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This coursénasa long reading list analcorrespondinly heavy workload In addition to the
reading, there are slides for each class session, and for someeasfdioais there are many slides.
As a result,lte workload is heavier than the typical HKS coupsgi thoughthis may be small
consolatiori it is less than a graduate level course in FAS. To try to help aug annotated the
reading list to let yo knowmy rationale for putting the reading on the syllabothatyou can read
for the main points.

The reward for dointhe required reading and wanml through the slidets thatyou should
be qualified foranypolicy analyticjob in the healtltare sectothat de@snot require the research
tools of a Ph.D Also, the syllabus appears long in part bechbsee included a considerable
amount of optional reading

The equired reading is ibold. You can downloadlmost allthereading througtthe
Harvardlibrary system(http://eresearch.lib.harvard.edu/V/?func=fidiot1 &mode=title; the
URLsare listedn the syllabus National Bureau of EconomiResearchNNBER) working papers
can be downloaded fréleyou go to the NBER websitevivw.nber.org through a Harvard
account | have assignegortions ofthreebooks Free for All? Pricing the Pricelessnd
Incentivesand Choice in HealtGare Theyareall on reserve in thelKS library. If you prefer to
purchasehem thefirst two are in paperbackin addition, | have made the boliside National
Health Refornmoptional; it too is in paperbackSomemodest additionahaterialis onthe course
website througiCANVAS. Some of thétemsthat | have placednthe course websitich as
AHow to Think Like an Economi st 0omnalrewebsitast cal |
resources for yoif you want to peruse them.

For each class sessibwill post slides onCANVAS the week prior tdhe class | expect
you to have gone throughthe slidesbefore the classand to have donethe required reading for
that class Both the reading antthe slides have embedded questiamanyof whichwe will talk
aboutinclasslwill notdi scuss each slide in class; there

A courserequirement isto answer the following three questionsind send them to me
AND to the Course Assistantdy noon of the day before the class

1. What in the reading or the slides did you find most interestingBriefly say why.
2. What in the reading or the slides did you find most puzzling?
3. What policy issue did you feel most worthy of discussi in class?

| have tredto make theslidesasselfexplanatoryas possibleIln many caseshave added
explanatorymaterial in thdooter or in thenotesbelowthe slideif you use Normal Viewin those
cases | have put an * thetitle or thebodyof the slideto alert you.| have tried to spell out
acronyms in théooter orin thenotes. Although Iwill try to avoidthem | will no doubt
occasionally | apse i nt aderatand tbemyraiss your hand; yoavalls ; i f
bedoing yair classmates a favor.

In addition to the requirement to submit answers to the threguestions before each
class, a secontequirement of the courseidopr epar e it éwo tiffererd ocgasionso n
one near the middle of the semester and the othat the endof the semester You should write
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1250 words or less, roughiiye doublespacegages, taking a position for or against a policy
position that is relevant to tipelicy domainsve covered in earliariasssessions.Thus, for the

first testimony take up a question that one of the first ten classes has céwréee second
testimony anything in the course is fair gaméthough almost all of the course material is about
the US health care system, | encouragenat@ynal students to write aboutadogous issues in their
home countriesSimilar problems to those in the US can be founalmostall the OECD countries
and increasingly in middle income countries.

