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Chapter 4

Productivity, Costs, and Employment

Several studies have examined the scope of
practice and productivity of nurse practitioners
(NPs), physician assistants (PAs), and certified
nurse-midwives (CNMs); how that scope relates
to the tasks usually undertaken by physicians; and
the implications of this evidence for the employ-
ment of these providers and for the costs of med-
ical care.

Questions related to productivity include the
nature and size of the contributions NPs, PAs,
and CNMs make to medical practices’ outputs
(e.g., encounters between providers and patients).
Questions related to costs include how much a

practice must spend to employ an NP, PA, or
CNM and how much society must spend to train
these types of practitioners. Questions related to
employment compare productivity with the costs
of employment to ascertain whether medical prac-
tices could gain from employing more NPs, PAs,
or CNMs, and whether society could gain from
training more NPs, PAs, and CNMs. Because of
the complexity of the issues involved and the lack
of data, these questions are seldom addressed to-
gether. The literature does, however, permit the
piecing together of some parts of this puzzle.

SCOPE OF PROFESSIONAL PRACTICE

Services Provided by Nurse Practitioners
and Physician Assistants

The tasks NPs and PAs are trained to perform
encompass a broad spectrum of primary care ac-
tivities involving diagnosis and therapy (see ch.
1). Distinguishing between NPs and PAs on the
basis of task descriptions is difficult. NP training
may emphasize counseling and health promotion
activities to a greater degree than PA training
does, but the major difference lies in the practi-
tioners’ relationships with physicians. By defini-
tion, PAs work under physicians’ supervision,
whereas NPs have collaborative relationships with
physicians and other health professionals.

Most observers conclude that most primary
care traditionally provided by physicians can be
delivered by NPs and PAs. Hausner and others
(105) conclude that 60 to 80 percent of the tasks
normally performed by primary care physicians
can be provided by NPs and PAs without consul-
tation. Record and others (192) estimated that 90
percent of pediatric care can be provided by NPs
and PAs, and that NPs and PAs can substitute
for physicians in providing 50 to 75 percent of
all primary care services. Hausner and others (105)
argue that NPs and PAs can safely perform enough
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NPs are trained to perform a broad spectrum of
primary-care activities.

of the primary care responsibilities to be consid-
ered viable alternatives in providing primary care,
even where direct supervision is unavailable.

What NPs and PAs are trained to do and what
they do in practice maybe different. Their actual
roles depend on the settings in which they work.
Limited information exists as to how practicing
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NPs and PAs actually spend their time. A 1979
review cites four reports indicating that “nurse
practitioners, in particular, emphasize preventive
services, ” including one report concluding that
NPs can provide as much as 75 percent of the well-
person care for both adults and children (218).
Other studies have found that NPs engage more
often than physicians in providing interpersonal
care (221) and chronic care (32). However, beyond
these sorts of indications and references to the NP
orientation to health education, counseling, and
preventive and chronic care, accurate descriptions
of the actual specific tasks performed by NPs do
not exist. Indeed, such information would be dif-
ficult to obtain, because the range of primary care
services provided by NPs in outpatient settings
is so broad.

Little information exists concerning trends in
the freedom of NPs to function independently of
physicians. Nearly two-thirds of the pediatric NPs
responding to a national survey in 1978 said that
a physician was always physically present when
they worked. Only 39 percent of the respondents
to a similar survey in 1983 noted that a physician
was always present (44). These findings suggest
some movement toward administrative independ-
ence, but more data on other types of NPs work-
ing in a variety of settings are required in order
to establish whether the trend is significant.

Although PA training programs also include
health education and counseling, relatively little
empirical evidence exists on how much health-
promotion and disease-prevention services PAs
actually provide. In general, PAs tend to focus
more than NPs on providing acute care services
(138). PAs place less emphasis on preventive serv-
ices (218) and “provide selective patient services, ”
whereas NPs are oriented more “toward treatment

PRODUCTIVITY

If the tasks performed by NPs, PAs, and CNMs
overlap substantially with those performed by
physicians, an obvious potential exists for these
providers to substitute for physicians in the sense
of performing tasks typically and characteristi-
cally carried out only by physicians. NPs, PAs,
and CNMs can also complement physician care

of the ‘whole patient’ *“ (160). These generalized
characterizations do not apply universally, but
they illustrate an important distinction between
PAs and NPs: PAs tend to function primarily as
substitutes for physicians, generally providing
only services that physicians provide, whereas
NPs are likely to provide both services usually
provided by physicians as well as services gener-
ally provided by nurses.

Services Provided by
Certified Nurse-Midwives

In 1982, the American College of Nurse-Mid-
wives (ACNM) (10) conducted a survey of its mem-
bers which obtained detailed information about
the specific tasks performed by CNMs in clinical
practice. Of the approximately 1,000 CNMs re-
sponding, over 75 percent delivered prenatal, la-
bor, delivery, and postpartum care as well as fam-
ily planning and normal gynecological services.
The CNMs’ responses to detailed questions about
tasks showed that they provide the full range of
services within their areas of expertise and they
assume specific responsibility for many of the
tasks which they perform without physician direc-
tion and supervision. CNMs clearly can substi-
tute for physicians in performing a significant
share of the tasks normally carried out by physi-
cians. A major difference between CNM care and
physician care is that CNMs are less likely than
physicians to prescribe drug treatments, which
may reflect both philosophical differences and le-
gal restrictions. CNMs also tend to use less high-
priced technology than physicians, and CNMs do
not perform major surgery. In collaboration with
physicians, however, CNMs manage high-risk pa-
tients during the prenatal, labor, and delivery
stages.

by providing some services, such as counseling
or health education, not currently provided by
many physicians or not carried out to the same
extent.

Whether a service is a substitute or a comple-
mentary service is often difficult to determine.
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Technically, empirical measurement of substituta-
bility is complicated by the need for large amounts
of accurate data on the prices and utilization levels
of resources used in the production process as well
as on the output of the production process. There-
fore, studies of the role of NPs, PAs, and CNMs
have taken the more straightforward approach of
productivity analyses based on small samples,
case studies, or simulations.

Productivity, simply stated, is output per unit
of input. The productivity of medical practitioners
is frequently expressed in terms of the number of
patients seen per week or per hour of the practi-
tioners’ time. In comparing physicians with NPs,
PAs, and CNMs, the appropriate method of meas-
uring productivity depends on whether the NPs,
PAs, or CNMs are working under direct super-
vision by physicians or working interdependently
with physicians. For example, studies of PAs
directly supervised by physicians examine how
employing PAs marginally affects total practice
output (e. g., the additional number of patients
seen per week). Or time-and-motion studies of the
production process might examine the tasks per-
formed by PAs and how long they take, as com-
pared with the time physicians would take. To
evaluate the productivity of practitioners work-
ing in collaboration with physicians, as CNMs
work, studies could compare the number of pa-
tients seen per week in collaborative practice with
the number of patients seen for the same service
by an obstetrician. Physicians could also be com-
pared with NPs, PAs, or CNMs with regard to
the number of minutes required per encounter for
a particular type of patient or medical service.
This approach attempts to control for case mix.

Comparing the productivity of physicians and
PAs is facilitated by the fact that the tasks they
perform overlap significantly. Indeed, PAs tend
to provide essentially the same services physicians
perform. The need to understand differences in
content of care, therefore, is not as great in com-
paring physicians with PAs as in comparing phy-
sicians with NPs, who generally provide a much
wider range of services.

Nurse Practitioners’ and
Physician Assistants’ Productivity

Studies of NPs’ and PAs’ productivity have gen-
erally taken one of three approaches:

1. time per visit (comparing how much time
physicians and NPs or PAs take to complete
office visits);

2. average number of visits per unit of time
(comparing how many visits different types
of providers handle in a given period of
time); and

3. marginal product (assessing the effect of add-
ing an NP or PA on a practice’s total num-
ber of patient visits).

Most studies of NPs and PAs indicate that these
providers spend more time per office visit than
do physicians (242). For example, Mendenhall and
others (160) found in a national survey of physi-
cian practices that NPs averaged 19.4 minutes per
direct encounter with a patient, PAs averaged 13.3
minutes per encounter, and physicians spent slightly
more than 11 minutes per encounter. A study by
Charney and Kitzman (52) yielded similar results,
but studies are not unanimous on this issue. In
a large health maintenance organization (HMO)
—a special setting—Record and others (191) re-
ported that PAs spent less time per routine visit
(an average of 7.1 minutes) than physicians did
(8.9 minutes). The study noted, however, that:

... a sampling of medical charts revealed that
even where the presenting morbidity was the same,
physicians tended to get somewhat older patients
with a greater number of associated morbidities,
including chronic diseases, which might easily ex-
plain the time difference.

Also, Kane and others (129) found little differ-
ence in the amount of time physicians and physi-
cian assistants spent per visit. These data support
the conclusion reached by Record and her col-
leagues (192) in a review of more than a decade
of experience and studies, that “there is more of
a tendency for NPs than for PAs to vary from
physicians in the average amount of time spent
on an office visit. ”
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The shorter average time physicians, as com-
pared with NPs and PAs, spend with patients
translate into greater productivity over time. In
other words, the number of encounters with pa-
tients per hour or per work week is higher for phy-
sicians than for NPs or PAs. Mendenhall and
others ( 160) reported the following:

« NPsaverage 7. 9 direct encountersand 2. 4
telephone encounters with patients per day;

« PAsaverage 14. 2 direct encounters and 2.6
telephone encounters with patients per day;

+ physicians who supervise NPs or PAs aver-
age 18.9 direct encounters and 3.4 telephone
encounters with patients per day; and

+ physicians who do not supervise NPs or PAs
average 21. 4 direct encountersand 5. 7 tele-
phone encounters with patients per day.

Data from a recently completed national sur-
vey of rural health care delivery organizations in-
dicated that primary care physicians saw an aver-
age of 105.6 patients per week and worked 48.6
hours per week, whereas NPs and PAs saw an
average of 75.0 patients per week and worked 40.7
hours per week (107). On the average, then, these
physicians, saw 2.2 patients per hour, compared
with 1.8 patients per hour for NPs and PAs. Romm
and others (199) found that, compared with PAs,
NPs spent more time per patient and, therefore,
saw fewer patients per week. Because physicians
work more hours per week than do PAs and NPs,
these productivity comparisons are best made on
a per-hour basis, i.e., adjusting for the number
of hours worked per week. Overall, the findings
indicate that, in terms of patients seen per unit
of time, NPs are less productive than PAs, who,
are less productive than physicians. However, this
result does not adjust well for severity of illness
(i.e., case mix), nor does it necessarily mean that
physicians are relatively cost-effective. For exam-
ple, physicians might be three times more produc-
tive than NPs and PAs are, but cost six times as
much as they do.

The extent to which hiring an NP or PA in-
creases the output of a practice has been the sub-
ject of some debate (110, 111, 153). LeRoy (138)
reported increases of between 20 and 90 percent
in the productivit of physicians’ practices that
added NPs. Hershey and Kropp (110) used a model

to estimate that the productivity gain maybe only
20 percent after calculating the “offsetting changes
in measures such as provider time available for
nondirect patient care activities, patients’ wait-
ing time, waiting room congestion, practice hours,
and supervisor requirements. ” The findings of
Mendenhall and others ( 160) indicate that even
though direct encounters between patients and the
supervising physician decline when an NP or PA
is hired, the practice’s total output increases. Rec-
ord and others (192) reported “greatly varying re-
sults” in studies of how adding an NP or a PA
to a practice affected its productivity. Some studies
found NPs and PAs to have greatly increased
productivity, and other studies found that add-
ing PAs or NPs actually decreased the number of
patients seen. The one fact about which research-
ers appear to agree is that the potential for increas-
ing productivity is greater in large practices than
in small ones (111,192).

Three major problems arise in assessing produc-
tivity in terms of length of encounter or number
of patients seen per unit of time. First, these units
of measure do not reflect the content of the care
provided or the severity of the patients’ illnesses.
Because some visits require more skill than other
visits Holmes and others (114) applied a relative-
value measure of productivity, considering both
the number of visits and the complexity of those
visits. The researchers found that although phy-
sician-NP teams handled only 5.7 patient visits
more than physician-nurse teams handled each
day, the teams with NPs were 26 percent more
productive in terms of total value-weighted serv-
ices (114). The difference in content of care is an
important consideration because NPs provide more
time-consuming services, such as health educa-
tion and counseling, than do physicians and phy-
sicians are capable of providing some medical
services that NPs cannot provide. Measures un-
adjusted for content and complexit,of work may
yield biased estimates of relative productivity.

The second major problem in basing produc-
tivity estimates on numbers of patients or lengths
of visits is that these measures inadequately re-
flect the ultimate objective of medical care. The
purpose of medical care is to treat and prevent
health problems rather than to provide individ-



ual services. Recognizing this fact, Salkever and
others (213) examined the productivity of physi-
cians and NPs in terms of episodes of care, be-
cause episode-based assessments account for dif-
ferences in referral, and because “the episode is
also a more appropriate unit for measuring differ-
ences in effectiveness of care, since the outcome
of the care process may be causally related not
only to a service received at a single visit, but to
any services received over the course of the epi-
sode.” The researchers found that the per-episode
costs were about 20 percent lower when NPs were
the initial providers than when physicians were
the initial providers.

A third major problem in ascertaining produc-
tivity is that existing studies reflect current sub-
stitution practices, which may not fully exploit
the potential for using NPs and PAs cost-effec-
tively. The fact that NPs and PAs can safely per-
form numerous medical-care services suggests that
these practitioners have the capacity to be highly
productive as individuals and to contribute sub-
stantially to the productivity of the organizations
in which they work. But a key factor affecting
the productivity of NPs and PAs is the extent to
which their employers—often physicians—are
willing to delegate tasks to them.

