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Appendix:
Method of
B the Study

his report, Under standing Estimates of National Health

Expenditures Under Health Reform, is published as part

of the Office of Technology Assessment’s (OTA) study,

Understanding the Estimates Under Health Reform. This
report eval uates analyses of the impact of various health reform
proposals on national health expenditures (NHE) by comparing
analysts' assumptions about key policies in proposals with the
available empirical research on these policies.

To summarize the method used for this report, this appendix
divides the report’s development into four sections: focus of the
study, research, analysis, and review. These sections overlap to
some extent and are not strictly chronological. This appendix also
contains compl ete references of analyses reviewed in this report
(table B-I).

FOCUS OF THE STUDY

This report was requested in August 1993 by OTA’s Technology
Assessment Board and Senator Ted Stevens in response to find-
ingsin the OTA report An Inconsistent Picture: A Compilation of
Analyses of Economic Impacts of Competing Approaches to
Health Care Reform by Experts and Stakeholders published in
June 1993. The Technology Assessment Board members and
Senator Stevens expressed concern at the wide array of predic-
tions of changes in NHE outlined in An Inconsistent Picture, and
requested that OTA do afollowup study to assist policy makersin
understanding why predictions might be so variable. The
Technology Assessment Board approved the study in July 1993,
and OTA staff began working on the project in August 1993.
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TABLE B-1: Analyses Examined by OTA

Proposal Analysis

Reference citation

American Health Security Act of CBO
1993 (H.R. 1200/ S.491)

Comprehensive Health Reform CBO
Act of 1992 (H.R. 5919)

Health Care Cost Containment CBO
and Reform Act of 1992 (H.R.
5502)°

Health Security Act (H.R. 3600/S CBO
1757)a

Clinton  Administration

Lewin-VHI

Health Security Act (H R Lewin-VHI
3600/S. 1757),a Lewin-VHI sce-

nario without government cost

controls

Managed Competition Act of 1992 CBO
(HR. 5936)"

ESRI

Managed competition plan, Starr  Sheils et al
version

National health plan, full savings ESRI
scenario

National health plan, administra- ESRI
tive savings scenario

U.S. Congress, Congressional Budget Off Ice, “H. R
1200, American Health Security Act of 1993, ” Washing-
ton, DC, December 1993, U.S. Congress, Congression-
al Budget Off Ice, “S 491, American Health Security Act
of 1993, ” Washington, DC, December 1993

U.S. Congress, Congressional Budget Office, Esti-
mates of Health Care Proposals From the 102d Con-
gress, Washington, DC, July 1993

U.S. Congress, Congressional Budget Off Ice, Esti-
mates of Health Care Proposals From the 102d Con-
gress, Washington, DC, July 1993

U S Congress. Congressional Budget Off Ice, An Anal-
ysis of the Administration's Health Proposal, Feb. 8,
1994

U.S. Department of Health and Human Services, Office
of the Assistant Secretary for Planning and Evaluation,
Washington, DC, unpublished table, Apr. 7, 1994, U S
Department of Health and Human Services, Off Ice of
Assistant Secretary for Planning and Evaluation, “The
Health Security Act A Financial and Distributional Anal-
ysis,” Washington, DC, January 1994

Lewin-VHI, Inc., The Financial Impact of the Health
Security Act, (Washington, DC; Dec. 9, 1993)

Lewin-VHI, Inc., The Fmancial Impact of the Health
Security Act, (Washington, DC: Dec. 9, 1993)

U.S. Congress, Congressional Budget Off Ice, Esti-
mates of Health Care Proposals From the 102d Con-
gress, Washington, DC, July 1993.

Meyer, J A, Snow-Carroll, S , and Wicks, E , “Managed
Competition in Health Care: Can It Work?’, Economic
and Social Research Institute, Washington, DC, May
1993,

Sheils, J.F, Lewn, L.S., and Haught, R A “Potential
Public Expenditures Under Managed Competition, ”
Health Affairs 12 (suppl.): 229-242, 1993

Meyer, J.A., Silow-Carroll, S., and Sullivan, S., A Na-
tional Health Plan in the U.S. The Long-Term Impact
on Business and the Economy, (Washington, DC Eco-
nomic and Social Research Institute, 1991 )

Meyer, J A, Snow-Carroll, S , and Sullivan, S , A Na-
tional Health Plan in the U. S.. The Long-Term Impact
on Business and the Economy, (Washington, DC Eco-
nomic and Social Research Institute, 1991 )
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TABLE B-1: Analyses Examined by OTA (cont'd.)

Proposal Analysis

Reference citation

Single-payer plan, CBO version CBO
with patient cost-sharing

Single-payer plan, CBO version CBO
without patient cost-sharing

Single-payer plan, GAO version GAO

Single-payer plan, Grumbach Grumbach et al.

et al. version

Single-payer plan, Lewin-VHI Lewin-VHI*

version

Woolhandler and
Himmelstein

Single-payer plan, Woolhandler
and Himmelstein version

Universal Health Care Coverage CBO
Act of 1991 (H R 1300)°

U.S. Congress, Congressional Budget Office, Sing/e-
Payer and A//-Payer Health Insurance Systems Using
Medicare’s Payment Rates, CBO staff memorandum,
Washington, DC, April 1993.

U S Congress, Congressional Budget Off Ice, Sing/e-
Payer and All-Payer Health Insurance Systems Using
Medicare’s Payment Rates, CBO staff memorandum,
Washington, DC, April 1993.

U.S. Congress, General Accounting Off Ice, Canadian
Health Insurance: Estimating Costs and Savings for the
United States, GAO/HRD-92-83 (Washington, DC: U.S.
Government Printing Office, April 1992).

Grumbach, K., Bodenheimer, T., Himmelstein, D., et al,,
“Liberal Benefits, Conservative Spending The Physi-
cians for a National Health Program Proposal, ” Journal
of the American Medical Association 265(19) 2549-54,
1991.

Lewin-ICF, National Health Spending Under a Single-
Payor System: The Canadian Approach (staff working
paper prepared by J.F. Sheils and G.J. Young) (Fairfax,
VA 1992),

Woolhandler, S., and Himmelstein, D., “The Deteriorat-
ing Administrative Efficiency of the US, Health Care
System, ” New England Journal of Medicine
324(18):1253-1258, 1991.

U.S. Congress, Congressional Budget Office, Esti-
mates of Health Care Proposals From the 102d Con-
gress, Washington, DC, July 1993

KEY: CBO = U S Congress, Congressional Budget Off Ice, ESRI = Economic and Social Research Institute; GAO = U S General Accounting Off Ice

“Bill numbers are for 103d Congress.
bBill numbers are for 102d Congress.

cAnalysis was conducted by Lewin - ICF. The company was acquired and expanded in 1992 For purposes of this report all Lewin studies are Identified

as Lewin-VHI.
SOURCE Off Ice of Technology Assessment, 1994

OTA assembled an advisory panel to assist it in
determining what issues and materials to consider
in examining estimates of NHE under health re-
form. The 14 individuals who agreed to serve on
the panel represented a variety of perspectives and
had expertise in health policy, health economics,
guantitative analysis, economic models, macroe-
conomics, health care delivery, and health sys-
tems of foreign countries (see listing at the front
of this report). Joseph Newhouse, Professor at

Harvard University, Division of Health Policy Re-
search and Education, chaired the panel.

The advisory panel first met September 8,
1993. At that meeting, the panel discussed the pur-
pose and possible methods of the study. The panel
agreed that OTA should study the key assump-
tions made by analysts that drive analysts' esti-
mates of changes in NHE under reform. The panel
also encouraged OTA to study analysts' methods
for estimating the federal budget effects of reform.



At a second meeting of the advisory panel held
December 22, 1993, OTA staff updated panel
members on the progress of the report and asked
whether the panel felt that the assumptions that
OTA staff were examining were important ones.
Members of the panel who attended the meeting
agreed that most of the assumptions being ex-
amined by OTA were key to projections of NHE
under reform, and provided further direction for
the study. OTA was not able to examine evidence
on every key assumption that goes into every esti-
mate of NHE under reform.

In order to determine which assumptions were
critical to projections of the impact of reform,
OTA carefully examined documentation of avail-
able analyses. OTA studied estimates of specific
health reform proposals from the 102d and 103d
Congress as well as analyses of general hedth re-
form approaches not introduced as formal legida-
tion. OTA also spoke to analysts, attended
briefings, attended relevant hearings in Congress,
and attended conferences related to health reform
to understand which assumptions would be most
important in estimating NHE under reform pro-
posals.

