preparation of
physicians for their future roles.

In response to the needs of the changing health
care environment, educational programs will have to
produce a physician with a different set of skills and
new areas of knowledge. The current medical educa-
tional system has been successful in training physicians
for a health care system based on fee-for-service, spe-
cialty, and acute hospital care. However, changes in the
content of the educational program and the sites used
for clinical training will be needed to prepare physi-
cians for effective practice in a managed care environ-
ment, with an emphasis on cost-effective, ambulatory,
and primary care. Although the number of relation-
ships are growing, relatively few educational linkages
exist between academic medical centers and managed
care organizations, especially with newer independent
practice association (IPA) types of managed care.

Finding i 5: There are currently many bar-
riers and few incentives by which health
care and teaching institutions can address
these problems regarding the physician
workforce and medical education.

Currently there are few ircentives for medical
schools, residency programs, teaching hospitals, man-
aged care organizations, or state or federal government
to work either individually or collaboratively to address
the nation’s physician workforce or medical education
priorities. Competition for patient care between teach-
ing hospitals and managed care organizations, concern
for who shares in the cost of medical education and

ambulatory training, and conflicts beiween patient sat-
isfaction and trainee needs have all created barriers
against which health care delivery systems and teaching '
institutions must attempt to address national physician
workforce and medical education goals.

Key federal policies, particularly Medicare gradu-
ate medical education (GME) financing, have produced
significant disincentives toward training more general-
ists and fewer specialists, move training to ambulatory,

~ community-based and tnanaged care seftings, and pre-

pare new physicians in the requisite competencies for
managed care practice. These disincentives in
Medicare GME should be corrected to better prepare
physicians for effective managed-care practice.

RECOMMENDATIONS:

With the rapid changes taking place in the health
care environment, medical schools, residency pro-
grams, teaching hospitals and managed care organiza-
tions are encouraged to collaborate and cooperate to
produce physicians with in the requisite numbers, spe-
clalty mix and competencies to meet patient needs. In
addition, public funds for medical education through
Medicare and the Public Health Service must be tar-
geted prudently to provide the right incentives in the
medical education marketplace.

Recommendations are the following:

Medical Schools, Residency Programs,
and Teaching Facilities:

1. Asmedical schools, residency programs and teach-
ing facilities restructure in order to be more com-
petitive in patient care and at the same time pre-
serve their academic mission, they will also need to
reassess their roles and responsibilities regarding
the physician workforce and medical education.

2. Medical schools, residency programs and teach-
ing facilities should share in the responsibility to
train the number and types of physicians appro-
priate to the nation’s needs.

3. Medical schools, residency programs and teach-
ing facilities need to evaluaie their institutions and
identify deficiencies that are barriers to achieving
amore balanced physician workforce, and to train
physicians for their future roles. These institu-
tions should:

a. assure fhat the process selects applicants who
are motivated, have the qualities and abilities, and
who can be educated and trained to become the
physician workforce which the nation needs;

b. assure that the curriculum educates students
for their future rele, including the “new basic sci-
“ences” of population-based medicine, epidemiol-
ogy, and decision analysis; and
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10.

c¢. assure that the clinical curriculum provides an
adequate education in ambulatory and managed
care settings, preventive care, feam care, and cosi-
effective patient care, '

The size, composition and competencies of the
fuil-time faculty at medical schools and residency
programs must be reviewed in order to assure that
they are appropriate to train physicians for their
future roles.

Residency programs need to train residents in
managed care environments, to review and revise
existing residency curricula to ensure that the
knowledge, skills and attitudes necessary for
future physicians are included, and to adequately
prepare both their primary care and specialty
graduates for the scope of practice, coordinated
relationships, and referral patterns found in man-
aged care organizations.

Additional training programs should be devel-
oped to meet the needs of the future health care
delivery system, e.g. programs for retraining spe-
cialist physicians as generalist physicians; and
fellowship training to develop physician leader-
ship in managed care environments.

Medical schools, residency programs and feach-

‘ing hospitals need to identify and review their
feaching costs, and make their educational pro-

grams more efficient.

Evaluation at the medical school, residency and
continuing medical education levels should incot-

porate the knowledge, skills and attitudes that will

be needed by future physicians, and should be
reviewed as medical education and training
becomes more decentralized.

External certifying and accrediting organizations
{e.g. the National Board of Medical Examiners,
the National Board of Osteopathic Medical
Examiners, the Accreditation Council for
Graduate Medical Education; the American
Osteopathic Association-Burean of Professional
Education, the Liaison Committee on Medical
Education, the Residency Review Committees)

. need to address the new elements in health care

delivery and reassess their structure, policies, and
procedures in light of the findings in this report.

Medical schools and residency programs (in
cooperation with the government and managed
care organizations) need to develop an infrastruc-
ture in primary care research, and to conduct and
support primary care research,

Managed Care Organizations:

1.

Managed care organizations need to identify and
define their needs as to the number, types and

compelencies of physicians, and should commu-

nicate this information and provide feedback to

medical schools and residency programs.

Managed care organizations need to work cooper-
atively and collaboratively with medical schools
and residency programs in developing programs
to address the physician workforce and medical
education,

Managed care organizations (and all other third-
party payers) need to share in the cost of paying for
medical education, through an all-payer fund, and
by developing mechanisms to support and encour-
age training and evaluation of medical students and
residents in their sites. This could include:

*  bonus payments for teaching
+  sponsoring preceptorships and clerkships

»  residency programs in managed care environ-
ments or sharing sponsorship of a residency

+  teaching residents aboui practice manage-
ment issues

*  collecting data regarding educational and
training needs

»  collaborative health services research
+  collaborative development of standards of care
*  developing managed care leadership programs

*  innovalive approaches and models of med-
ical education.

Managed care organizations should work with
external certifying and acerediting organizations
to help address the issues identified in this report.

Government:

1.

Continue to pay Medicare DME and IME for all
residents who are graduates of US medical
schools, but gradually reduce DME and IME for

international medical graduate residents to 25 per-

cent of the 1995 levels. Establish a transition pro-
gram to agsist institutions providing essential ser-
vices which are dependent on TIMG residents.

Ppweight both DME and IME to encourage more
generalist training and downweight DME and
IME to discourage specialist training.

Provide both DME and IME paymenis for teach-
ing in non-hospital settings, including physician
offices, community health centers and managed
care practices. Funding should follow the resi-
dent to his or her site of training.

Identify and remove the DME and IME compo-
nents of the Average Adjusted Per Capita Cost
(AAPCC) from Medicare capitation rates and uti-

~ lize these funds specifically for GME purposes.
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Create demonstration projects to foster the growth

of consortia to manage medical education policy -

and financing,

Reautherize, at 1995 pre-recision appropriated
levels, the National Health Service Corps, Title
VI (Health Professions Education), and primary
care research funding.

Reauthorize the Council on Graduate Medical
Education (COGME) to monitor the physician
workforce and medical education system given
the rapidly changing health care marketplace.

The federal government should play a major role,
in the collection and analysis of data regarding the
physician workforce and medical education. This
should include current data on staffing patterns in
specific organizational forms of managed care
(e.g., independent practice associations), informa-
tion on the cost of medical education (medical
students and residents) in ambulatory and man-
aged care settings, and on the differences in the
cost of training generalist and non-generalist
physicians,
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II. Growth of Managed Health Care

anaged heaith care has been defined as any
organized, systematic intervention that can
favorably affect the quality (e.g., technical
quality, patient’s health status, patient’s satisfaction,
provider’s satisfaction) or cost of heaith care by linking
purchasers, insurers, and providers (Moore, 1993;
EBRT, 1994; Miller and Luft, 1994). Because this def-
inition includes a variety of approaches, wherever pos-
sible this report refers to specific organizational forms

Table 1 Definitions of Six Representatives Organlzational Forms of Health Care Delivery™®

Intensity of Organizational Form Befinition
Managed Care
Least Managed Indemnity Plan with Camplete freedom of choice to paticnts.
Fee-for-Service (FFS) Ensurer reimburses physicians on a fee-for sesvice basis.
Managed Indemnity Free choice and FFS, but insuser exercises some degree of utilizatian con-
Plan (MIP} trol to manage cosis,
Preferred Provider Insurer channels patients to "preferred” physicians who are usually paid
Organization (PPO) . discounted FES.
The insurer, not the physician, usually accepts financial risk for perfor-
mance.
Independent Practice Insurer channels patients to physicians usually solo or in small groups
Association (FPA) - who have agreed to some financial risk for performance. Payment may be
either capitation of FES with financial incentives hased on performance.
Network IPA Sirnilar to TPA but consists of & network of [arger group practices,
Payment is usually capitation to each group, which then pays the physicians.
Staft/Group Health The classic, prepaid, large multispecialty, group practice. Patients are cov-
Maintenance ered only for care defivered by the HMO. The dectors are usually salaried
! Organization (HMO) and work either for the plan (s1aff model HMO), or for a physician group
Meost Managed practice (group model HMO) which has an exclusive contract with the plan,

* Adapted from Moore, 1993. Not shown are hybrid arrangements such as cpen-ended and point-of-service (POS) amangements whereby patients ina
PPO, TPA, Nework or StafifGroup HAO may bave some insurance covernge for care outside of the providers approved by the insurer,

DIA12485

Table 2 Management Incentives and Influences on Medical Praciice of Six Representative
Organizational Forms of Health Care Delivery *

Entensity of Organizational Management Influence on
Maaaged Case Form Ircentive Medicat Practice
Least Managed FFS None None
MIP Utilization reviews External regulation
FPO Utilization reviews External regulation
and discounted fees
IPA Financial risk in Physicians accepts financial
addition to uiilization tisk for performance
review
Indirect: management per-
Network IPA Group, business and somal, and cultural
soctal stracheres, in
additior to financial risk
and utilization review Direct: coordination, sys-
- tems and structural design
Tntegrated muitispeciaktty
Staff/Group HMO physician group and support ser-
vices; usually in purpose built health
center
f
Most Managed

* Adapted from Mocre, 1993,

01/12/95

of managed care such as staff or group model health
maintenance organizations (staff or group HMOs),
managed indemnity plans (MIPs), preferred-provider

. organizations (PPOs), independent practice associa-

tions (IPAs), networks and point-of-service (POS)
plans, as outlined in Tables 1 and 2.

When the acronym HMO (health maintenance
organization) is used without further qualification it
refers to the broad family of integrated health systems
that combine the delivery of health care and its financ-
ing on a prepaid basis. This definition of HMOs
includes staff and group model HMOs, as well as net-
works and IPAs, but excludes PPOs, '

Finding # 1: Managed care has been
growing rapidly in both the private and
public sectors, and in most geographic
areas, and this growth is likely to continue
or accelerate in the future.

National Trends

Combined total enrollment in HMOs more_than
tripled in the past decade (Figure 1), reaching approx-

- imately 50 million enrollees at the end of 1994 (GHAA

Market Position Report, 1994}, and is expected to
reach 56 million in 1995 (AM News, Dec. 26, [994).
Approximately half the patients in HMOs are enrolled
in IPAs and about one-fourth (24.1 percent) in group-
model HMOs. About one-sixth (17.5 percent) are in
networks and only about one-tenth (11.4 percent) are
enrolled in staff-model HMOs.

Point-of-service (POS) plans, which are also
referred to as types of hybrid, mixed-model or open-
ended plans, as well as preferred provider organiza-
tions (PPOs) have recently emerged as attractive alter-
natives, Between 1987 and 1992, the number of indi-
viduals enrolled in PPOs more than quadrupled from
12.2 million to 58 million. Enrollment in POS plans
grew during the same time period from virtually none
to 2.3 million. While slightly less than half the U.S.
population with private insurance still remains in FFS
plans, virtually all (approximately 95 percent) of these
plans now include some sort of utilization review
(EBRI, 1994; Igichart, Nov. 1994) in which doctors
and patients must seek approval for some treatments.
While some physicians stil! remain uncomfortable
with the tenets of managed care (Iglehart, 1994), near-
ly three-fourths of physicians recently reported having
at least one managed care contract (AM News, Nov.,
1994). Furthermore, recent (1993} data from the
Socioeconomic Monitering System of the American
Medical Association indicate that nearly two-thirds of
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physicians are involved in PPOs and almost half
reported being involved in HMOs (Table 3).

Geographic Variation

Market penetration, defined as the percentage of
the local population enrolled in managed care plans,
varies widely throughout the country as does the rate of
growih of enrollment within particular areas.
California led the nation in HMO market penetration at
the end of 1993 with approximately 11 million
enrollees representing 35 percent of the state’s total
population, Although a similar rate of penetration is
observed in Massachusetts at 34.1 percent, the total
enroliment is approximately 2 million (GHAA
National Directory of HMOs, 1994). Over 2 million
patients were enrolied both in Florida and
Pennsylvania, but these represent less than one-fifth of
the total population of each state. High rates (over 25
percent) of market penetration are found in the less
populated states of Arizona, Oregon, Rhode Island, and
the District of Columbia.

In 1993, a region defined as Alabama, Kentucky,
Mississippi and Tennessee showed the most rapid
growth beginning from a low rate of penetration in the
previous year. The western region defined as
California, Oregon, Washington, and Hawaii showed
the pext-most rapid rate of growth even though pene-
tration was already high. HMO enrcllment in 1993
was zero -in Alaska, West Virginia, and Wyoming,
which is not uncommon in rural arcas at the present
time (AM News, Oct. 10, 1994). Table 4 presents
recent data on the geographic distribution of HMO
enrollees, :

“There is substantial variation in market penetra-
tion by HMOs when comparisons are made among
particular urban market areas (Gold, 1991). In 1989
over 40 percent of the population was enrolled in
HMOs in each of the fwo metropolitan statistical areas
of San Francisco-Oakland-San Jose-Sacramento, and
Minneapolis-St. Paul. At the other extreme, in New
York-Northern New Jersey-Long Island-Connecticut
only 11 percent were enrolled in HMOs at that time
{(Gold, 1991). Later data for more narrowly-defined
geographic areas compiled in 1991 showed an eight-
fold difference ranging from a low of 7 percent for
Charlotte-Gastonia-Rock Hill, North Carolina, to a
high in Rochester, New York where 54 percent of the
population was enrolled in HMOs (GHAA National
Directory of HMOs, 1994).

Concern has been expressed about the degree to
which managed care will be able to address the health
care delivery requirements of rural populations
(Kronick et al., 1993). Weiner (1991) estimated rural
enroliment in HMOs to be about half that of national
rates. However, there are exceptions. Several HMOs,
including the Geisinger Health Plan in raral northeast-
ern Pennsylvania, serve predominantly rural areas,
Geisinger’s mote than 150,000 members reside in 31
rural counties (GHA A Davis IOM, Dec., 1994). Forty-
five primary care clinics staffed by 500 salaried physi-
cians serve Geisinger’s patients. The Geisinger HMO
also contracts with other rural primary care clinics,
approximately 450 private practice physicians, numer-
ous community hospitals, and the Geisinger Medical
Center, a teaching hospital affiliated with the Jefferson
Medical College.

As another example of an HMO serving rural
needs, one urban-based HMO, the Community Health
Plan of New York, claims to have in actoality the
largest rural enroliment of any managed care plan. lIts
service area covers approximately one-third of upstate
New York, all of Vermont, and the three western-most
counties of Massachusetts, covering in fotal about
31,000 square miles and about 3 million people. Asof
November 1994, its enrollment numbered 345,000, Its
38 staffed health centers employ about 300 physicians,

‘two-thirds of which are in primary care. lis recent

expansion, however, has been in the area of contracting
with affiliated or “point-of-service” staff, containing
3260 physicians, of which only one-third ate in prima-
ry care (Rural Health Research Program Directors’
Meeting, November 1994).