The evidence about what physicians actually
delegate as opposed to what they can safely del-
egate is limited. A recent study of physicians in
a large HMO (125) found that physicians did not
delegate as many tasks as they thought NPs and
PAs could handle safely. General internists, pedi-
atricians, and obstetrician/gynecologists indicated
that 49, 46, and 29 percent, respectively, of their
total office visits could be shifted safely to PAs
and NPs. The internists and pediatricians, how-
ever, were willing to shift only about28. 5 per-
cent of their visits to NPs and PAs, and obstetri-
cian/gynecologists were willing to shift only about
14 percent of their visits. Most pediatricians and
obstetrician/gynecologists cited their patients’
preferences for being treated by physicians and
the physicians’ own needs to maintain overall pro-
ficiency by seeing a full range of patients as the
primary reasons for not delegating more. The pri-
mary reasons most internists cited for not delegat-
ing more were that seeing only complex cases
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would be too demanding and that patients pre-
ferred to receive care from physicians ( 125) .

In addition to reflecting physicians’ willingness
or unwillingness to delegate responsibilities, the
productivity of NPs and PAs depends on many
factors, including practice type (solo or group),
practice setting and size, case mix, how long the
NPs or PAs have been practicing, practice regu-
lations, and how much autonomy the NPs or PAs
have. Many of these factors are beyond the con-
trol of NPs and PAs, however, which means that
the potential or capacity of NPs and PAs has a
limited effect on their productivity and, conse-
quently, on their ability to affect the cost of care.
Indeed, most productivity analyses consider NPs
and PAs as part of physicians’ practices. Little evi-
dence exists as to the productivity and cost-effec-
tiveness of NPs and PAs as autonomous practi-
tioners.

In sum, the studies of the productivity of NPs
and PAs suggest that:

+ physicians can substantially increase their
practices’ output by employing NPs or PAs
who operate under the supervision of phy-
sicians;

+ although PAs, and, especially, NPs see fewer
patients per hour than physicians see, these
practitioners are capable of carrying substan-
tial proportions of the workloads of primary-
care physicians; and

+ practice setting may be an important factor
in NPs’ and PAs’ productivity, as evidenced
by the differences in the use and productivity
of NPs and PAs in HMOs and traditional
settings.

The potential suggested by these studies is lim-
ited by the reluctance of physicians to delegate
tasks. Evidence shows that physicians are reluc-
tant to use NPs or PAs even to the extent that
physicians think feasible and safe, basing their
reluctance on patient preferences.

Certified Nurse= Midwives’ Productivity

Compared to the many studies of NPs and PAs,
much less information is available on the produc-
tivity on CNMs. Furthermore, “it is characteris-
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tic of the nurse-midwifery studies that they con-
centrate on outcome” (67). This almost exclusive
focus on outcome rather than process limits in-
formation about CNMs’ involvement in produc-
ing services.

One study (253) indicated that CNMs were only
“about 23 percent as productive as obstetricians
when the number of deliveries was used as the
output measure. ” But the same study reported
when the volume of patient visits was used as the
output measure, CNMs were 98 percent as pro-
ductive as obstetricians.

As with NPs, the content of care provided by
CNMs must be understood because they stress the

COSTS AND EMPLOYMENT

Although considerable scope exists for substi-
tuting of NPs, PAs, and CNMs in providing some
of the care traditionally provided by physicians,
the resulting increases in productivity are not
enough, by themselves, to justify greater employ-
ment of these practitioners in private practices.
From the standpoint of a private firm, the mar-
ginal value (as measured by the amount patients
would pay for the additional output) must com-
pare favorably with the marginal cost (i.e., the
salary and related expenses) of hiring an NP, PA,
or CNM. From the perspective of a long-run in-
vestment in training, either by society or by the
trainees, the value (i.e., compensation) placed on
the output of the NPs, PAs, or CNMs must com-
pare favorably with the costs of training to justify
expending the resources.

In 1983, annual salaries for NPs, PAs, and
CNMs averaged about $25, 000, compared with
the $60,000 to $80,000 median salaries of primary-
care physicians (18). This wage gap raises several
questions. What are the costs and benefits to so-
ciety of using NPs, PAs, and CNMs rather than
physicians? And if NPs, PAs, and CNMs are cost-
effective substitutes, why isn’t their employment
increasing relative to the employment of physicians?

NPs, PAs, and CNMs, clearly could not com-
pletely replace physicians, because the scope of
the NPs’, PAs’, and CNMs’ professional activi-
ties is constrained by their more limited training,

interpersonal aspects of care, such as counseling,
health education, and patient interaction ( 103,
184) . Such an understanding is necessary in or-
der to specify what facet of the care provided by
CNMs contributes to the positive outcomes their
patients experience (226).

Data from the ACNM survey ( 1984) suggest
substantial possibilities for CNMs to substitute for
physician care. Many CNMs are already assum-
ing responsibility for a wide variety of complex
tasks in prenatal, labor, delivery, and postpar-
tum care.

reimbursement policies, legal barriers, and prac-
tice setting characteristics. Furthermore, NPs,
PAs, and CNMs sometimes compete with profes-
sionals other than physicians or operate independ-
ent practices. Nonetheless, given the large over-
lap of their practices, primary care physicians
provide an appropriate comparison group for con-
sidering the employment of NPs, PAs, and CNMs.
Although some information is available about sal-
aries, the figures are imprecise enough that the
discussion must be carried out in approximate and
qualitative terms.

Costs and Benefits of Training Nurse
Practitioners, Physician Assistants,
and Certified Nurse-Midwives

Estimates of the social and private rates of re-
turn to investments in training and education in-
dicate the value placed on these investments by
society and private individuals, respectively. The
best of such computations require large amounts
of data on earnings over the career of the indi-
vidual. However, some conceptual issues can be
addressed qualitatively. In theory, the rate of re-
turn on investment in the training of NPs, PAs,
or CNMs can be calculated without reference to
the training or earnings of physicians. Society
must expend a certain amount to train a person
to be an NP, for example, and this investment
yields a return of about $25,000 per year (plus
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fringe benefits) minus what the person would have
earned otherwise.

An alternative approach would be to consider
the costs and benefits of training someone to be
an NP, PA, or CNM instead of training the per-
son to be a physician. The costs to society of train-
ing an NP, PA, or CNM are much less than the
costs of training a physician. The direct costs re-
lated to education such as payments for instruc-
tors, supplies, and facilities, are greater for phy-
sicians than for NPs, PAs, and CNMs, probably
on a yearly as well as overall basis. The indirect
costs, primarily what the individual would have
earned during the time spent in training, are also
greater for physicians, because more years of school-
ing are required.

Differences between the social and private rates
of return primarily reflect differences in the costs
of education. The more that government subsi-
dizes training, the higher will be the private rate
of return, compared with the social rate. Little evi-
dence exists as to what either rate of return is or
what the differential between the two is, but edu-
cational subsidies over the years have been con-
siderable. Scheffler (217) provides an estimate of
the private rate of return as of the early 1970s,
arguing that “. . . the private rate of return is
sufficient to produce a relatively strong demand
for PA training; therefore, an increase in govern-
ment support is unwarranted. ” He finds high rates
of return—over 20 percent—comparable to those
received by physicians. The available data are
probably insufficient to allow distinctions between
these two types of investment, but thinking about
them qualitatively is useful.

Nurse Practitioners and Physician Assistants

The most recent estimates of the costs of edu-
cating physicians and NPs, PAs, and CNMs were
made in 1979 by the Congressional Budget Of-
fice (CBO). CBO estimated the mean total costs
of educating NPs and physicians at that time to
be $10, 300 and $60,700, respectively. Assuming,
conservatively, that these costs increased at an
average annual rate of 6 percent, the total educa-
tional costs would have been $14, 600 for NPs and
$86,100 for physicians as of 1985.

A substantial portion of these direct costs are
borne by taxpayers, rather than by the trainees.
Society, through government support, has in-
vested heavily in the training of NPs as well as
physicians. For example, between 1975 and 1982,
the Federal Government spent $65.9 million on
educating NPs. These funds supported approxi-
mately half the NP training programs in the
United States (251) .

The indirect costs—primarily foregone earn-
ings—are substantial, but they are difficult to esti-
mate with any precision. Because a physician
spends about 6 more years in training than does
an NP, the indirect costs an individual must pay
to become a physician are much greater. Deter-
mining the value of the foregone earnings for
those individuals who become doctors versus
those who become NPs is a more complex em-
pirical task. Clearly, however, several NPs could
be trained for the cost of educating one physician.

Extrapolating from’ CBO’s estimates of PA-train-
ing costs (242), the total direct costs of training
a physician assistant would have been $16,900,
compared with $86,100 for training a physician
as of 1985. The indirect costs for PAs are about
the same as for NPs. Thus, the total costs of train-
ing are higher for PAs than for NPs, but the aver-
age earnings of PAs are higher than those of NPs
($24,500 versus $23,500) (44,237). Although, a
more precise comparison would require some ad-
justment for the sex compositions of the two
groups, the chief implication of the studies is that
PAs, like NPs, are much less costly to train than
physicians.

Certified Nurse-Midwives

The tuition charges for nurse-midwifery edu-
cation vary considerably among programs, but
an estimated average of the annual cost of edu-
cating a nurse-midwifery student is approximately
$12,000 (78). The total cost of training is increas-
ing with the growing trend toward master’s de-
gree programs, which last 2 years and are usually
twice as long as certificate programs. Approxi-
mately 40 percent of the Nation’s CNMs have
graduated from master’s degree programs. The
average total training cost for certificate and



46

master’s programs combined is about $16,800,
compared to the $86,100 cost of physician train-
ing as of 1985.

Costs and Benefits of Private
Employment of NPs, PAs, and CNMs

Because physicians or group practices some-
times must choose between hiring additional phy-
sicians and hiring NPs, PAs, or CNMs, the per-
spective of the physician as employer should be
considered in any attempt to understand the em-
ployment levels of these nonphysicians. Using
NPs, PAs, and CNMs to provide services that
would otherwise be provided by physicians can
benefit society with lower fees if the cost of pro-
viding services by the nonphysicians is less than
that of providing services by physicians and if the
savings are passed on to patients. The costs of em-
ploying an NP, PA, or CNM include salary, fringe
benefits, supervisory expenses, costs of any ex-
pansion necessitated by adding another provider
to the staff and costs of resources used by the ad-
ditional provider. These costs must be compared
with the costs that would be incurred if a physi-
cian were added to the practice, The benefits a
practice receives by hiring an additional provider
are the additional fees the provider’s services gen-
erate for the practice.

Nurse Practitioners

How employing a nurse practitioner would af-
fect the cost of a practice cannot be determined
with any precision, but the following simple cal-
culation provides a rough picture of the effect.
The median salary of NPs in clinical practice in
1983 was approximately $23,500. If fringe bene-
fits averaged 25 percent of salaries, total costs
would be about $29,500 per year. This is far be-
low the $82,000 net income of young physicians
(19). Hiring a nurse practitioner or another phy-
sician might also result in indirect costs for such
things as new office space, new equipment, ad-
ditional support staff, and additional resources.

Total practice costs would change in composi-
tion because physicians would spend some time
supervising the NP instead of providing visits, or
the NP might order more or fewer lab tests than
the physician would have. However, the basic

guestion is whether the total value of the prac-
tice output increases enough (i.e., would there be
enough additional revenue) to cover the additional
cost of the NP?

Denton and others (61) examined the effect of
the additional costs in a hypothetical calculation
of the savings that would have resulted in Can-
ada in 1980 “had nurse practitioner time been sub-
stituted for physician time in the provision of all
services for which such substitution has been dem-
onstrated to be safe and feasible. ” The research-
ers concluded that the savings from this widespread
use of NPs would have been from 10 to 15 per-
cent for all medical costs (or from $300 million
to $450 million) and that the savings would have
amounted to between 16 and 24 percent of the
total costs for ambulatory care. Furthermore, the
researchers determined that their “estimates are
quite insensitive to demographic changes and will
be as valid in the future as they are today. ”

These findings are supported somewhat by the
findings of Salkever and others (213), who com-
pared patterns of treatment for otitis media and
sore throat by three types of prepaid group prac-
tices—NP only, NP-physician team, and physi-
cian only. With respect to otitis media, the find-
ings support the contention that NPs’ services are
less expensive than those of physicians. Services
provided by NPs alone are less costly than those
provided by physicians alone or by NP-physician
teams. The researchers found no difference, how-
ever, between the cost of treatments for otitis me-
dia by physicians alone and NP-physician teams.
The findings were similar for care of sore throats.
These results confirm earlier studies (81, 141) com-
paring the costs of specific medical tasks conducted
by nurse practitioners with the costs of the same
tasks conducted by physicians.

Physician Assistants

The average salary of a PA is $24, 500 and fringe
benefits probably amount to about 25 percent of
their salaries, making the average direct cost of
employing a PA approximately $30,600 per year
a sum much lower than the average income of
young primary-care physicians.

Accurately estimating the relative cost of em-
ploying a PA versus that of employing a physi-
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cian requires an examination of the indirect costs
that result from the resources expended by the ad-
ditional employees. Little information exists about
the extent of the costs PAs generate by using a
practice’s resources. For example, Wright and others
(266) found that PAs generate more laboratory
costs than medical residents but fewer than med-
ical faculty. The calculations that Denton and
others (61) employed for determining that using
NPs would save 10 to 15 percent of the total cost
for medical care in Canada could apply to using
PAs, as well, because the researchers used the
term nurse practitioner in a broad sense to encom-
pass “several different types of intermediate health
professionals. ”

Certified Nurse-Midwives

The average salary of CNMs was $24,800 in
1983. If their fringe benefits were 25 percent of
their salaries, the average direct cost of employ-
ing a CNM was approximately $31,000 that year.
The mean net income of obstetricians in 1983 was
$119, 900 (before fringe benefits) but because most
CNMs have been practicing fewer than 15 years,
the most appropriate figure for comparison would
be the average salary of young—rather than all-
obstetricians. The average income of young ob-
stetrician/gynecologists is $100,000 per year plus
$25,000 or more for fringe benefits.