RESEARCH

OTA'’S research for this study took two ap-
proaches. 1) understanding analysts' methods of
estimating the effects of key policies on NHE un-
der health reform, and 2) reviewing the available
empirical research literature on the assumptions
used to make these estimates. OTA examined
available written documentation on analyses of
health reform proposals, and contacted analysts
for further clarification and explanation.
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OTA staff members met with representatives
from the Agency for Health Care Policy and Re-
search,’the Congressional Budget Office, De-
partment of the Treasury, the General Accounting
Office, Hewitt Associates, Lewin-VHI, Mathe-
matical Policy Research, Inc., the Office of Man-
agement and Budget, the Office of the Assistant
Secretary for Planning and Evaluation,’the Urban
Institute, American Academy of Actuaries, and
the Wyatt Company. OTA staff spoke with repre-
sentatives from the Health Care Financing Ad-
ministration, ‘the Economic and Social Research
Institute, and the Economic Policy Institute.

OTA'’s review of the empirical evidence in-
cluded studies in published research literature on
topics relevant to policy assumptions made by
analysts. OTA examined the methods and find-
ings of key studies.

OTA also commissioned contractor papers to
assist in analyzing relevant empirical evidence.
OTA convened a workshop of the contractors on
October 1, 1993 to discuss the relation of the vari-
ous contractor papers to the report as a whole.
Many of the contractor papers were reviewed ex-
ternaly; some will be available from the Nationa
Technical Information Service (NTIS). For alist
of contractor papers, see table B-2.

ANALYSIS

OTA compared its findings from its review of the
empirical research literature with assumptions
made by analysts in estimates of NHE under
health reform. OTA attempted to assess the rea-
sonableness of assumptions made in analyses and
whether other equally plausible assumptions
could be made.

'For example, advisory panel members and OTA staff agreed that the cost of the benefit package under alternative reforms would be a
critical determinant of NHE and that it could be useful to examine how benefit packages are “priced” by different entities. However, the panel
also agreed with OTA staff that thisquestion was of such magnitude and complexity than an analysis of it could not be completed by the deadline

for this report.

2 Within the Department of Health and Human Services.
3 Ibid,

41bid.
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TABLE B-2: Contract Papers Prepared for the Understanding Estimates of National Health Expenditures

Under Health Reform Report

Jon B. Christianson, Ph. D., Bryan Dowd, Ph. D., John Kralewski, Ph. D., University of Minnesota, Minneapolis, Min-
nesota, and Catherine Wisner, Health Care Consultant, Minneapolis, Minnesota, “Minnesota as a Model of Managed
Competition, ” forthcoming.

Baruch Fischhoff, Ph. D., Carnegie Mellon University, Pittsburgh, Pennsylvania, “Assessing the Assumptions Behind
Projections of Individual Consumer Decisions in Health Care Reform, ” in preparation.

Kathryn Langwell, Ph. D.,KPMG Peat Marwick, Washington, DC, “Employment Effects of Health Reform, ’in prepara-
tion.

‘Robert Miller, Ph. D., and Harold Luft, Ph. D., University of California at San Francisco, San Francisco, California,
“Assessing the Assumptions Behind Health Reform Projections: Cost-Savings Due to HMOS,” January 1994.

Lynn C. Paringer, Ph. D., California State University at Hayward, Hayward, California, “Assessing the Assumptions
Behind Definitions, Projections, and Uses of Baseline National Health Expenditures, " in preparation.

e John A. Rizzo, Ph. D.,Yale University, New Haven, Connecticut, “Physician Volume Responses to Fee Changes, "
December 1993.

e Dennis Scanlon, M. A., and Mark Kamlet, Ph. D., Carnegie Mellon University, Pittsburgh, Pennsylvania, “Assessing
the Assumptions Behind Consumers’ Choice of Health Insurance Plans and the Implications of Such Choices for Proj-
ecting Economic Impacts of Differing Approaches to Health Reform, ” April 1994.

Cynthia Sullivan, Ph. D., Sullivan Research Services, Chicago, lllinois, “Strengths and Weaknesses of Employer
Health Benefits Surveys as Inputs to Microsimulation Modeling of the Effects of Health Reform on National Health Ex-

penditures,” December 1993.

NOTE. Asterisks Indicate those papersavailable from National Technical Information Service, Springfield, VA, (703) 487-4600

In its report OTA discussed evidence that sup-
ported specific assumptions and also highlighted
gaps in the knowledge base that contributed to the
uncertainty of estimates. OTA attempted to ex-
amine how altering assumptions surrounded by
uncertainty affected estimates of NHE. Perform-
ing this type of sensitivity analysis was not always
possible, however, because OTA'’s access to mod-
els used by anaysts was limited.

REVIEW

Before sending a draft of this entire report for ex-
ternal review, OTA asked analysts to review pre-
liminary drafts of sections of the report related to
their analyses. Not every analyst had time to re-
view the document at this stage.

OTA next sent a draft of the full report to the
project’s advisory panel and to relevant outside
experts (see appendix A). Reviewers included
members of organizations whose analyses were
examined in this report, as well as individuals
from academia (health economics, health services

research, and headlth law), think tanks, private con-
sulting firms, public interest groups, philanthrop-
ic organizations, the health insurance industry,
health law, state and local governments, congres-
sional support agencies, and the executive branch.
Reviewers' comments and critiques were incor-
porated where appropriate.

The OTA staff who wrote this report received
assistance in their analysis from other staff mem-
bers of OTA. Meetings were held with a “shadow
panel” consisting of OTA staff from other pro-
grams with particular expertise and interest in
methods and approaches to estimating the eco-
nomic impacts of health reform. Members of this
panel assisted in identifying overarching themes
from across the individual chapters of the report
and in developing genera critiques of the analyti-
cal process. Further meetings with other OTA staff
sharpened the report’s conclusions and policy im-
plications outlined in the first chapter. The fina
draft of the report was sent to the Technology As-
sessment Board March 25, 1994.



Appendix:

| mplications of
Uncertainty in Selected
Estimates of NHE
Under Health Reform

hapter 1 of this report presented examples of how chang-

ing certain plausible aternative assumptions can affect

estimates of national health expenditures (NHE) and pos-

sible policy implications drawn from those estimates.
This appendix provides more detail on how sensitivity analyses
summarized in chapter 1 were calcul ated.

The first sensitivity analysis is based largely on Congressional
Budget Office (CBO) publications. The other two examples were
calculated by OTA using the original analytic framework but sub-
stituting one different assumption. In both examples, the altern-
ative assumptions are plausible in the sense that they appear to be
equally well supported by the empirical literature. OTA only had
enough information about the analytic approaches to perform
these calculations for some of the analyses.

CBO’S ANALYSIS OF THE AMERICAN HEALTH
SECURITY ACT AND THE HEALTH SECURITY ACT

According to CBO,

. its approach to estimating the potential impact of limits on
expenditures in legidative proposas [that have provisions for
such limits] is to examine the proposal with respect to both the
stringency of the limits and the specified enforcement mecha-
nisms. Based on its best judgment, CBO then assigns a rating of
effectiveness (168).

CBO notes that the ratings are “difficult and imprecise.” This ex-
ample shows how this imprecision might influence the relative
ranking of two plans.

To estimate NHE under the American Health Security Act of
1993 (H.R. 1200), CBO assumed that the spending controls in the
American Health Security Act would only be “75 percent effec-

1163
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tive” (171). Under this assumption, CBO pre-
dicted that NHE would be $1,429 billion in 1998.
However, CBO also presented an estimate under
the aternative assumption that the spending limits
in the American Health Security Act would be
“100 percent effective,*’ as opposed to 75 percent
effective. Under an assumption of 100 percent “ef-
fectiveness,” CBO predicted that NHE would be
$1,372 hillion in 1998.