A third example of a successful HMO serving
rural needs is Itasca Medical Care (IMCare). Itisa
prepaid Medicaid managed care program serving the
health needs of 4000 entollees receiving public assis-
tance within Minnesota’s Ttasca County. It began in




SIXTH REPORT OF COGME L , -

Table 3 Percent of Physicians Contracting with Health Maini Organizations (HMOs), i .ﬂ']e‘eaﬂy 1980’s with several importaut gOﬁlS: }) to
Individual Practice Arrang ts (IPAs) and Preferred Provider Organizations (PPOs), 1993 . .
— . .enhance -reimbursement levels -of - publicly funded

Number of HMO Number of RA Nunber of PRO . health care programs, 2) to slow the rapid growth of
Responses Mean Responses Mean Responses Mean . . . . .
public funds with the cooperation of private enterprise,
All Physicians 3888 477 38240 26.0 3997.0 64.5 .
: 3} to ensure access to health care for medically needy,
. y Y,
recially . ) . . . . .
GoneralfFamity Practice " o7 406 4940 21.4 497.0 9.0 4} to provide quality and medically necessary care, and
Intemal Medicine 751 508 439 22 . 750 67.0 ) P [ .
« Genernl Internal Medlicine 488 299 4570 %0 _ 480 649 5) to control utilization of medical services through
= Cardiovascular Diseases 12¢ 518 1179 300 - 1250 . 9.5 - ff f h - Pr . .
+ Qther 2 536 1399 293 41D n2 cooperative efforts of the public, medical providers,
8 857 520 B45.0 3.6 857.0 3 - . v r
< Coontoct Surgecy : 230 16 0 352 ekl - s - . and the patients, Its provider network is built on 28
* Otoll ! E 86.0 262 8.0 1.0 . o : s +
B i R4 il B 24 " 6o % . . primary care physicians in four clinics and eight refer-
« Ophthamology 165 529 164.0 303 1648 65.3 : . s s : N
 Ubological Stagery b 394 0.0 e 0 ma - ral specialty physicians (IMCare Director, October
# Other R 11¢ 556 108.0 286 110.0 - 713 . 1994)
Pediatrics 292 518 291.0 280 297.0 68.5 Eb
ObsleiricsiGynecology 275 59.0 273.0 305 2190 T30 - g . )
Radiology 270 626 255.0 339 00 : 700 While these and other examples of successful
Psychiatry 236 23.1 2360 109 - 2380 449 . . o i
Anesthesiology - 221 548 2100 37 a0 629~ - HMOS serving rural needs can be found, a recent study
Pathology 129 45.2 128.0 195 137.0 60.8 S - o . .
Other Specialty 360 364 340.0 05 355.0 525 concluded that access to HMOQ services in rural areas
+ Emergency Mediclne 156 20.9 1520 4 1520 404 X L e, "
* Other 0 418 1970 229 W00 62.1 decrease as. couty. population density lessens, and
Geograpitic Area : adjacency to metropolitan area is an important predic-
New England 236 63.0 22108 46.0 231.0 6.3 . . . . . P
Massachusetts 106 730 1616 484 1040 77 tor of inclusion in a service arca (Ricketts, Skifkin,
Other 130 547 126.0 44,1 127.0 509
Middls Atlzntic " 65 437 160 109 55,0 45,5 Johnson-Webb, 1995).
New Jersey 132 53.8 128.0 323 131.0 47.7
New York ‘A 320 7.0 183 3120 386 .
Ponnsylvania 200 58.1 20110 13.1 2120 566 Private Employer s
Bast Nerh Central 591 539" 5180 24.0 593.0 0.0
1llincis 179 519 1778 345 ‘183.0 712 ) H iea oy 1 e
Mo e iy e oyt o ne The national and regional trends mask the even
Ohio 154 50.9 1498 218 152.0 . &R 3 H o M
. ¢ more dramatic changes in health benefits purchasing
Other ©o153 5602 1518 213 154.0 738
‘West North Central 21 521 2630 271 2720 63,7 121 1 . 3
st Morh o sl P nl . it decisions of large private employels%. Responding to
Floids 1 59 S 14 150 B the increasing cost of employee benefits, large firms
East South Central 218 318 223.0 16.1 2250 635 employing 200 or more have been amoeng the most sig-
West South Central 398 40.7 394.0 145 402.0 65.2 A . i
Texas 269 #43 2630 162 - 2680 66.3 nificant catalysts behind the rapid growth of managed
Other 120 32,7 . 310 1o 3.0 626 ) -
Meuntain 180 562 1500 205 " 180 69.7 care. Managed care plans have gained prominence
Pacific 636 50,8 630.0 440 639.0 727 .
Calionyin 475 501 4690 502 478.0 73.3 because many private payers regard them as the best
ther 161 52,7 I6]. 240 1610 70.8 . .
. : . way to restrict the growth of health care expenditures
Practice Arrangenient
Self-Employed 2635 464 2623.0 21 26570 72 (Iglehart, 1994). For better or for worse, employers are
Sole Practice 17272 193 1263.0 | 235 12750 ©0.9 ) . N
Two Physiciar Practice a3 478 3130 360 3140 AR now selecting health plans largely on the basis of cost,
Three Physician Practice 219 49.1 249.0 B4 2520 69.0 . . - .
4-8 Physician Practice 501 531 5030 %4 5120 748 because they contend that there is little information
Over B Physician Praclice 293 612 288.0 319 . 300 76.7 . - . . .
Employss 1067 533 10218 19.4 © 10610 604 availablé on differences in quality (AM News, July 25,
Independent Contrctor 186 33.6 180 2.2 . . 189.0 0.6

1994). While the overall relationship between cost and
Source: 1993 Socioeconomic Monltaring Systets case sticvey, Surees ace not reparted if the number of responscs is less fhan 25. ' quality in health care remains unclear (Starfield, 1994),
- groups such as the National Council on Quality
Assurance (NCQA), which accredits HMOs, are taking
the Iéad in documenting the guality of managed care.

Table4 Number of HMO Plans, Enrollees, and Perceniages by Plan Characteristic, Vear-End 1993

The proportion of large firms’ employees enrolled

. ! .En .

No. of Plans % of Plans No. Enrallees % Enrollees in H:N[O, PPO, and POS p]ans grew Trom 47 to 65 per-

ALL PLANS 545 100.0 45,205,347 100.0 cent in just three years between 1991 and 1994, In
. 1994 only 6 percent of these firms’ employees were

PRIMARY MODEL TYPE ) . . . .

Sttt s 105 5,133,588 114 f‘t.ﬂl covered by mderr?mty plans .ﬂ.mt prov1dEfi hea.lth
Group * - 55 10.1 10,892,237 24,1 insurance coverage without requiring precertification
Network 94 172 7912121 17.5 of benefits. While this movement away from tradi-
A 339 622 21,267,401 470 . . . . .
i : tional indemnity plans that allowed patients and their
REGION ' physicians to make independent choices largely
New Engtand 39 ) 72 3405721 1.5 reflects the decisions of employers as the purchasers of
Middle Atlantic 62 114 7,265,561 16.1 health insuran ther than th f £ individ
South Atlantic 92 169 5,864,300 13,0 calth msurance raer than the prelerences ol individ-
East North Centrat 11§ 204 6,659,268 14.7 nal patients (Kassirer, Oct. 1994), reports indicate a
West North Ceritral a 8.5 2,740,286 6.1 “ high level of patient satisfaction with the change.
South Central 73 13.4 3,227401 741 Al t half of all lar 1 ffer their
Mountain 55 w1 . 2938293 65 most hatl ol all farge employers now olier their
Pacific 66 12,1 13,104,511 ‘ 29.0 ’ employees only one health plan. Employers view their

- ability to control their employees’ “choice of health
Source: GHAA's National Directory of HMOz dalabase
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plan as a key issue in the restructuring of health ser-
vices delivery today” (Health Benefits in 1994, KPMG
Peat Marwick, Oct. 1994). While earlier reports left
unanswered the question of whether employers would
be able to reduce their health care costs through man-
aged care (GAOQ, Oct., 1993), it now appears that large
employers prefer to limit the range of their employees’
health care options as a means of continning to provide
access to high-quality care while also controlling cost.

Federal Employees

The proportion of approximately 2.3 million fed-
eral employees covered by prepaid health care plans
increased from 18 percent in 1984 to 39 percent at the
end of 1993, The rate of change to prepaid health
plans was similar among 1.7 million federal refirees,
but increased from a smailer base of only 8 percent
covered by prepaid health plans in 1984 to 15 percent
in 1993 (FEHBP, Sept., 1994).

Medicaid

Federal and state spending on Medicaid rose 9.2
percent in 1993, following even higher increases of 15

percent in 1992 and almost 25 percent in 1991 (NYT,
Nov. 27, 1994). As one response to the continuing
high cost of providing health care to Medicaid benefi-
ciaries, most states have been following the lead of pri-
vate employers by rapidly developing or expanding
their managed care programs (AM News, Dec. 19,
1994:11}. From 1987 to 1992, states’ total enrollment
of Medicaid beneficiaries into managed care programs
more than doubled, and included 3.6 million beneficia-
rics (about 12 percent of the total Medicaid popula-
tion). In 1992, two-thirds of the states had managed
care programs for Medicaid enrollees and nearly all
states were expected to have programs in place by the
end of 1994 (GAQ, March, 1993). According to the
Group Health Association of America (GHAA), 7 per-
cent of HMOs surveyed developed new plans for
Medicaid recipients in 1994, and one-quarter reported
that they intended to do so in 1995 (Figure 2)

According to the United States General
Accounting Office (GAQ), a common feature of man-
aged care models in the Medicaid program is the role
of a physician who takes responsibility for each
patient’s primary care, including controlling and coor-
dinating all the patient’s health services (GAO, March,
1993). Some states are using capitated models, while
others use an approach referred to as “primary care
case management” (PCCM). Under PCCM a physi-
cian receives a per capita case management fee to coor-
dinate a patient’s care, then receives additional reim-
bursement for specific services provided (GAO,
March, 1993).

According to the GAQ, it is not yet clear whether
these programs actually save money (GAQO, March,
1993). Nevertheless, the states with capitated pro-
grams repori as an important benefit that theiv total
Medicaid costs are becoming more predictable because
of the fixed nature of capitation payments. Capitation
therefore enables the states to establish a fixed budget
for health care. The current expectations of state gov-
ernments are high, A spokesman for the state of
Tennessee, which recently moved all of its Medicaid
enrollees into managed care, reported that “Enough
money has been saved to exiend coverage to an esti-
mated 400,000 Tennesseans who lacked health insur-
ance before, but were not poor enough to qualify..”
(Newsweek, Dec, 5, 1994),

Medicare

Since the early 1980s the Health Care Financing
Administration (HCFA) has been encouraging HMOs
to offer Medicare coverage to enrolled beneficiaries for
fixed prepaid premiums. As of June 1992, approxi-
mately 1.4 mitlion (3.9 percent) of the estimated 35.5
miltion Medicare beneficiaries in the U.S. were
enrofled in 83 active Medicare risk plans (Brown et al.,
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1993), This share rose to approximately 5.7 percent in
December 1994, with growth currently projected to be
approaching 7 percent of the population eligible for
Medicare in 1995 (NYT, Jan, 11, 1995), Enrollment is
growing at an annual rate of 12 percent and more than

. two-thirds of HMOs either provide care to Medicare

patients or plan to develop a program (Figure 3).

The results of these programs have been difficult
to evaluate. Some early evidence suggested that
healthy beneficiaries were more likely to enroll in these
HMOs (Brown et al, 1993). Patients with chronic
health problems were less likely to enroll, but the capi-
tation payment based on Average Adjuéted Per Capita
Cost (AAPCC) rates failed to anticipate fully this favor-
able selection bias. HCEFA initially proposed that
HMOs be paid 95 percent of the projected FFS costs for
enrollees in discrete peographic areas. However, the
actual cost of caring for the enrollees in HMOs was
only 89 percent of the projected FFS cost, producing a
gain for some HMOs and their patients, and a corre-
sponding loss for HCFA (Brown et al., 1993).

An important finding of this Medicare risk contract
experiment is that both HMOs and FES providers deliv-

ered care of comparable technical quality. The reports

from the patients themselves were also positive.
Although the proportion of HMO enrollees who gave
excellent ratings to the quality, access, and personal
attention of their care was slightly lower than those in
FES, the HMO enrollees were much more satisfied with
the cost of their care, than were the beneficiaries in FFS,
Moeost importantly, 14 out of 15 of the Medicare enrollees

Table 5 National Commitiee for Quakity Assurance (NCQA} Quality Measures

Member Satisfaction With Care Received

Overall evaluation of plan
Access to medical care
Thoroughness of examinations
Ease of seeing physician of choice
Personal interest in you and

your medicat problems .
Satisfaction with outcomes of medical care
Weuld recommend plan to others
Inient to switch plaa

Quality of Physician Nefwark
Physician turnover rates
Board certification rates for:
primary care physicians
specialists

Membership and Finarcial Stahility
Member disentollment rate
Medical loss (expenses te premium) ratio

Adminisirative loss (expenses to premium) ratio
Revenue requirements per member per sonth

{pm/pm)
Revenue requirements (pm/pm) per:
+ Employee
* Employee/spouse
* Employee/children
* Fanily

Utilization Rates Per Enrollees
Coranary bypass
Angloplasty
Cardiac catheterization
Chofecystectomy
Hysterectomy
Prostatectomy
Laminectomy
Cesarean section
Readmission for chemical dependency
Obstetrical hospital stay
Hospitat days

Quatity of Care (rates per enrollees)
Chikdhood immunizations
Cholesterol screening
Marmmegranss
Pap Smears
First trimester prenatal care
Repular diabetic retinal examinations
Post-discharge follow-up after major affective disorders
Asthma hospital admissions

Access to Care
Percentage of members who visited a healih plan
practitioner wishin the last 3 years

Source: The “Report Card Pilot Project”. National C

for Quality A B NCQA; 1994,

in HMOs reported that they would recommend their
plan to a friend or family member (Brown et al., 1993).

Quality

In January 1994, the NCQA launched a one-year
Report Card Pilot Project in collaboration with 21
health plans and key employer, consumet, health poli-
cy and labor representatives. NCQA created this pro-
ject to test the feasibility of implementing a system of
standardized performance measures that could provide
timely information to purchasers, consutners, health
plan executives, and others regarding the quality of
care and service in managed care plans, The project
determined that performance measures that are rigor-
ously produced, audited and displayed in common for-
mat provide useful information on health care perfor-
mance (NCQA 1994 QReport Card Pilot
Project/Technical Report). Table 5 displays the mea-

_ sures used to evaluate the performance of the partici-

pating plans,

A recent HMO indusiry-wide survey indicates
that a majority of managed care plans provide con-
sumer-based health management strategies that focus
on the improvement of individual and population
health status, and support personal health decisions
that enable appropriate use of medical services.
Research studies of these demand management strate-
gies over the last 12 years have demonstrated signifi-
cant reductions in employee sick time, absenteeism,
outpatient utilization and costs, and even inpatient
costs (Qtis and Harmon, 1995).

A comprehensive review of the literature pub-
lished from 1980 to 1994 analyzed the findings of 16
studies comparing the guality of health care provided
in HMOs with care provided to similar populations in
other settings, The study determined that the quality of
care in HMOs was better than or equal to the care
delivered in fee-for-service (FES) plans on 14 of 17
measures, The study found that people cared for in
HMOs consistently received more preventive care,
such as breast, pelvic, rectal and general physical
examinations, than people in FFS plans. HMO mem-
bers also received more health promotion counseling
than members of FFS plans (Clement et al., 1994), As
more managed care organizations become more
involved providing care te senior under Medicare risk
contracts, the quality of care can be more carefully
examined. The findings of similar high quality in

‘Medicare HMOs are consistent with other studies of

HMO quality,

What is being referred to as the quality care

" movement in managed health care can also be viewed

as a manifestation of a broader set of fundamental
.;hange’s taking place in the health care system (NYT,
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Dec. 18, 1994), namely a transformation and industri-

alization of health care as described by Starr (Starr, -

1982), Although there are many variations on the
motif of managed care, each involves changes in the
(.Eé]jvery and the financing of health care. These
changes are dev'eloped to enhance the quality of care,
while assuring that it is cost-effective.

Development of Integrated Delivery Systems:,

- Employers and public insurers are- gradually moving

some of the decentralized control over the delivery of

health care away from solo physician practitioners, so

that often this control is concentrated in large networks
that integrate the delivery of health services.

While there has been substantial geographic vari-

ation in the growth and market penetration of managed
care, projections indicate that the overall trend (Figure

-4) is irreversible (Figure 5). The five largest managed

care firms (Blue Cross/Blue Shield, Kaiser, Prudential,
United Healthcare and U.S. Healthcare) controlled 42
percent of the HMO business in 1994, and growth in
enrollment continues to be most rapid in the large
HMOs (AM News, Oct. 10; 1994), The total number
of HMOs is declining, and the aumber of plans is
expected to shiink further as the market increases, A
recent neWspaijer report describes a billion-dollar bid-
ding war among firms seeking to acquire one of the
biggest publicly. held HMOs in the West (NYT, Dec.
31, 1994), Light (1994) predicted the evolution of oli-
gopolies similar to other large industries in the U.S. in
which only a handful of large organizations will even-
tually dominate the health care market.