In addition to writing your own testimony, everyonewill read ten testimoniesof other
studentsand prepare onequestionper testimonyfor eachauthor (fithe witnes ,)who will
answerselectedguestions about his or her testimony in clasdn class you will have one
minute to summarize the main point ofyour testimony and then we will turn to questions
from the classthat you will answer. Thecourseassistantandl will select thespecificquestions
to be answeresince there will not be timia classto answer allénquestionghat you receivebut
you will not know which questions we have selected prior to,dag®u shouldthink about all the
guestions you gdtom your classmatesThere will beanopportunityin classfor give and take
between the persons asking and answering the questidothersas wellif someone else wants to
follow up, and | encourage you to follow ugome prepared with respect to the questions you have
posedo your classmateso that you do not waste time by fumbling around trying to find your
guestion Do NOT read your either your questions oryour answers it is fine to have a few
noteswith youwhen you coméo the front of the class summarize your testimony aadswer
guestionsbut tretime in classhould be a conversation between faomore)people, noteading
from a prepared textAt an actual hearingp the US Congressvitnesses summarize their written
testimony usually in one or two minuté€abinet members have more leewaythey do not read
their statementsithel), and then just respond to gtiens that they do noecessarilknow in
advancethough they certainly may have anticipated thémavepostedexamples of previous
S t u dtestinmosi®on the course websit€or more professional (and londgkan you are
expected to wrileexamplef testimony seetestimony that MedPAC has prepared at
http://www.medpac.govAt thetop of theMedPAChome pagés aboxtitled i Bcumentsd  lickC
on themenu in théi D o ¢ usmbe rdob@d selecfiCongressional @stimonyo

Most policy makersieitherwantnor expectestimonyto be laden with footnotes or
citations. You should respect their expectations, and not maketgstimonylook like a law
review article. That said, fopurposes ofhis class you must still respect the scholarly standards
of attribution and citationThat is, any words, datar substantial ideas you take from someone
else must be credited to the original author through a standard scholarly cifaipeubstantl
borrowing from others that is not so credited is plagiarism, which is one of the few ways you can
get yourself expelled frordarvard This is not hypothetical; it has unfortunately happened in
this class.Please resolve this tension as folloW&ite your testimonyalong the linesf the
examplesi.e., without extensive footnoting orcitatioBUTé add t o the back
memo a page of documentation, giving the sources of key information you have used in your
memo. Document your sources infigient detail that a reader.(g, you, if 3 months after
writing the memo you are called upon by your boss to document your data sources) could locate
and recover your key sourcesreat this documentation as an annex that would not necessarily
be incuded in the memo handed in to the decision maker, but that Wwewdpended to the
back dlécopgyd Buchidocumentation is requirgat this class Ité also agood practice

of
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when you leave this classroom for the world outsitlee examples of pr testimony on the
website are from a time before | asked for documentation, so they do not have the extra page.

Finally, there will be an in-class examination during the last class of the semestér.
have posted some prior final examinations orcthese website.

Your grade will depend upon

1) Your participationin class(l expect you to be in class on time) ahdquestions that
you submit for each class session (50%)

2) The two testimony exercisa@acludingthe quality ofyour questions for others and your
answers to the questions on youn testimony(16+% each)and

3) Thein-class examination in the final class ses$idi+%)

| use the Kennedy School suggested grading curve asaguidaelneound 40 péBscent A
but this is not rigid.

Thecourse assistantgll conducta review session aeveraFridays Although these
sessions areptional prior students have found them very helpful and | recommend that you attend
Although the assistants willreviewat er i al f r o m bushould sweEnérytépics c | as s e
or questionyou would like covered to the assistdmeforehandl f t hey dondét recei v
theyhave the option toancel the session.

This course has several objectives:

1. To enale you to think critically about healtltarepolicy. This is the primary aimNote
that | slipped in the word #fc tamgdteratbeet ween
around health policy as well, especially arotimelsocioeconomic determinants of health
andpromoting healthy behaviors, but there is not time to gativtse topicsmost, if not
all, of you will likely think the reading list is already too lofidne course will also not deal
with classic public heti issues, such as food and watafiety. Henceforth, 1 will just use
theshorthand of health poliagther than health care policyput this aim first, because of a
guote from Eric Hoffethat | find apt filn times of change, learners inherit the leanthile
the learned find themselves beautifully equipped to deal with a world that no longer
e X i Andghe years since 2010 hawgertainlybeena time of change US health

policy.