Changing the assumptions about the effective-
ness of the spending limits could alter how the
American Health Security Act is viewed in rela
tion to another proposal later examined by CBO,
the Heath Security Act (H.R. 3600/S. 1757)
(172). For example, CBO estimated that under the
Health Security Act, NHE would be $1,411 hbil-
lion in 1998. Thus, according to CBO, the Ameri-
can Health Security Act would leave NHE $18
billion higher in 1998 than the Health Security
Act. However, under the assumption that the
spending limits in the American Health Security
Act were “100 percent effective,” also presented
by CBO, the American Health Security Act would
leave NHE $39 billion lower than the Health Se-
curity Act. By changing the assumption about ef-
fectiveness, the ranking of the two bills would
switch. Thus, the key determinant of which bill
would save more money in 1998 is the analyst's
educated guess about the effectiveness of the cost
containment mechanisms in the two bills. A more
detailed explanation of CBO’s justification for the
75-percent effectiveness rating, and the possible
reasons why some might disagree with the 75-per-
cent rating are discussed in box C-1.

GAO'S ANALYSIS OF A
“CANADIAN-STYLE SYSTEM”

Altering key assumptionsin certain analyses can
yield different predictions about the direction of
change in national health spending. For example,
varying the General Accounting Office’s (GAQO)
assumptions about administrative costs under a

single-payer system would change GAQO’s con-
clusion that a “Canadian-style system” would de-
crease NHE in year 1991 (relative to baseline), to
the conclusion that it would increase NHE in that
year (relative to baseline).

GAO estimated that under a “Canadian-style
system” overall health spending would fall $3 bil-
lion from baseline. To make this estimate, GAO
determined that a “Canadian-style system” would
have lower administrative overhead, but would
add additional costs by providing coverage to the
uninsured and eliminating patient cost-sharing.
GAO's overdl estimate represents the sum of ad-
ministrative savings and additiona costs from ex-
panded and enhanced insurance coverage. For
administrative savings, GAO assumed that insur-
er overhead would fall to Canadian levels. An al-
ternative assumption is that insurer overhead
would fall only to the Medicare rate (an assump-
tion CBO has used to estimate the impact of
single-payer plans).'Under the assumption of in-
surer overhead at the Medicare rate, OTA calcu-
lated that the “Canadian-style system” would be
predicted to increase national health spending by
$3.6 hillion in 1991 (table C-1).

LEWIN-VHI'S ANALYSIS OF THE HEALTH
SECURITY ACT

Another example of the implications of changing
an assumption can be constructed using Lewin-
VHI'S analysis of the Health Security Act (H.R.
3600/S. 1757), and substituting a CBO assump-
tion about managed care savings. Lewin-VHI esti-
mated that under the Health Security Act (H.R.
3600/S. 1757), savings from increasing enroll-
ment in HMOS might equal $14.9 billion (89).
Lewin-VHI's estimate of savings from man-
aged care is summarized in table C-2 (column 5).
Lewin-VHI based its estimate in part on an as-
sumption that group- and staff-model HMOS re-
duce inpatient expenditures by 11.7 percent and
increase outpatient expenditures by 8.4 percent.

ISee chapter 5in thisreport for a fy]] discussion of alternative assumptions and estimates of admini Strati ve costs under current proposals.
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BOX C-1: Effectiveness Rating for the American Health Security Act of 1993

The American Health Security Act of 1993 would create a single-payer program of national health insur-
ance modeled after the Canadian system. All legal U.S. residents would be eligible for comprehensive
health benefits. The national health insurance program would be financed largely by the federal govern-
ment although states would administ
tunding. states would have to set up a program approved by the Federal Health Board created by the act.
Each program would have to meet the requirements of the act, such as benefits offered, quality standards,
enrollment procedures, portability of benetfits, adequate administration, provider payment methodologies,

and so forth. The act would supersede Medicare and Medicaid, the Federal Employees Health Benefits

rth

ster the p nd pay all nroviders in the state. To receive federal

a a
am ang pay an provs

Program, and benefits for military personne! under the Civilian Health and Medical Program of the Uni-
formed Services (CHAMPUS). The Department of Veterans Affarrs’ health care system and the Indian
Health Service wouid continue. H.R. 1200 would limit the rate of growth of spending for the nationai heaith
insurance program to the rate of increase of gross domestic product (GDP) for the previous year plus pop-
ulation growth.

T rants averaging 86 percent of the state’s approved budget tor covered
health services. The other 14 percent of the approved state budget for covered health services would be
funded from state sources. Because approved state budgets wouid be ailowed to increase, on average, at
the rate of GDP growth for the previous year plus population growth (the national budget limit), the federal
government's share of spending on covered health services would also increase at this rate. However,
states would be allowed to spend maore on covered health services than their approved budget. If a state
exceeds its approved budget in a given year, it must continue to fund covered services from its own reve-
nues. The bill contains no penalties to limit excess state spending. If a state provides all covered health
services for less than the budgeted amount, it may retain the full federal payment. Therefore, while the
federal share of state budgets would increase by a maximum of the national budget limit, states’ shares

may grow faster than, slower than, or equal to that rate. In addition, states may provide benefits to resi-

dents of the state in addition to the covered services at the expense of the state. CBO's effectiveness rat-
ing for the American Health Security Act referred to H.R. 1200's statutory limit on the rate of growth of

spending for the national health insurance program.’

In applying a 75-percent effectiveness rating, CBO assumed that the open-ended nature of state budg-
et shares would likely cause 25 percent of the potential savings from a fully effective limit to go unrealized
CBO appears to have based its 75-percent effectiveness rating primarily on the lack of penalties to states

fnr failina o live within t
€ [HALANS

for failing to v e budget (171). However, it may be just as plausible to assume that since states

it TUVT

must fund any excess spending from their own revenues by running a deficit or raising taxes, states would
have a strong incentive to stay within their share of the national heaith budget and the national budget
limits would be 100 percent effective. Alternatively, state spending could cause 50 percent of potential sav-

ings from a fully effective limit to go unrealized if states faced strong poltical pressure to fund more ser-
vices. How states will behave under the proposed budgeting mechanism does not seem answerable

through empirical evidence. CBO's report on NHE under H.R. 1200 in fact provides spending calculations
under alternative scenarios of 100-percent, 50-percent, 25-percent, and 0-percent effectiveness because

it says the “assumption about the effectiveness of the spending limit in the bill is highly uncertain” (171).

1 See chapter 2 in this report for an explanation and discussion of CBO's rating of effectiveness of statutory limits

SOURCE  Office of Technology Assessment, 1994




166 | Understanding Estimates of National Health Expenditures Under Health Reform

TABLE C-1: Changes in Estimates of NHE Using GAO's Model With

Alternate Administrative Costs Assumptions (S billions)

GAQ’s assumption
(Insurer overhead at
Canadian level)

Alternate assumption
(insurer overhead at
Medicare level)

Administrative  savings ($66.9)
Increased utilization $63,9
Net change in NHE ($3.0)

($60.3)
$63.9
$3.6

KEY GAO = U S General Accounting Off Ice, NHE = national health expenditures
SOURCE Off Ice of Technology Assessment, 1994, based on assumptions from CBO (165) and GAO (178). Full cita-

tions are in appendix B and at the end of this report

Lewin-VHI’'s analysis further assumed that inde-
pendent practice associations (IPAs)*reduce in-
patient expenditures by 6.9 percent and increase
outpatient expenditures by 9.9 percent.

Further, Lewin-VHI assumed that under the
Health Security Act individuals in metropolitan
areas would enroll in group- and staff-model
HMOS (or in plans with equivalent savings) and
that individuals in nonmetropolitan areas would
enroll in IPAs (or in plans with equivalent sav-
ings). Lewin-VHI’s analysis made additional as-
sumptions regarding managed care savings for
people 65 and older and for prescription drug ex-
penditures under managed care. Lewin-VHI's
analysis assumed that prescription drug expendi-
tures would be reduced in proportion to overall
managed care savings. It also made assumptions
about the change in utilization for people 65 and
older based on Medicare TEFRA®evaluation re-
sults.

In contrast, CBO has assumed in past reports
that staff- and group-model HMOS can reduce ex-

penditures by 15 percent (table C-2, column 4)
(163). CBO has stated that there is no evidence
that IPAs can reduce expenditures and therefore it
has made the conservative assumption that no sav-
ings can be achieved by increasing enrollment in
IPAs.’Given the extreme difficulty in trying to
synthesize the diverse literature on HMO savings,
and the questions that are left unanswered by this
literature (e.g., do HMOS have higher administra-
tive costs?), CBO' S assumptions seem as plausi-
ble as those used by Lewin-VHI.