In response to the growth of managed care, physi-
cians increasingly are consolidaiing their practices and
coming together in systems of practice that are more
highly organized (Figure 6). The number of physicians
in group practice grew from only 28,381 in 1965 to
184,358 in 1991 (AM News, Nov. 28, 1994).
According to the same report, approximately one-third
of physicians in 1991 were identified as employees.
Information systems are playing a large role. The
practice of medicine is changing in this way not simply
because of economic imperatives, but because the tech-
nological and - social demands on medicine have
become too complex to be achieved except within col-
laborative frameworks, As a result, volume of service
is shifting from being physician directed to being sys-
tem directed. One consequence is that the implied
guarantee of full employment that physicians have had
through their ability to control volume of service is
being lost.. Another is that all physicians are develop-
ing practice styles that are more collaborative and cost-
effective. (Cooper, 1994)

The development of integrated delivery systems
are having a dramatic impact on physician practice as
well as the structure and viability of hospitals and aca-
demic medical centers, Referrals to some academic
medical centers have already begun to decline as
physicians outside the teaching hospitals are choosing
to trest more complicated cases in their own facilities
(Iglehart, Nov., 1994). While this is due in part to the
proliferation of specialists and ready availability of
technology, it is also affected by capitation.

The Movement Towards Capitation and
Assumption of Risk: The most highly developed
managed care organizations rely heavily on capitation
atrangements in which providers are paid based on a
total number of patients under their care, referred to as
“covered lives.,” These contracts provide a mechanism
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for private and government payers to negotiate budgets
for their total health cafe expenditures for a defined
population during a fixed period of time. Under man-
aged care, the organizations providing health care have
a strong incentive to control the number and cost of
services they provide because the fixed premiums
amount to a budget (Iglehart, 1992, and Nov., 1994).
The presence of a budget changes the behavior of the
organization because the services of a provider that
under a FES system had been revenue centers sudden-
ly become cost centers; i.e., the income of the provider
is determined by the total number of covered lives
enrolled rather than the actual services delivered to
patients (AM News, Oct. 24, 1994:24), As a result,
organizations begin to monitor expenditures systemat-
ically by scrutinizing the cost-effectiveness of many
areas of clinical practice. One representative example
is that the questioning of decisions by orthopedic sur-
geons to use high-quality implants in elderly patients

instead of less expensive devices with shorter life
spans (NYT, Nov. 23, 1994).

Most managed care organizations recognize the
complexity of the decisions faced by physicians and
other providers (AM News, April 11, 1994:4), and
have provided leadership in measuring the quality of
health care (NYT, March 31, 1994). Many have
devised innovative information systems and compen-
sation methods tied to objective measures of access,
technical quality, patient satisfaction, and cost-effec-
tiveness (Schlackman, 1993).

Future Trends

Although managed health care is experiencing
variable growth throughout the United States, its evo-
lution appears inexorable. Some observers have iden-
tified and categorized differential “stages” of managed
care growth and penciration that are experienced
across geographic areas (Figure 7 and Table 6). These
stages provide wseful insight into the changes that
cities and regions can expect as managed health care
delivery and financing systems mature,

The volume of health care being financed and
delivered under managed care arrangements has been
growing at a steady rate across geographic areas in
both the public and private sectors (Hoy et al., 1991).
The following predictions were made by Moore in his
repert to COGME in 1993:

The future promises more pressures from govern-
ment and business to improve the quality and
cost~effectiveness of American medical care. In
our current political and economic environment,
“managed care” appears to be the approach most
likely to be employed to achieve this desired level
of performance, As a general rule, the best man-
aged systems, utilizing the most effective man-
agement tools and securing the greatest coopera-
tion of clinicians, will be the most likely to suc-
ceed. However, many doctors and hospitals, the
targets of such pressures, are likely to resist this
change as long as possible.

The creative tension reflected purchaser pressure
for improvement and provider resistance to change
will impact on the characteristics and ultimately
the growth potential of the different types of “man-
aged care plans” (_)utlinéd earlier. The plans, as
outlined (Tables 1 and 2), employ an intensifying
mix of management tools and doctor involvement
in health plan performance. The continued
demands of purchasers for performance create a
“aradient” towards increasingly “managed” care
and stimulates the growth of managed care. But
doctors usually will abandon the insurance and
delivery model that preserves their greatest auton-
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Table 6 The Five Stages of Managed Care

Stage 1: Stage 21 Stage 3: Stage 4t Stage 53
Can't Spefl HMO Munaged Care Managed Care Managed Post-Reform
Emerges Penetration Competition
» Exauples: * Examples: + Examples: » Examples: + Examples:
Piusburgh, Little Daltas, Philadelphia, Baltimore, Chicago, San Diego, Los Minneapolis/St, Paul,
Rock, Savannah, GA St. Louis, MO Kansas City, Angeles, Seattle, Albuquerque, NM .
Basten, MA Sacramento, CA
s HMO Enroliment: * HMO Enroliment: * Emnployer Acthvity:
< 10% of population 10-15% of populadon | + HMO Enrolimeni: o HMO Enrolfment: Employer coalitions
15-25% of papulation | 25-40% of population |  atiempl Lo purchase
« Physician * Physician on the basis of
Income/Behavior: fncame/Behavior: » Physician v Physician . quality
(1} Traditionad Many physicians Income/Behavior: IncomeBehavior:
indemnity constilntes Tetrieve their HMO Primary care Specialists and « Market Changes:

60-70% of physician
income

(2) Community’s
best physicians toss
HMO agreamments

in the trash can
becanse their

wailing reoms are
full of nondiscounted
patients

« Employer Activity:
Employer coalitions
are primitive or
nonexistent

\
Hospital Procedures
Done on Quipatient
Basis: < 15%

contracts from the:
garbage

Employer Activiiy:
Big local employers
form health cars
porchasing coalitions

-

Market Changes:
Recognition of
Managed carc's
inevitabiiity spawns
formation of
physician-hospita
organizalions,
Primasy care-based
migdical gronps, and
regional preferred
hospital networks

Hpspital Procedures
Lone on Ourparient
Basis: <20%

physicians are
capitated, but rot
speciakists oF
Tospitals

Fwmployer Activity:
Brployers desmand
data on costs and
quality and use this
information to
selectlvely consract
with hospitals

Market Changes:
(1) Hospitais face
15-23% dropin
patien days and
revenve within a
3-year period. A
chaatic period of
active networking
and shifting alliances
among hospitals.
(2) Insurance
companies, FIMOs,
and hospitals
compele to puechase
physician groups.
(3) Single-specialty
groups, recognizing
their vielnerability,
link to primasy care
groups.

Hospital Procedires
Done on Gigpatient
Basis: <35%

hespitals are capitated

Market Changes:

(1) Regional hospital
networks censolidate
redundant services,
close inpatient beds,
and shed from their
provider panes those
physicians with
subpar performance.
(2) Managed
competition between
regional integrated
physician-hospital
networks picks up.

Hospital Procedures
Dane on Ouipatient
Basis: >40%

{}) Provider networks
merge with HMOs or
Insurance companies
to form iruly
integrated delivery
systems engaging

in survivable
competition.

(2) Competition
sharpeas between
for-profit and not-for-
profit HMOs.

{3) All high-tech
services are
regionalize<,

Haspital Procedures
Done an Cutpatient
Basis! »30%

Source: Poturist Russejt C, Coile, Ir., President of the Health Farecasling Group, Santa Claritz, California, cited in Tancin, Bruce.
“Bxperiment Gone Wrong: Bxecs Wanl 16 Avoid ‘Another-San Dicpo’” Infernai Mediclne News, June 15, 1995, page 27,

omy only when forced to do so by that model’s rel-
atively poor performance. Thus, the least restric-
tive model — full choice indemxﬁfy plans with
fee-for-service (FFS) reimbursement — has been
giving way sequentially to MIPs and PPOs.
Further performance pressure has led insurers to
offer, and doctors to join, TPA models in which
they assume greater risk for performance.

In the short run (over 5-10 years), the IPA model

is most likely to be the beneficiary of a reformed

managed care system. Preferred provider organi-
zations have few external conirols and little

involvement of physicians in the processes of care
and in overall clinical outcomes, With their
greater incentives for doctors to manage process-
es of care — referrals, test and procedure order-
ing, emergency room, and hospital use — IPAs
should outpace PPOs and MIPs in cost-effective-
ness, They are more attractive to consumers than
the staff or group model HMO because they offer
wider choice of doctor and more locations of care.
They enjoy low fixed costs and an elastic doctor
population, whereas staff or group model HMOs
must recruit doctors and finance the acquisition of
buildings to serve their members. In summnary,
the cost structure of IPA models is likely to be less
expensive and more flexible than that of staff or
group model HMOs.

Nevertheless, the closed panel staff or- group
model is potentially the most strongly managed
form of health care delivery if it can overcome its
inherent limitations. It most tightly integraies
insurance, a structured delivery system, and dedi-
cated physicians into a system that shares values
and ‘takes full responsibility for performance.
Shared facilities, large size, and business and orga-
nizational form make it easy to employ “industrial
strength” management and systems tools fo
improve performance and to initiate clinical inno-
vations that lead to improved quality outcomes at
lower costs. If staff or group models are able fully
to use these advantages, they might ultimately
replace most IPA-based compefitive plans in cities
with sufficient population density to minimize the
problems of geographic access (Moore, 1993),

In summary, continued pressures fiom government
and business to increase the quality and cost effective-
ness of medical care will reinforce this trend of managed
care growth. This trend appears to be irreversible. With
increased interest in expanding Medicare and Medicaid
managed care enrollment, many experts predict its
growth rate may even accelerate.
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III. Potential Impact of Managed Care on Physmlan Workforce
Supply and Requirements

Finding # 2: The growth in managed care
will magnify the physician workforce con-
cerns expressed by COGME in prior
reports, that there is a large and growing
oversupply of physicians overall and espe-
cially of specialists and subspecialists, -
and that there is a modest need for more
generalist physicians.

An important question being raised by policy-
makers is whether the changes taking place in the
delivery and financing of health care under the guise of
managed care will have any substantial impact on the
nation’s staffing requirements for physicians. If so, the
question that follows is how any changes in the
requirements for physicians will be satisfied by the
supply of patient-care physicians in the workforce.

One major variable in the equation is the concept
of primary care (Fox, 1994). Primary care, which has
been endorsed enthusiastically by the most tightly con-
trolled forms of managed care, can refer to a function of
a health care delivery system (Starfield, 1992) as well
as of a type of health care provider. According to a

-recent definition advanced by the Institute of Medicine
(I0OM), primary care is an array of “integrated, accessi-
ble health care services by clinicians who are account-
able for addressing a large majority of personal health
care needs, developing a sustained partnership with
patients, and practicing in the context of family and
community” (Donaldson et al., IOM, 1994). Some
ambulatory care provided by physicians, as well as non-
physicians, is not necessarily primary care according to
the IOM definition. Ambulatory care refers to any care
not provided on an inpatient basis, such as in physi-
ciaf;s‘ offices, clinics, emergency rooms. Often this
ambulatory care is delivered by specialist physicians.
Bxamples include allergy/immunology, dermatology,
emergency medicine, medical and pediatric subspecial-
ty care, ambulatory surgical care, ete,

Generalist physicians are frained to address the
large majority of personal health care needs, and
include family physicians, general internists, general
pediatricians, and general practitioners (Kindig, 1994).
Most generalists provide primary care for patients, but
some do not, such as those who choose to work in
emergency departments, or who limit their practice to
areas such as sports medicine. Specialist physicians
are those who are trained and practice in specific spe-
cialty areas of medicine rather than, as generalists do,
to address a broad range of health care needs.

Non-physician providers (NPPs) include, for
example, physicians’ assistants, nurse practitioners,
nurse midwives, nurse anesthetists and optometiists.
Some of these providers deliver a broad spectrum of
services in primary care, while others provide more
limited services that is not primary as they work with
specialist physicians in either ambulatory or hospital
settings (Weiner, 1994),

Roles of Providers in Managed Care
Organizations

Health maintenance organizations (HMQOs) have
long embraced the concept of primary care as a means
of promoting health, preventing illness, diagnosing the
early onset of disease, and managing all the patient’s
encounters with the health care delivery system
(Veloski and Howell, 1994). As confirmed by u recent
study of 23 representative HMOs, they show a strong
preference for generalist physicians providing this pri-
mary care (Felt et al., 1994). While subspecialists in
internal medicine have completed three years of an
internal medicine residency to prepare them as gener-
alists physicians prior to subspecialization, a recent
study found that many HMOs “generally view sabspe-
cialists in internal medicine as inappropriate primary
care providers” (Felt et al,, 1994). The same study
reported that, for similar reasons, obstetrician/gynecol-
ogists are not often recognized by HMOs as providers
of primary care. However, 15 of the 23 plans studied
did report that they altow patients to self-refer on a lim-
ited basis without the plan’s approval for some care
from obstetrician/gynecologists. Furthermore, legisla-
tion is being developed in some states to designate
obstetrician-gynecologists as primary care physicians.

While some HMOs find it difficult to recruit gen-
eralist physicians (AM News, Aug. 8, 1994:1), others
have been successful in securing the number they need
(Palsbo and Sullivan, 1993; Felt, 1994). Recent data
suggesi that rural plans and those with very high
Medicaid enrollments face the greatest difficultics. The
preferences of adult patients for either family physi-
ciahs or general internists vary according to historical
patterns in the local area, In one study plans associated

- with a multispecialty group reported a preference

among patients for general internists (Felt et al., 1994),

Figure 8 summarizes the general direction of some
of the changes in the roles of physicians being observed
in managed care organizations. Some are acting either
directly through continuing medical education or indi-
rectly with financial incentives to broaden the scope of
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practice of generalist physicians and decrease referrals
to specialist physicians (Felt, 1994). Examples of med-
ical areas increasingly managed by generalist physicians
include dermatology, musculoskeletal problems, and

women’s health problems, Other exarmples include the-

diagnosis and management of long-term illnesses that
might otherwise be provided by a subspecialist in inter-
nal medicine {e.g., cardiology, endocrinology, rheuma-
tology) and office surgery that might otherwise be
referred to a general surgeon (Iglehart, Nov., 1994),

The relationships of physicians (o other providers
such as physician assistants (PAs), nurse practitioners
(NPs), nurses, psychologists, physical therapists, and
optomelrists continue to change (AM News, Dec. 5,
1994:3), but systematic data on the changing role of non-
physician providers (NPPs) in managed care settings as
well as other settings are still limited (Sekscenski et al,,
1994). Some evidence suggcéts_that PAs and NPs are
providing substantial primary care in a majority of staff
and group HMOs. But both Weiner (1994) and Cooper
(1994) estimate that about half the effort of PAs and NPs
is deveted to providing specific types of ambulatory care
(orthopedics, dermatology, and women's health) rather
than primary care in general, In addition, specialized ser-
vices such as mental health counseling, eye care, anes-
thesia, and physical therapy, as well as some specialized
procedures in cardiology, gastroenterology, and surgery
are being performed by trained and supervised NPPs. It
appears that the less centralized structure of IPAs and
networks has not yet encouraged the use of non-physi-
ctan providers o the same degree in primary and spe-
cialty care. But the financial incentives linked to increas-
ing numbers of patients being reimbursed under capita-
tion in these settings are likely to change this situation
and in some cases lead to greater use of NPPs.

Forecasts of Supply and Requirements

Assumptions Underlying Forecasts: nantitative
forecasts of the number of physicians needed and those
available to provide patient care at some future point

are usually controversial (Wennberg et al., 1993). One
of the reasons there have been misunderstandings and
debates about these forecasts of the national require-
ments versus supply of physicians is that seemingly
minor differences in certain key assumptions embed-
ded in these quantitative models can create wide dis-
crepancies among forecasts over time. The accuracy of
models depends ultimately on the validity of these key
assumptions,

Supply: Any forecast of the supply of physicians
begins with a baseline group of all aciive, full-time
physicians, usually those reported in the masterfiles of
the American Medical Association and American
Osteopathic Association. Some forecasts specifically
exclude physicians working full time in feaching,
research, or administration. Qther forecasts exciude

-residents and physicians working part-time. If faculty,

or house staff, or both are included in projections relat-
ed to the delivery of patient care, the forecasters inust
determine how each unit of a physician full-time
equivalent (FTE) is to be counted. It is agreed that res-
idents, fellows, and faculty physicians usually see
fewer patients per week than full-time patient-care
physicians. Some forecasters apply corrections to esti-
mate for the differences in produciivity of house staff
at different levels of experience. Also, it has been
reported historically that women physicians as a group
work fewer hours per week and, on average, see fewer
patients. However, COGME believes that there is cur-
rently no evidence to show that an increase in the num-
ber or proportion of women physicians produces a sig-
nificant decline in effective physician supply (COGME
Fifth Report, 1995),

These assumptions about number of hours
worked per week and how these correlate to one FTE
are even more important when considering the impact
of variation in productivity in different practice set-
tings. In this regard it is noteworthy that Weiner (1993)
reported that his forecasts were sensitive to changing
agsumptions regarding physician productivity.