2. To acquaint you with past analytical efforta health policy, primarily by economists
who, howeverpften arewriting for non-economistgsince when they write for other
economists in economics journals the techniéayel may be too high for neeconomists
andit is important to reach noreconomistsincetheyplay an important role in
formulating health policy. Thisisintended to accomplish several things:

a) To teach you some of what is known and not known ateaith policy
b) To show you how the econontltieoryandeconometrienethodsyou have learned in
other classes have been appt®dsues ohealth policy; and



¢) To show you the connection between policy analysisaahdalpolicy. Although there
may not always seem to be an obvious connection, the manner in which issues appear on
the policy agenda often is influenced by analysegjuentlywith a substantial lag. Of
course, there is also a reverse flow; what appears on the analysis agendiniy
influenced by policy, thougbadlyby the time the analysis is done is@méimestoo
late. A good policy analyst, like a good stock market analyst, is always trying to guess
where things will be in a few years; bajipes ofanalysts are often wrong.

3. To acquaint you with some of the relevant political and legislative higtmrAmerican
health policy issuesThe issues we deal with this course thedemandor medical care
pricing andreimbursementhe quality and organization of care, including tort landthe
health carevorkforce- all have legislative anplolitical histores, frequently long histories
Several of th@ptionalbooks listechearthe beginning of the syllabiiselow)describe not
only thehistoryof American medical camgenerallybut alsathe historyof several othe
policy issueghat thecourse takes ygspecially those around financing

4. To distinguistwhere within the health care sector the market seems to work
reasonablywell and where idoes notvork so well and what the public policy options are

for improving it in those domainsvhere it does not work so welFor many reasons

medical care does not resemalelassidextbookcompetitivemarketthat is economically
efficient, but incentivesincludingnonmonetaryincentivesare always importantyou will

haveto decide where market failures are more tolerable and where government failures are
more tolerable Reasonable persons can and do differ on this issue.

5. 1 would also like to think you willearn something about the difference betwegigher
and lowerquality research Toward that endldevotea fewclassesn the first part of the
courseprimarily to research methogsndl emphasize methods at several points in the
coursethe purpose of these clasget make you a better consumer of research.

6. Finally,someof you at some point in your careers are likely to work on health policy in
the US. As mentioned abovehis course shoulgrepare you for job®f an analytical
naturethat do not require the research tools of a Ph.D

Rules of ClassroomConduct
| will follow the HKS rules for classroom conduct:

1. Be on time Class starts at 8:4m. At that timeyou should all be in your seats and ready to
start class.

2. Bring your name card. It not onlyhelps me learn your nambat alsohelps yourfellow
studentknow who made a particular comment.

3. Laptops tablets, and smartphonesire NOT to be used in classSince you can print off the
slides in advance, there should be no need for access to them during class.

4. No side conversationsThis isdistracting to me and to your fellow studentsydti have a
guestion, please raise your haAtthoughyouwill have aslked questionsn whatyou submit



beforetheclass some questionwill inevitablyoccur to you during clasd-eel free taask; if you

dondt wunderstand something, the chances are g
5. Eat responsibly.Try to minimize the impact on others. Drinks are allowed.

6. Please leave during class for emergencies onliyyou have to leave during class, please try

to create a minimal disruption. If you must arrive late or leave early for a particular class, please

let me know in advance.

7. Cell phones off.If there is an extraordinary reason why you must keep your phone on (e.qg.,

you are awaiting critical medical neydease silence your ringer and let me know in advance

thatyou may receive a call. Leave class to conduct your conversation.

Academic Integrity Policy:

You should write your own testimony and your own questions on the testimony of others.
Thetestimony is not a group exercise. And of course the examination is not a group exercise.

A semanticnote on the Syllabusand on the slides

| use the acronym AC£0 mean the Affordable Care Act. On December 24, 2009 and
March 21, 2010 the Senadad Houseespectively passed tiRatient Protection and Affordable
Care Act of 2010.Three days after President Obama signed this Act into law, the House and
Senate both passed the Health Care and Education Reconciliation Act, which amended the
original legislation. Bythe ACA | mean the amended AcEven though ranyof you will
probablybe familiar with key provisions of the@4, in the slides | have tried to be self
explanatory when | refer to specific provision§you wanta summary of the Actyou can read
thesecond section of thdcDonough book belowthough the book does not deal with the
20,000+ pages ofegulations to implement the Act that have been issued in thexXastars and
it did not anticipate the Supreme Court decision making Medicaid expansion of&ilvs
Sibelius) If you are interested,op can read mgarlyanalysis of the A¢tut that iscertainly
not required reading