OTA caculated what might happen if Lewin-
VHI'S managed care savings estimates were re-
placed with CBO'S assumptions that 1 ) group- and
staff-model HMOS reduce expenditures 15 per-
cent below fee-for-service plans, and 2) IPAs have
expenditures equivalent to fee-for-service plans.
OTA'’s calculation suggests that total estimated
savings from managed care would be increased in
the Lewin-VHI analysis from $14.9 hillion to
approximately $48.8 billion (table C-2).

*As discussed in chapter 3 in this report, IPAs are one type of managed care organization.

‘TEFRA is the Tax Equity and Fiscal Responsibility Act of 1982 (Public Law 97-248). The act included provisions for a “Medicare risk
program” that was intended to be a means of reducing costs to Medicare by encouraging enrollment of individuals with Medicare coverage in

HMOs (105).

‘CBO hasjust revised its assumptions about the effects of managed care (173).
S The research literature on cost savings from managed care is reviewed in chapter 3 of thisreport.
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TABLE C-2: Implication of Substituting CBO'’s Plausible Assumption Regarding Managed Care Savings for

Lewin-VHI’s Plausible Assumption in Lewin-VHI's Analysis of HMO Savings Under the Health Security Act

Percentage
change in
expenditures
for those not
now enrolled

Percentage
change in
expenditures
for those not
now enrolled

Dollar
change in
expenditures
for those not
now enrolled

Dollar
change in
expenditures
for those not
now enrolled

in HMOS in HMOS in HMOS in HMOS
Dollar
Baseline Percent Dollar change under
Expenditures Percent change under change under “CBO and
for those not  change under “CBO and Lewin-VHI Lewin-VHI's
Population or service now in HMOS Lewin-VHI Lewin-VHI's analysis assumptions”
affected ($ villions) analysis assumptions” ($ billions) ($ billions)
People under age 65, by
area of residence and
setting for care
Metropolitan areas
inpatient care $1889 -11.770 - 155z0a ($22.1) ($28.3)
Outpatient care $1201 8.4% - 15Yoa $100 ($18.0)
Nonmetropolitan areas
inpatient care $81,2 -6.9% o (%5 6) 0
Outpatient care s516 9.9% o° $51 0
People 65 and eider, metro
and nonmetropolitan areas
combined, by setting
inpatient care $137 -16.0% -16.0% ($2.2) ($2.2)
Outpatient care $71 13.0% 13.0'X0 $0.9 $0.9
Prescription drugs $37,2 -3.1% -3.1% ($1.2) ($1 .2
Total $499.9 -3.3% -10.9% ($149) ($48.8)

KEY: CBO = U.S. Congress, Congressional Budget Office, HMO = health maintenance organization

aCBO assumption

SOURCE Off Ice of Technology Assessment, 1994, based in part on Lewin-VHI (89) and CBO (163) Full citations are in appendix B and at the end of

this report
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Abbreviations
and

D Glossary

ABBREVIATIONS

AHCPR Agency for Health Care Policy
and Research (PHS)

AHP Accountable Health Plan

AHSIM Agency for Health Care Policy
and Research’s Simulation
Model

ASPE Office of the Assistant Secre-
tary for Planning and Evalua-
tion (DHHS)

BLS Bureau of Labor Statistics (De-
partment of Labor)

CaPERS California Public Employees
Retirement System

CBO Congressional Budget Office
(U.S. Congress)

CES Consumer Expenditure Survey

CHAMPUS  Civilian Hedlth and Medica
Program of the Uniformed Ser-
vices (Department of Defense)

CHAMPVA  Civilian Hedlth and Medical
Program of the Veterans Ad-
ministration

CHSOS comprehensive health service
organizations

CON Certificate-of-Need

CPI consumer price index

CPS Current Population Survey
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CRS

DHHS

DRG
ESP

ESRI

FEHBP

FFS
GAO

GDP
GHAA

GP
HCFA

HEP

HIAA

HIE

HIS

Congressional Research Service
(Library of Congress)
Department of Health and Hu-
man Services
diagnosis-related group
Economic Stabilization Pro-
gram

Economic and Social Research
Institute

Federal Employees Health
Benefits Program
fee-for-service

General Accounting Office
(U.S. Congress)

gross domestic product

Group Health Association of
America

general practitioner

Health Care Financing Admin-
istration (DHHS)

Hospital Experimental Pay-
ments program

Health Insurance Association of
America

Health Insurance Experiment
(Rand)

Health Interview Survey



HMO health maintenance organization

HPPC health plan purchasing coopera
tive

IPA individual practice association

MFES Medicare fee schedule

NHA National Health Accounts

NHB National Health Board

NHE national health expenditures

NMCUES National Medical Care Utiliza-
tion and Expenditure Survey

NMES National Medical Expenditure
Survey

OBRA-1989  Omnibus Budget Reconciliation
Act of 1989

OECD Organisation for Economic Co-
operation and Development

OoMB Office of Management and
Budget (U.S. Executive Office
of the President)

OTA Office of Technology Assess-
ment (U.S. Congress)

PHS Public Health Service (DHHS)

PPO preferred provider organization

PPS prospective payment system
(Medicare)

RCT randomized clinical trial

SIPP Survey of Income and Program
Participation

SP1 Single payer 1 (CBO)

SP2 Single payer 2 (CBO)

SSA Social Security Administration
(DHHS)

TAB Technology Assessment Board
(OTA)

TEFRA Tax Equity and Fiscal Respon-
sibility Act of 1982

VPS Volume Performance Standards
(Medicare)

GLOSSARY

Accountable Health Plan (AHP)

Under the Managed Competition Act, the term ac-
countable health plan means a hedth plan regis-
tered with the National Health Board that meets
standards established by the National Health
Board.
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Acute care

Medical services offered within a hospital setting
over a short period of time designed to treat pa-
tients for acute episodes of illness, injuries, and
post-surgery.

Administrative costs

Expenses related to the management or supervi-
sion of the provision of health care coverage and/
or services. Analyses of reform approaches,
proposals, or plans frequently do not share a com-
mon definition of what components constitute ad-
ministrative costs, but most commonly refer to
insurer (including government programs and pri-
vate plans) and provider (including hospital and
physician) administrative costs.

Administrative load

With private health insurance, the difference
between premiums and claims paid, including
profit.

Adverse selection

In health insurance, the tendency of persons with
poorer than average heath expectations to apply
for, or continue, insurance to a greater extent than
persons with average or better heath expectations.

Affordable Health Care Now Act of 1993

(H.R. 3080/S. 1533)

A health reform proposal sponsored primarily by
Rep. Robert Michel and Sen. Trent Lott in the
103d Congress that would require employers to
offer, but not pay for, a basic health benefit plan.
The proposal includes regulation of underwriting
and rating practices in the small group market and
requirements that insurers offer three different
health plans and portability of coverage. It also in-
cludes measures to encourage development of
multiple employer purchasing groups.

Aging
Temporal extrapolation to actualize or further
forecast a sample.

All-payer system

A payment system in which services are covered
and paid for by multiple payers, but where al
payers adopt the same payment methods and rates.
Compare singlc-payer system.
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Ambulatory encounters

Ambulatory encounters can include phone calls or
visits to physicians' or other providers' offices, or
visits to hospital outpatient departments. Surveys
do not always distinguish among these types of
encounters and settings for encounters, and stud-
ies using surveys do not always define their terms
clearly. In the health services literature, ambulato-
ry means other than on an inpatient basis.

American Health Security Act of 1993

(H.R. 1200/S. 491)

A health reform proposal sponsored by Rep. Jim
McDermott and Sen. Paul Wellstone in the 103d
Congress that would establish a single-payer na-
tional health insurance program, federally man-
dated and administered by the States. This
program would replace private health insurance
and public program coverage. The program would
provide coverage of comprehensive heath and
long-term care benefits. A national board would
establish a national health budget that would be
distributed among the States, based on the nation-
al average per capita cost of covered services, ad-
justed for differences among the States in costs
and the hedth status of their populations.

Analysis
In this report, an estimate of the impact of a health
reform proposal.

Analysts

In this report, those individuals and organizations
using analytical tools and methods for simulation
of national health expenditures, redistributive,
and macroeconomic effects of changes in policy.

Assumption

The supposition that something is true. In this re-
port, assumption refers to the parameters used to
estimate national health expenditures under re-
form.