As with the other types of health-care provid-
ers, the indirect costs a CNM generates by using
a practice’s resources need to be calculated to de-
termine the full costs of employment. Evidence
exists that clients of CNMs have shorter hospital
stays than do clients of obstetricians ( 53, 65) . But

Dickstein (53) found that clinic prenatal and post-
partum costs in a large HMO were higher for
CNM s than for obstetricians, “primarily because
midwifery visits are longer and more frequent, use
more RN educational time, and include the cost
of OB consultations and referrals. ” Generally, al-
though existing data do not allow precise quan-
tification of the costs of CNM care and physician
care, the salary differential probably ensures that
the total costs are considerably less for CNMs
than for physicians.

Costs Versus Benefits of Private Employment

The private physician’s firm that employs an
NP, PA, or CNM incurs extra costs for salary,
fringe benefits, capital improvements, and other
items. Productivity studies have shown that the
time a physician spends supervising the NP, PA,
or CNM reduces the number of patients the phy-
sician sees, although the reduction is more than
offset by the overall increases in practice volume
generated by the additional provider. Studies have
not, however, directly addressed whether the
value of the additional output exceeds the addi-
tional cost. In terms of rough magnitudes, the
comparison is between a $25,000 salary (plus
other costs) and a 20- to 50-percent increase in
the practice’s revenues, from a base of $150,000
to $200,000 annually. In view of the uncertainty
about the extent to which an NP, PA, or CNM
would increase marginal revenues, the marginal
revenues do not clearly exceed the marginal costs.
But the careful accounting by Denton and others
(61) in Canada suggests that significant savings
are possible for private practices that hire an NP,
PA, or CNM rather than an additional physician.

CURRENT EMPLOYMENT: SETTINGS AND TRENDS

The productivity studies suggest that hiring
NPs, PAs, and CNMs may provide private prac-
tices a cost-effective alternative to hiring addi-
tional physicians. And although private markets
may be functioning as expected under existing le-
gal and market institutions, unexploited social
benefits may be available from the greater em-
ployment of NPs, PAs, and CNMs.

Nurse Practitioners’ and
Physician Assistants’ Employment

Most of the pertinent studies have addressed
the employment of NPs and PAs in primary-care
settings, although NPs and PAs work at all levels
of health care in a wide variety of settings (154).
A 1982 national survey of pediatric NPs, for ex-
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ample, revealed that 22 percent of the respondents
worked in hospitals, 20 percent in community-
health agencies, 17 percent in private pediatricians’
offices, 10 percent in specialty clinics, 8 percent
in schools, 6 percent in HMOs, and the rest mainly
in nursing schools and military clinics (167).

NPs are increasingly being employed in home
health agencies ( 155, 196, 220, 268), and finding
work in nursing homes (87,262). NPs are also
working in industrial settings (216), correctional
institutions (104), and schools ( 156, 228) .

Different types of practice settings have differ-
ent implications for any economic analysis of the
benefits of hiring NPs or PAs. For example, com-
paring NPs with other nurses might be more ap-
propriate than comparing NPs with physicians in
such settings as home health agencies, HMOs,
schools, and businesses, where NPs might be em-
ployed instead of, or in addition to, registered or
licensed nurses. In these settings, the NPs—the
more costly alternative—might be selected be-
cause they could provide a wider range of serv-
ices. NPs employed in schools, for example, can
serve as liaisons among the various health-care
providers serving schools; NPs can also provide
backup support and in-house education to school
nurses and provide educational services to teach-
ers, parents, and students (228).

Because of increases in the variety of settings
in which NPs work, their employment rates might
reasonably be expected to be higher than ever.
But, proportionately fewer NPs are working as
nurse practitioners in the 1980s than were doing
so in the 1970s (237). The extent to which this de-
crease reflects increased competition from the grow-
ing supply of physicians is unknown.

PAs also work in a wide variety of settings and
in every level of health care from primary to ter-
tiary. Of all the Nation’s PAs, about one-third
work in office-based practices (about half of these
PAs work with physicians in solo practices); another
one-third or so are based in hospitals; and the re-
maining one-third work in prepaid groups, pub-
lic health departments, drug and alcohol rehabili-
tation centers, industrial settings, nursing homes,
prisons and jails, and military facilities (45). Con-
siderable change has occurred in the proportion
of PAs employed in various settings. For exam-

ple, the proportion of PAs employed in hospitals
grew from about 10 percent in 1974 to more than
30 percent today.

Increasing numbers of NPs, as well as PAs, are
finding work in hospitals. This development may
not be due to the implementation of prospective
payment for hospitals based on diagnosis-related
groups (DRGs) and, in fact, maybe occurring de-
spite DRGs. Instead, the trend is probably related
in part to the growth in the supply of physicians.

As the number of physicians increases in cer-
tain specialties, e.g., surgery, residency positions
are being decreased to contain the numbers and
PAs [are being] employed as ‘junior house staff’
to supplement patient care (262).

New employment opportunities for NPs and PAs
may also stem from the trend for hospitals to
establish community-based, ambulatory-care cen-
ters in order to broaden their patient bases and
to assure themselves of solid sources of inpatient
referrals. Hospital managers recognize that their
best interests are served by providing these serv-
ices as efficiently as possible and, consequently,
by employing NPs and PAs.

Certified Nurse= Midwives’ Employment

According to the 1982 ACNM survey, 36 per-
cent of the Nation’s CNMs worked in hospitals,
20 percent were in private practice with one or
more physicians, 14 percent were in private nurse-
midwifery practice, and the remainder worked in
public-health agencies, prepaid groups, and other
settings (10) . Nearly 35 percent of the respond-
ents to this survey revealed that they were not
working as nurse-midwives, and about half of
these said the reason was that “no nurse-midwif-
ery positions are available in my community. ”

The data in table 2-3 indicate the changes that
have taken place in how CNMs are distributed
among the types of organizations in which they
work. In general, the shift has been away from
employment in hospitals, public health depart-
ments, and university health services and toward
private practice (9,10). In contrast to NPs and
PAs, proportionately fewer CNMs practice in hos-
pitals now than did so in the 1970s: in 1984, only
6. 7 percent of the Nation’s hospitals had CNMs
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on staff (171). More than 14 percent of the Na-
tion’s CNMs worked in private nurse-midwifery
practice in 1982, compared with 2.4 percent in
1976 to 1977 (9,10).

CNMs are finding increased employment where
they are not administratively responsible to phy-
sicians. Administrative independence must not be
confused with clinical independence, because
CNMs do not aspire to clinical independence.
They highly value their professional interdepen-
dence and collaboration with physicians (13).

Although most NPs and PAs in primary care
are supervised directly by physicians, only 48 per-
cent of the CNMs practicing in the United States
who responded to the 1982 ACNM survey indi-
cated that their immediate supervisors were phy-
sicians. All the responding CNMs, however, col-
laborated on clinical matters with physicians (10).
The proportion varied considerably depending on
the type of practice. For example, about 9 of every

SUMMARY

Studies show that NPs, PAs, and CNMs can
provide services that both substitute for and com-
plement physicians’ services, depending on the
particular service or type of practice. Moreover,
hiring an NP, PA, or CNM increases a practice’s
total output and costs less than employing an ad-
ditional physician. Because training is less costly
for these practitioners than for physicians, using
NPs, PAs, and CNMs rather than physicians for
certain services would presumably be cost-effec-
tive from a societal point of view, given that the
quality of care is equivalent to that provided by
physicians for comparable services (see ch. 2). Al-
though additional cost savings might result from
greater employment of these providers, the evi-
dence suggests that current employment levels and
practices more or less reflect existing market con-
ditions.

The abilities and cost-effectiveness of NPs, PAs,
and CNMs raise a question as to why their ranks

10 CNMs in private practice with physicians were
supervised directly by physicians, whereas ap-
proximately one-third of hospital-based CNMs
were under the supervision of physicians. Almost
half the CNMs in private nurse-midwifery prac-
tice were not administratively responsible to any-
one other than themselves, and an additional 22
percent reported to other nurse-midwives. In all,
nearly 36 percent of the respondents noted that
they were supervised directly by other CNMs (10).

The evidence suggests that CNMs—-especially
those in private nurse-midwifery practice—tend
to function organizationally more independently
of physicians than do NPs or PAs. Because of the
sixfold increase in the percentage of CNMs work-
ing in private nurse-midwifery practices between
1976- 77 and 1982, the organizational independ-
ence of CNMs has increased markedly. This trend
shows no signs of slowing down, although all
obstetrics-related care may be decreased by the
liability-insurance crisis.

have not grown and diffused to a greater extent.
Although the private markets for NPs, PAs, and
CNMs as employees in physicians’ practices do
not suggest a current shortage, the removal of
payment barriers and limitations could greatly in-
crease the demand for these alternative practi-
tioners. Unless the barriers are altered, the poten-
tial savings from a greater use of NPs, PAs, and
CNMs will probably remain unexploited.

Continuing research and analysis is needed to
ascertain the cost savings that would result from
increased employment of NPs, PAs, and CNMs.
Many productivity studies have been conducted,
but few attempts have been made to compare how
NPs, PAs, or CNMs affect the revenues of indi-
vidual practices with how they affect the prac-
tices’ costs. Changing market circumstances cre-
ate a need for both types of studies, but those that
compare revenues and costs are especially im-
portant.
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In their areas of expertise, nurse practitioners
(NPs), physician assistants (PAs), and certified
nurse-midwives (CNMSs) can provide safe care
that meets generally recognized standards of qual-
ity, care that emphasizes personal and preventive
dimensions often underemphasized by physicians,
and care that would otherwise be unavailable in
inner cities, remote areas, and certain settings
where demand or ability to pay are insufficient
to support physicians’ practices. NPs, PAs, and
CNMs could also reduce costs in certain settings.

Nonetheless, professional attitudes and restric-
tive statutes, regulations, and policies have hin-
dered the ability of NPs, PAs, and CNMs to ob-
tain employment in some settings and to practice
at levels commensurate with their training (see box
I-A). One major constraint is that many third-
party payers, including many Federal programs,
do not cover (authorize payment for) services pro-
vided by NPs, PAs, and CNMs in certain settings,
if the services are typically and characteristically
provided by physicians nor do they pay them
directly for such services (see app. B). Although
most third-party payers usually do not look be-
yond a physician’s claim for payment as to whether
the physician or NP, PA, or CNM have provided
a particular service, uncertainties about coverage
are partly responsible for some physicians’ reluc-
tance to hire NPs, PAs, or CNMs. Lack of direct
payment limits the independent practice of NPs
and CNMs. Third-party payers have been more
generous in covering and directly paying for the
services of CNMs than NPs. Although PAs, as
well as NPs and CNMs, have actively sought cov-
erage for their services, they differ from NPs and
CNMs in not wanting direct payment.

Observers have suggested modifying the cur-
rent rules for payment of such services by requir-
ing coverage for NP, PA, and CNM services and
by paying NPs and CNMs directly and not through
the employing physician. Requiring coverage would
be both an independent modification and a pre-
liminary step toward direct payment. A third
modification —establishing a payment level—could

apply even if payment were indirect, i.e., to the
NPs’, PAs’, or CNMs’ employer. ] These modifi-
cations would have several implications for em-
ployment and the scope of practice of these prac-
titioners®and for the costs borne by third parties,
patients, and society.

Some Federal health programs and private in-
surers provide coverage and direct payment for
the services of NPs, PAs, and CNMs in some set-
tings (see app. B). For purposes of analysis, this
case study assumes that coverage and direct pay-
ment for such services would be offered by all the
programs and insurers and that any new Federal
legislation would not override State laws or reg-
ulations governing the licensing and practice of
NPs, PAs, and CNMs.

The effect of the modifications would vary, de-
pending on the setting in which the provider prac-
ticed and on the method of payment. Because
these two factors are interdependent—in that pay-
ment method is usually typical of a type of prac-
tice setting—they are considered together.

The effect of these modifications also depends
on the health-care environment, which is chang-
ing. The supply of physicians and the organiza-
tion and financing of health care are changing in
ways that are likely to bring about a more com-
petitive market for health-care services.’ These
trends have implications for the future of NPs,

' During the publication of this case study, the Omnibus Recon-
ciliation Act of 1986 (Public Law 99-509) was enacted. The act mod-
ifies Medicare and authorizes payment for (covers) services of ph-
sician assistants working under the supervision of physicians in
hospitals, skilled nursing facilities, intermediate-care facilities, and
as an assistant at surgery. The payment is indirect and at levels lower
than physicians would receive for providing comparable services.

‘Many other factors affect the employment and practice patterns
of NPs, PAs, and CNMs. Several issues, especially malpractice in-
surance, are critical, but a discussion of them would be beyond the
scope of this case study.

‘The fact that the U.S. population is aging and consequently need-
ing more health-care services would also affect the employment of
NPs and PAs and, to the extent that the provide gynecological serv-
ices, CNMs. The aging of the population has been discussed in de-
tail in a number of previous OTA reports, notably in Technology
and Aging in America (245).

53
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PAs, and CNMs, regardless of whether payment
for their services changes. Modifying payment for
the services of NPs, PAs, and CNMs in a chang-

ing health-care environment, however, would cer-
tainly affect their employment and use and might
alter the costs of health care.

EFFECTS OF MODIFYING PAYMENT FOR SERVICES OF
NURSE PRACTITIONERS, PHYSICIAN ASSISTANTS, AND

CERTIFIED NURSE-MIDWIVES

Modifying the method of payment could be ex-
pected to have varying effects on the employment
and scope of practice of NPs, PAs, and CNMs,
depending on whether they were in independent
practices or worked in physicians’ practices, health
maintenance organizations, hospitals, nursing
homes, or other settings. Modifying the method
of payment might also affect costs.