A second set of assumptions must be made about
the flow of physicians from the medical education
pipeline; e.g., the number of physicians in house staff
positions and the rate at which they leave postgraduate
education fo enter practice, or alternate career paths
including administration, research, or teaching.
Deciding how to handle this movement has been par-
ticularly challenging in the past five years as the num-
ber of residency positions has increased dramatically,
many being filled by international medical graduates
(IMGs). One eatlier study predicted no surplus of
physicians in the year 2000, but assumed that the num-
ber of residents would remain constant at the 1983
level of 77,000 (Schwartz et al., 1988). By 1994 the
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total number of residents had risen to over 104,000
(Shine, 1995}, Forecasts must include the namber of
foreign physicians who will remain in the U.S. Also,
since there has already been some speculation about
the potentiat to reduce the size of residencies in some
specialties, forecasts must take into account various
scenarios related to the reduced number of new physi-
cians entering the worldorce,

A third set of assumptions must be made about
the rate at which physicians leave practice. While
there is historical evidence to support assumptions
about physicians’ rate of retirernent and movement to
non-clinical careers, there is little recent longitedinat
information about the rate at which physicians are now
moving to administration, research, or other non-clini-
cal careers (Kaufman, 1995). Furthermore, anecdotal
evidence suggests early retirement (either complete or
semi-retirement) among some physicians who have
been unhappy with the changing health care environ-
ment. It is possible that older physicians, particularly
specialists in oversupply, might retire early (Cooper,
1994), Although historically work-refated disability
claims have been almost negligible for physicians, a
recent report described a five-fold increase in such
claims (NYT, Nov, 28, 1994).

Finally, when forecasts for generalist physicians
and specialist physicians are generated separately,
implicit assumptions are made about who actpally
delivers primary care (Kravitz et al., 1992; Spiegel et
al., 1983). It is usually assumed that only generalist
physicians deliver primary care, and that specialists do
not deliver primary care. However, it is important to
concede that the conventional distinction between gen-
eralist physicians and specialist physicians is an artifi-
cial dichotomy. This distinction does not necessarily
operate as such in actual medical practice (Wartman,
1995).. There is even variation among types of gener-
alists, Requirements need to be related to different
patient age groups since pediafricians have different
qualifications than general internists, but family physi-
cians may care for either pediatvic or aduit patients,
The role of general internists and family physicians
with Certificates of Added Qualification in Geriatrics
has not always been clarified in certain forecasts, but it
is reasonable to assume that those who deliver primary
care to elderly populations can be counted as general-
ists, rather than specialist physicians (Reuben et al.,
1993), ' T

When residents are included in supply estimaies,
it is challenging to allocate the amount of time they
devote solely to primary care, Residents spend time in
both the hospital and ambulatory settings, but their
responsibilities in the ambulatory setting include a mix
of primary care as well as other types of ambulatory

care. The extent of primary care delivered by subspe-
cialists in internal medicine (sometimes referred to as
“principal care”) continues to be debated. What is
unclear at this point is the degree to which physicians,
particularly subspecialists in internal medicine or pedi-
atrics, can shift the direction of their careers to function
as generalist physicians providing primary care (AM
News, Oct. 24, 1994:3). Similarly, it remains uncertain

‘whether other types of physicians will choose to par-

ticipate in educational programs to strengthen their
skills as generalists. Early informal reports suggested
limited inferést in such career changes, but more recent
reports chatlenge this supposition (AM News, Dec. 12,
1994). Finally, the decision as to who will be chosen
to delivery primaty care in managed care settings may
ultimately be more closely tied to issues around board
eligibility and certification (AM News, Dec. 12, 1994),
A recent report of the GHAA indicates that 85 percent
of physicians in HMOs are board-certified as com-
pared to 61 pefcent of physicians overall (AM News,
Dec. 26, 1994).

Feil and colledgues (Feil et al., 1993) in 1993
reviewed six substantial, published forecasts of total
physician sapply in the year 2000. While there was
uniform agreement among all that the supply of physi-
cians would exceed projected requirements at the turn
of the century, the methods of enumerating the physi-
cian supply produced estimates of the total number of
physicians who would be practicing in the year 2000
that ranged from 525,000 to 725,000. It is therefore
essential to understand some of the key assumptions
being made in projections of the physician workforce
when considering the potential impact of managed care
on the nation’s requirements and on the supply of
physicians to be educated (Weiner, 1994),

Reguirements: The total requirements (i.e., pro-
jeoted staffing needs) for physicians are generally
expressed in terms of a ratio of generalist physicians to
specialist physicians, or a ratio of number of physi-

~ ciahs per population unit of patients (Kindig, 1994). A

challenge in forecasting these requirements in recent
years has beén projecting the extent of the population
covered by health insurance. It is understood that
some services are currently being provided by house
staff, but it is difficult to determine how the staffing
requirements currently being fulfilled by house staff
can be taken into consideration. Changes in immigra-
tion, the age distribution of the population, life
expectancy, and the epidemiology of diseases such as
AIDS will affect requirements for specialist physi-
cians. Requirements will also be influenced by the
impact of non-physician providers and the growing
possibility that certain procedures such as sigmoi-
doscopy will be performed by specially trained NPPs
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Table? HMO Current FTE Stafiing Estimates Physieians per 100,000 Population

Generalists Speclailsis Total
Seven Kaiser Plans (1) 54 58 [42%
Kaiser Poriland (2) 56 81 137
GHA Senlile (3) 57 65 122
GHAA Fox Survey 4-1-93 (4) 88 50 138
GHAA Industry Profile 1993 (5) 7 61%* kAsd
Kindig/Rentmeester Study {6) 62 3 135
Tarlov (7) Go¥EE 54 120
Range 34-38 50-81 112-138

*  Mulhmvsen and McGee forecast tho physicina-1a-population atin In 2000 ta be 129/100,000, but do not forecast the generalist/specinlist mix.
*+ Soecinllsts ratios may ot reftect all FTE counts. As A resull GHAA reports u total FTE physician ratio of 120/100,000.
**¢ Includes ob/gyn,

2

3

Muthausen R. end McGee J, Physiclan need: An Altemativo Projection From a Sudy of Lorge, Prepaid Group Practices, JAMA, 1089, 26(13% 1930-1934.

Hooker R, "The Role of Physician Assl:

ts and Nirse Py

ins M d Care G ion” in D.K, Clawson, b, Osterwels {edits.) The

Role of Physician Assistants and Nurse Practitioners In Primary Care. The Association of Academic Health Centers, Washington, ID,C. 1993,

Kronick R, Geodman DC, Weanberg J, Wagaer B, The Markeplace in Health Caro Reform; The D hic Limilations of M, d Competitl
R EnglJ Med 1993, 328(2); 148-52. (akio related NAPS doctnment #04998).

GHAA survey conducted 3/31/93, on behalf of BHPr and the Clinton Health Care Task Force (ungublished data}.

Rentsmeester K and Kindig D, Physician Supply by Speci

. Group Health Assec. of America, Inc., Patterns of Enrollment. GHA A, Washington, I>.C, 1993.

in Managed Care Qrganizations, Testl before PPRC, Dec 9, 1993,

Tarlov A, HMO Enzoliment Growth and Physiclans: The Third Compadiment. Health Aféxirs Spring 1985,

- Source: COGME Eighth Repovi: Pattent Care Supply end Requirements: Testing COGME Recoviendations. Council op Greduate Medical Education,

U.S. Department of Health and Homan Services, 1995,

rather than by physicians (AM News, Dec. 5, 1994),
Assumptions need to be made about the effect of
progress in technology (e.g., expert systems, decision
aids, telemedicine, new drugs obviating the need for
certain types of surgical procedures) and the resufting
impact on the indications for procedures currently per-
formed by specialists.

Forecasts of Physician Supply and Requirements:
Quantitative forecasts of supply and requirements have
played a role in the formulaiion of federal policy in
recent decades (Mullan et ak,, 1994; Rivo and Satcher,
1993). As recently as the 1960s and 1970s policy-
makers were concernied about a shortage of physicians
in the U.S. This finding spawned initiatives at the fed-
eral and state levels to support the development of new
medical schools and to expand the number of new stu-
dents matriculating at existing institutions. The total
number of MD- and DO-granting medical schools was
expanded and class size was increased at many medical
schools. It was hoped that one of the added benefits of
this expansion would be that the larger supply of physi-
cians would help to alleviate shortages in medically
underserved areas.

During the same pericd biomedical science was
growing rapidly and Medicare was also introduced.
Together they provided the intellectual and financial
suppott for the rapid expansion of graduate medical
education and the creation of new specialties in medi-
cine. Hospitals increased the size and variety of resi-
dency and fellowship training programs. Concem
about a potential surplus of physicians just as quickly
emerged. Itis useful to recall that in 1981 the report of

the Graduate Medical Education National Advisory
Committee (GMENAC) recommended a reduction in
medical school class size, a sharp restriction on the
entry of international medical graduates, and a freeze
on the number of non-physician providers being
trained (GMBENAC, 1981). “Had these recommenda-
tions been implemented, even partially, it is unlikely
we would be confronting the bulge In physician supply
that is certain to occur after the turn of the century”
(Cooper, 1994).

The Council recently completed a technical paper
entitled Patient Care Supply and Requirements:
Testing COGME Assumptions (COGME, 1995), (The
technical paper is being finalized and issued as the
COGME Eighth Report.) This section summarizes the
key findings in the Eighth Report.

During the four decades between 1950 and 1990,
the ratio of patient care physicians to the U.S. popula-
tion increased by almest two-thirds, from about 112
physicians per 100,000 population to 182 physicians
per 100,000. However, during the period 1965-1992,
the ratio of generalist physicians changed little, from
39 to 67 physicians per 100,000, while the ratio of spe-
cialist physicians increased dramatically, from 56 to
123 physieians per 100,000. This trend, addressed in
previous repotts of COGME, has led to recommenda-
tions that policy-makers take steps to reduce the num-.
ber of residency positions and increase the proportion
of medical students who pursue careers as generalist
physicians,

The FEighth Report provides estimates of the
requirements for physicians based on the latest projec-
tions of the portions of the population that will be cov-
ered by various forms of health insurance. This fore-
cast focuses particular attention on recent estimates of
the staffing levels for physicians working in health
maintenance organizations (Table 7). The data on
staffing levels in HMOs have generally shown that
fewer specialist physicians are needed to provide care
to populations enrolled in tightly-controlled (capitated)®
managed care settings.

Estimating Physician Staffing Requirements:
Five studies in Table 8 project physician requirements
into the next century. Four of these utilize demand-
based methodologies while one study, GMENAC, used
a needs-based methodology to estimate requirements
for practicing physicians, While the GMENAC model
projected physician need based upon the prevalence of
illness and estimates by provider panels of physician
services required to handle - these illnesses, the
demand-based models base their assumptions upon the
manner in which medical services are paid (e.g., the
percentage of capifated managed care vs. fee-for-ser-
vice) and project current patterns of utilization to the
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future under various assumption. COGME placed spe-
cial emphasis upon those demand models which
assume increasing domination of the health care sys-
tem by managed care arrangements (Table 8, BHPr
Managed Care Scenario and Weiner estimates), These
systems use fewer patient care physicians per 100,000
population and a higher proportion of generalists than
do the fee-for-service arrangements which previously
have dominated health care delivery in this nation.

All the above scenarios project generalist require-
ments for the year 2000 and the year 2020 in the same
range. COGME concludes that a reasonable projected
requirements range for generalist physicians would be
approximately 60 to 80 patient care generalist physi-
cians per 100,000 population.

- Although all five scenarios placed generalist
requirements in the same range, projections of special-
ists requirements vary markedly. The Cooper s¢enario
as well as the BHPrs Utilization-based Pee-for-
Service scenario anticipate increasing demand for spe-
cialists as a result of demand for utilization of new
technology and the availability of additional special-
ists, The BHPr’s Managed Care scenario and the
Weiner model project much lower requirements in the
year 2000 as a result of economies brought on by man-
aged care, The GMENAC model, utilizing a totally
different methodology, projects year 2000 require-
ments only slightly higher then the Weiner and BHPr's

Table 8  Generalist and Spectatist Patient Cave Requi ts & For

ted Supply Under Current Trends

Physicians per 106,000 Population

Year 2000 Year 2020
Gen. Spec. Total Gen, Spec. Total
BHPr

Managed Care Scenario (1) 77 96 173 81 92 173
WEINER (2) © 59 82 141 — - - —
GMENAC (3) (4) T2 106 178 — — —
BHPr Fee-for-Service Scenario ’

Utitization-based (5) 69 138 207 7% 149 225
COOPER (6) 75 128 203 73 148 223
REQUIREMENTS RANGE 5917 82-138 14i-207 75-81 42-149 173-225
SUPPLY 63 140 203 (4] 148 214
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Source: COGME Kighth Report: Patient Care Supply and Requirements: Testing COGME Recommendarions. Council on Graduale Medical Education,
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Managed Care models. Further, the BHPr’s managed
care model projects no further increase in specialist
requirements in the early 21st century as increasing
efficiency is obtained from the health care system.

COGME concludes that the managed care domi-
nated system projections provide the most realistic
projections of specialist physician utilization in the
early 21st century. Those analyses assume that man-
aged health care systems will require fewer specialists
per population than exist under the current fee-for-sys-
tem, that new technological advances are as likely to
reduce demand for specialists as increase demand, and
that non-physician providers may continue to provide a
range of specialty services that physicians traditionally
provided. From these managed care analyses,
COGME concludes that a reasonable projected spe-
cialist physician requirements range in the early 21st
century would be approximately 85 to 105 specialist
physicians per 100,000 population.

Comparing Supply and Requirements: Given
the current production (i.e., 25,000 first year residents,
equivalent to the number of US medical students grad-
nates plus 40 percent) and specialty output (.e., 30 per-
cent generalists;70 percent specialists), the patient care
specialist supply is projected to increase from 140 to
150 specialists per 100,000 between the year 2000 to
2010, This compares with COGME’s estimated spe-
cialist physician staffing requirements of 85 to 105
specialists per 100,000 population in a managed care
dominated environment. This would translate into a
projected surplus of 125,000 specialists in the year
2000 and 170,000 in the year 2010, During the same
period, the generalist supply is projected io remain sta-
ble at 63 to 67 generalists per 100,000 population,
compared with COGME’s estimated staffing require-
meits of 60 to 80 generalists per 100,000, This would
represent a modest shortage of 20,000 generalists in
the vear 2000 declining to 8,000 (or near balance) in
2010. The potential for physician underemployment or
unemployment as we enter the 21st century is suggest-
ed by this and other workforce analyses, whether they
assume that managed care or fee-for-service arrange-

-~ menis will predominate.

Figures 9 through 12 summarize the relationship
between the projections of the requirements contained
in the paper versus the supply of generalist and spe-
cialist physicians in the early part of the next century.
These figures illustrate the relationship between
reguivements and supply of physicians as a function of
certain key assumptions regarding the number of resi-
dents in training and the specialty choice of resident
graduates. The range of estimates of requirements for
generalist and specialist physicians are displayed as
density functions in physicians per 100,000 (require-




SIXTH REPORT OF COGME

18

ment bands).. These ranges are based on assumptions
regarding the size of the population and the staffing

requirements of a projected mixtore of fee-for-service:

seftings and managed care. -

Figure 9 compares generalist patient care supply
and requirements assuming the current number of res-
idents in training — about 140 percent of 1993 U.S.

graduates and then varies the generalist/specialist mix
of resideéncy graduates, If only 30 percent of medical
students pursue generalist careers (higher than the cur-
rent rate), the supply will not be sufficient to reach the
midpoint of the requirements range, but is within the
lowest part of the band. An increase in the proportion
of students entering generalist careers to 40 percent or
higher would provide a more comfortable margin of
generalist physicians and would help to prevent any
shortage in later years,

Figure 10 compares specialist patient care supply
and requirements assuming the current number of res-
idents in training as above. It itlustrates the difficulty
that specialists may face in the health care market-
place, even if the number of graduates who choose spe-
cialty careers declines from 70% to 40%. If over the
next few decades the same numbers of residents begin
training, specialist supply will substantially exceed

" requirements well into the 21st century.