Joseph P. N e whHeal she ,Reff dgamssilmpact on Four
A me r i dHealthsAffairs September 2010, 29(9):1724. Like the McDonough

book, his paper was written before the 2012 Supreme Court detiwballowed states

the option oot expandhg Medicaidwithoutlosing all their federal Medicaid dollars

Background Material : General

Background material on a number of topics covered in the course, as well as other topics in
health policy, is availablen the Kaiser Family Foundation website/w.kff.org. Although |
assume you hawomebasicfamiliarity with the financing and organization of health care in the
US, for exampleyou have taketHKS SUPR500 or one of the undergraduate health policy courses
nonUS students may find the descriptions of the MediaateMedicaid programs on this website
helpful. In additionthewebsitehasa host of other background materigiou may also find the
Commonwealth Fund website usefuiyw.cmwf.org Threeusefulgovernmentvebsites are
www.cbo.gov/topics/healtbhare whichhas the Congressional Budget Office materials related to
health( some of the CBO mat er i,alw medpacwaihe®ledicares s unde
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Payment Advisory CommissidiMedPAQ site whichis extremelyuseful for Medicare issugand
www.macpac.gowvhich has material on Medicadn d t he Chi |l drenés Heal t h
(CHIP). Finally, a summary of a great many policy issues is available at
http://www.healthaffairs.org/healthpolicybriefs/archives.php?search=&x=11&andltheHealth

Affairs blog has material on current eventtstp://healthaffairs.org/blog/

| next list some books th#tose of you intending to pursue a career in health policy should
read at some point, but they are not necessary for this course; there is already plenty of reading.

OPTIONAL:

Victor R. FuchsWho Shall Live?3 edition; Singapore: World Scientifig011. This
classicmonographs an excellent exposition of the application of several elementary

economics principles to health care, especially the need for choice. Although the numbers

are now very dated, the analysis is generally still relevEm.3 edition reprints the 1974

first edition in its entirety and also has some additional later esBRyehsappended

along with a new introduction giving Fuchsa©é
evolved in the past four decadéhe book is focusd on the US.

Background: Historical (US)

Thefollowing booksprovidehistorical backgroundn US health policyAll are in
paperback.

OPTIONAL:

John E. McDonougHhnside National Health RefornBerkeley: University of California

Press,2011. Pdrt i s an insiderod6s account of the ena
of the ACA, title by title. Two chapters fronart Il appear on th@ptionalreadingfor class

9. Parts of the book aneow out of date, most notably the chapter on Medicaitlig(Il),

whi ch was written b202decision madeeMedcaigpaxpamien Cour t 0
optional as well as the material on theASS Act, which the Secretary decided could not

be implemented

Stuart Altman and David Shactmdgwer, Politics, antniversal Health CaréAmherst,
NY: Prometheus Books, 2011. palitical history of the pastentury of health policy,
though most of the book is focused on the g@stears The first author (and occasionally
his mother) isa participant in many of thehaptershe iscurrentlythe chair of the
Massachusetts Health Policy Commission

David Blumenthal and James Morofiée Heart of PoweBerkeley: University of
California Press, 200%ach chapter is a description @adtth policy in each Presidential
administration from FrankliRoosevelt to George W. Bushcept for President Ford.he
authors haveather harsh views of administration economisithiough in my vievthey do
not substantively rebut the arguments of the economists that they dispandgbey seem
to ignore that many economists were (in the#w) constructive contributors, e.g., Stuart
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Altman (in both the Nixon administration and tt®892Clinton transition), Gail Wilensky
(George H.WBush), and Mark McClellanGeorge WBush).