Effects on Independent Practices of
Nurse Practitioners and
Certified Nurse-Midwives

Mandated coverage and direct payment to NPs
and CNM s for providing services typically and
characteristically performed by physicians would
dramatically increase NPs’ and CNMs’ ability to
establish fee-for-service practices that were ad-
ministratively independent from physicians. In-
deed, direct payment would be the most advan-
tageous payment method for NPs or CNMs in
independent practices. As autonomous providers,
NPs and CNMs could provide the full range of
services for which they were trained and licensed.

Such practices would be administratively inde-
pendent but according to current modes of prac-
tice, they would not be clinically independent
from physicians when NPs and CNMs were per-
forming delegated medical tasks. ’ The nursing
profession has agreed to clinical collaboration. For
example, a joint statement of “practice relation-
ships” calls for obstetrician/gynecologists and
CNMs to adhere to clinical-practice arrangements
that include the participation and involvement of
obstetrician/gynecologists with CNMs as mutu-
ally agreed on in written medical guidelines or
protocols. CNMs in administratively independ-
ent practice believe that they are adhering to the

4NPs and CNMs may legally be c1 inical 1y independent fromphy-
sicians when performin, nursin tasks.

joint statement, because it permits interdependent
practice without calling for physicians to be pres-
ent whenever CNMs are caring for patients ( 13) .
In addition, the American College of Nurse Mid-
wives requires that CNMs agree to work in clini-
cal collaboration with physicians in order to ob-
tain certification.

In addition to professional restraints, State laws
and regulations that limit NPs’ and CNMs’ scope
of practice and specify requirements for supervi-
sion by physicians serve as a formal control on
clinical independence. NPs and CNMs in inde-
pendent practice are also accountable for their
mode of practice by the malpractice insurance
they carry.

Although a few NPs have attempted to estab-
lish administratively independent practices, most
NPs in such practices provide traditional nursing
care rather than primary medical care ( 138), Among
the barriers NPs face in undertaking independent
practices are the necessity of making substantial
financial investments and the lack of coverage and
direct reimbursement for their services. The Amer-
ican Nurses Association (ANA) believes that
many NPs would establish such practices if cov-
erage and direct payment were more widely avail-
able (256) .

CNMs are highly interested in administratively
independent practice. Indeed, the proportion of
CNMs in private midwifery practices increased
from 2. 4 percentin 1976 to 1977, to14 percent
in1982 (9,10). During that period, the number
of third-party payers that provided coverage and
direct payment for CNMSs’ services increased. If
additional third-party payers were to cover and
pay for these services, more CNMs probably would
be interested in independent practices

‘Problems with obtaining malpractice insurance coverage and high

malpractice premium costs are significant limitations on independ-
ent practice by CNMs.
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How coverage and direct payment for NPs’
services would affect the establishment of adminis-
tratively independent fee-for-service practices by
NPs partly depends on the extent to which NPs
seek and obtain direct payment. The impetus for
direct third-party payment of nurses, an ANA pri-
ority since 1948, increased for organized nursing
with the establishment of NPs as health practi-
tioners (22). Indeed, the ANA has been actively
involved in seeking and sometimes obtaining such
payment at the State and national levels (23,232).

Little information is available as to how many
practicing NPs receive direct payment. A 1983
survey of NPs, conducted 4 years after the pas-
sage of a Maryland law providing direct third-
party payment for services not directly supervised
by physicians, found that fewer than 1 percent
were paid directly (99). In 1986, however, 7 years
after the passage of similar legislation in Oregon,
a survey of NPs in that State found that 25 per-
cent were receiving direct third-party payment;
42 percent had been issued provider numbers; and
38 percent were signing the claims forms for the
services they provided (102) . The researcher who
conducted both surveys suggests that the disparate
findings might reflect the fact that more time had
elapsed between the passage of the legislation and
the survey in Oregon than had elapsed in Mary-
land (101).

The establishment of independent fee-for-serv-
ice practices by NPs and CNMs could affect the
costs of third-party payers. If the total volume
of services by all providers did not increase, set-
ting payment levels for services provided by NPs
and CNMs lower than levels for comparable serv-
ices provided by physicians might decrease the
costs of third-party payers. Of course, the size of
any savings to third-party payers would depend
on the size of the gap between payment levels for
physicians and payment levels for NPs and CNMs.
Paying NPs and CNMs 10 percent less than phy-
sicians are paid would have a minimal effect on
third-party costs in the immediate future, in part
because the number of NPs and CNMs is so much
smaller than the number of physicians. Savings
to third-party payers would also depend on the
extent to which patients chose to patronize NPs
and CNMs in independent practices.

Patients’ costs might be lower if the NPs and
CNMs charged their patients lower fees than phy-
sicians charged for comparable services. For most
primary care services, e.g., office visits, savings
to most patients would be small, because fees for
such services are not high and third-party pay-
ments cover a large part of them. Savings for
maternity care could be appreciable however, be-
cause charges and patient liability for such serv-
ices are high. Coverage and direct payment would
allow patients to choose NPs and CNMs as pro-
viders without being penalized financially by lack
of reimbursement.

Any savings to third parties and patients might
be decreased or negated by duplicative visits. Pa-
tients who sought care from NPs or CNMs in in-
dependent practices might also see physicians for
the same or related care, on their own initiative
or on referral by NPs or CNMs. Seeing both phy-
sicians and nonphysicians could result in dupli-
cation of examination and laboratory procedures.

Although NPs and CNMs in independent prac-
tices could lower societal costs for health care, the
extent of the savings is difficult to estimate. So-
cietal costs would reflect, among other things, any
decreases in program costs and beneficiary costs
and any savings resulting from NPs’ and CNMs’
care that reduced the need for care in the future.
For example, although CNMs might not find it
feasible to charge patients lower fees than physi-
cians charge (because CNMs spend so much more
time with patients than physicians spend), CNMs
might lower societal costs by decreasing the need
for expensive neonatal intensive care for infants
of women whose socioeconomic status puts them
and their infants at high risk (193).

Scant evidence is available as to how much NPs
in independent practices charge their patients. In
an exploratory phase of a survey of Maryland
NPs, Griffith (99) found that the median fees
charged by NPs in independent practice were lower
than the median fees charged by physicians for
most services. However, 59 percent of NPs’ fees
were the same as physicians’ fees for all types of
visits (99). Charging lower fees than physicians
charge for similar services appears to be the norm
for NPs in many types of settings other than in-
dependent practice. Brooks ( 36) reported that the
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fees charged by NPs in rural satellite settings are
lower than those charged by a sample of rural
physicians. Several national studies of NPs in
organized settings confirm this finding (256). Pa-
tients were generally charged less for visits to Ore-
gon NPs who received direct payment either in
independent practices or in physicians’ fee-for-
service practices than for visits to salaried NPs
(102). The difference between the charges for short
initial visits and brief followup visits was statis-
tically significant. Furthermore, charges for visits
to NPs were lower than for visits to physicians
in both Oregon and Maryland. The difference be-
tween charges for NPs and those for physicians
was greater in Oregon than in Maryland, perhaps
because the proportion of NPs receiving direct
payment was greater in Oregon than in Maryland
(102).

Whether NPs would increase their fees if they
were in independent practice and received direct
payment is unclear, although some evidence in-
dicates that other groups that provide services
typically provided by physicians have gradually
increased their fees to the level of physicians’ fees
after receiving direct payment. The American Psy-
chiatric Association (APA) has reported two
studies that found this phenomenon to be true of
psychologists and clinical social workers ( 256) .

Some private insurers report that their total
costs from CNMs for maternity care are lower
than those from physicians. Of course, physicians’
care includes care for complex cases that require
more resources than normal maternity care. How-
ever, Mutual of Omaha has noted that CNMs
provide a “valuable service at a reduction in costs
from that charged by medical doctors or osteo-
paths, ” and the Blue Cross and Blue Shield Asso-
ciation found that CNMs were less costly than
physicians in normal maternity care ( 256), Indeed,
based on the current status of direct payment for
services, insurers of CNMs appear to be less resis-
tant to coverage and direct payment than do in-
surers of NPs (see table B-I). Insurers, such as
Mutual of Omaha and Blue Cross, perceive that
NPs would provide services in addition to those
normally provided by a physician, whereas CNMs
provide services that substitute for physicians’
services ( 256) .

Charges for CNM services in independent prac-
tice appear to vary by region—in some areas their
fees are lower than those of physicians, and in
other areas they are about the same (79). CNMs
charge slightly less than obstetricians for normal
maternity care (98) when services are provided
in independent birthing centers (103,149). The to-
tal costs of maternity care by CNMs may also be
less than total costs for care by physicians for sim-
ilar cases, not necessarily because CNMs have
lower fees, but because the care they provide is
usually technologically less complex than physi-
cian care (98, 201).

Costs to patients, third-party payers, and so-
ciety would also be influenced by changes in the
volume of services provided as a result of cover-
age and direct reimbursement for new providers.
Historically, insurance companies have contended
that covering and directly paying additional pro-
vider groups in fee-for-service settings increases
the volume of services provided by the new pro-
viders, the physicians, or both and, consequently,
increases costs for third-party payers, benefici-
aries, and society. The evidence to prove or re-
fute this argument is equivocal (246). The recent
emphasis that public and private third-party payers
have placed on monitoring the volume of health-
care services may help to control potential in-
creases in volume.

Direct evidence is unavailable as to how cov-
erage and direct payment would affect the volume
of services provided by NPs and CNMs. Indirect
information, which consists only of anecdotal
reports of private insurers’ experiences with other
groups, is conflicting. Mutual of Omaha and other
insurers report that chiropractors increased their
provision of services to consumers after being au-
thorized for direct reimbursement but that psychi-
atric social workers did not increase theirs (256).

Whether coverage and direct payment for serv-
ices by NPs and CNMs would increase the pro-
vision of services by physicians is unclear. Phy-
sicians might change their behavior in response
to competitive providers. If NPs and CNMs charged
their patients lower fees, some physicians might
decrease their fees in order to compete but, to
maintain their incomes, might increase the num-
ber of services they provided to their patients (in-
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ducing demand for services). Although research
on physicians’ influence on the volume of serv-
ices has been conducted for many years, none of
the studies positively proves the magnitude or
even the existence of induced demand for serv-
ices (246) . In the past, however, physicians in the
United States and Canada have maintained their
income level even with substantial increases in the
supply of physicians ( 28) .

Effects on Physicians’ Practices

In the 1970s, a major reason cited by physicians
as a disincentive to employing NPs, PAs, and
CNMs was that Federal payment policies did not
authorize payment for services provided by NPs,
PAs, and CNMs (138). Whether mandating cov-
erage for such services would increase incentives
for physicians in fee-for-service practices to em-
ploy these practitioners and delegate more serv-
ices to them depends on several factors, includ-
ing physicians’ billing practices and the payment
levels for NPs’, PAs’, and CNMs’ services. The
higher the payment level, the greater the mone-
tary incentive a physician would have to employ
an NP, PA, or CNM, but simultaneously the cost-
saving potential to the third-party payer would
decline.

Providing coverage and payment for the serv-
ices of NPs, PAs, and CNMs (at any level) would
increase practice incomes for physicians who have
employed these practitioners without billing for
their services. Such physicians might increase the
range of services they delegate to NPs, PAs, and
CNMs. Third-party payers’ costs would probably
increase, regardless of whether the practices’ vol-
umes of services increased. Whether increases in
practice income would be passed on to patients
in the form of lower fees is unclear.

If services by NPs, PAs, and CNMs were au-
thorized for payment, physicians’ practices that
currently do not employ such practitioners might
be more inclined to employ them rather than hire
additional primary-care physicians. If the pay-
ment level was 100 percent of what a physician
would receive for providing a comparable serv-
ice, third-party payers probably would incur higher
costs for such practices regardless of whether the
new employees were NPs, PAs, CNMs, or phy-

sicians. If the payment levels set for NPs’, PAS’,
or CNMs’ services were lower than those set for
physicians’ services, the costs to third-party payers
would be lower if NPs, PAs, or CNMs, rather
than physicians, were employed. ’

However, authorizing payment for NPs’, PAS’,
and CNMs’ services would not necessarily increase
the opportunities for these providers to become
salaried employees in physicians’ practices. Alle-
gations have been made that many physicians’
practices, knowingly or unknowingly, submit bills
under the physicians’ provider numbers for un-
covered NPs’, PAs’, and CNMs’ services. The bills
are seldom challenged by third-party payers. If
the payment levels were the same for the serv-
ices of NPs, PAs, and CNMs as for the employ-
ing physicians, coverage of NPs’, PAs’, and CNMs’
services would not affect the revenues of physi-
cians’ practices that were already billing for such
services. In these practices, coverage probably
would affect neither the employment opportuni-
ties for NPs, PAs, and CNMs nor the services
physicians delegated to such practitioners.

The revenues of these practices would decrease,
however, if the payment levels were significantly
lower for NPs’, PAs’, and CNMs’ services than
for physicians’ services, if the volumes of serv-
ices remained the same for the practices, and if
the physicians billed for the services of NPs, PAs,
or CNMs under the NPs’, PAs’, or CNMSs’ pro-
vider numbers. How physicians would respond
to decreases in their practices’ revenues is unclear,
but employment opportunities for NPs, PAs, and
CNMs might be jeopardized. The physicians
might increase the volumes of services provided
by their practices.

Coverage of NPs’, PAs’, and CNMs’ services
would not affect third-party costs if the number
of services provided by practices remained sta-
ble; i.e., if the practices had billed for services un-
der the physicians’ provider numbers before cov-
erage was expanded, and if the payment levels
were the same for NPs, PAs, and CNMs as for
the employing physicians. If the payment levels
were lower for NPs, PAs, and CNMs than for

‘It is not clear whether or not NPs would accept payment levels

lower than those of physicians. As noted earlier, PAs are willing
to accept levels of compensation lower than those of physicians.
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physicians, third-party payers’ costs for such prac-
tices might decrease. For physicians’ practices, as
for NPs’ and CNMs’ independent practices, the
size of the difference between the payment levels
for services provided by NPs, PAs, and CNMs
and for comparable services provided by physi-
cians would partly determine how lowering the
payment level would affect the costs of third-party
payers.