In previous reports, COGME has recommended
that the number of first-year residency positions be
reduced to from 140% to 110% of the number of T.S.
medical school graduates (USMGs). Figures 11 and
12 present forecasts of various scenarios if the number
of new physicians entering the workforce each year
were 110% of USMGs.

Figure 11 compares generalist patient care supply

* and requirements, The data indicate that the supply of

generalist physicians would remain within projected
requirements ranges only if at least 40% of graduates
chose generalist careers and would meet staffing
requirements more rapidly if at least 50% of graduates
became generé]ists. Figure 12 shows that the surplus
of specialist physicians would be significantly reduced
if the number of residents beginning training is reduced
to 110% of USMGs and at least 50% of residency grad-
uates choose careers as generalist physicians.

While these projections consider a wide range of
diffeting assumptions, two patterns clearly emerge.
First, it appears that the supply of generalists is barely
adequate to fulfill even the low range of requirements,
Second, all projections portend a surplus of physician
specialists. This surplus will continue to increase
unless the total mumber of residency positions is
reduced and the proportion of medical students enter-
ing generalist careers is increased dramatically from
the current level of under 30 percent,

Limitations of Supply and Requirements
Analyses: While there is variation in the numerical
resuits of these three recent forecasts of the physician
workforce, they all point in the direction of an over-
supply of specialist physicians (AM News, Aug. 8,
1994:1). Each forecast considered, to varying degrees,
the impact of managed care on the markeiplace. The
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reasoning and conclusions were correspondingly con-
sistent in direction. More precise estimates of the
impact of managed care on the ‘oversupply will ulti-
mately depend on a clearer understanding of the fol-
lowing four issues: ‘

Reguirements of different types of managed
care orgamizations: Much is currently known
about the staffing patterns of group and staff
model HMOs, which have been the only source of
data for use in forecasting requirements for physi-

cians in managed care (Kindig, 1994; Mulhausen
and McGee, 1989). 1t is not really clear whether
the same assumptions can reasonably be applied
to networks that use large multispecialty groups.
Little has been reported about the staffing patterns
of IPAs in which groups of physicians contract
with more than one insurer while also participat-
ing in PPOs and FFS. This is particularly true of
the rapidly growing, small group IPAs.
Furthiermore, requirements vary geographically
and requirements differ for women and minority
physicians. ' ’

It has been argued that physicians in solo or small
group practices are more productive because they
work more hours and see more patients than full-
time physicians in staff and group model HMOs,
Furthermore, IPAs offer greater staffing flexibili-
ty in that an insurer can expand coverage by
adding practitioners to its panel of physicians
without capital expenditures, If one accepts these
assumptions, then fewer physicians will be need-
ed to provide care to patients in TPA seitings.
Others argue that small practices lack the
cconomies of scale of group and staff model
HMOs and network models, and the rate of using
non-physician providers is lower in IPA practices.
If one accepts these assumptions, then IPAs
require a higher ratio of physicians per unit of
patient population.

These issues are even more complex when one
considers the hybrid forms of managed care such
as the point-of-service (POS) plans (also referred
to as the open-ended option). Traditiona! staff
and group model HMOs are innovating to meet
new competition. Some are offering more open
access to primary care by mandating that physi-
cians be available a certain number of hours per
week, including evenings and Saturdays. A criti-
cal question that will reed to be answered in order
to refine forecasts is the degree to which physi-
cians’ productivity varies in group and staff model

~ HMOs as opposed to smaller gronp TPAs.

Out-of-Plan Use: A continuing question being
raised is the degree to which some patients
enrolled in closed panel staff and group HMOs
seek additional medical care outside the managed
care plan, either by paying out-of-pocket or by
using the coverage of a second indemnity policy
of a spouse. No formal estimates of this phenom-
enon are available (Weiner, 1993) and this has not
been considered in forecasts. IT this does oceur to
any significant extent, it leads to underestimates
of the staffing patterns of staff and group HMOs.
Similarly, there has been speculation (Weiner,
1993) that the staffing statistics of staff and group
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model HMOs may not accurately reflect their
requirements for. highly specialized physicians.
These include, for example, pediatric oncologists
or pediatric ophthalmologists, who are needed
infrequently even in large patient populations and
whose services are negotiated by the HMO under
separate contracts on a case-by-case basis.
Furthermore, hospital-based specialists (s.g.,
anesthesiology, emergency medicine, radiology,
pathology) whose fees are included in hospital per
diem charges are not always reflected accurately,
if at all, in the HMO staffing data that are being
used in forecasting requirements, '

Older and Sicker Populations: It has been
widely believed that managed care, has tended to
aftract younger and healthier populations than
FES plans (Kindig, 1994). This has been true par-
ticularly when the patients have some degree of
choice between ianaged care and indemnity cov-
erage. However, it is now changing as more
employers shift their employees into managed
care. The precise impact of the recent shift of
larger Medicare and Medicaid populations to
managed care remains uncertain, but it appears
that the age and health status of patients covered
by managed care and indemnity insurance is
becoming more similar. One recent study based

on a sample of 98,940 nonelderly respondents to
the 1992 Health Interview Study refuted the
notion that chronic illness is more prevalent
among person covered by indemnity insurance
than by HMOs, even when health status and
sociodemographic factors were controfled (Fama
et al., 1995).

Changes in Patient (Consumer) Preferences:
In certain markets there remains a strong con-
sumer preference for unrestricted access to spe-
cialists, This in part has created the demand for
pdint—of—scrvice (POS), or open-ended, options,
in which a patient who is willing fc pay some por-
tion of the fee, can choose to see any physician at
any time, even those outside of the health plan’s
formal network. Although patients initially
choose this option they do not always appreciate
the . out-of-pocket costs for their deductible and
may not exercise their option frequently.
Informed reports indicate that utilization is low.
Nevertheless, enrollment in POS options continue
to’grow because these plans offer flexibility for
some patients who are concerned about maintain-
ing direct conirol over some of their health care
decisions. Changes in patient preferences may
have a variable impact on supply and require-
ments analyses,
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IV. Impact of Managed Care on Medical Education

he growth of managed care is likely to affect
I medical education in two ways. First, medical
: schools and teaching hospitals will be forced to
adapt to the changing heaith care environment, int order
to survive financially. These changes will have both
direct and indirect effects on the educational programs
for medical students and resident physicians, Second,
the content and process of medical education should be
influenced by the needs and requirements of the chang-
ing health care system, including the managed care
organizations where physicians will practice,

Impact on medical schools and teaching
hospitals

Finding # 3: Changes in the health care
environment that have led to the growth
in managed care will also have major
effects on the allopathic and osteopathic
medical education system and their
teaching institutions; this will likely resuit
in decreased financial support for medical
education at both the undergraduate and
graduate levels, which could affect the
quality of these endeavors. ‘

As managed care penefration increases, it is like-
ly that revenues from faculty practice and from teach-
ing hospitals will decrease (Whitcomb et al., 1993),
although this has occurred in only a few sites to date
(Kassirer, 1994). Many medical schools are dependent
on the income from clinical service for a large propor-
tion of their revenues. For the academic year 1992-
1993, an average of about 33 percent of revenue in
MD-granting schools was derived from faculty prac-

“tice. In that year, clinical service, defined as faculty
practice, reimbursement from hospitals, and
grantsfcontracts for services and multipurpose pro-
grams, made up almost one-half of total medical
school revenues (Ganem et al., 1994), The percentage
of total medical school revenues in MD-granting
schools from clinical service has been rising steadily
(29 percent in 1980-1981, 39 percent in 1987-1988,
and 48 percent in 1992-1993), as has the absolute dol-
lar amount of clinical revenue (Ganem et al., 1994;
Jolty et al., 1990).

However, there are differences among MD-grant-
ing medical schools in the amount of practice-income
generated. The differences appear to be related, in a
large part, to the number of full-time clinical faculty
members (Krakower et al., 1994). For DO-granting
medical schools an average of 9 percent of medical
school revenue was derived from faculty practice in

1992-1993 (AACOM, 1994). These data illustrate that
decreases in the clinical service revenues of many
medical schools will have implications for their overall
financial status and, consequently, how well they are
able to carry out their missions of education and
research,

Many medical school-owned and othér hospitals
with teaching programs are vulnerable to the changing

“environment-due to their lack of an adequate primary

care faculty base, a surplus of specialty faculty and, in
general, their higher patient care costs. As employers
are attracted to the lower costs of managed care plans,
more individuals are enrolling in these plans, which
can restrict their access to provideis and hospitals,
Teaching hospitals and faculty practice groups must,
therefore, compete for managed care contracts in order
to maintain their patient base, negotiating rates of pay-
ment that may be below cost (Kassirer, 1994), or form
their own managed care organizations.

In some environments, the effects of increases in
managed care are exacerbated by other fiscal con-
straints. For example, New York City teaching hospi-
tals are facing large reductions in Medicaid funding
from the state, as well as a rapidly growing managed
care market (NYT; Feb. 13, 1995). At the University of
Californda - Davis, the Dean reported a large medical
school operationa! deficit because of reduced support
from the University and an imbalance between clinical
revenues and expenditures, resulting from decreased
referrals and declining reimbursement for each “anit of
work” (Lazarus, 1995).

Decreased revenue from clinical service, due to
the increasingly competitive health care environment,
has the potential to affect the educational activities of
teaching institutions. A percent of faculty practice rev-
enue often is given to the medical school as a “dean’s
tax,” which, in turn, can be used as discretionary fund-
ing to support education and research. For example,
community-based ambulatory teaching is, in part, sup-
ported funded by these discretionary funds. '

1t is important to remember that graduate medical
education (GME) is funded by clinical service rev-
enues, a proportion of which come from the federal
government. In 1991, 29 percent of the total direct
costs of graduate medical education (GME)—which
include the salaries and benefits of resident physicians,
salaries paid to attending physicians for supervision
and administration related to GME programs, and
overhead allocated to GME programs—were funded
by Medicare (GAQ, 1994). Medicare direct GME pay-
ments amounted to an estimated $1.8 bitlion in 1995,
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In addition, the Medicare indirect medical education
(IME) adjustment. totaled about $4.5 billion in that
year. The direct and indirect medical education adjust-
meiits are paid to teaching hospitals based on formulas
that take into account the number of resident physi-
cians (Mullan et al., 1993). :

It is clear that reductions in Medicare funding
could affect GME programs. However, changes in the
availability of funding from other payers that also con-
tribute to GME can have deleterious effects. For exam-
ple, losses in revenue experienced by the University of
Tennessee Medical Center hospital when the state

changed to a managed Medicaid program that did not -

explicitly pay for GME resulted in a decrease in the
number of residency positions (HRSA contract 240-
93-0040). TennCare instead encouraged the teaching
hospitals to form new HMOs, to compete and to nego-
tiate to recover their educational costs. Three of these
hospitals developed HMOs, expanding primary care
services in an attempt to attract enough capitation to
minimize adverse selection and support their educa-
tional programs, However, the state set initial capita-
tion rates at only about 65 percent of prior Medicaid
fee-for-service cosis, leaving little room for the teach-
ing hospitals to negotiate educational cost,
Furthermore, when TennCare was impiemented fewer
than 20 percent of the eligible patients in the service
areas of the teaching hospitals chose to enroll in their
HMOs, resulting in underutilization and adverse selec-
tion in these HMOs. The resulting impact on graduate
medical education and disruption of the mission of
teaching hospitals in Tennessee provides an example of
the potential for unintended consequences after a rapid
shift to managed care (Memorandum, from R. Robert
Herrick to Robert L. Summitt, M.D., February 28,
1995). Finally, while governmental funding has been
critical in supporting graduate medical education activ-
ities, private payers also have contributed, usually by
implicitly or explicitly agreeing to pay the patient care
higher costs associated with teaching institutions. This
is now becoming less likely to be the case.

The ability of teaching hospitals to obtain man-
aged care confracts may be hampered by their higher
costs. For example, the average 1991 cost per adjust-
ed patient day was $995 at hospitals-that were mem-
bers of the Association of American Medical Colleges
Council of Teaching Hospitals (COTH), $778 at non-
COTH teaching hospitals, and $628 at nen-teaching
hospitals (AAMC, 1993/G7). The higher costs of
teaching hospitals are the result of several circum-
stances, including patients with more serious and com-

plex clinical problems, the increased use of services .

due to learning needs of trainees {Cameron, 1985; Fox
and Wasserman, 1993} and the expenses associated
with the provision of uncompensated care,

Teaching hospitals, especially those that are part
‘of academic medical centers, provide a relatively high
percentage of uncompensated care. In 1991, uncom-
pensated care was 9.6 percent of total revenue in the
120 hospitals that were classified as part of academic -
medical centers by the Association of American
Medical Colleges, as compared to 5.1 percent in non-
teaching hospitals (AAMC, 1994). Until there is uni-
versal coverage for health care, medical schools and
their associated teaching hospitals overall may contin-
ue to play a major role in providing care to the unin-
sured and underinsured. This function has been sup-
poried by the availability of supplemental funding,
such as the Medicare IME and disproportionate share
payments, cost shifting from other payers, and by the
availability of resident physicians and faculty members
who provide service. Changes in funding levels or in
the numbers of residents and faculty members may
affect the ability to provide these services.

There are several general strategies that medical
schools and teaching hospitals which have been affect-
ed by the changing environment can be and are taking,
singly and in combination. There may be internal reox-
ganizatidns such as the creation of systems designed to
integrate the medical school, teaching hospital and fac-
ulty practice plan into an efficiently functioning sys-
temn. This type of organization can become the central
player in negotiating contracts with managed care
plans (Iglehart, 1995). Some public academic medical
centers have been allowed by their state legislatures to
create new organizational entities that can function
with fewer restrictions. Legislation created the private
University of Maryland Medical System, including the
University Hospital, the Shock Trauma Center and the
University of Maryland Cancer Center. The new enti-
ty was designed to be able to respond quickly to an

‘increasingly competitive health care marketplace

(Schimpff and Rapoport, 1992). As another example,
the Oregon Health Sciences University is attempting to
separate from the state system of higher education and
be reconstituted, through legislation, as a public corpo-
ration. This would remove the requirement that the
University be subject to regulations, such as contract-
ing and approval processes that apply only to state
agencies.

Many institutions have chosen a variety of strate-
gies. In Minneapolis, where about 43 percent of the
population is enrolled in managed care organizations,
the University of Minnesota Hospital experienced
decreased admissions because the  University was
unwilling to negotiate discounted prices. Concerns
about the financial viability of the hospital led to
changes such as the formation of integrated service
networks, and to the negotiation of contracts based on
discounted rates (St Paul Pioneer Press, November 14,
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1994), The UCLA Medical Center, also in an area
with high managed care penetration, has worked to
decrease costs by shortening length of stay and reduc-

ing personnel. The hospital and the physician practice -

plans have merged contracting functions, allowing
inpatient and outpatient services to be packaged. The
faculty practice plan is considering merging into a mul-
tispecialty group. Finally, UCLA is starting an IPA in
the region around the medical school {AM News,
August 8, 1994). Medical schools are also forming
new patient care networks or joining existing networks
(Iglehart, 1995). Siill others are considering selling
there flagship tertiary care teaching hospitals, an
almost inconceivable proposition even two years ago.

The goal is to increase competitiveness by allowing the
University to respond more quickly to the changing _

health care marketplace (Iglehart, 1995).

The two previous examples highlight changes that '

some medical schools and teaching hospitals are mak-
ing that could be considered contrary to the “culture”

of academic medicine. Traditionally, academic medi-,

cine has placed a high value on deparimental autono-
my, a decentralized decision-making structure based
on consensus, and a commitment to the primacy of
education and research (Fox and Wasserman, 1993;
Kassirer, 1994, Rogers et al., 1994). Also, the higher
costs associated with the learning needs of trainees,
such as increased use of diagnostic tests and proce-
dures and longer lengths of stay, have been accepted as
part of the normal operational expenses of teaching
hospitals by faculty members and administrators (Fox
and Wasserman, 1993). However, this philosophy may
no longer be possible.' A study by the RAND
Corporation recommended the following steps should
be taken to ensure the survival of academic medical
centers: (1) develop a cenfralized, effective gover-
nance system; (2) creafe a spirit of entrepreneurship at
all levels; (3) create incentives for faculty members to
generate revenue; (4) develop a methodology to allo-
cate resources in a strategic manner; and (3) display a
willingness to pursue cost containment (Schirpff and
Rapaport, 1992). The need to be more competitive and
1o control costs is now leading to more centralization
of authority for the patient care function and to more
stringent monitoring of physician and resident ntiliza-
tion patterns (Wartman, 1994), which lead to such
things as a reduction in resource utilization (such as
test ordering) strictly for educational purposes.