Paul Starr,The Social Transformation of American Medigihe=w York: Basic, 1982. A

classic work on the history of American

Rosemary Stevenk Sickness and in Wealth: AmericBiospitals in the Twentieth
Century Baltimore: Johns Hopkins, 1998nother history, written from the hospital
perspective.

Julius Richmond and Rashi Feirhe Health Care Mes€ambridge: Harvartniversity
Press, 2005. Part history, part memoir of two particigaritealth policy ovethe second
half of the 28 century.

Background: Economics

This is a course in the economics of health policy rather than a course in health economics,
meaning the course investigates a number of health policy issues through the lens of economics

rather than starting with economic theory and sholwgit appliesto health policyas a typical

health economics coursa@ightdo. Thedifference howeverjs more in emphasis than substance

and health economics textbooks caverst ofthe coursetopics in some fashionFor those who

wish to see a textbook treatment, | mention three textbooks here; finding the relevant sections

should not be difficult

Charles E. Phelpsiealth Economigs™ edition; PrenticeHall, 2012.

Sherman Folland, Allen C. Goodman, and Miron Staihe, Economics of Health and
Health Care7th edition; PrenticeHall, 2012.

Thomas E. Getzejealth Economicand Financings™ edition,John Wiley & Sons2013.

An indispensable reference work for more advanced students of health economics is:

Handbook of Health Economio#ol. 1, eds., Anthony J. Culyer and Joseph P. Newhouse;

Amsterdam: North Holland, 200@nd vol. 22012,eds.Mark V. Pauly, Thomas G.
McGuire, and Pedro Pita Barroisttp://www.sciencedirect.com.ezp

prodl.hul.harvard.edu/science? ob=TitleSrchURL& method=submitForm&sterm=Handbo

0k%200f%20Health%20Economics& acct=C000014438& version=1& userid=209690&

md5=f46d423af8c0c93de3d0773888322 Several chapters from thiéandbookareon

the reading list, although ontyo are required because masfithechapters are hard going
unless you have the requisite economics background. A mathematical intermediate

microeconomics course suchkisS API-101Z, FAS Economics 1011ay HSPH HPM
206and an undergraduate econometrics chalssuffice for much of theHandbook buta
graduate level miceconomicgourse such dAS Economic2010 or2020(HKS API-
111, 112)nd graduate level economesis necessary for some parts.

me d
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Health Care Systems Other than the United States

Although the US health care financing and delivery systems are exceptional in some
respects, there is much variety in the rest of the world a$ wedlct many Americans can find
surprising If you wish to see sketches ofibdlustrializedc ount ri esd heal th care
the US, sednternational Profiles of Health Care Systems,32@tls. Sarah Thomson, Robin
Osborn, David Squires, amiraya Jun The Commonwealth Fund, November 201
http://www.commonwealthfund.org/Publications/FeiRdports/2013/Nov/Internation&rofiles
of-HealthCare Systems.aspxIn addition there are a few papers omstteading listhat draw on
experience in other countries, especially the UK and the Nettigrlan

An economic treatment of how several OECD countries deal with many of the issues that
this course will take up is Mark Stabile and
Financing Health & e Jouwnal of Economic Literaturéune 2014, 52(2):48818.
http://pubs.aeaweb.org.eppod1.hul.harvard.edu/doi/pdfplus/10.1257/jel.52.2.480

A short paper that discusses differencewéen the US health care system and the rest of
the OECD is Victor R. FGQaelDsfers franHioatnn GenQECOWhy US
Co unt JAMA, danuary 2, 2013, 309(1):33 Fuchs cite&mericandistrust of government and
reluctance to redistnilie, population heterogeneity (likely related to the reluctance to redistribute)
and US political institutionas reasons for US exceptionalism
http://jama.jamanetwork.com/article.aspx?articleid=1555142

CLASS 1- OVERVIEW OF MEDICAL COST DRIVERS AND HEALTH CARE
FINANCING ; FINANCING MEDICAL COSTS(August 31)