Because data do not exist as to how physicians
bill for the services of NPs, PAs, and CNMs, the
overall effect that required coverage would have
on NPs’, PAs’, and CNMs’ employment oppor-
tunities in physicians’ fee-for-service practices is
uncertain. Coverage might influence employment
indirectly. NPs have argued that coverage estab-
lishes a collegial professional relationship. Further-
more, they claim that coverage can cause physi-
cians to see that NPs’, PAs’, and CNMSs’ services
generate revenue as well as costs (98). This per-
spective might increase the employment potential
of these practitioners (98).

Direct payment would only indirectly affect the
employment of NPs and CNMs as salaried em-
ployees of physicians. Direct payment would al-
low NPs and CNMs to choose to work as salaried
employees, to undertake independent practices,
or to enter into joint practices with physicians
(i.e., partnership arrangements by NPs or CNMs
with physicians). Paying NPs in physicians’ prac-
tices directly, rather than indirectly, could be ex-
pected to decrease the fees for patients’ visits to
NPs (102).

Effects on Health Maintenance
Organizations

Because most third-party payers in the public
and private sectors currently provide coverage for
the services of these practitioners in health main-
tenance organizations (HMOs) (see table I-I), ex-
tending coverage is largely irrelevant to their em-
ployment in this setting. Also, most HMOs pay
NPs, PAs, and CNMs a direct salary, which makes
the issue of direct payment of little importance
in the HMO setting.

The data suggest that NPs, PAs, and CNMs
save costs for HMOs:

It is to their [HMOs] financial advantage to
produce services with the most efficient combi-
nation of inputs, substituting lower priced phy-
sician extenders for higher priced physicians when-
ever possible (138).

Furthermore, past experience with HMOs has shown
that:

... capitation’plans do care for [non-Medicare]
enrollees at lower costs while maintaining qual-
ity at levels equal to or better than comparison
practices (246).

Effects on Hospitals

Payment for services delivered in inpatient hos-
pital settings by NPs, PAs, and CNMs who are
hospital employees is most commonly made ei-
ther retrospectively on the basis of cost or pro-
spectively on the basis of diagnosis-related groups
(DRGS). There is no statutory permission or lack
of permission under Medicare or Medicaid for
payment of NPs’, PAs’, and CNMs’ services as
inpatient hospital services when the providers are
employed by the hospitals. Most other third-part,
payers are also silent on this issue. Moreover, hos-
pitals usually pay a salary to NPs, PAs, and
CNMs that they employ.

Medicare, Medicaid, and most other third-party
payers pay hospitals for total operating costs, and
most hospitals’ accounting systems simply lump
the costs of NPs’, PAs’, and CNMSs’ services to-
gether with other types of operating costs. Nurses
contend that coverage and direct payment as well
as the identification of the services that coverage
and direct payment would require, would influ-
ence hospitals interest in them as employees. De-
lineating the costs of these services might facili-
tate internal management decisions. Nurses have
advocated the identification of the costs of nurs-
ing services in institutional settings, believing that
identification would increase nurses’ autonomy,
encourage economic decisionmaking, enhance
nursing efficiency, and spur hospital administra-
tors to recognize that nurses generate revenue as

‘Cavitation is a method of paying for medical care, in which a
per capita amount is paid prospectively for all services received by
an enrollee or beneficiary during a given period of time. The pay-
ment is not related to the quantity of service provided. Cavitation
payment provides financial incentives to use resources more effi-
ciently and even to underuse services.
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well as costs (22,98,162). Nurses believe that rec-
ognition of their revenue-producing abilities could
increase their employment opportunities in hos-
pitals (161).

Extending coverage and direct payment for the
services of NPs, PAs, and CNMs as hospital em-
ployees in the inpatient hospital setting most likely
would require that the costs of the services be paid
for as professional services, the category under
which Medicare and other third-party payers cur-
rently pay for physicians’ services. Such a move
would run counter to most current thinking, es-
poused in both the public and private sectors,
which is focused on containing costs by aggregat-
ing services. For example, some observers have
expressed interest in aggregating physician serv-
ices by adapting the DRG approach,’particularly
for hospital-based physicians (63,165). The Om-
nibus Reconciliation Act of 1986 (Public Law 99-
509), however, has extended direct payment for
anesthetic services rendered by certified registered
nurse anesthetists in hospitals. These services were
originally to be paid for under Medicare as a com-
ponent of a DRG but were passed through as a
hospital cost.

Coverage of their services would affect the em-
ployment of PAs who are employees of physicians
or physicians’ practices but who work as surgi-
cal assistants in hospitals.’PAs assist in perform-
ing surgical procedures and also provide preoper-
ative and postoperative care (7). Medicare does
not cover PAs’ provision of such procedures and
care, although Medicare currently covers and
pays at amounts equivalent to 20 percent of the
surgeons’ fees for the services of physicians who
act as assistants at surgery. Some observers have

‘Under the DRG approach, Medicare pays a fixed amount for the
operating costs associated with treating patients in each diagnostic
category. In applying the DRG approach to physicians, the pay-
ment unit would be a bundle of services rather than an individual
service. This approach could control both costs and utilization by
reducing the number of service units billed and encouraging the ju-
dicious use of services within packages.

‘During the publication of this case study, the Omnibus Recon-
ciliation Act (Public Law 99-509) was enacted. The act modifies
Medicare and authorizes coverage of a physician assistant services
furnished under the supervision of a physician as an assistant at sur-
gery. The payment to the employer will be 65 percent of the rea-
sonable charge for a physician when acting as an assistant at sur-
gery and will be effective after Jan. 1, 1987.

Photo credit: Geisinger Medical Center and the
American Academy of Physician Assistants

PAs provide post-operative care as well as pre-operative
care and assisting in performing surgical procedures.

expressed concern that the lack of coverage has
restricted PAs’ employment and the delegation of
appropriate services to PAs at surgery. Using PAs
rather than physicians as surgical assistants re-
duces practices’ costs, but whether the savings are
passed on to patients is unclear.

Effects on Nursing Homes

Because virtually all NPs and PAs working in
nursing homes are salaried employees, their em-
ployment would not be necessarily affected by
coverage of their provision of services typically
provided by physicians .”” With coverage, NPs and
PAs could supply primary-care services in nurs-
ing homes as employees of physicians’ practices
or as team members in group practices provid-

19Geveral other Medicare and Medicaid regulations specific to nurs-
ing homes limit the role of NPs and PAs and specify services that
must be performed by physicians in order for the nursing homes’
services to be covered (see app. B). Many States have passed laws
to “permit the delegation of these services b,a physician to a phy-
sician assistant or nurse practitioner” (116). However, strict inter-
pretation of these and similar rules prohibits the appropriate use
of NPs and PAs in nursing homes. In addition to permitting cover-
age under Medicare and Medicaid, amendments to these regulations
would be required in order for NPs and PAs to be used appropriately.
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ing visits to nursing homes." If NPs were paid
directly, they could supply primary-care services
to nursing homes as independent practitioners,
similar to physical therapists.

Many nursing homes have difficulty supplying
primary-care services because few physicians are
interested in visiting patients in nursing homes to
provide services (166). Furthermore, most phy-
sicians are poorly prepared to care for seriously
ill elderly patients. The growing number of elderly
people in our society, particularly those over 85
who most frequently need nursing-home care, has
increased concerns about the quality and costs of
such care. Many residents are medically stable but
functionally impaired by chronic physical or men-
tal conditions. Other residents are admitted from
hospitals for recuperation and rehabilitation fol-
lowing surgery, or are terminally ill and do not
require hospital care (245). NPs and PAs are
uniquely suited to provide the types of care needed
by nursing home residents with chronic conditions
and their associated disabilities (see chs. 2 and 3).

" ‘During the PUblication of this case study, the Medicare law was
changed as a result of the enactment of the Omnibus Reconcilia-
tion Act of 1986 (Public Law 99-509) during October 1986. The act
authorizes the coverage of the services of PAs furnished under the
supervision of a physician in skilled nursing facilities and interme-
diate-care facilities in States where the physician assistant is legally
authorized to perform the services. The payment to the employer
is to be at 85 percent of the prevailing charge of physician services
for comparable services provided by a nonspecialist physician.

Except when more intensive care can be sub-
stantiated, the number of physician visits to nurs-
ing homes is limited under the Medicare program.
Extending coverage, therefore, might not increase
the costs attributable to nursing-home visits for
third-party payers, assuming payment levels were
the same, or lower, for the NPs and PAs as for
the physicians. When physician-NP teams, rather
than physicians alone, visited nursing homes,
however, total costs to third-party payers were
shown to decrease, mainly because of lower rates
of hospitalization and fewer visits to physicians
or clinics (128). A 1980 and 1982 study found that,
as compared with physicians alone, a group prac-
tice of salaried physicians, NPs, and PAs showed
substantially lower overall medical costs for nurs-
ing home residents even though the number of
visits to the homes were not limited. Savings were
realized from decreases in expensive hospital-
based emergency and outpatient services and in
the numbers of hospital days used (155,257). Fur-
thermore, the quality of care increased, and the
NPs acted as patients’ advocates.

Although payment changes are a necessary
step, innovative approaches to improving the care
and reducing the costs associated with nursing
homes need to include modifications of regula-
tions concerning visit limitations and changes in
other Medicare and Medicaid regulations that
limit the role of NPs and PAs in nursing homes.

THE CHANGING CONTEXT OF HEALTH CARE

Financing

A growing trend is to set payment rates for
health services before, rather than after, they are
delivered. Prospective payment has been adopted
in response to rapidly rising health-care costs and
the recognition that cost increases have been partly
caused by retrospective reimbursement. One of
the most innovative approaches is Medicare’s
method of paying for beneficiaries’ inpatient care
on the basis of DRGs.

The other major trend is increased interest in
the use of cavitation, in which a per capita amount
is set prospectively for all medical services received
by an enrollee or beneficiary during a given pe-

riod. The health-care organization receives its
payment, the amount of which is not related to
the quantity of services provided, and must then
pay physicians and other providers. Cavitation
payment provides financial incentives to prevent
high-cost problems and to deliver services at low
cost. Acceptable standards of care, or at least pa-
tient satisfaction, are essential if capitated plans
are to maintain enrollment at sufficiently high
levels to maintain financial viability (246).

Supply of Physicians

In the mid-1960s, public policy in the United
States began to focus on counteracting the short-
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age and maldistribution of physicians. As a re-
sult, the number of medical schools increased
from 89in 1965 to 127 in1984 (255), and the num-
ber of first-year medical students nearly doubled
(240,255). Expected increases in the numbers of
graduates from U.S. medical schools, combined
with graduates of foreign medical schools, are re-
sulting in physician surpluses, which the Gradu-
ate Medical Education National Advisory Com-
mittee predicts will be significant by 1990. Since
1982, enrollment in medical schools has declined
slightly, as the Federal Government has reduced
both its funding of subsidized loans for medical
students and its support of medical schools (58).
The growth rate in the supply of foreign medical
graduates also is expected to decrease (255), but
the effect of past efforts to increase the supply of
physicians will be felt well into the next century.

Observers expect increases in the number of
physicians to significantly outpace population
growth. For every 100,000 people in the United
States, there were 148 physicians in 1970 and 218
in 1983 (255). Estimates for 1990 range from 215
(240) to 224.4 (255) per 100,000. Estimates for the
year 2000 range from 240 (240) to 245.2 (255) per
100,000. "2 From 1981 levels, the numbers of phy-
sicians in primary-care specialties, including ob-
stetrics and gynecology, are expected to have in-
creased 28 percent by 1990 and 53 percent by
2000, outpacing the growth in the total supply of
physicians (255) . Although the need for physicians
is expected to increase, the supply of physicians
is expected to exceed the need by 1990, accord-
ing to all estimates (94,240,251,255).

Delivery Sites and Organizations

In 1983, for the first time, the main practice ar-
rangement of less than half (48.9 percent) of all
physicians in the United States was solo practice.
Only 8 years previously, more than 54 percent
of the Nation’s physicians practiced individually.
In 1984, the number of group practices (three or
more physicians) was over 15,000—up 44 percent
since 1980 (16). The number of physicians in group
practices during the same period increased from

2The total number ot physicians in 1970 was 334,028 and in 1983
was 519,546 (255 ). Estimates for 1990 range from 537,750 (240) to
555,300 physicians (255). Estimates tor 2000 range from 642,950 (240)
to 655,920 physicians (255),

88,290 in 1980 to 140,213 in 1984 (4). Some phy-
sicians join group practices because the practices
are established, they entail less financial risk than
solo practices, and they provide access to the cap-
ital required for purchasing and using sophisti-
cated medical technology (16). Group practices
may be even more attractive to physicians in the
future for a number of reasons including the cap-
ital required to purchase expensive technology and
increased competition.

The types of organizations in which physicians
practice—with or without other health-care pro-
viders—have also increased. HMOs have been
growing rapidly in recent years. Enrollment in
HMOs grew by 25. 7 percentin 1985 to a total en-
rollment of 21 million (123) . Although Individ-
ual Practice Association (IPA) models outhnumbered
all other kinds of HMOs combined, group-model
plans retained the lead in enrollment ( 123) . That
enrollment is expected to increase rapidly in the
next 5 years. Estimates of total enrollment in
HMOs range between 25 and 50 million for 1990
(241). Part of the growth in HMOs has been at-
tributed to the increased willingness of physicians
to be employed in them (240) . Recent changes that
might affect the employment and use of NPs, PAs,
and CNMs in HMOs are the increasing involve-
ment of for-profit corporations in HMOs, and the
joint purchasing and other cost-saving ventures
undertaken by groups of HMOs ( 246) .