The movement of medical schools and teaching
hospitals-into the managed care arena has taken several
forms. First, medical schools have started their own
managed care organizations, an early example being the
George Washington University Health Plan, a group

model HMO. Initially started in a medical school’
department, the HMO director now reports to the Vice -

Chancellor for Health Affairs of George Washington
University. (HRSA contract 240-93.0040). In this
madel, the academic medical center and its “faculty”
provide the full range of primary, secondary, and tertiary
services. In contrast, Duke University Medical Center
has made the decision that an academic medical center

_should focus on tertiary care. Duke has acquired the

practices of a number of primary care physicians, who

. will work for a subsidiary of the medical center, and also

is negotiating with an insurance company to develop an
HMO as a joint venture (Rogers et al,, 1994). Medical
schools also may affiliate with existing managed cate
organizations, The University of Miami and the Public
Health Trust/Jackson Memorial Hospital formed a
strategic alliance with Physician Corporation of
America (PCA), a large managed health care organiza-
tion serving the Southeastern United States and based in
Miami. Through this alliance, PCA provides manage-
ment, marketing and primary care assistance to an acad-
emic medical center and its network of more than 900
physicians and associated hospitals. serving miltions of
patients in South Florida, the Caribbean and Latin
America (PCA, 1995). Similarly, the Ohio University
College of Osteopathic Medicine is exploring a joint
venture agreement with an HMO to establish a managed
care system that will both provide improved access to
care for the rural, underserved community in the area
and serve as a training site for osteopathic students.

Data are limited on the degree to which medical
schools are entering into managed care arrangements or
what form these arangements take. Mixed models are
probably conunion, as in managed care organizations in
general. For example, the George Washington University
Health Plan has affiliated with an independent practice
association to increase its patient base. The physicians in
this affiliate may not be directly associated with the teach-
ing program of the medical school. Starting a2 managed
care organization is not without its dangers. A case stody
at one medical school illustrated that things such as facul-
ty resistance arising from a specialty-focused organiza-
tional culture can negatively impact the ability to make
the changes necessary to maintain a univessity-owned
HMO (Bosch and Deuschle, 1993).

- As medical schools form patient care networks
and establish practice sites outside the academic med-
ical center, they potentially come into competition with
community physieians. This could exacerbate “town-
gown” tensions, which is especially troublesome at a
time when medical education is requiring an increased
use of community-based sites for teaching.

In addition to institutional level associations
between medical schools and managed care organiza-
tions, fhere are also departmental level affiliations. A
1990 survey of residency programs in family medicine,
internal medicine and pediatrics by the GHAA showed
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that 64 percent of their sample of family practice pro-
grams, 28 percent of pediatrics programs and 24 per-

" cent of internal medicine programs had contracts with
managed care organizations to provide service to
enrollees (Cotrigan and Thompson, 1992). While these
types of contracts probably have been beneficial finan-
cially, there is little information about how they impact
the educational aspect of the residency programs.

One report about the effects of a major increase in
enrollment of prepaid patients in a university-based
family practice residency program (Curtis et al., 1988)
described the tensions caused by an increased patient

volume and a new emphasis on cost containment.

There also is beginning to be anecdotal evidence that
when managed care has entered some sites where resi-
dents are trained, resident involvement in some patient
care activities has been limited. If this proves to be a
consistent pattern, it can have major implications for
resident education and program acereditation.

As medical schools form or associate with patient
care networks, a number of issues arise related to the
way that medical schools traditionally function. One is
the effect that this expansion might have on the defini-
tion and role of “faculty.” For example, are the new,
often employed staff who became part of the medical
school when it enters networks or acquires practices
available for the teaching program? Do they take part in
the governance structure of the medical school and are
they subject to the same evaluation criteria as full time
faculty members? How does the governance of the
medical school interact with the management of the
health care delivery enterprise? Is the traditional facul-
ty-driven, committee-based decision-making structure
that characterizes the academic program separate and
distinct from the way that faculty practice is managed?

Also, how will patient care networks and net-
works for the education of medical students and resi-
dents co-exist if they are not contiguous? For example,
will students and residents be able to rotate in educa-
tionally appropriate sites that may be members of a
patient care network in competition with the medical
school? These questions will have to be addressed as
pait of the planning for medical schools and teaching
hospitals as they move into the managed care arena.

_ In summary, the net effect of increased competi-
tion may well be a decrease in clinical income for
many teaching institutions, which has traditionally
supported their medical educational components.
Increased competition may also result in a decrease in
the availability of other important educational
resources, such as training sites, teachers, and patients.
These necessary adjustments may be considered con-
trary to the traditional “culture” of acadernic medicine,
which placed a high value on deparimental autonomy

and a decentralized decision-making structure.
Nonetheless, teaching institutions that cannot adjust
may see the quality of education at the undergraduate
and the graduate level affected as well as their own sur-
vival threatened.

Impact On Student And Resident
Education

Finding # 4: The growth of managed care
will magnify the deficiencies of the cur-
rent educational system, yet will also pro-
vide new and essential educational oppor-
tunities to improve the preparation of
physicians for their future roles.

The growth of managed care will have both direct
and indirect effects on the educational program for med-
ical students and house staff. As a response to the needs
of the changing health care environment, educational
programs will have to produce a physician with a new
set of skills and new areas of knowledge than previous-
ly.” This will require shifts in the content of the educa-
tional program and also in the sites used for clinical
training, In addition, educational programs will have to
be delivered in the contexi of the changes that are occur-
ring in medical schools and teaching hospitals as man-
aged care increases, including potentially decreasing
revenues and the formation of patient care networks.

Competencies for Primary Care and
Managed care Practice

Generalist physicians in primary care practice
require basic knowledge and skills that are applicable
across practice settings. Rivo and colleagues (1994)
developed a list of competencies related to common
prevailing conditions and diagnoses that generalist
physicians should be expected to manage. These
included comprehensive preventive care; treatment of
comimon acute, chronic and behavioral problems; and
other areas such as cost effective care, medical ethics,
patient education, and coordination of consultant care.
In addition, additional knowledge and skills may be
required based on a specific practice setting, for exam-
ple, a managed care organization (Table 9).

The GHAA (in Primary Care Physicians:
Recommendations to  Reform Medical Education.
Competencies Needed to Practice in HMOs, 1994, recent-
ly described the following competencies needed for gen- -
eralist physicians to practice contemporary medicine to
panels of patients in managed care settings. Appropriately
trained generalist physicians will be able to:

»  Poster health promotion and deliver disease pre-
vention services

*  Communicate effectively with patients and panels
of patients
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»  Detect, diagnose and effectively manage common
. symptoms, and physical signs

+  Manage common acute and chronic medical con-
ditions, including musculoskeletal and mentat
health conditions, and perform ambulatory diag-
nostic procedures and simple surgery

¢ Understand and practice the principles of effec-
tive quality improvement

* * Refer appropriately to other specialists for needed
health care services and coordinate all aspects of
care, including technology

+  Detect, understand, and manage health risk prob-
lems of the home and work place

*  Demonstrate leadership and team building skills,
including resource allocation, for effective prac-
tice management in an organizational care system

*  Use clinical and management information sys-
tems fo analyze and improve practice and practice
patterns

Tuble Y Training Components Addressing Generalist Medical Skills

Ongoing treatment of chronic conditl
Cardiovascular {eg, angina, hypertension, stroke)

Care of the population
Care of Newborns

Care of infants
Care of children
Care of adolescents
Care of adulis

Care of the elderly

Care of patients in multiple settings

Endocrine {eg, diabetes, thyroid disease)
Rhenmatoid arthritis/osteoarthriiis

Pulmonary (eg, asthnwa, bronchitis, emphysema)
Skin (&g, acne, dermalisis)

Gastrointestinal (eg, ulcer, frritable bowel)
Genitourinary (eg, urinary incontinence)

Ambulatory care Ongoing treatment of behavioral probl
Hospitat care Depression
Home care Anxiety disorders

MNursing home/hospice care

Comprehensive preventive care
Epidemiology of illness
Health premotion counseling
(including injury prevention)
Prenatal care
Infant/child preventive care
Adolescent preventive care
Adult preventive care
Nutziticn comseling
Family planning
Génetic counseling
Tobaceo/drug counseling
Screening for cervical cancer/Papanicolacu tests
Screening for other cancers (eg, skin cancer)
Prevention of heart disease
Tmmunization services

Trealment of common acute flinesses
Training in emergency medicine
Musculoskeletal {eg, fibromyalgia, tendinitis)
Gynecologic (eg, vaginitis)
Urologic (eg, urinary tract infection)
Ear, nose, and throat {eg, otitis mefdia, sinusitis)
Opthalmelegic {eg, comeal abrasion, conjunctivitis)
Dermatologic {eg, 5cabies, pediculosis)
Infectious {eg, cellulitis, pneumenia)

Other problems (eg, stress, grief reaction)
Substance abuse
Patient counseling skills

Other training for generalist practice

Community/public health
Use of community reseurces

ity care with assigned patients
Coordination of consuliant care
Comprehensive assessment
Patient education
Evaluation of undifferentiated problems

Evaluation of occupational/school health-related
ilinesses

Interdisciplinary iratning

Cost-effective care

Medical ethics

Death and dying counseling

Medical informatics/computer training
Critical medical literaiure appraisal
Practice management (eg, managed care)
Risk management

Sonree: Rive ot al., JAMA, Mey 18, 1994, Vol. 271, No.19

*»  Engage in participatory decision making with
patients, families, and other providers

¢ Understand the health related needs of a defined
population

*  Apply a general knowledge of managed care sys-
tems in evaluating the relevant medical literatne

What other content and skills have been suggest-
ed as needing addition and reinforcement in the med-
ical curriculem to better prepare physicians for prac-
tice in a managed care environment? These include
cost effective use of a wide range of diagnostic and
freatment services (Jacobs and Mott, 1987; Moore,
1993; Wartman, 1994); utilization review/quality
assurance (Jacobs and Mott, 1987); population-based
clinical medicine, including epidemiology and biosta-
tistics (GHAA, 1994; Greenlick, 1992); the application
of quality improvement methods and principles to
improve the health and healthcare of communities
(Headrick et al., 1995) and health care system struc-
ture/health care financing (Jacobs and Mott, 1987,
Moore, 1993).

In addition to knowledge of specific content and
clinical skills, the new physician should possess certain
characteristics relevant to practice in a managed care
setting. A major skill is being a “team player,” that is,
being able to work in groups of physicians and use
peers as mentors and consultants. A part of this is
comfort with oversight by peers, especially as an infor-
mal part of everyday practice (HRSA contract 240-93-
0040). Additional skills cited as important include the
ability to work with other health professionals (Jacobs
and Mott, 1987).

There have been calls for changes in the medical
education program based on evidence that medical res-
idents completing training today are not optimally pre-
pared for some aspects of practice in the evolving
health care delivery system. A 1991 survey of physi-
cians under the age of 45 by the Robert Wood Johnson
Foundation revealed that only 60 percent believed that
they were well trained to provide preventive care,
41 percent believed that they were well trained to pro-
vide cost-effective care, and 32 percent that they were
well tratned to coordinate patient care with communi-
ty services and resources. About one-third believed
that they had spent too little time during training in
hospital-based outpatient units, one-half that too little
time was spent in long-term care facilities and two-
thirds that they spent too little time in physician offices
or organized managed care settings (Cantor et al,
1993). It is important to note that the physicians
responding to this survey Were not just praciicing in
managed care organizations, That is, medical educa-
tion may not be adequately preparing new physicians
for a variety of practice arrangements. Medical stu-
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dents report that they are not adequately prepared in
" key competencies -tequired by the emerging health
delivery systems. In response to a 1991 survey con-
ducted by the AAMC, 49 percent of seniors cited inad-
equate instraction time in public/community health, 55
percent ~ in' preventive care, '57 percent - in
information/liferature analysis, 64 percent in cost-
effective practice, and 73 percent in practice manage-
_ment/managed care (COGME Fourth Report).

Furthermore, a recent survey of administrators
and staff in managed care organizations revealed the
perception that the educational preparation of new

“physicians was not optimal. Three-fourths of respon-
" dents to the ‘survey, which was conducted by the
GHAA under contract to HRSA, reported that newly-
hired general internists and obstetrician/gyncc'ologists

" were poorly prepared for managed care practice,

60 percent believed that péd'iatricians were poorly pre-
pared and 50 percent believed that family physicians
were poorly prepared (Palsbo and Suilivan, 1993),
One HMO reported that it takes about 12 months for a
newly-hired physician to understand and practice cost-
effective managed care (Larsen et al.,, 1993).

Curriculum for Managed Care Practice

How, where, and when should content and skills
relevant to practice in managed care setting ideally be
incorporated into the curriculum? It is important here
to think of medical school and residency training as a

. continuum, where core knowledge and skills are both
. introduced ‘and reinforced. Curriculum planning
should consider what knowledge/skills relevant to
practice in a managed care setting should be required

_ for all physicians and which are specialty-specific. Tt

is also (:iitical to consider who will teach the new con-
tent and skills. Are such individuals currently repre-
sented among the faculty in medical schools and resi-
dency programs or must medical education seek other
sources of faculty and sites for training? The need to
expand the content and skills in the medical school and
resid‘ency‘ curriculum presents opporfunities (o reach
out to teachers beyond the academic medical center.
Some skills, such as comfort with teamwork and with
. oversight, might better be taught by role modeling in a
‘ compatible environment than by didactic presenta-
_tions. Managed care organizations themselves could
_ provide appropriate settings to teach this type of con-
. tent to medical students and residents. An example of
this is the establishment of the Managed Care Institute
at Michigan State University in partnership with the
Blue Cross Network - Health Central, in which the
' College of Osteopathic Medicine and Human
‘Medicine will use an interdisciplinary approach to
study 'and teach about managed care.

The answer to the question of who will teach is

complicated by the need for faculty members to be
more productive in patient care, and also by potential
changes in the number, specialty mix and location of
faculty. For example, if primary care delivery sites are
increasingly located outside the academic medical cen-
ter, this could affect the availability of these faculty to
teach in “on-campus” clinical experiences. This is
another reason for medical schools to consider com-
munity sites for clinical training.

As a way to address gaps in training, some man-
aged care organization and other integrated health care
systems have introduced specific educational programs

. for new staff. TFor example, the Metro Medical

Group/Henry Ford Health System has started a
Managed Care College, and Harvard Community
Health Plan piloted a primary care orientation program
for their adult generalist physicians. These activities
have costs associated with them, such as lost patient
care time, F“HP, Inc. estimated a cost of $5000 for each
new primary care physician to participate in several
workshops (Larsen et al., 1993). In 1994, furthermore,
the Institute of Health Care Improvement (IHI) estab-
lished the THI Inter Disciplinary Professional
Education Collaborative, a three-year commitment to
design, implement , and evaluate inter-disciplinary
educational experiences in which professionals-in-
training will learn together about the continuous
improvement of health care (IFHE, 1994),

Changes in the Sites Used for Training

The need to move more of clinical education out of
the inpatient hospital setting has been cited by many
(e.g., Schroeder, 1988), for reasons broader than just the
need to prepare physicians for practice in managed care.
However, the new envivonment of medical practice asso-
ciated with the growth of managed care makes this even
more important. Decreasing numbers of patients are
being hospitalized, and those in the hosgpital have short-
ened lengths of stay and are more seriousty ill. This is a
stimulus to the increased use of the ambulatory care set-
ting. In addition, the networks that are being set up for
patient care can provide useful sites for clinical training,
if appropriate arrangements can be made.

There have been calls to use managed care orga-
nizations as sites for training both because they fulfill
the general need for ambulatory care teaching sites and
also because they possess special characteristics, such
as providing care to defined populations, emphasizing
prevention and cost effective delivery of care, and
practicing utilization review. The degree to which
managed care organizations are used for medical stu-
dent and resident teaching is not fuily known. This is,
in part, due to the difficulty of determining how much
teaching ocours in physician practices that are dis-
persed parts of independent practice associations. It is
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likely, however, that medical students who participate
in patient care experiences in private physician offices
or in group practices are exposed to some proportion of
managed care patients, especially in areas of high man-
aged care penetration. Whether these students experi-
ence any of the special characteristics of education in
more centralized managed care organizations, such as
group or staff model HMOs, is not known.