Balance billing

In the Medicare program, the practice of billing a
Medicare beneficiary in excess of Medicare' s a-
lowed charge. The balance billing amount would
be the difference between Medicare's allowed
charge and the physician's (or other qualifying
provider's) fee.

Baseline

Baselines are projections of expenditures assum-
ing no reform (e.g., assuming the continuation of
current policies).

Baseline national health expenditures
See baseline and national health expenditures.

Behavioral assumptions

Assumptions concerning behavioral responses to
a change in policy, that is, changes in behavior of
an individual decision unit, such as afamily, em-
ployer, or hospital. In turn, behavioral responses
have feedback effects on program costs and recipi-
ents.

Benefit package
The package of health care services covered by a
particular insurer.

Billings
The physician’s (or provider's) actua (billed)
charge for a service.

Budgets
A financial plan for allocating resources.

Cavitation (or per capita) payment

A method of payment for servicesin which a ser-
vice provider (e.g., aphysician, hospital, or other
agency or individual) is paid a fixed amount for
each person served regardless of the actual cost of
services provided for the person.

Case mix index

A measure of the type of cases being treated by a
particular health care provider that isintended to
reflect the patients’ different needs for resources.

Certificate-of-Need (CON)

A regulatory planning mechanism required (in
order to receive certain federal funds) by the
National Health Planning and Resources Devel-
opment Act of 1974 (Public Law 93-641) to con-
trol expenditures for and distribution of expensive
medical care facilities and equipment. Each State
was required to enact a CON law with specific
characteristics, such as expenditure thresholds.
Compliance with this federal planning require-
ment has not been enforced because of a series of
legidlative amendments. In States where CON
laws have been enacted and have not expired or



been repealed, CON applications by institutions
are reviewed by local health systems agencies and
are then denied or approved by State health plan-
ning agencies.

Charge
The price of a service or the amount billed for ser-
vices rendered.

Coinsurance

That percentage of covered hospital and medical
expenses, after subtraction of any deductible, for
which an insured person is responsible. Under
Medicare Part B, after the annual deductible has
been met, Medicare will generally pay 80 percent
of approved charges for covered services and sup-
plies; the remaining 20 percent is the coinsurance,
for which the beneficiary is liable.

Community hospitals
As defined by HCFA, those nonfederal acute care
hospitals whose average length of stay is less than
30 days and whose facilities and services are open
to the general public.

Community rating

Definitions of community rating vary. One defini-
tion is a method of determining premium rates that
is based on the allocation of total costs without re-
gard to past claims experience. Another definition
is an approach to pricing health insurance pre-
miums that requires an insurer to accept al appli-
cants at virtually the same rates. The second
definition is the one most applicable to the health
reform proposals referred to in this report.

Comprehensive Family Health Access

and Savings Act (S. 1807/H.R. 3918)

A proposal introduced by Sen. Phil Gramm and
Rep. Rick Santorum in the 103d Congress that
gives new federa tax exclusions, deductions, and
refundable credits to individuals for the purchase
of health insurance and/or for contributions to
medical savings accounts. The proposal would
also prohibit certain insurance underwriting prac-
tices, and would subsidize premium expenses for
certain persons with pre-existing conditions.
Phase-in of new federal subsidies would be con-
tingent on the achievement of federa savings un-
der the Medicare and Medicaid programs.
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Comprehensive Health Reform Act of 1992

(H.R. 5919)

A proposal introduced by Rep. Robert Michel in
the 102d Congress. It alows the self-employed to
deduct their health insurance costs from taxable
income, regulating employment-based health in-
surance to improve its availability and affordabil-
ity, standardizing medical and health insurance
information, and reforming the system of liability
for medical malpractice.

Comprehensive health service organizations

As defined in the American Health Security Act of
1993 (H.R. 1200/S. 491), a public or private orga-
nization which, in return for a capitated payment
amount, undertakes to furnish, arrange for the pro-
vision of, or provide payment with respect to: 1) a
full range of health services (as identified by a Na-
tional Health Board), including at least hospital
and physician services, and 2) out-of-area cover-
age in the case of urgently needed services, to an
identified population that isliving in or in or near a
specified service area and that enrolls voluntarily
in the organization.

Consumer Choice Health Security Act of 1993

(S. 1743/H.R. 3698)

A bill introduced by Sen. Don Nickles and Rep.
Cliff Steams in the 103d Congress in which al
persons would be required to purchase health in-
surance through a plan meeting federal standards
relating to minimum benefits and rating and un-
derwriting practices, or through a state-estab-
lished health plan. Current tax exclusions for
employer-sponsored health plans would be re-
placed with refundable tax credits for a portion of
the premium cost of qualified health insurance
plans and for other medical expenses. Employers
currently providing health benefits would be re-
quired to convert them into added wages.

Copayment

In insurance, aform of cost-sharing whereby the
insured pays a specific amount at the point of ser-
vice or use (e.g., $10 per visit).

Corporate alliances
A term used in the Health Security Act (H.R.
3600/S, 1757) that refers to entities created by em-
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ployers with 5,000 or more employees to provide
health insurance. Corporate aliances would have
to enroll al digible persons and provide the com-
prehensive benefit package. They would have to
offer a choice of at least three health plans, one of
which would be afee-for-service plan.

costs

Expenses incurred in the provision of services or
goods. Many different kinds of costs are defined
and used (e.g., dlowable, direct, indirect, and op-
erating costs). It is important not to confuse costs
with charges, which are the price of a service or the
amounts billed for services rendered.

Cost-sharing

The provisions of a health benefits plan that re-
quire the enrollee to pay a portion of the cost of
services covered by the plan, typically exclusive
of premium cost-sharing (sharing the cost of a
health care plan premium between the sponsor and
the enrollee). Usual forms of cost-sharing include
deductibles, coinsurance, and copayments. These
payments are made at the time a service is received
or shortly thereafter, and are only made by those
insured people who seek treatment.

Coverage

Promise by athird party to pay for all or a portion
of expenses incurred for specified health care ser-
vices.

Current law
Refers to the status quo or current health care
policy and law as of the time of the analysis.

Current Population Survey (CPS)

Sponsored by the Department of Labor’s Bureau
of Labor Statistics, and the Department of Com-
merce’s Bureau of the Census, the CPS is a contin-
uing monthly cross-sectional survey of about
60,000 U.S. households. Data collected includes
labor force status for ages 15 and older. The March
CPS includes supplementary questions on in-
come, employment status, and health insurance
coverage during the previous calendar year.

Demand for services
Use of services.

Depth of coverage
The aspect of insurance benefit plans related to the
extent of patient cost-sharing.

Diagnosis-related groups (DRGSs)

Entries in a taxonomy of types of hospitalizations
based on groupings of diagnostic categories
drawn from the International Classification of
Diseases and modified by the presence of a surgi-
cal procedure, patient age, presence or absence of
significant comorbidities or complications, and
other relevant criteria. DRGs have been mandated
for use in establishing payment amounts for indi-
vidual admissions under Medicare' s prospective
hospital payment system as required by the Social
Security Amendments of 1983 (Public Law
98-21).

Disproportionate share hospitals

Hospitals that serve a relatively large volume of
low-income patients and therefore may be eligible
for a payment adjustment under the prospective
payment system (PPS).

Distributional analyses

Analyses of the distribution of costs and benefits
of a particular policy across different sectorsin the
economy, populations, income groups, or other
identifying characteristics of groups.

Durable medical equipment

Medical equipment that is capable of withstand-
ing repeated use, generaly not useful to someone
in the absence of injury or illness, and appropriate
for home use. Examples include intravenous poles
and infusion pumps.

Economic efficiency
Economic efficiency exists when resources are al-
located in an optimal way.

Employment-based health insurance
A group health plan that is sponsored by an em-
ployer for employees and their dependents.

Enrollee

An individual who qualifies for benefits under a
health benefits plan and has taken any required ac-
tion to register or otherwise signify his or her par-
ticipation in the plan.



Estimate

An approximate calculation, a numerical value
obtained from a statistical sample or economic
model (in this report, used most often to refer to
the outcome of simulations of national health ex-
penditures).

Expenditures
In the context of health care, monies spent on the
acquisition of heath care coverage and/or services.