Preferred-provider organizations (PPOSs) in-
clude several types of arrangements between third-
party payers and health-care providers, includ-
ing physicians, hospitals, or both. In these ar-
rangements, providers contract with insurers or
employers to deliver care at reduced prices. The
first PPO was organized in 1978; by June 1985,
334 had been organized and 229 were operating
(118). Although PPOs were designed to reduce
expenditures, no evidence currently exists that the
care they deliver costs less than that delivered by
other types of organizations.

The delivery of health services is also affected
by the growth of the multihospital system—two
or more hospitals owned, leased, controlled, or
managed by a single for-profit or not-for-profit
corporation. Indeed, the multihospital system has
become an important component in the chang-
ing health-care-delivery system. Some 35 percent
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of the Nation’s hospitals and 38 percent of all com-
munity hospital beds are now in multihospital sys-
tems (14). Since 1976, the number of multihospi-
tal systems has increased by more than 60 percent
(2). A few observers believe that the growth of
the for-profit component will eventually result in
most services being provided by a few nationwide
suppliers that might appropriately be labeled
“megacorporate health care delivery systems”
(85).

Another trend is toward increasingly diverse
sites for providing care (see table 5-1) .”For ex-
ample, the first free-standing center was estab-
lished in Delaware in 1973. By July 1984, there
were an estimated 1, 800 such centers in the United
States and the total is projected to grow to ap-
proximately 4,500 by 1990 (152). In late 1983,
about 9 percent of the Nation’s physicians worked
an average of about 13 hours per week in free-
standing centers providing primary or emergency
care. Some of these centers were operated by hos-
|(oitgils or chains and others operated independently

16).

1:geeMedical Technology and Costs of the Medicare Program
(244) for a more detailed description of alternative sites of care.

Table 5-1 .—Selected Alternatives to Traditional
Health-Care Delivery

1. Alternative sites:
Alcohol and drug abuse centers
Ambulatory care centers
Ambulatory surgical centers
Birthing centers
Diagnostic imaging centers
Freestanding emergency centers
Hospices
Mammography centers
Nurse-managed centers
Nutritional dietary centers
Oncology centers
Pain management centers
Psychiatric centers
Rehabilitation centers
Sports rehabilitation centers
Student health centers
Wellness programs

1. Alternative organizations:
Competitive medical plans
Extensive provider organizations
Health maintenance organizations
Independent practice associations
Preferred provider organizations
Social health maintenance organizations
SOURCE Office of Technology Assessment, 1986

Effects of Changes in the Health-Care
Environment on Nurse Practitioners,
Physician Assistants, and

Certified Nurse= Midwives

How changes in the health-care environment
will affect the integration of NPs, PAs, and CNMs
in the health-care system is unclear. The changes,
which generally reflect trends toward cost-con-
tainment and increased competition, are inter-
dependent. For example, the increasing supply of
physicians has heightened competition among
medical-care providers (19, 176, 205, 206), leading
many young physicians to accept salaried posi-
tions and to enter into contractual arrangements
with third-party payers (19,240). The number of
physicians in salaried positions is twice as great
for those in practice 5 years or less as for those
in practice 6 years or more (18). In effect, the in-
creasing supply of physicians is an important fac-
tor in changing medical practice arrangements in
the United States and in fostering a willingness
to practice in fee-for-service groups and in capi-
tated and institutional settings, which many phy-
sicians avoided only a few years ago.

Competition in the health-care system could ei-
ther limit or expand employment opportunities
for NPs, PAs, and CNMs. Competition resulting
from the growing supply of medical-care providers
might reduce such opportunities, especially in
physicians’ office-based, fee-for-service practices.
Physicians with declining patient bases might not
have enough patients to justify employing addi-
tional providers (97). However, the American
Medical Association (15) notes that, faced with
increasing competition, rising practice costs, and
cost-conscious patients, physicians are concerned
about the cost-effectiveness of their practices and
might attempt to improve the practices’ produc-
tivity and increase the practices’ income by em-
ploying NPs, PAs, and CNMs. Compared with
practices that do not employ NPs and PAs, phy-
sicians’ practices that do employ NPs and PAs
have higher numbers of patient visits per hour and
per week and higher incomes for the employing
physicians (17). Because such practices charge
lower fees per office visit (17), they might be more
competitive with other practices. Physicians might
also attempt to attract more patients by expand-
ing the range of the services provided by their
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tice the full range of services for which they were
trained.

Some physicians, however, might find it eco-
nomically more advantageous to hire new phy-
sicians rather than NPs, PAs, or CNMs. The rate
of growth in physicians’ incomes has started to
decline, a trend that is expected to continue (20).
If new physicians’ incomes decline sufficiently,
and if their interest in salaried positions continue
to increase, they might be more attractive than
NPs, PAs, or CNMs to established physicians
who want to expand their practices.

Competition among different types of health-
care organizations might increase the employment
and responsibilities of NPs, PAs, and CNMs (15,
143,144). For example, the growth of risk-sharing
HMOs—which have used the services of NPs,
PAs, and CNMs extensively in the past—would
seem to ensure a larger role for these providers
in the health-care system. But like physicians’
practices, HMOs could turn instead to physicians,
if their incomes are reduced enough. Anecdotal
reports from California note “that clinics that had
intended to employ NPs and PAs were having
physicians arrive on their doorsteps saying they
would work for $30,000 or $40, 000" (263). Clinic
administrators, then, must consider whether to
hire NPs or PAs at $25,000 or to hire physicians
for only $10, 000 more. In addition to salary, how-
ever, other factors might enter into such decisions.
NPs, PAs, and CNMs save costs for capitated en-
tities and provide the types of services—health
education, counseling, and preventive care—that
HMOs emphasize. Indeed, observers generally
agree that the opportunities for employment and
full use of NPs, PAs, and CNMs are highest in
capitated systems.

The increase in the numbers of IPA-model
HMOs is another trend that might adversely af-
fect the employment and use of NPs, PAs, and
CNMs. Large group- and staff-model HMOs usu-
ally provide care at primary HMO sites and em-
ploy NPs, PAs, and CNMs because they are cost-
saving, and because they provide health educa-
tion and preventive services that meet standard
levels of quality. The IPA model is less likely than
other models to employ these practitioners, be-
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cause the “plan is primarily organized around
solo/single specialty group practices, ” (123) which
do not benefit as much from employing and using
NPs, PAs, and CNMs as do larger practices.

The trend toward alternative providers, most
of whom are profit-making entities, suggests pos-
sible new sources of employment. Anecdotal evi-
dence indicates that ambulatory care centers are
employing PAs and NPs. A survey of 250 indi-
vidual ambulatory care centers, owned by 142 pri-
vate organizations, found that PAs’ salaries ranged
from $20,784 to $35, 000, with an average of
$25,946 (172). Humana, Inc., owns 150 ambu-
latory care centers (Medfirst) and employs NPs
only in its high-volume centers, about 5 percent
of the total (163) . NPs, who receive salaries or
hourly wages, have been found to provide stand-
ard care and to cost Humana one-third as much
as physicians. Nonetheless, the organization per-
ceives a demand from its clients for physician care
and does not intend to change its staffing patterns.

The effects of payment changes, such as the
DRG approach, on the employment and use of
NPs, PAs, and CNMs in hospitals have not yet
been well documented. From individual reports,
the effects appear to vary among hospitals. Some
hospitals have reportedly cut their nursing staffs
and reduced the nurses’ work schedules because
of DRGs (163) . Other hospitals reportedly have
hired PAs to increase efficiency (48). The differ-
ent responses were to be expected and might be
attributed to differences in patient mix (and thus
differences in DRGS), in the costs of the hospi-
tals with respect to specific DRGs, and in DRG
rates (based on geographic location—urban or ru-
ral). The aggregate effect on the employment and
use of NPs, PAs, and CNMs is thus difficult to
ascertain.

Reports also indicate that, as a result of DRG
payment, some hospitals are dismissing NPs and
PAs and shifting portions of their operations to
their outpatient departments, where fee-for-
service physicians deliver care (117). PAs’ advo-
cates suggest that eventually hospitals might seek
more efficient outpatient operations and use PAs
in an attempt to contain their costs (48). New roles
could also emerge for PAs as utilization review
specialists or DRG coordinators ( 48) .
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Nurses expect that prospective payment and its
related cost management will bring about increas-
ing attention to the contribution of nursing serv-
ices in critical care and transplant units and will
result in a much more realistic allocation of dol-
lars for nursing services ( 233) . Also, because pro-
spective payment may result in the early discharge
of patients into the community, followup serv-
ices for patients after they are discharged are as-
suming increasing importance. Nurse-managed
and nurse-owned organizations are emerging to
provide nursing services in the community, and
nurses are attempting to establish a mechanism
of payment for community, nursing services (233) .
NPs are also assuming new roles in managing
E:as)es and reviewing the use of hospital services

96).

Studies are not available to show how the growth
of investor-owned hospitals and multi-hospital
systems has affected the employment and use of
NPs, PAs, and CNMs. Studies on the differences
in economic performance based on ownership (in-
vestor-owned or not-for profit) and system affili-
ation (affiliated or free-standing) found no signif-
icant difference in costs for delivering comparable
care to patients (260). Compared with other types
of hospitals, investor-owned chain-hospitals had
fewer employees per bed, but paid employees—
except nurses—more (260). The years studied
were 1978 and 1980, when payment methods cre-

SUMMARY

The employment and use of NPs, PAs, and
CNMs would be affected by changes in the meth-
ods of payment for their services and by other
changes in the health-care system. Examining how
particular changes in payment would interact with
the other changes provides some indication of
what roles NPs, PAs, and CNMs might play in
particular health-care settings and how costs might
change for health-care providers, patients, and
society.

Despite anticipated changes in the methods of
paying for physicians’ services, fee-for-service will
probably remain a major form of payment in the
foreseeable future. Allowing coverage and direct

ated incentives for maximizing the costs of pro-
viding services. The adoption of prospective pay-
ment by Medicare, some Blue Cross plans, and
some State Medicaid programs has created incen-
tives for minimizing such costs. In addition, pri-
vate sector groups—HMOs, PPOs, employers,
and insurers—are contracting with selected hos-
pitals on the basis of price.

Hospitals, especially investor-owned hospitals,
will need to lower their costs of production in re-
sponse to the increasingly competitive new envi-
ronment (194), but investor-owned hospitals are
not hiring lower priced personnel, such as NPs,
PAs, and CNMs, to substitute for physicians in
inpatient settings (95). Indeed, investor-owned
hospitals are not employing many physicians, ei-
ther (170). Investor-owned chains are using de-
partment managers, who for fixed-price contracts
provide services, including personnel, for hospi-
tal departments (95). Because the managers are
at risk financially, however, they have incentives
to save costs and, therefore, might employ appro-
priately trained NPs and PAs.

The growth of investor-owned hospitals might
signal fewer opportunities for CNMs to be em-
ployed in hospital settings. Both system-affiliated
and free-standing hospitals treated proportion-
ately fewer maternity patients than not-for-profit
hospitals treated ( 260) .

payment for the services of NPs and CNMs would
significantly help them in administratively inde-
pendent practices, could stimulate the growth of
such practices to the extent permitted by State
laws and regulations, and would increase oppor-
tunities for NPs and CNMs to provide the full
range of services for which they are trained and
licensed.

As independent providers, IPA-model HMOs
might engage NPs as contractors for primary-care
services (100) and CNMs as contractors for mater-
nity services, PPOs also might treat these practi-
tioners as contractors who agreed to provide serv-
ices at a discounted fee. The opportunities for NPs
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and CNMs to become contractors might be lim-
ited, however, by the increasing supply of pri-
mary-care physicians, including obstetricians, and
by competition from physicians, who are lower-
ing the amounts for which they are willing to
work.

NPs’ and CNMs’ employment and the full use
of their skills in administratively independent
practices could decrease costs for programs, ben-
eficiaries, and society. If the numbers of services
NPs and CNMs and physicians provided did not
greatly expand, and if the payment levels for NP
and CNM services remained lower than those of
physicians for comparable services, lower pro-
gram costs would be likely, Furthermore, if the
fees to patients reflected the lower payment level,
costs to beneficiaries and society might be lower.

In any fee-for-service practice, including one
operated by NPs or CNMs, the degree to which
costs would decrease would depend on how much
lower the level of payment was for these practi-
tioners than for physicians and on the particular
service. For example, the Congressional Budget
Office found that covering the services of PAs at
rates 10 percent below those of physicians would
have negligible effects on costs or savings for the
Medicare program or for society (177). Even if
the savings occasioned by the lower payment level
were passed on to beneficiaries, they would have
only small incentives to seek treatment from lower
priced PAs. At the margin, patients would pay
coinsurance of ‘only 20 percent. A reduction in
the charge for an office visit from $30. 00 to $27 . 00
would save a Medicare patient only $0.60, an
amount that might well be paid by Medicaid or
a private Medi-Gap policy and would not pro-
vide an incentive to use such services. Similarly,
most of the services provided by NPs are primary
care services, such as visits, and would likely not
provide much saving for a patient. Maternity
care, however, is costly and patients’ out-of-
pocket costs could be high. If CNMs would ac-
cept lower payment levels than those of physi-
cians, any savings passed on to the expectant
mother would be considerable.

How covering their services would affect the
employment and use of NPs, PAs, and CNMs in
physicians’ fee-for-service practices is unclear. Nu-

merous variables could affect physicians’ decision
to employ and appropriately use these providers.
Such variables include the physicians’ billing prac-
tices; the payment levels for services of NPs, PAs,
and CNMs; the cost differentials between hiring
physicians or hiring NPs, PAs, or CNMs; the
competitive position of the physicians’ practices;
the practices’ interests in expanding the range of
services they provide in order to improve their
competitive positions; the abilities—as well as the
physicians’ perceptions of the abilities—of NPs,
PAs, and CNMs to improve the practices’ produc-
tivity and income, and the physicians’ perceptions
of the noneconomic benefits these providers could
bring to the practices.