Extent of Training in MCOs

Medical student experiences in group and staff
model HMOs are siill relétively scarce. A 1994 survey
of all 125 U.S. MD-granting medical schools (with a
99 percent response rate) conducted by the Liaison
Commiitee on Medical Education revealed that in 17
schools all students had an experience in an HMO and
in 58 schools, some students had such experiences,
The types of required experiences included physical
diagnosis/clinical skills/introduction to medicine
courses, clinical clerkships, and senior selectives
(LCME, 1994). These experiences were not limited to
the outpatient setting. For example, clinical clerkships
included inpatient rotation in HMO hospitals.

The amount of residency education that is occur-
ring in managed care settings also is difficult to quan-
tify because there are a number of arrangements that
can occur. For example, managed care organizations
can sponsor their own residency training programs.
The Kaiser Permanente Medical Centers in Northern
California sponsor programs in internal medicine,
pediatrics, ENT, obstetrics-gynecology, and pathology.
Residency programs may affiliate with MCOs, using
them as rotation sites. A medical school also may
rotate residents through sites that provide care to
patients subscribing to its own HMO. Finally, a mulii-
specialty group practice may sponsor residency pro-
grams where trainees see patients from an affiliated or
owned HMO (HRSA contract 240-93-0040). There
currenily are no comprehensive data on the number of
residency programs or residents that have educational
experiences in MCOs, A 1990 survey by the GHAA
that was sent to 481 U.S. HMOs that had been in oper-
ation for at least four years had a 58 percent response
rate. Of these, 42 (15 percent of respondents) HMOs
reported that they were involved in graduate medical
education, mostly through an affiliation with a medical
school or teaching hospital to serve as a site for an
ambulatory rotation. Larger staff and group model
HMOs, not for profit plans, and HMOs owned or spon-
sored by an academic health center were more likely to
be involved in the education of residents (Corrigan and
Thompsorn, 1991).

HMOs may be involved in both medical student
and resident feaching. For example, the George
Washington University School of Medicine has a

required ambulatory care clerkship that is taught by
full time faculty members associated with the George
Washington University Health Plan (a group model
HMO), and school of medicine residents rotate
through clinics that serve the MCOs entollees. The
Kaiser Foundation Health Plan of Northern California
is affiliated with three medical schools and often teach-
es medical students in required clerkships and in phys-
ical diagnosis courses. There are also HMO and affil-
iated residency programs. An independent family
medicine residency program also exists at the Group
Health Cooperative of Puget Sound, which is affiliated
with the University of Washington for medical student
teaching (HRSA contract 240-93-0040). An example
of a close organizational linkage between an HMO and
a medical school is the formation of an academic
department of Ambulatory Care and Prevention within
the Harvard Community Health Plan. This resulted in
the creation of a “teaching HMO,” where students and
resident physicians af Harvard Medical School could
have experiences in a managed care setting (Moore et
al., 1994)

As a way to prepare physicians for managed care
practice; fellowships in managed care have begun to be
collaboratively developed by managed care organiza-
tions and medical schools. US Healthcare has funded
fellowships for physicians in conjunction with Thomas
Jefferson University and Habhnemann University.
GNIS, Inc. and the University of Pennsylvania have
announced a fellowship that includes content in health
care systems, health services research, epidemiology,
biostatistics, and health policy. GNIS, Inc. is involved
in the development of decision-support systems.

The specific content of al] these educational pro-
grams conducted at MCOs, and how well they exploit
the unique characteristics of the HMO, is not uniform-
Iy known. In some cases, the MCO is perceived as a
valuable ambulatory or inpatient teaching site because
of its large patient base, not because of its unique char-
acteristics. In some educational experiences in MCOs,
medical students and residents tend to lean such
things as the cost effective delivery of health care in the
context of their patient care experiences, rather than
through formal didactic sessions (HRSA contract 240-
93-0040). More information is needed about what stu-
dents and residents actually learn from experiences in
MCOs, and whether such experiences produce a better
product. In general, individuals who receive their res-
idency training in an MCO and remain to practice are
considered to be better prepared than physicians with-
out MCO experience (HRSA contract 240-93-0040).

In addition to affiliations for the purpose of edu-
cating students and resident physicians, there also is
the possibility of relationships between MCOs and
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medical schools for research. The patient data from
large MCOs can be valuable for outcomes and health
services rescarch. This type of collaboration can
increase the availability of research opportunities for
primary care physicians, residents and medical stu-
dents. However, funding for such activities aiso is
jeopardized in the current fiscal environment,

While there are many benefits potentially associ-
ated with utilizing community sites such as managed
care organizations for medical education, there are
some cautions that must be addressed as well. The
educational program must retain responsibility for

" ensuring the quality of educational experiences, and

the various sites used for teaching must be willing to
participate in evalnation to ensure that quality is main-
tained. There also must be formal mechanisms set up
to facilitate communication between the parent pro-
gram and the teaching sites to ensure that educational
objectives are understood and are being met.
Strategies to accomplish these goals include the pres-
ence of formal affiliation agreements and the identifi-
cation of specific individuals at the sites and at the par-
ent program with responsibility for coordination
{HRSA contract 240-93-0040).
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Finding # 5: There are currently many bar-
riers and few incentives by which health
care and teaching institutions can
address these problems regarding the
physician workforce and medical educa-
tion.

Barriers

The previous section described how more academ-
ic medical centers have been develeping linkages with
managed care systems both fo improve their education-
al programs and to survive and prosper in the new mar-
ketplace. The degree to which this is occurring, how-
ever, varies due to a number of factors, including loca-
tion, institutional goals, and history. While the predict-
ed effects of managed care, such as decreased faculty
practice revenues, have not yet generally occurred, they
are expected and many schools are planning for these
contingencies, Major efforts include attempting to
secure a patient base through networking.

In paraliel, there is a recognized need to move
more of clinical education into ambulatory care set-
tings in the community, This depends upon gaining
access to patient care sites which may themselves be
under competitive pressure to increase efficiency and
cut costs. .Managed care organizations are one teach-
" ing site whose potential has not been fully developed.
These settings, especially group and staff model
HMOs, can serve as both generic ambulatory care sites
and also provide some specific experiences that can
better prepare trainees for their future practice.

MCOs have some incentives to participate in
teaching, including recruitment goals, maintaining the
interest and enthusiasm of existing staff, and a sense of
community responsibility (HRSA contract 240-93-
0040). Kirz and Larsen (1986), in a study conducted at
the Group Health Cooperative of Puget Sound, deter-
mined that the presence of medical students increased
interest in practice in three-quarters of staff who par-
ticipated in teaching and contributed to the profession-
al education of most teaching staff.

However, a number of bartiers exist to changing
how and where future physicians are educated. Some
of these bartriers arise from sources external to the
medical school, and others are internal. Many are a
function of the differing goals and objectives between
teaching programs and delivery sites (Moore, 1990),
Most financial incentives currently are acting against
the expansion of medical education programs into
managed care organizations or other community sites.

A major related factor that has been cited as a bar-

V. Barriers and Public Funding Opportunities For Educational Change

rier to education in ambulatory settings is the cost in
terms of decreased productivity of physicians who
serve as supervisors to students and residents. This is
especially important as competition among health care
delivery sites increases, requiring enhanced efficiency
in providing patient care. There are data from the
ambulatory care setting that indicate that more junior
residents are associated with lower productivity and
higher resource costs while more senior residents
enhance the productivity of a practice (Lave, 1989). In
one study, the presence of medical students cost about .
$21,000 in lost revenues for a full time equivalent
physicians per full time equivalent medical student in
an ambulatory clinic (Garg et al., 1991).

For HMOs, there are litfle recent data on the costs
in lost produclivity associated with the presence of
trainees. The 1986 study of Kirz and Larsen at Group-
Health Cooperative of Puget Sound calculated a cost of
$16,900 per full time medical student per year. This
included students participating in a number of clinical
clerkships. Two large group model HMOs reported
that the presence of medical students in clerkships
decreased physician productivity 25 - 33 percent
(HRSA. contract 240-93-0040). The basic issues are
whether, how and by whom any loss in productivity
will be compensated. While faculty supervising resi-
dents receive partial or full compensation for the time
that they spend supervising residents (Corrigan and
Thompson, 1991) medical student teaching often is
undertaken on the physician’s own time, by scheduling
vacation or other uncompensated time (HRSA contract
240-93-0040).

There are few funding mechanisms in settings
external to the medical school or teaching hospital,
such as family practice centers, community health cen-
ters, and managed care seftings, to support ambulatory
care education for medical students and residents,
These types of experiences have often been funded
through clinical revenues generated by medical school
faculty members, at the school or depariment levels. If
clinical practice income decreases, these experiences
could be jeopardized. This is now more critical since
comununity sites are also feeling the competitive pres-
sures to enhance efficiency and to decrease costs,
Physicians who were willing fo donate time to teach
medical students andfor residents are now having to
consider how teaching could affect their productivity.
This could lead to the need to reimburse physicians
who used to donate their time as “volunteer” faculty. A
stable source of funding for ambulatory teaching is
needed, to encourage this type of experience.
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Public Funding Opportunities

The previous findings demonstrate that physi-
cians need to be trained in different numbers, special-
ties and competencies to function effectively in man-
aged care systems and to meet health care needs of
medicare -beneficiaries and the public. A substantial
amount of public funds, through both Medicare and the
Public Health Service, provide direct and indirect sup-
port for physician education. In targeting federal fund-
ing for medical education, COGME suggests that the
nation should attain the following goals;

1. Decrease the number of specialists trained,

2. Modestly increase the number of gé;leralist physi-

cians trained and improve the quality of primary
care teaching.

Increase minority representation in medicine,
4. TImprove physician geographic distribution.

‘Train more physicians in -ambulatory and man-
aged care settings.

In considering recommendations to Congress and
the DHHS Secretary to invest public funds prudently to
produce the needed physician workforce, COGME
identified the following principles:

1. Target medical education funding to physician
workforce needs,

2. Provide options for budgetary savings that pro-
mote physician workforce goals.

3. Simplify and consolidate DHHS medical educa-
tion financing and mniinimize’ 1egu1at10n and
micromanagement.

- 4. Provide incentives to expand education in prima-
ry care, ambulatory, and managed care settings.

5. Assist academic medical centers and teaching
hospitals during the difficuit transition,

Based upon these goals and principles, COGME
summarizes below the relevant DHHS authorities
within HCFA and PHS which infiuence the preparation

of physicians. A more complete description of these
authorities are contained in COGME's Seventh Report.

Medicare GME Policy

Medicare payments to hospitals have, since its
inception, included payments for GME. These pay-
ments were made under cost reimbursement through
1983, and then, with the establishment of the
Prospective Payment System, as discrete payments for
“direct” and “indirect” costs of GME (see below).
Equivalent kinds of payments have implicitly have
been made by other payers, mcludmg private itisurance
and Medicaid.

Although Medicare payments have been critical

to the financing of hospital-sponsored GME, its pay-
ment mechanism has not kept pace with the increasing
advent and spread of ambulatory training other than
that carried out directly by hospitals. These funds pro-
vide an opportunity to better encourage the training of
physicians with the requisite skills for managed care
practice. The following section reviews current
Medicare law and its impzict on the physician work-
force as background to providing recommendations for
government action.

Under current law, Medicate pays hospitals for

. GME through twao different mechanisms,

Direct GME Costs: Under section 1886(h),
Medicare payment for the costs of approved medical
residency training programs in medicine, osteopa-
thy, and podialry are based on a hospital-specific per
resident amount (PRA). The PRA is based on a hos-
pital’s allowable costs incurred in a base period and
updated by changes in the Consumer Price Index-

~Urban. OBRA 1993 ¢liminated the inflation update

during FY 1994 and 1995 for other than primary
care residents and residents in OB-Gyn programs.
Section 1886(h)(4)(E) limits GME payments in out-
patient settings to instances where the hospital bears
the costs of that training program. Residents that
are beyond the initial residency period are counted
as 0.5 FTE.

Indirect Medical Education (IME) Adjustment:
An explicit payment for increased hospital operating
costs in institutions with graduate medical education is
made as an add-on to the prospective payment rate for
inpatient hospital services to cover additional operat-
ing costs. Paymenis increase by approximately
7.7 percent for each 0.1 increase in the ratio of interns
and residents per bed. However, this is higher than the

Aanalytic estimates of the actual effect of teaching on

inpatient costs per case. All residents working in the
acute care hospital (including the outpatient depart-
ment and some hospital-sponsored ambulatory sites
are counted. Time spent outside the acute care hospi-
tal, such as in managed care settings and community
health centers, are not counted.

Risk Contract Payments: Medicare’s payment
to HMOs is based on the Adjusted Average Per Capita
Cost (AAPCC) for Medicare beneficiaries in the fee-
for-service sector, The AAPCC includes the addition-
al payments made for both indirect and direct graduate
medical education under the Medicare prospective
payment system for non-HMQO beneficiaries in the
geographic region. The HMOs negotiate the prices
paid to hospitals for services furnished their enrollees.

Medicare Payments for GME

Table 10 provides estimated Medicare direct and
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Table 10 Medicare Direct and Indirect GME Payments

1990-1995 (mlilions, estimated)
Type of Payment FY 1990 FY 1991 Y 1992 FY 1993 FY 1994 FY 1995:
Direct GME $1,333 51,420 51,555 $1.669 $1,7§8 $1,837
Indirect GME 2,939 3,208 3,582 3,775 4,123 4,537
TOTAL GME 4,272 4,628 5,137 5444 7 g801 . 6,374

Source; Hstimates by the Health Care Financing Administration as of January 1995,

indirect graduate medical education expenditures for
1990-1995: IR

Medicare GME payment amounts in the. above

table do not include the amounts impii_qitwinr,the_

AAPCC payments {o risk-based HMOs, which have
been estimated at about $400 million for FY 1995

Consequences of Medicare GME Policy: There
are a number of unintended consequences with current
Medicare GME policy. Although consensus is wide-
spread that our nation faces a growing physician sur-
plus, Medicare pays hospitals an average of $70,000
per resident per year for any US or foreign-trained res-
ident they are able to recruit whether or not that resi-
dent will be needed in the health care marketplace
upon completion of training. Although consensus is
widespread that the nation faces a growing budget

deficit, current Medicare GME policy provides signif-

icant incentives for teaching institutions to increase the
supply of residents in training and thus increase
Medicare GME outlays. Although consensus is wide-
spread that new physicians should be trained in ambu-

latory, community and managed care settings to better

care for Medicare beneficiaries and the public, both
DME and IME payments are based on the number of
residents in hospital-based settings. As a result, there
is a powerful disincentive to-train residents in these
essential non-hospital settings. In addition, corrent
AAPCC policy provides disincentives for training in
managed care settings.

A major deterrent to training residents outside the
hospital is the funding structure for graduate medical
education (GME) through Medicare. The direct
Medicare GME payments are limited to outpatient set-
tings where the hospital sponsoring the GME program
incurs the costs, Similarly, the Medicare indirect med-
ical education adjustment does not include time spent
outside the acute ‘care hospital. Therefore, while
ambulatory cate education in sites within the medical
school/academic medical center is supported by cur-

..rent financing mechanisms, utilization of unconnected

community sites is not.

In addition, the Medicare HMO capitation rate is
not consistent with encouraging participation of man-

~aged care organizations in teaching. In certain geo-

graphic areas the projected FI'S cost and thus the result-

.ing capitation rates paid to Medicare HMOs also

included the direct and indirect costs of graduate med-
ical education. Unfortunately, there was no contractual
obligation that the HMOs use the funds for this pur-
pose. Furthermore, there is often considerable variation
in the Capitation rates in adjacent geographic areas. On
the other hand, managed care organizations that are
Medicare risk contractors and that wish to develop
accredited residency training programs do not receive
additional explicit Medicare payments for this purpose.
This policy creates a significant disincentive to encour-
age teaching in managed care settings. A plan for
financing Medicare IMOs that considers the mix of
patients and that uncouples medical education financ-
ing from the capitation rate has yet to be developed,

Targeting Medicare Funding te Meet
Physician Workforce Goals: Today, Congress is con-
sidering options to reduce Medicare GME payments,
The Prospective Payment Assessment Comrmission
(ProPAC) has recommended reduction of the Medicare
Indirect Medical Education (IME) adjustment by
approximately $300 million in FY 1996 by reducing
the IME factor from 7.7 percent per 0.1 intern/resident
per bed (IRB) to 6.6 percent. ProPAC further recom-
mended thiat the percentage uliimately be reduced to its -
analytically justified level of 4.4 percent, which at
today’s expenditure levels would generate approxi-
mately a $1.5 billion redzction in IME in FY 1996.2
The Congressional Budget Office’s analysis of
Medicare’s IME payments discussed rates of six and
three percent, which would save $930 million and $2.6
billion, respectively, in FY 1996.°

COGME recognizes the need to analyze govern-
ment programs to ensure that program obijectives are
being met cost-effectively. COGME also recognizes
that Congress is considering reductions in Medicare
programs to ensure its long-term solvency. In
Medicare, it is possible to achieve Medicare savings by
simply reducing Medicare expenditures for GME with-
out giving attention to needs for workforce policy
changes. However, if is also possible to reduce
Medicare expenditures while achieving policy goals,

1 Statement by Ms. Barbara Wynn, Health Care Financing Administration, ai the COGME meeting of Aprit 27, 1995.

2 Estimate of $500 million reduction per percentage-point decrease provided by Dr. Stuart Altman, Chairperson, ProPAC, in
testimony before the Committee on Ways and Means Health Subcommittee, March 23, 1995.