This first class isan overview ofissues arounchealth care costsfocusing onwhy costs have
risen historically, how they are financed and the policy issues raised by different financing
methods. Each method of financing creategconomicinefficiencies The slidesfor this class
touch onthe inefficienciesrelated to taxation, but those inefficienciesre coveredmuch more
extensively in anyeconomics opublic finance course. This sessioralso takes up issues
around the future financing of Medicare and Medicaid. | defer the issueof financing
employmentbased insurancdo the nextclass The Cutler-Zeckhauser chapter can be
postponedto later in the semesteif the reading load for this class is too great for your time
but I recommend that you do not postpone it

Henry J. Aar on an tHéeahispendhgExcessive? [BaWhat,CaniiVe
Do About It? 6 Health Affairs, September/October 2009, 28(5):12606. An overview of the
cost issue. Note that their Table 2 is in the same spirit &% slide that comparesthe excess of
US health care cost growth over GDP growth to some other countries.
http://content.healthaffairs.org.ezpprodl.hul.harvard.edu/content/28/31260.abstract

Al an M. Gar ber an dsAmerican HealthiCarsSUniquelp er , i

Inefficient? 6 Journal of Economic Perspectives22(4), Fall 2008, pp. 260. Suggests US

health care is not on the flatof-the-curve, as some i nf erlifefexpectanck he USO
and higher spendingbut is insteadinside the production possibility frontier (seethe slides
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for this clasg. More on this point in clases14 and15.
http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.22.4.27

David M. Cutler, Sanjay Vijan, and Allison B.
United States, 19620000 New England Journal of Medicine 355(9), August 31, 2006, pp.

920-7.The paper makes the case that the benefits from the increased spending on medical

carein the last half of the 20" century wereworth it on the basis of reductions in mortality

evenwithout accounting for gains in morbidity, though less so for the elderly.
http://www.nejm.org/doi/pdf/10.1056/NEJMsa054 744

Victor R. Fuchs, AEI i mi n3AMA Dgcerdb&t®s2008,6 i n He al
302(22):24812. Economists and clinicians define waste differély i butt he economi st s
definition is exceedingly hard to implementYou should think about why this is.
http://jama.ama-assn.org.ezgprodl.hul.harvard.edu/content/302/22/2481 .full.pdf

M. Gregg Bloche,iBey o n RWokd@ ™Medi ci ne 6s, Nwkngldd Jowreall i t vy
of Medicine, May 24, 2012,366(21):19513. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp1203521In practice reducing the rate of

growth of costultimately meansnot giving somepersonssomemedical services with positive
benefits or, more precisely,doing more ofthat than is donenow( Cut | e r ThesQudlity o k ,
Cure (Optional,b el ow) argues that Aultimatelyo could b
personally find that optimistic.) Some of the public still believes that cost should not be a

factor in determining medical treatment, at least judging from thetraction that the words

Arati oni n g gehiethelptblc debatapw accounting for costis inevitable given

that the rate of growth must come dowrfrom historical levelsi and in fact has been coming

down as one of the slides showd he issue is really the mechanism(s) that are used to ration

and who gets what medical services.

David M. Cutler and Richard J. Zeckhaue r , A The Anatasmuyrahcideal i m
Handbook of Health Economics eds., Anthony J. Culyer and Joseph P. Newhouse;
Amsterdam: North-Holland, 2000http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S157400640080170F his chapter is an excellent
introduction to and summary of the economics of health carBnancing. Itis relevant to
many parts of the course, although | do not work through the chapter in this omn
subsequentclasss. The chapter uses the calculus in some places; for those of you whose
calculus is rusty, keep reading; theauthors mostly explain verbally what they are doing.
You do not have to have read the chapter to understanehuch of the material for the first
few class sessions, but | have placed this chapter on the reading &sthis point not only
because it serves as background for many parts of the courset alsobecause some of the
early material in the course anticipates later materialand this chapter introducessome of
that later material. In other words, you will understand the course as it unfolds better if
you read this chapter now.