Coverage might encourage fee-for-service prac-
tices, particularly group practices to use NPs and
PAs in settings and for certain populations and
settings where appropriate care currently is un-
available or inadequate. For example, physicians
have been reluctant to make nursing home visits,
and there is no evidence that an increased supply
of physicians will decrease their reluctance. The
increases in the elderly population and the growth
of nursing homes have exacerbated an unmet need
for services in this setting. Not only does the train-
ing of NPs and PAs enable them to provide the
older population with care whose quality is com-
parable to that of the care provided by physicians,
but evidence shows that teams of physician, NPs,
and PAs visiting patients in nursing homes pro-
vide standard care and reduce total expenditures. 14
Elderly people and children with disabling con-
ditions and other individuals with chronic con-
ditions would also benefit from NP and PA care
in the home setting.

The employment practices of HMOs, the health-
care setting with significant growth potential,
would not be directly influenced by changes in
the current methods of paying for the services of
NPs, PAs, and CNMs because most public and
private third-party payers cover such services in
HMO settings. Furthermore, whether payments
were direct or indirect to the NP, PA, and CNM,

"“The Omnibus Reconciliation Act (Public Law 99-509) enacted
during the publication ot this case study provides coveragetor serv-
ices ot PAs provided i n n u rsing homes under Medicare.
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would not be an issue for organizations paid pro-
spectively by a capitated amount.

However, the increase in the number Of |PA-
model HMOs does affect the employment of NPs,
PAs, and CNMs. In 1985, although group model
HMO plans retained the lead in total enroliment,
IPA model plans outnumbered all other kinds of
HMO plans for the first time ( 123) . Because they
are primarily solo or single-specialty practices,
IPAs are less likely than group model HMOs to
employ these practitioners.

The data suggest that NPs, PAs, and CNMs
save costs for HMOs. In an increasingly competi-
tive environment, the financial incentives promote
passing onto consumers the savings generated by
the employment and full use of NPs, PAs, and
CNMs. Thus, as the environment becomes more
competitive, the employment of these providers
in capitated HMOs could benefit society finan-
cially. To the extent these providers are used to
provide interpersonal care and preventive serv-
ices, the types of services traditionally incorpo-
rated into the practice of these providers and of
HMOs, the quality of care will also benefit.

Third-party payers pay hospitals an aggregate
sum for operating costs, and the hospitals are re-
sponsible for paying salaried employees. There-
fore, coverage and direct payment for inpatient
hospital services provided by NPs, PAs, and CNMs
would not directly affect their employment pos-
sibilities. This is especially applicable to Medicare,
which pays for inpatient services on a DRG-rate
basis. This payment method creates incentives for
lowering the cost of resources, and the costs of
NPs, PAs, and CNMs are included in calculating
the costs of resources. Although coverage and sep-
arate billing for their services could clarify their
revenue-producing abilities as well as their costs
to the employing hospital, the use of these prac-
titioners to provide patient care as hospital em-
ployees is likely to decline under DRG-based pay-
ment. PAs and NPs could be used in new roles,
such as DRG coordinators.

In order for coverage and direct payment to af-
fect the employment of NPs, PAs, and CNMs by
hospitals for providing inpatient services, the costs
of their services would be billed as professional
services. If the payment levels for the services they
provided were lower than those for physician’s
services, and if the volume of services were not
increased, savings might be likely for Medicare
and—if fees were lowered accordingly—for so-
ciety. However, if Medicare paid NPs or CNMs
for providing services for which hospitals were
also paid under the DRG rate, paying for them
separately might increase program costs, if DRG
payment rates were not changed. Reducing DRG
rates to account for eliminating the costs associ-
ated with the NPs’ or CNMs’ services would be
extremely difficult because of the lack of data. In
any case, because the proportion of the DRG rate
ascribed to nursing costs is unknown, the effects
of direct payment on organizational, program, or
societal costs cannot be determined.

A major change in health-care delivery is the
growth of investor-owned hospitals, particularly
investor-owned chains of hospitals. These orga-
nizations are currently focusing their efforts on
attracting medical specialists to their staffs and
have evinced no interest in employing NPs, PAs,
and CNMs. The advantages of coverage for the
services of these providers do not appear to be
sufficiently significant to spark such interest.

In the final analysis, it seems that extending
coverage for the services of NPs, PAs, and CNMs
in at least some settings could benefit the health
status of certain segments of the population cur-
rently not receiving appropriate care. The imme-
diate effects on third-party costs are unclear, al-
though long-term effects could be a decrease in
total costs. The advantages of direct payment for
the services of NPs and CNMs are less obvious.
Direct payment might encourage qualified NPs
and CNMs to move into unserved and under-
served areas to expand access to health care.
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Appendix B

Payment for the Services of
Nurse Practitioners, Physician Assistants,
and Certified Nurse-Midwives

Health-care services are paid for by individuals and
by third-party payers. Third-party payers in the pri-
vate sector include commercial insurance companies;
hospital and medical plans, such as Blue Cross and
Blue Shield; prepaid group medical plans, such as
health maintenance organizations (HMOs); and others,
such as labor unions or employers of insured individ-
uals (106). Specific benefits, exclusions, and limitations
on financial coverage vary from one third-party payer
to another and differ even among the policies and plans
offered by a particular payer. However, State and, to
a lesser extent, Federal laws and regulations require
private third-party payers to offer some benefits and
do not permit them to offer others.

The Federal Government plays a significant role in
paying for health-care services under four primary-
health-care programs. The government acts as a third-
party payer for health care under the Medicare and
the Medicaid programs. Although the Health Care
Financing Administration (HCFA) is the Federal agency
responsible for both Medicare and Medicaid, the two
programs differ considerabl in their payment prac-
tices and covered populations. Medicare is a nation-
wide health insurance program for the 27.5 million
Americans who are at least 65 years of age and for
2.9 million disabled Americans, Part A, the Hospital
Insurance Program helps pa for hospital services, re-
lated institutional services, and other services. Part B,
the Supplementary Medical Insurance Program cov-
ers physicians’ services and man,other medical serv-
ices. Medicaid is a joint Federal-State program for 22
million low-income persons. The program is admin-
istered by individual States under general Federal
guidelines, which include mandatory minimum bene-
fits that all States must provide to eligible recipients
and optional benefits that individual States may elect
to provide to recipients.

The Civilian Health and Medical Program of the
Uniformed Services (CHAMPUS), the third medical-
benefits program provided by the Federal Govern-
ment, is administered by the Department of Defense
(DOD) (245), CHAMPUS covers nearly 8 million de-
pendents of military personnel, retirees, and depen-
dents of retirees inside and outside the United States
(60).

The fourth medical-benefits program provided by
the Federal Government is the Federal Employees
Health Benefits Program (FEHBP), a voluntary health-
care program that provides health insurance for ap-
proximately 10 million Federal employees and their de-
pendents. Enrollees receive health-insurance services
from more than 300 health-benefit plans under con-
tracts negotiated with the Office of Personnel Man-
agement of the U.S. Government (256).

As table B-1 shows, payment for the services of
nurse practitioners (NPs), physician assistants (PAS),
and certified nurse-midwives (CNMs) varies consider-
ably, in part because of variations in the State laws
and regulations that govern these providers’ practices
and payment. Table B-1 provides a generalized over-
view of the payment practices of the major third-party
payers in the public and private sectors. These prac-
tices are described in greater detail below.

Nurse Practitioners and
Physician Assistants

Government-Sponsored Programs

Medicare.—Under Part B of the Medicare program,
coverage and payment for NPs’ and PAS’ services are
restricted to services not traditionally performed by
physicians, to services normally delegated by physi-
cians, and to services performed under the direct su-
pervision of physicians. This provision is commonly
termed the “incident to” provisional

Under this provision, services of nonphysicians may
be covered where they are of types which are commonl,
performed by physicians’ office personnel, and are per-
formed by employees of the physician under his or her
direct supervision, e.g., giving injections, taking tem-
peratures and blood pressures, performing blood tests,
etc. Payment cannot be made, however, for services
performed by nonphysicians where the services are of

‘The relevant Medicare Part B regulation prohibits payment for

medical services rendered by someone other than a physician ex-
cept for services that are “furnished as an incident to a physician’s
professional services of kinds which are commonly furnished in phy-
sicians' offices and are commonly either rendered without charge
or included in physician’s hills. " Sec. 1861(s)(2)(A) of the Social Secu-
rity Act, 42 U, S.C. Sec. 1395(s)(2)(A), 20 CFR 405-231(b).
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Table B-1.—Coverage and Direct Payment for Services®of Nurse Practitioners,
Physician Assistants, and Certified Nurse-Midwives

Nurse practitioners Physician_ assistants Certified  nurse-midwives

Direct Direct Direct
Third-party payer Coverage payment Coverage payment Coverage payment
Medicare:
PartA............... ... No No No No No No
PartB.................. No No Nob No No No
HMOs c o Yes NA Yes NA Yes NA
State Medicaid programs’. . . .Some A few Some None Almost all Almost all
programs programs programs programs programs
Medicare and Medicaid:
Rural Health Clinics. ., . . Yes No Yes No Yes No
CHAMPUS “. .. ............. Yes Yes No No Yes Yes
FEHBP '. ... ...........7 plans 7 plans 6 plans 6 plans 20 plans 20 plans
Private insurance . . . ........ In some In some No No In some In some
States States States States

NA = not available
aservices that are . typicallv and characteristically provided hv Phvsicians.

bpyring th.publication of this case study, the Omnibus Reconciliation Act of 1986 (Public Law 99.509) was enacted The act modifies part B Of Medicare and authorizes

payment for (covers) services of physician assistants working under the supervision of physiciansn hospitals, skilled nursingfacilities, intermediate-care facilities.
and as an assistant at surgery. The payment is indirect and at levels lower than physicians would receive for providing comparable services

CHealth maintenance organizations.

dgtate Medicaid programs have th, option of including NP and pPA services in their State Medicaid Plans. Congress mandated coverage Of CNMs'servicesin 1980
As of January 1985, all States in which CNMs practiced either were complying with the law (Public Law 96-499) or were considering changes in their Medical plans

to comply with the law.
€Civilian Health and Medical Program of the Uniformed Services

FederalEmployeesHealthBenefitProgram. FEHBP has 21 fee-f or-service plans, some of which authorize PaYment to NPsS PAs, andCNM g
9Whether State laws and regulationsrequireor p.m: Insurance coverage and direct payment for the services of NPs, PAs, and CNMs

SOURCE Office of Technology Assessment, 1986

the kinds which are typically and characteristically ren-

dered by physicians, e.g., prescribing medications, set-

ting casts on fractures, assisting at surgery, and other
activities that involve an independent evaluation or
treatment of the patient’s condition even if the attend-

ing physician is directly supervising these services (64).

The “incident to” provision was partly intended to
reduce the possibility of physicians’ making excessive
profits by employing large numbers of assistants (162).
The provision has been refined over time, and its com-
plexity has led to varied interpretation by physicians.
Strictly interpreted, the provision means that Medicare
only pays for physicians’ typical services when they
are actually provided by physicians. Knowingly or
unknowingly, however, some physicians bill for serv-
ices irrespective of who performs the service. Unless
audits are performed, Medicare contractors have dif-
ficulty determining who has rendered services from the
Medicare billing form. One of the “incident to” pro-
vision’s effects has been to sharply limit the adminis-
tratively independent practice of NPs who cannot bill
Medicare for medical services.

This provision was modified in 1980 (248) to permit
generally supervised nurses and other paramedical
personnel—such as NPs and PAs—to provide certain
services to the homebound in some medically under-
served areas. The “incident to” provision is waived

only in areas that do not have certified home-health
agencies. In 1984, there were 5,247 Medicare certified
home-health agencies (164), and the number is growing
(115). Presumably, therefore, NPs and PAs provide
services to homebound patients only to a limited extent
and only in areas where home-health agencies do not
find it economical to function.

The Tax Equity and Fiscal Responsibility Act of 1982
(Public Law 97-248) allows for Medicare coverage of
NPs’ and PAs’ services in HMOs and competitive med-
ical plans (CMPs) that have entered into certain con-
tractual risk-sharing arrangements with HCFA.’The
implementing regulations permit NPs and PAs in HMOs
and CMPs to furnish services without the direct per-
sonal supervision of physicians. 'The NPs and PAs
essentially can provide whatever services State law au-
thorizes, including supervising or ordering services and
supplies incidental to the services.

During the publication of this case study, the Om-
nibus Reconciliation Act of 1986 (Public Law 99-509)

‘Calculations of cavitation rates do not include NPs’ or PAS’ sal-
aries but are determined by the average adjusted per capita costs
which are based on the costs of past services received by benefici-
aries who fall into particular sets governed by such factors as geo-
graphic location, age, sex, and eligibility.

3Federal Register, vol. 50, No. 7, Thursday Jan. 10, 1985, p. 1351.
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was enacted. The act modifies Medicare and author-
izes payment for (covers) services of PAs working un-
der the supervision of physicians in hospitals, skilled
nursing facilities, intermediate-care facilities, and as
an assistant at surgery. The payment is indirect and
at levels lower than physicians would receive for pro-
viding comparable services.

Medicare’s payment for inpatient hospital services
under Part A does not specify coverage or payment
for NPs’ and PAs’ services, either under Medicare’s
former cost-based reimbursement method or the
current prospective-payment system. Hospitals usu-
ally pay for NPs’ and PAs’ services by salaries; the sal-
aries and other costs of employing or contracting with
NPs and PAs are included in the hospitals’ formulas
for calculating operating costs. Under cost-based reim-
bursement, Medicare pays the hospital the total oper-
ating costs associated with Medicare beneficiaries.
Under the prospective-payment system, Medicare pays
a fixed amount for each patient admitted; the aggre-
gated amount is intended to cover the hospitals’ total
operating costs for Medicare beneficiaries.