Expenditure caps

An approach to government cost controls in which
a regulatory authority sets a limit on aggregate
spending levels or increases for a specific catego-
ry of health services (e.g., physician or hospital
services), and in which billings exceeding the cap
trigger certain penalties, the effects of which
would be felt in the current period. Compare with
expenditure targets.

Expenditure limit

Refers broadly to a government regulatory strate-
gy that set limits on aggregate spending levels or
increases for large sources of funding for nationa
health expenditures.

Expenditure targets

An approach to cost containment in which a regu-
latory authority sets targets or goals for aggregate
spending levels or increases for a specific catego-
ry of health services (e.g., physician or hospital
services). However, billings exceeding the target
do not necessarily trigger penalties. Compare with
expenditure caps.

Experimental data
Data from experiments.

Federal poverty level

The officia U.S. government definition of pover-
ty based on cash income levels for families of dif-
ferent sizes. Responsibility for changing poverty
concepts and definitions rests with the Office of
Management and Budget.

Fee-for-service

A method of billing for health services under
which a physician or other practitioner charges
separately for each patient encounter or service
rendered. Fee-for-service is used in this report and
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in most studies comparing fee-for-service and
managed care to refer to insurance arrangements
that do not “manage” care (i.e., pure indemnity ar-
rangements), but managed care principles are
ianeaSingly being used in fee-for-service indem-

nity plans.

Fee-for-service plan

Used in this report to mean atraditional or conven-
tional health insurance plan that permits insured
individuals to select providers of services and that
pays the providers according to the fees charged
for such services. The term is used to distinguish
such plans from HMOS, under which the enrollee
generally must obtain services from HMO provid-
ers whose payments from the HMO are not neces-
sarily directly related to the type or quantity of
services actualy provided.

Fee schedule
An exhaustive list of medical services and fees in
which each entry is associated with a specific
monetary amount that represents the approved
payment amount for the service under a given in-
surance plan.

First-dollar coverage
Coverage without patient cost-sharing require-
ments.

Fixed costs

Operating expenses that do not vary, at least over
the short term, with the volume of services pro-
vided.

Government cost controls

Measures by which federal, state, or local gover-
nments play adirect role in financing and paying
health care facilities and providers. Government
cost controls include limits on prices of health in-
surance (i.e., premiums), prices of particular cate-
gories of health services (e.g., physicians' fees),
overall expenditures for a particular health care
category or facility (e.g., hospital), or overall out-
lays for a particular source of funding (e.g., na-
tional, state, or local government budgets).

Gross domestic product (GDP)
The total value of the goods and services produced
in acountry.
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Group-model HMO
An HMO that contracts with one independent
group practice to provide health services.

Growth rate of national health expenditures

The extent to which national health expenditures
increase, usually expressed as an annual percent-
age increase.

Health alliances

A term used in the Health Security Act (H.R.
3600/S. 1757) to refer to regional purchasing
pools that would allow employees and individuals
to comparison shop for health plans, along with
other responsibilities.

Health Care Cost Containment and

Reform Act of 1992 (H.R. 5502)

A proposa Rep. Pete Stark introduced in the 103d
Congress that would make three major changes to
the health system. It would attempt to slow the
growth of health care spending by establishing
limits on most health care expenditures and by set-
ting payment rates for all persona health services.
It would establish national standards for health in-
surance plans and simplify the administration of
health insurance. Finally, it would expand bene-
fits under Medicare and Medicaid and establish a
new Federal program to provide health insurance
to all children under age 19.

Health Equity and Access Reform Today Act of 1993
(H.R. 3704/S. 1770)

A reform proposal introduced by Rep. Bill Thom-
as and Sen. John Chafee and others in the 103d
Congress that would require all persons to pur-
chase coverage through a qualified health plan, or
face a penalty for noncompliance. All employers
would be required to offer their employees enroll-
ment in a qualified health plan, or face a penalty
for noncompliance. No employer, however,
would be required to make contributions for cov-
erage of an employee. Small employers and indi-
viduals could participate voluntarily in
State-established purchasing cooperatives or se-
lect other qualified health plans. All plans would

have to offer standard benefits and would be sub-
ject to restrictions on rating and underwriting
practices. Federal subsidies in the form of vouch-
ers would be phased in for low-income persons,
subject to savings being achieved under the Medi-
care and Medicaid programs.

Health insurance

In this report, the term health insurance is used
broadly to include various types of health plans
that are designed to reimburse or indemnify indi-
viduals or families for the costs of medical care, or
(asin HMOS) to arrange for the delivery of that
care, including traditional private indemnity fee-
for-service coverage, prepaid health plans such as
HMOS, self-funded employment-based health
plans, Medicaid, and Medicare.

Health maintenance organization (HMO)

A hedlth care organization that acts as both insurer
and provider of health care. A defined set of physi-
cians (and, often, other health care providers such
as physician assistants and nurse midwives) pro-
vide services to an enrolled population. Benefits
are usualy provided with minimal patient cost-
sharing. Types of HMOS include group-model
HMOS staff-model HMOS, and individual prac-
tice associations.

Health plan

The term health plan has no standard definition,
and different insurer organizations and health re-
form proposals define “health plan” differently.
The term health plan was coined, in part, because
the term health insurance plan does not indicate
that many plans both provide insurance, that is
they finance care through premiums collected
from employers and individuals, and are involved
in the delivery of care (e.g., through utilization
management, by hiring providers, and/or provid-
ing setting). Thus, the term health plan is more
general than the term health insurance plan and in-
cludes a wide spectrum of private health care fi-
nancing and delivery arrangements, ranging from
traditional fee-for-service plans to traditiona
health maintenance organizations.



Health plan purchasing cooperatives

Groups that arrange for the purchase of health in-
surance usually on behaf of a large number of
people, such as employees of small businesses.

Health Security Act (H.R. 3600/S. 1757)

A proposal devised by the Clinton Administration
that would require al persons to obtain a compre-
hensive hedth benefits package from large insur-
ance purchasing cooperatives called health
alliances. Health plan premiums would be paid
through a combination of employer and individu-
a contributions, supplemented by Federal subsi-
dies for some types of firms, early retirees, and
persons with incomes below certain levels. A na
tiona health care budget would be established for
expenditures for services covered under the com-
prehensive package. This budget would limit both
initial premiums and the year-to-year rates of in-
crease that could be charged by health plans par-
ticipating in the aliances. Ultimately, premiums
could grow no faster than the rate of growth in per
capita gross domestic product, unless Congress
specifies a different inflation factor.

Home health services

Items and services provided as needed in patients
homes by a home health agency or by others under
arrangements made by a home health agency.

Hospital mandatory rate setting

A state program that involves mandatory review
and compliance by all hospitals in the state with
hospital rates set by a state rate-setting authority.

Hospital market basket index

An index of the national average annual changein
the price of goods and services that hospitals pur-
chase to produce inpatient services.

Hospital operating budget

The fixed amount of revenues that pays for day-to-
day costs of running a hospital. Generaly, the
budget does not include funds to finance capital
expenditures such as the expansion of building fa-
cilities or the purchasing of expensive high-
technology equipment.
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Individual practice association (I PA)
A type of HMO that contracts directly with physi-
cians in independent practice, with one or more
associations of physicians in independent prac-
tice, and/or with one or more multi specialty group
practices to provide health services.

Input (real)

A measure of cost defined in terms of the factors
used to produce a good or service. In the context of
the hospital sector, these factors include labor
(e.g., nurses, nursing assistants, administrators,
and custodial staff) and nonlabor units (e.g.,
buildings, equipment, and supplies).

Insurer overhead

The administrative load of private heath insur-
ance and the costs of operating public programs
that provide hedth care coverage.

Length of stay
The number of days a patient stays in the hospital
from admission to discharge.

Level
The amount of spending in a particular specified
time period.

Managed care

A general term applied to a range of initiatives
from organized hedlth care delivery systems (e.g.,
HMOQOS) to features of health care plans (e.g.,
preadmission certification programs, utilization
review programs) that attempt to control or coor-
dinate enrollees’ use of (and thus to control the
cost of) services.