3 Congressional Budget Office: Reducing the Deficit: Spending and Revenue Options. Report to the Senate and House

Comumittees on the Budget, CBO, February 1995,
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This would be a preferable approach, since COGME

believes that curent Medicare incentives are operating

counter o critical public needs for a better prepared
physician workforce,

COGME believes that Medicare should limit both
direct and indirect GME in ways that encourage a reduc-
tion in the numbers of physicians entering the workforce
in the fiature. Support should be guaranteed to each
graduate of a US medical school, but should gradually
be reduced for graduates of foreign schools. There are
three reasons for this policy, First, the rapid growth in
the physician supply in recent years is primarily due to
increased numbers of international medical gradnates
(IMGs), while the ouiput of U.S. schools has been rela-
tively constant. Second, projections of physician need
in the United States suggest that there will not be work
for these additional physicians. Third, expenditure of
U.S. tax dollars to train non-U.S. citizens who will not
be needed in this country is a poor use of limited
Medicare dollars (Medicare IME and DME payments
average $70,000 per resident each year).

COGME recognizes that IMG residents are not
distributed equally across states or types of training
programs, and that national goals achieved through
Recommendation 1 could threaten service provision in
certain areas and institutions, COGME is particularly
concerned about large public hospitals and academic
centers in metropolitan areas. We recommend that a
transition strategy be developed for these institutions.
One component could be an expanded National Health
Service Corps loan repayment program to provide
physician replacements for the IMG residents elimi-
nated in selected institutions. Ancther could involve
start-up funds to train physician assistants and nurse
practitioners specifically as resident replacements in
highly impacted areas. Another possibility, designed
for the substantial number of institutions with small
numbers of primarily IMG residents, is to award tran-
sition support for institutions who agree to cease resi-
dency traitiing entirely.

Medicare GME policy provides significant dis-
incentives towards primary, ambulatory and man-
aged care education and produce incentives to train
physicians in the appropriate specialties and settings
to meet Medicare beneficiary and public needs.
Despite the acknowledged need to train fewer num-
bers of specialist physicians and to move training
out of the hospital, a recent GAO study estimated
that 75% of Medicare GME payments go to special-
‘ty training. The rapid growth and popularity in man-
aged health care and Congressional interest in
increasing Medicare and Medicaid managed care
enrollment makes it essential that more generalist
physicians be trained in community-based, managed
care settings. Upweighting of both DME and IME

is important because the significantly larger pay-
ments made under IME will provide greater incen-
tives to change the specialty mix. This payment pol-
icy can initially be implemented in a budget neutral
fashion.

Down\ireighting IME payments to 50% for resi-
dents beyond the lesser of five years or the time
required for initial board certification would provide an
important disincentive toward specialty or subspecial-
{y training. Furthermeore, it would generate significant
budgetary savings. The final recommendation is to
ensure that the IME adjustment formula not inadver-
tently increase as a result of the continued market-dri-
ven irend towards hospital downsizing,

Medicare payment policy for risk HMO contrac-
tors is carried out through the AAPCC mechanism.
AAPCC payments include an estimated $400 million
that is based on DME and IME payments, but which
are not identified in the AAPCC and which vary
according to geographic region, As a result, Medicare
GME funds are spread among ail risk HMO contrac-
tors without being focused on those which actually
have teaching programs, or necessarily utilize teaching
hospitals for services.

These amounts should removed from the AAPCC
and made available for GME in a wide variety of teach-
ing settings, including teaching hospitals, managed
care organizations with teaching programs, etc, This
would help rectify a possible ineqguity to teaching hos-
pitals that provide care to Medicare beneficiaries
enrolled in risk contract HMQOs but currently do not
receive Medicare GME on their behalf. It would also
eliminate the current disincentives to HMOs who wish
to establish or expand residency training activities but
do not currently receive explicit reimbursement for
their efforts.

As health care increasingly becomes dominated
by integrated managed health care systems, graduate
training opportunities will change dramatically.
COGME believes that both the accrediting bedies and
HCFA should encourage the development of arrange-
ments that will undoubtedly provide more diverse and
necessary (raining experiences than currently exist.
COGME has previously encouraged the development
of medical education consortia or training networks to
determine the number and specialty mix of residents,
to facilitate the more appropriate utilization of training
settings, and to receive and distribute GME funds to
whoever bears the training costs, and in a manner that
simplifies administration and maximizes flexibility in
accomplishing physician workforce  goals,
Demonstration projects could be utilized to develop
such a consortium approach to residency training and
GME management,
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Physician Education Programs in the
Public Health Service

Although spending for medical education by
HCFA and PHS differs by orders of magnitude, certain
PHS programs (the Nationa! Health Service Corps
(NHSC) under Title IIl and Health Professions
Education under Title VII have had a significant
impact on the physician workforce. For example, tar-
geted Title VII funding have contributed to a 25%
growth since 1980 in the number of Departments of
Family Medicine and a 40% growth since 1990 in the
number of required student clerkships in family medi-
cine. Building such family medicine teaching capaci-
ty has been cited by the GAO to be associated with
increased student selection of generalist physician
careers,” Targeted Title VII funding has contributed to
a 200% increased in underrepresented minority enroll-
ment in health professions schools. Today, 3.8 million
people who would otherwise lack access are receiving
quality primary care from 1,900 NHSC professionals.

A significant number of PHS programs provide
institutional and individual incentives to attain
COGME's national physician workforce goals. Title
VII and the NHSC are perhaps the best known PHS
programs that support the following COGME goals to
enhance:

Table 11 Physician Education/Primary Care Research Appropriations History
{Selected Title TH, VIl & IX PHS Programs)

Apprapriations History

(in millons)
Program TY 1993 FY 1994 FY 1995
Primary Care Prugramsl
Family Medicine Departments & Training $38.2 $47.2 5472
General Internal Medicine/Pediatrics 6.8 16.8 16.7
Physician Assistant Traindng 4.9 66 6.6
Muliidisciplinary Training Programs'
Area Health Education Centers 19.8 222 4.6
Geriatric Edncation Centers 100 9.2 9.1
Health Educatien and Training Ceaters 2.8 2.8 337
Rural Health Interdisciplinaey Training 4.0 4.0 4.0
Minority/Disadvantaged Health Professlons I'mg{'ams1
Centers of Excellence 23.5 235 235
Health Careers Opporiunity Program 25,0 250 26.3
Loans Repayment/Fellowships - Facuity 1.1 i1 1.0
Student Assistance ngramsl
Exceptional Financial Need Scholarships 104 10.4 it
Financial Assistance for Disadvantaged HP Students 6.2 6.2 6.6
Loans for Disadvantaged Students 7.9 7.9 - 8.5
Seholarships for Disadvantaged Studeats 17.t 17.1 183
National Research Service Awards
’ Bureau of Health Professions 26 17 38"
National Health Service Corps Field Program 420 44,7 45.0
Mattonal Health Service Corps Recruitment Program 734 793 an.1
Agency for Health Care Policy & Research 1223 48.6 6.8
TOTAL PHS (Sclected Programs) $428.0 $476.3 $492.9
;Tiﬂc VII PHS Programs
FY93 & 94 actual di 5. FY 93 ep i d gist

»  generalist physician training

+  minority recruitment

+  geographic distribution

*  primary care faculty development
+  quality of practice

Current law: Title VII of the Public Health
Service Act contains 40 authorifies or program cycles
supporiing health professions capacity development.
Overall, Title VII provides an estimated $207 million
in primary care medical education, multidisciplinary
training, minority/disadvantaged training, and student
assistance related funding (Table 11). Each of these
programs has its own special eligibility and project
requirements. Within Title VII, 25 different authorities
address aspects of COGME’s physician workforce
goals. Title VII programs are implemented by the
Burcau of Health Professions, of the Health Resources
and Services Administration (HRSA).

Another HRS A program, the NHSC, supplies pri-
mary health care providers for health professions
shortage areas. Through service-obligated and volun-
teer programs, the NHSC recruits, trains, and places
primary care providers in Community and Migrant
Health Centers, health care to the homeless programs,
federally qualified health centers, health departments,
and free-standing private practices that are tied into a
health care system. In 1995, the NHSC has a budget of
$45 million and a “field” strength of 1,987 health care
practitioners. Bighty million dollars were appropriated
in 1995 for scholarships and loans which provide
incentives for physicians to practice in underserved
inner city and rural areas.

Primary care research funding is supported in the
Agency for Health Care Policy and Research
(AHCPR). In 1995, AHCPR’s budget was approxi-
mately $157 million. Major budget areas include: (1)
research on health care costs, quality and access, (2)
the National Medical Expenditure Survey (NMES 3),
and (3) medical treatment effectiveness studies. Two
percent of the NIH's National Research Service
Award’s (NRSA) funding is administered by HRSA
(1%) and AHCPR (1%) to train primary care
researchers.

Targeting PHS Funding to Meet Physician
Workforee Goals: Under the Public Health Service
Act, Title VII programs, the National Health Service
Corps, and primary care research support through the
National Research Service Awards (NRSAs) and

4 General Accounting Office; Medical Education:
Curricalum and Financing Sirategies Need to Encourage
Primmary Care Training. GAO, Report HEHS-95-9,
Washington, D.C,, 1994.
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AHCPR have been critical in achieving COGME’s"
goals of increasing generalist physicians and physician’

assistants, improving primary care teaching capacity,
increasing minority representation, and reducing geo-
graphic maldistribution,

Consolidation of Title VII programs is needed
for simplification and flexibility of program adminis-
tration. It will assist in focusing scarce Federal
resources on activities that have a demonstrable
impact on the production of primary medical care
providers and public health workers. Demand is high

for generalist physicians and major shortages contin-

"ue in rural communities and in underserved rural and

urban shortage areas.’

Specific national goals for Title VII programs,
common outcome measures and reporting require-
ments are essential to the effectiveness and success of
these programs in attaining workforce goals. This
strategy focuses Federal support upon training activi-
ties of known effectiveness in producing needed health
care workers and in improving geographic distribution
and minority representation,
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VI. Recommendations:

ith the rapid changes taking place in the

health care environment, medical schools,

residency programs, teaching hospitals

and managed care organizations are encouraged to col-

Iaborate and cooperate to produce physicians with in

the requisite numbers, specialty mix and competencies

to meet patient needs. In addition, public funds for

medical education through Medicare and the Public

" Health Service must be targeted prudently to provide

the right incentives in the medical education market-

place (a more complete description of COGME's leg-

islative recommendations are contained in COGME’s
Seventh Report to Congress and the Secrefary).

Medical Schools, Residency Programs,
and Teaching Facilities:

1. As medical schools, residency programs and
teaching facilities restructure in order to be more
competitive in patient care and at the same time
preserve their academic mission, they will also
need to reassess their roles and responsibilities
regarding the physician workforce and medical
education.

2. Medical schools, residency programs and teach-
ing facilities should share in the responsibility to
train the number and types of physicians appro-
priate to the nation’s needs.

3. Medical schools, residency programs and teach-

ing facilities need to evaluate their institutions and
identify deficiencies that are barriers to achieving
a more balanced physician workforce, and to train
physicians for their future roles. These institn-
tions should:

a. assure that the process selects applicants who
are motivated, have the qualities and abilities, and
who can be educated and trained to become the
physician workforce which the nation needs;

b. assure that the curriculum educates students
for their future role, including the “new basic sci-
ences” of population-based medicine, epidemiol-
ogy, and decision analysis; and

¢. assure that the clinical curriculum provides an
adequate education in ambulatery and managed
care seltings, preventive care, team care, and cost-
effective patient care.

4. The size, composition and competencies of the
full-time faculty at medical schools and residency
programs must be reviewed in order to assure that
they are appropriate to train physicians for their
future roles.

5. Residency programs need to train residents in
managed care environments, to review and revise
existing residency curricula to ensure that the
knowledge, skills and attitudes necessary for
future physicians are included, and to adequately
prepare both their primary care and specialty
graduates for the scope of practice, coordinated
relationships, and referral patterns found in man-
aged care organizations.

6. Additional training programs should be devel-
oped to meet the needs of the future health care
delivery system, e.g. programs for retraining spe-
cialist physicians as generalist physicians; and
fellowship training to develop physician leader-
ship in managed cdre environments.

7. Medical schools, residency programs and teach-
ing hospitals need to identify and review their
teaching costs, and miake their educational pro-
grams more efficient.

8. Evaluation at the medical school, residency and
continning medical education levels should incor-
porate the knowledge, skills and attitudes that will
be needed by future physicians, and should be
reviewed as medical education and training
becomes more decentralized.

9. External certifying and accrediting organizations
(e.g. the National Board of Medical Examiners,
the National Board of Osteopathic Medical
Examiners, the Accreditation Council for
Graduate Medical Education, the American
Osteopathic Association-Bureau of Professional
Education, the Liaison Committee on Medical
Education, the Residency Review Committees)
need to address the new elements in health care
delivery and reassess their structure, policies, and
procedures in light of the findings in this report,

10. Medical schools and residency programs (in
cooperation with the government and managed
care organizations) need to develop an infrasiruc-
tore in primary care research, and to conduct and
support primary care research.

Managed Care Organizations:

1. Managed care organizations need to identify and
define their needs as to the number, types and
competencies of physicians, and should commu-
nicate this information and provide feedback to
medical schools and residency programs.

2, Managed care organizations need to work cooper-
atively and collaboratively with medical schools
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and residency programs in developing programs
to address the physician workforce and medical
education.

3. Managed care organizations (and all other third-"
party payers) need to share in the cost of paying
for medical education, through an all-payer fund,
and by developing mechanisms to support and
encourage training and evaluation of medical stu-
dents and residents in their sites. This could
include:

*  bonus payments for teaching

*  sponsoring preceptorships and clerkships

»  residency programs in managed care envi-
ronments or sharing sponsorship of a resi-
dency

+  teaching residents about practice manage-
ment issues

»  collecting data regarding educational and
fraining needs

*  collaborative health services research

«  collaborative development of standards of
care

+  developing managed care leadership pro-
grams '

+  innovative approaches and models of med-
ical education.

4, Managed care organizations should work with
external certifying and accrediting organizations
to help address the issues identified in this report,

Government:

1. Continue to pay Medicare DME and IME for all

residents who are graduates of US medical
schools, but gradually reduce DME and IME for
international medical graduate residents to 25 per-

cent of the 1995 levels. Establish a transition pro-
gram to assist institutions providing essential ser-
vices which are dependent on IMG residents.

Upweight both DME and IME to encourage more
generalist training and downweight DME and
IME to discourage specialist training.

Provide both DME and IMIE payments for teach-
ing in non-hospital settings, including physician
offices, community health centers and managed
care practices. Funding should follow the resi-
dent to his or her site of training,

Identify and remove the DME and IME compo-
nents of the Average Adjusted Per Capita Cost
(AAPCC) from Medicare capitation rates and uti-
lize these funds specifically for GME purposes.

Create demonstration projects to foster the growth
of consortia to manage medical education policy
and financing.

Reauthorize, at 1995 pre-recision appropriated

‘levels, the National Health Service Corps, Title

VII (Health Professions Education), and primary
care research funding.

Reauthorize the Council on Graduate Medical
Education (COGME) to monitor the physician
workforce and medical education systemn given
the rapidly changing health care marketplace.

The federal government should play a major role
in the collection and analysis of data regarding the
physician workforce and medical education. This
should include current data on staffing patterns in
specific organizational forms of managed care
(e.g., independent practice associations), informa-
tion on the cost of medical education (medical stu-
dents and residents) in ambulatory and managed
care settings, and on the differences in the cost of
training generalist and non-generalist physicians.
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