Medicaid.—Under Medicaid, each State has consid-
erable discretion to design its program within broad
Federal guidelines. Covering and paying for the
services provided by NPs and PAs is one of the bene-
fits a State may choose to include in its Medicaid Plan.
Data on the number of State Medicaid programs that
cover NPs’ services are not collected by HCFA'’s central
office. Although the available data conflict, they
indicate that State Medicaid programs are cautious
about extending payment to NPs. A 1985 study noted
that NPs were authorized to receive direct payment
or indirect payment—i.e., to bill directly or through
physicians—in 21 State Medicaid programs (60). An
earlier study found that of the 26 State Medicaid
programs that covered NPs’ services, most paid in-
directly. Nineteen of the twenty-six States adopted the
Medicare approach of allowing payment only for NPs’
services that were incidental to physicians’ services
(22).

A preliminary survey of State Medicaid programs
found that 26 of the 36 State Medicaid programs cov-
ered PAs’ services (5). Of those 26 programs, 18 re-
imbursed for PAS’ services at the same rates as physi-
cians’, 4 reimbursed at lower rates, 2 reimbursed on
a cost basis, and the remainder did not respond to the
guestion. Most of the State Medicaid programs’ re-
quirements for supervision by physicians were simi-
lar to the requirements contained in State laws gov-
erning PAs’ practice. (In most States, the scope of PAS’
practice is controlled under medical-practice acts and
regulations. ) Other State Medicaid programs require
that physicians review patients’ charts every 7 days,
that physicians be onsite, or that physicians be present.

The scope of services covered for PAs also varied from
the general (e.g., all the services cited in the PA law
governing scope of services) to the specific (e.g., ex-
aminations under the program Early and Periodic
Screening, Diagnosis, and Treatment; services in com-
munity health centers; and services in family planning
agencies). Three States specified that only “incident to”
services (i.e., services not traditionally performed by
physicians) were covered for payment (25).

Medicaid payment for inpatient hospital services
differs by State. Although 41 State Medicaid programs
paid for hospital inpatient services on a retrospective
cost basis at the beginning of 1980, 34 State Medicaid
programs had some form of prospective-payment
system as of December 1985 (133). Each State Medic-
aid program pays for operating costs—including sal-
aries and other costs associated with NPs and PAs—
according to its unique payment method for inpatient
services (40).

Rural Health Clinics.—Access to primary-care
services by NPs and PAs in satellite settings in isolated
areas was hindered by the fact that payment for such
services was available under Medicare and Medicaid
only if a physician was on the premises when the
services were delivered. The Rural Health Clinic
Services Act of 1977 (Public Law 95-210) waived such
restrictions for NPs and PAs practicing in certified ru-
ral health clinics located in designated underserved
areas. The act permits payment for the services of NPs
and PAs even when they are not directly supervised
by physicians at all times. This allows rural clinics
staffed only by NPs and PAs backed up by physicians
to provide reimbursable primary care typically pro-
vided by physicians, so long as written plans of
treatment are periodically reviewed and approved by
physicians. Payment, which is based on reasonable
costs, is made to the employing clinic, not to the NP
or PA, and is restricted to services that State legisla-
tion authorizes NPs and PAs to perform.

Nursing Homes.—Various Medicare and Medicaid
regulations, in addition to coverage and payment
provisions, limit the provision of certain services by
PAs and NPs in nursing homes. In some States, the
laws permit physicians to delegate such services to NPs
and PAs.

Only physicians can provide certain services if a fa-
cility is to:

1. be certified as a skilled nursing facility (SNF) in
the Medicare and Medicaid programs (42 CFR
405.1123,1124,1125,1126, and 1128);

2. be certified as an intermediate-care facility (ICF)
in the Medicaid program (42 CFR 311, 334, 343,
and 346);

3. obtain certification and recertification of a patient’s
need for care in an SNF in the Medicare program
(42 CFR 456.260, 270, and 280); or
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4. obtain certification of a patient’s need for care in
an SNF and ICF in the Medicaid program (42 CFR
456.360, and 380).

The specific services that must be performed by physi-
cians vary according to the type of certification and
the program. Under the Medicare and Medicaid pro-
grams, for example, patients can be admitted to SNFs
based only on physicians’ medical findings, diagnosis,
and orders. Patients’ care must be supervised by phy-
sicians, and patients must be seen by physicians at least
every 30 days for the first 90 days after admission.
Only physicians can prescribe drugs and order diag-
nostic and specialized rehabilitative services and ther-
apeutic diets.

Unlike Medicare, Medicaid allows NPs and PAs to
recertify patients’ needs for institutional care. NPs and
PAs are authorized to recertify the necessity of
continuing medical care in SNFs (42 CFR 456.260) and
ICFs (42 CFR 456.360) where general supervision is
provided by physicians.

Civilian Health and Medical Program of the Uni-
formed Services. -The Federal Government, through
the Department of Defense’s CHAMPUS, has taken
the lead in treating NPs as autonomous and independ-
ent providers of care for payment purposes. CHAMPUS
began billing and paying for NPs’ services on an ex-
perimental basis in fiscal year 1980. When the experi-
ment ended 2 years later, CHAMPUS continued cover-
age and direct fee-for-service payment of NPs, thereby
recognizing them as a distinct group of providers de-
serving direct compensation for services (60). Although
CHAMPUS does not cover PAs’ services, PAs are not
seeking coverage under CHAMPUS, because DOD has
indicated that CHAMPUS will begin contracting out
its services and cease paying on a fee-for-service basis
(83).

Federal Employees Health Benefit Program.—Like
CHAMPUS, FEHBP experimented with direct payment
and required that all FEHBP plans directly pay health
practitioners, including NPs and PAs, who were li-
censed under applicable State law in those States where
at least 25 percent of the population was located in
formally designated primary-medical-care manpower
-shortage areas (60). After the experimental period of
January 1980 to December 1984, FEHBP did not require
plans to compensate NPs and PAs directly.

Payment to providers of covered services currently
depends on the terms of the FEHBP’s contract with
each health-benefit plan and thus varies among the
plans. There is no statutory requirement that all plans
offer payment to NPs and PAs, but some plans cur-
rently authorize NPs and PAs to receive direct pay-
ment or reimbursement for covered services without
referral or supervision (see table B-1). Of the 21 fee-
for-service plans participating in FEHBP for the con-

tract year 1986, 7 cover and offer direct payment for
services of NPs and 6 cover and offer direct payment
for the services of PAs‘(256). Only 14 percent of
enrollees in FEHBP are enrolled in plans that cover
NPs’ services and 11 percent of enrollees in FEHBP are
enrolled in plans that that cover PAs’ services. Direct
payment for NPs and other providers is now under
consideration by Congress.’

Private Insurance

Private third-party payment for NPs’ and PAs’ serv-
ices is subject to State laws and health insurance reg-
ulations. Increasing numbers of States have passed
laws and regulations concerning payment for the serv-
ices of NPs and PAs. Such laws and regulations must
accord with the States’ requirements governing the
scope of practice of these providers and, in some cases,
of physicians.

The State payment laws vary in a number of dimen-
sions, including the types of insurers affected (for-
profit, nonprofit, or both) and the types of insurance
policy (22). Some laws affect the services of all nurses;
others affect only special groups of nurses, such as
NPs. Some States require insurers to include nurses’
services as a reimbursable benefit (mandatory bene-
fit), whereas other States require insurers to offer reim-
bursement for nurses’ services as an option in their pol-
icies (mandatory option) (232).

‘The numbers do not include the more than 300 prepaid compre-
hensive medical plans in the FEHBP, because the organization of
medical delivery systems under these plans makes the issues of di-
rect access, payment, supervision, and referral largely irrelevant.

°In early 1986, President Reagan vetoed H. R. 3384 which con-
tained a provision requiring direct reimbursements to nurses and
nurse-midwives who provide services to employees covered by the
FEHBP. Congress then passed new legislation, Public Law 99-251,
directing the Office of Personnel Management (OPM) to study and
report to Congress on the advisability of amending the law governing
FEHBP to provide mandatory recognition of additional health-care
practitioners, such as nurse-midwives, nurse practitioners, chiroprac-
tors, and clinical social workers. The legislation extended direct reim-
bursement for nonphysician providers in medically underserved
areas, which are determined by the Department of Health and Hu-
man Services to have at least 25 percent of the population living
in areas with inadequate numbers of medical providers. OPM’s study
advised against mandatory coverage on grounds specific to FEHBP
(e.g., mandating coverage would not increase the choice of practi-
tioners available to plan members, nor would it necessarily increase
competition among the plans). Nonetheless, the Subcommittee on
Compensation and Employee Benefits of the House Committee on
Post Office and Civil Service remains interested in the topic. The
subcommittee held hearings on direct reimbursement for nonphy-
sicians on Apr. 15, 1986, and indicated its intention to continue
studying the issue. H.R. 4825, introduced on May 14, 1986, would
authorize direct payment for services performed by NPs and CNMs
and other health-care providers. As of June 1986, the bill had been
reported favorably by the House Committee on Post Office and Civil
Service and was awaiting floor action. The bill did not pass the 99th
Congress.
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Although direct third-party payment is the excep-
tion rather than the rule, 13 States currently permit
direct payment for NPs’ services (24). The wide vari-
ation in conditions for payment of NPs’ services is
apparent in the laws of Mississippi, Maryland, and
Oregon regarding supervision by physicians. In all
three States, insurers must pay for any service that is
within NPs’ lawful scope of practice, but Mississippi
requires the NPs to work under the supervision of phy-
sicians, whereas Maryland prohibits direct payment
to NPs who work under the direct supervision of phy-
sicians (101). In Oregon, supervision by physicians is
not a condition for reimbursement (2 I).

No State laws mandate coverage of PAS’ services.
Except in Wisconsin, State laws are silent even about
optional coverage of PAs’ services (83). None of the
States mandate direct reimbursement for PAS’ services;
indeed, 16 States explicitly prohibit it. Although there
is anecdotal information concerning third-party payers
who cover PAS’ services, sometimes under physicians’
billing, information concerning the extent of coverage
is not available.

Businesses in the United States are beginning to pro-
vide insurance that pays directly for NPs and PAs (as
well as CNMs). The Washington Business Group on
Health recently conducted a national survey of its
member organizations, all of which are large firms.
Of the approximately 200 respondents, 43 percent are
paying directly for the services of NPs, and 39 per-
cent are doing so for PAs (91). The proportion of mem-
ber companies reimbursing NPs and PAs (and CNMs)
has increased steadily over the past decade (91).

In many States, NPs’ and PAs’ services still must
be “incident to” physicians’ services, for payment pur-
poses, and compensation for NPs’ and PAS’ services
must be made to their employing physicians or orga-
nizations. Nevertheless, the recent changes in some
States’ laws and in the policies of major corporations
suggest a movement away from requirements for di-
rect supervision by physicians. Increasingly, NPs and
PAs can function administratively independently of
physicians and qualif,for direct payment. Also, more
States are likely to pass legislation providing for the
direct compensation of NPs and PAs.

Certified Nurse-Midwives

Government-Sponsored Programs

Medicare and Medicaid.—Medicare’s policies con-
cerning payment are the same for the services of CNMs
as for the services of NPs and PAs. Medicaid’s pay-
ment policies are much more permissive for CNMs’
services than for NPs’ and PAS’ services. In 1980,
Congress enacted legislation (Public Law 96-499) to
require that CNMs’ services be a mandatory benefit

under Medicaid. The Federal statute recognizes CNMs’
autonomous practice expressly stating that the man-
dated benefit shall be provided “whether or not he is
under the supervision of, or associated with, a physi-
cian or other health care provider” (60). HCFA issued
the regulations that implemented this law in May 1982.
As of January 1985, all States in which CNMs prac-
ticed either were complying with the statute and the
regulations or were considering changing their Med-
icaid plans to bring them into compliance. Currently
only four States and the District of Columbia do not
provide for direct Medicaid payment to CNMs, and
HCFA'’s regional offices are working with these juris-
dictions to bring them into compliance (235). Further-
more, the Medicaid statute was amended by Public
Law 98-369 to ensure that birthing centers operated
by CNMs need not be administered by physicians to
be eligible for coverage as Medicaid clinic services.

Rural Health Clinics.--CNMs are treated differently
from NPs and PAs under the Rural Health Clinics Act.
Only rural clinics employing NPs or PAs are eligible
for certification under the act (Title 42, Section 481.4).
Once a clinic is certified, however, it can receive pay-
ment for the services of the CNMs it employs.

Civilian Health and Medical Program of the Uni-
formed Services—CHAMPUS singled out CNMs for
special consideration before it experimented with di-
rect payment for NPs’ services starting in 1980. The
Defense Appropriations Act of 1979 (Public Law 95-
457) was the first Federal law to pay directly for serv-
ices provided by CNMs without either referrals or di-
rect supervision by physicians.

Federal Employees Health Benefit Program.—Of the
21 FEHBP fee-for-service plans, 20 cover CNMs with-
out a contractual requirement for physicians’ referrals
or supervision. In addition, many prepaid plans in the
FEHBP employ CNMs. Roughly 90 percent of all Fed-
eral enrollees are in plans that cover CNMs (256).
Many of the insurance companies in the FEHBP offer
the same coverage of CNMs for their private sector
business.

Private Insurance

Private third-party payment for CNMs’ services has
also been mandated in a growing number of jurisdic-
tions. As of 1983, 14 States had mandated direct reim-
bursement by private insurers for CNMs’ care (55), By
April 1986, the number of States had increased to 17
(11). In most States, direct supervision by physicians
is not a condition of reimbursement (22). In addition,
“in many other States insurers voluntarily have cho-
sen to pay for nurse-midwifery care” (55). Fifty-seven
percent of the large corporations surveyed by the Wash-
ington Business Group on Health provide direct reim-
bursement to CNMs (91).
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