Managed competition

An approach to health reform that would combine
health insurance market reform with health care
delivery system restructuring. The theory of man-
aged competition is that the quality and economy
of health care delivery will improve if indepen-
dent groups compete with one another for con-
sumers in a government-regul ated market.
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Managed Competition Act of 1992 (H.R. 5936)

A proposal sponsored by Rep. Jim Cooper in the
102d Congress that attempts to control costs and
expand access to health insurance by restructuring
the way health insurance and health care are pro-
vided. A national health board would oversee the
health insurance market and establish criteriafor
accountable health plans (AHPS); regiona health
plan purchasing cooperatives (HPPCS) would a-
low individuals and small groups to purchase
health insurance on the same terms as large
groups. The tax deduction for health insurance
premiums would be limited to the cost of the least
expensive AHP in the region. The bill would re-
place the Medicaid program with a new Federa
program that would help low-income people pur-
chase health insurance coverage through their lo-
cal HPPC. Other provisions of the bill are
designed to improve access to health care in rura
and other underserved areas, expand preventive
health programs, establish uniform standards for
mal practice claims, and simplify the administra-
tion of health insurance.

Managed Competition Act of 1993

(H.R. 3222/S. 1579)

A proposal sponsored by Rep. Jim Cooper and
Sen. John Breaux in the 103d Congress that would
alow states to establish health plan purchasing
cooperatives (HPPCS) that would contract with
accountable health plans (AHPs). AHPs would be
required to cover a uniform set of benefits and
comply with premium rating and underwriting
standards. All employers would be required to of-
fer, but not pay for, coverage in an AHP. Small em-
ployers with 100 or fewer employees would have
to participate in the HPPC; larger employers could
offer their own AHP. Hedlth plan expenses would
be tax-deductible up to the cost of the lowest-cost
basic plan in the area. An excise tax would be im-
posed on employer contributions in excess of this
level.

Medicaid

A joint federal-state program intended to provide
health care and health-related services for low-in-
come individuals. Medicaid regulations are estab-
lished by each state within federal guidelines, and

the eligibility requirements and services covered
vary significantly among the states. In general,
Medicaid pays for medical, nursing home, and
home health care for individuals who meet the eli-
gibility requirements for those services. In some
states, Medicaid aso pays for adult day care and
in-home services such as persona care and home-
maker services. Financia eligibility for Medicaid
is determined by a means test, in which a ceiling is
placed on the maximum income and assets an in-
dividual may have in order to qualify for assist-
ance. The income and assets levels are low in all
states and very low in some states.

Medical savings account

A trust created or organized exclusively for the
purpose of paying the medical expenses of benefi-
ciaries of such trust.

Medicare

A nationwide, federally administered health in-
surance program authorized by Title XVIII of the
Socia Security Act of 1965 to cover the cost of
hospitalization, medical care, and some related
services for eligible persons over age 65, persons
receiving Social Security Disability Insurance
payments for 2 years, and persons with end-stage
renal disease. Medicare consists of two separate
but coordinated programs—hospital insurance
(Part A) and supplementary medical insurance
(Part B). Health insurance protection is available
to insured persons without regard to income.

Medicare payment rates
The amounts that the Medicare program agrees to
pay for hospital or physician services provided to
Medicare beneficiaries.

Medigap insurance

Private supplementary medical insurance cover-
ing out-of-pocket expenditures (deductibles and
coinsurance) of Medicare beneficiaries, but typi-
cally not covering the patient liability for physi-
cian services not covered by assignment.

Model

In this report, a general term applied to a collec-
tion of analytical tools used for estimating,
projecting, or simulating national health expendi-
tures under health care reform. A National Acade-



my of Sciences (N AS) pand defines formal
models as “models that are based on a coherent
modeling strategy and set of assumptions, devel-
oped for repeated application, and designed to
produce consistent estimates for a range of policy
proposals within a common framework that is, or
can be, well documented and evaluated. By their
nature, formal models circumscribe, athough
they do not eliminate, the role of individual ana-
lysts' judgments. Such models . . . vary in size,
scope, and the types of data and modeling strate-
gies they use, but they share the attributes we have
listed.” Not all of the analytical tools for making
estimates and projections of national health ex-
penditures, redistributive, and macroeconomic ef-
fects of policy changes meet the NAS criteria for
formal models. NAS notes further that “formal
models, as [NAS has] defined them, are at one ex-
treme of a continuum of policy analysis tools.”
Between “back of the envelope’ calculations and
forma models are “models that are developed by
an analyst on an ad hoc basis--often using person-
al computer spreadsheets—to respond to a specif-
ic policy debate. Such models, which vary greatly
in complexity and approach, will reflect the ana-
lyst best efforts to use al available data to devel-
op the estimates needed for the particular debate,
but they are not generally designed with any future
application in mind” (20).

Monopsonistic buying power

A market condition that allows a single buyer to
control the demand side of the market for a prod-
uct or service.

Multivariate econometric analysis

An analysis that uses statistical methods to esti-
mate and test models of economic behavior and
measures the effects of severa factors on the vari-
able of interest.

National Health Accounts (NHA)

The National Health Accounts are statistics repre-
senting total national health expenditures used to
identify all goods and services relating to health
care, and the amount spent on these goods and ser-
Vices.
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National Health Board

A body that would be established under severa
health reform proposals and given varying de-
grees of responsibility for creating and regulating
different aspects (i.e., a standard benefit package)
of these proposals.

National health expenditures (NHE)

An estimate by HCFA of national spending on
health care made up of two broad categories. 1)
health services and supplies, which, in turn, con-
sist of personal health care expenditures (the di-
rect provision of health care), program
administration and the net cost of private health
insurance, and government public health activi-
ties; and 2) research and construction of medical
facilities.

National health expenditure-to-GDP ratio

The ratio of a country’s national health expendi-
tures to the country’s gross domestic product.

National health insurance program

Any system of health insurance benefits, covering
al or nearly al citizens, established by federal
law, administered by the federal government, and
supported or subsidized by taxation.

National Health Interview Survey

A continuing nationwide sample survey in which
data are collected through persona household in-
terviews. Information is obtained on persona and
demographic characteristics, illnesses, injuries,
impairment, chronic conditions, utilization of
health resources, and other health topics. For indi-
viduals under age 17, information is collected
from a proxy respondent, typically a parent or
guardian. The survey is conducted by the National
Center for Health Statistics in DHHS.

National Medical Care Utilization and Expenditure
Survey, 1980 (NMCUES)

Sponsored by the National Center for Health Sta-
tistics in the DHHS, the NMCUES survey in-
volved five rounds of data collection over a
15-month period around 1980 for a national sam-
ple of 6,000 households. Data were collected on
health insurance coverage, episodes of illness,
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number of bed days, hospital admissions, physi-
cian and dental visits, other medical care encoun-
ters, prescription purchases, access to medical
care services, income, and demographic and so-
cioeconomic characteristics. Information was
also collected on provider characteristics, services
provided, charges, sources, and amounts of pay-
ments.

National Medical Expenditure Survey (NMES)

A survey conducted by the DHHS involving five
rounds of data collection, between February 1987
and July 1988, sampling 14,000 households
(Household Survey). The NMES aso surveys
physicians and health care facilities providing
care to members of a household sample during
1987 and employers and insurance companies re-
sponsible for their insurance coverage (Health In-
surance Plan Survey). The NMES aso included
an institutional survey of 13,000 residents of nurs-
ing and personal care homes, psychiatric hospi-
tals, and facilities for mentally retarded persons.

Network-model HMO
An HMO that contracts with two or more indepen-
dent group practices to provide health services.

Nominal

Variables (e.g., fees, expenditures, or gross do-
mestic product) expressed in nominal terms
means data that is not adjusted for the effects of
price changes. Compare with real.

Open enrollment

A health insurance enrollment period when cover-
age is offered regardless of health status and with-
out medical screening.

Out-of-pocket expenses (costs) or spending
Payments made by a plan enrollee, beneficiary, or
insured for medical services that are not reim-
bursed by the health plan. These may include pay-
ments for deductibles and coinsurance for covered
services, for services not covered by the plan, for
provider charges in excess of the plan’s limits, and
for enrollee premium payments.

Per-case payment
A type of hospital payment system that pays the
hospital a specific amount for each case treated,

regardless of the number and types of services or
number of days of care provided. Medicare's DRG
payment system for inpatient services is a per-case
payment system.

Per-diem payment

An established rate and method of payment based
on the cost of providing a day of hospital inpatient
care.

Personal health expenditures

Expenditures that include al services and prod-
ucts purchased that are associated with individual
health care, such as hospital services, physician
services, drugs, and nursing home care. Excludes
expenditures for government public health activi-
ties, research and construction, and administrative
costs. This is a subcategory of nationa health ex-
penditures.

Point estimate
A single number rather than arange of numbers.

Preexisting condition

A condition (such as an injury, a disease, or a
physical disability) existing in an individual be-
fore an insurance policy goes into effect that may
in some way hinder the insurance coverage.

Preferred provider organization (PPO)

A term that refers to a variety of different insur-
ance arrangements under which plan enrollees
who choose to obtain medical care from a speci-
fied group of participating providers receive cer-
tain advantages, such as reduced cost-sharing
charges. Providers usual] y furnish services at low-
er than usual feesin return for prompt payment by
the health insurance plan and a certain assured
volume of patients.

Premium
The periodic payment made to an insurer under
the terms of an insurance contract.

Premium limits
A limit on the growth rate or level of premiums.

Price controls

Government involvement in determining the level
or growth in input prices (resource costs) or output
prices (charges) for medical services, including
fee schedules and fee updates for physician ser-



vices and per-diem, per-case, or per-service rate
setting for hospital services.

Price elasticity of demand

Percent change in quantity demanded that results
from a 1 percent change in the price of a product.
For example, if a 10 percent increase in the fee for
a physician’s office visit caused a 5 percent de-
crease in patient visits, the price elasticity of de-
mand would be minus 0.5.

Private health insurance

Health insurance that is taken up and paid for at the
discretion of individuals, or employers on behalf
of individuals.

Private insurance load

The difference between premiums and claims
paid, including profit. (Also referred to in this re-
port as private insurance overhead.)

Proposal
In this report, proposal refers to plans to reform
the health care system, usually in the form of leg-
islation.

Prospective budgets

An overall limit on the funds to pay for a specific
category of health care services, fixed in advance
of the payment period, regardliess of where the
funds originate.

Prospective payment

Payment for medical care on the basis of rates set
in advance of the time period in which they apply.
The unit of payment may vary from individual
medical services to broader categories, such as
hospital case, episode of illness, or person (cavita-
tion). Medicare’'s DRG payment system for inpa-
tient hospital services is a particular form of
prospective payment.

Prospective payment system (PPS)

A payment system that pays health care providers
for their services according to a predetermined,
fixed amount. Although prospective payment
rates may be related to the costs providers incur in
providing services, the amount a provider is paid
for a service under a prospective payment system
is unrelated to the provider’'s actual cost of provid-
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ing that specific service. Medicare and CHAM-
PUS use prospective payment systems to pay for
inpatient hospital services.

Provider

A physician, hospital, group practice, nursing
home, pharmacy, or any individual or group of in-
dividuals that provides a health care service.

Provider overhead

Provider expenses associated with activities not
directly related to patient care. Definitions of what
specific activities are included vary widely.

Provider volume offset

Provider behavior that changes the volume of ser-
vices in response to changes in provider payment
rates.

Public coverage

Third-party coverage that is chiefly administered,
operated, or financed by federal or state gover-
nments. Examples are Medicaid, Medicare, and
CHAMPUS. Compare private health insurance.

Rand Health Insurance Experiment (HIE)

A large-scale controlled tria in health care financ-
ing with the objective of examining the effects of
different organizational and patient cost-sharing
arrangements. The HIE was conducted between
1974 and 1982.

Randomized clinical trial (RCT)

An experiment designed to test the safety and effi-
cacy of a medical technology in which people are
randomly allocated to experimental or control
groups, and outcomes are compared.

Rate-setting system

A method of payment in which a governmental
regulatory body (usualy a state) decides what
prices a hospital, for example, may charge in a
given year.

Real

Variables (e.g., fees, expenditures, or gross do-
mestic product) expressed in real terms means
data that is adjusted for the effects of price
changes. Compare with nominal.

Real expenditures
Expenditures adjusted for inflation.
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Regional alliance

As defined in the Health Security Act, a nonprofit
organization, an independent state agency, or an
agency of the state which contracts with certified
health plans to provide coverage to residents of the
region. An alliance would be required to offer a
contract to any certified plan seeking to servein its
area unless the plan’s proposed premium exceed-
ed the per capita premium target by more than 20
percent. The alliance would aso be required to en-
sure that at least one fee-for-service plan was
available among plan offerings.

Relative value scale (RVS)

An index that assigns weights to each medical ser-
vice. The RVS used in the development of the
Medicare fee schedule consists of four cost com-
ponents. physician work, practice work, practice
expense, and mal practice expense.

Retrospective cost-based reimbursement

A payment method for health care services that
pays hospitals (or other providers) their incurred
costs for treating patients after the treatment has
occurred. In this country, the term has traditional-
ly referred to hospital payment, since other pro-
viders have generally been paid on the basis of
charges instead of costs.

Risk-adjusted payments

Payments to providers or insurers that are adjusted
for the relative risk of using health services. Com-
mon risk adjustment factors include age, gender,
health status, and prior use of health services.

Scope of coverage
The services covered.

Sensitivity analysis

An analysis of the effect of changes in assump-
tions on the findings and outcome of an overall
study.

Service intensity

The number and complexity of patient care re-
sources, or intermediate outputs, used in produc-
ing a patient care service.

Sickness fund

Organizations that administer national health in-
surance; the term is used primarily in European
countries.

Simulation

Used in this report to mean an artificial model of
the health care system, set up in order to test an
outcome of a potential health reform proposal.

Single-payer system

A payment system in which all covered health
care services are insured and paid for by asingle
insurer.

Skilled nursing facility

A facility that provides skilled nursing care. A dis-
tinct part skilled nursing facility is a distinct unit
within the hospita that provides such care (i.e.,
beds set up and staffed specifically for this ser-
vice), is owned and operated by the hospital, and
meets Medicare certification criteria

Small-market reforms
Changes in the health insurance market for small
businesses.

Staff-model HMO
An HMO in which physicians practice solely as
employees of the HMO and are paid asaary.

Standardized benefit package

Under reform, a requirement that all or many
health insurers must provide coverage for an iden-
tical scope and depth of services.

Statistically significant
The likelihood that an observed association is not
due to chance.

Supplemental insurance
Coverage that is designed to insure expenses not
covered by abasic plan.

Survey of Income and Program

Participation (SIPP)

Sponsored by the Department of Commerce's Bu-
reau of the Census, the SIPP is an ongoing panel
survey of adults ages 15 and older in the civilian,
noninstitutionalized population. The first panel,



held in the fall of 1983, completed nine interviews
at 4-month intervals with 20,000 households.
Subsequent panels have begun in February of each
year with varying numbers of households and
numbers of interviews. For the purposes of this re-
port, the most important data collected concerned
monthly information on detailed sources and
amounts of income from public and private trans-
fer payments, noncash benefits including food
stamps, Medicaid, Medicare, and health insurance
coverage.

Third-party payer

Private insurers or government insurance pro-
grams that pay providers for health care given to
patients they insure, either directly or by reim-
bursing patients for payments they make.

Uncertainty

In this report, as in a recent report of the National
Research Council, the term is used as “an umbrel-
laterm for the quantification of the differences be-
tween a model’s estimates and the truth” (20).

Underwriting

The process by which a health insurer determines
whether or not and on what basis it will accept an
application for insurance.

Univariate econometric analysis

An econometric method for measuring the effect
of only one factor on the variable of interest.
Compare multi variate econometric analysis.
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Universal coverage
Guaranteed health insurance coverage for al indi-
viduals in a given population.

Utilization

Use; commonly examined in terms of patterns or
rates of a single service or type of service (e.g.,
hospital care, physician visits, prescription
drugs). Measurement of utilization of all medical
services in any given period is sometimes done in
terms of dollar expenditures. Use is also expressed
in rates per unit of population at risk for a given
period (e.g., number of admissions to a hospital
per 1,000 persons over age 65 per year or number
of visits to physician per person).

Volume feedback

A method of reducing physician fees in the current
or proceeding period based on the volume of ser-
vices provided in the current or past period.

Volume Performance Standards (VPS)
Established under the Omnibus Budget Reconcil-
iation Act of 1989 (Public Law 101 -239) as a
means of affecting Medicare payments to physi-
cians; volume performance standards act as a
mechanism to update physician fees, as an expen-
diture target for physician expenditures that are
used 2 years later to update fees under the Medi-
care fee schedule, and to assist in updating future
payment rates based in part on the comparison of
actual expenditure increases with the target.
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