OPTIONAL:

Victor MRajBucHlgsenfis in the U. SlewBAgaad t h Ec o
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http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.22.4.27
http://www.nejm.org/doi/pdf/10.1056/NEJMsa054744
http://jama.ama-assn.org.ezp-prod1.hul.harvard.edu/content/302/22/2481.full.pdf
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1203521
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1203521
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S1574006400801705
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S1574006400801705

Journal of MedicineMarch 15, 2012, 366(11):9783 A histaical (since 1950)
retrospective, written for the 20@nniversary of thdournalby the doyen of American
health economistshttp://www.nejm.org.ezp
prodl.hul.harard.edu/doi/pdf/10.1056/NEJMp1200478

Victor R. Fuchs, AThree 061 ncNewmBngand ent 6 Tr u
Journal of Medicing359(17), October 23, 2008, pp. 1738, A short summary of key

facts about cost growtomewhat duplicative of hB012 paper, but trenchantly argued.
http://www.nejm.org.ezyprodl.hul.harvard.edu/doi/full/10.1056/NEJMp0807432

Sheila Smith, Joseph P. Newhouse, and Mark
T e ¢ h n oHealth Affaig September/October 2009, 28(5):184 This work

updates the Newhouse 1992 pafleiow)with seventeen new years of data and an

explicit accountingor the endogeneity of technological change.
http://content.healthaffairs.org.epoodl.hul.harvard.edu/content/28/5/1276.abstract

On the cost slowdowaround the time of the ACAsee Amitabh Chandra, Jonathan

Hol mes, and Jonathan Skinner, fAls This Tim
Spendingo NBER Working Paper 19700, Decemb
http://www.nber.org/papers/w19700?utm_campaign=ntw&utm_medium=email&utm_so
urce=ntw Although cost growth has increased recentgexcess of health care
spendinggrowthover GDPf e | | notably in the years just
passage The degree to which each of several factaussed the slow dowathe

recession, the ACA, more cost sharing, or something atshighly contentious

KatherineBa c k e r Mar k Shepard, and Jonathan Ski
Medi care Program Wil Make I ts Uniform Str
Health Affairs May 2013,32(5):88290. A nontechnical summary of a model that

calculateghe welfare Igs from increased taxes to finance the higher cost of public

insurance It uses the size of this welfare ldssargue for coverage of basic medical

services and redistribution in other formEhis paper bilds on more technical work by

the authors (seeferencel9 andtheimmediatelyfollowing publication by two of the

three authons

Kat herine Baicker and Jonat han Skinner, i H
of U.S. T3daPdieybandthe Kconommyo ed. Jeffrey R. Br o\
University of Chicago Press, 2011. To finance @Bfenprojected federal health care

spending, top marginal tax rates could rise to 70% by 2060; deadweight loss is $1.48 per
dollar collected and GDP declines (relative to trend) 118portantly, however CB OO0 s
projected health care spending has declined markedly sinceaB@Xb therefore have

the required tax rates and the deadweight kessthe slides for this class.
http://www.nber.org.ezprodl.hul.harvard.edu/papers/wl6772

David M. CutlerYour Money or Your Life: Strong Med
System New York: Oxford University Press, 2004 book length version of the Cutler,
et al. articlethat ison therequiredlist. | recommend the entire bookjs optional
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http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMp1200478
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMp1200478
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp0807432
http://content.healthaffairs.org.ezp-prod1.hul.harvard.edu/content/28/5/1276.abstract
http://www.nber.org/papers/w19700?utm_campaign=ntw&utm_medium=email&utm_source=ntw
http://www.nber.org/papers/w19700?utm_campaign=ntw&utm_medium=email&utm_source=ntw
http://www.nber.org.ezp-prod1.hul.harvard.edu/papers/w16772

because of the length of the reading lstt if you are so inclinedhe book itself is short
(123 pages), is written for a general audience, and is highly readable. The introduction
andChapters 36 are the most relevant to the material in fingt class but the remainder

is the book is relevant to other parts of the course.

David M. Cutler,The Quality CurgBerkeley: University of California Press, 2014.
Another short, highly reathfée book by Cutler; this one makes the case that eliminating
waste in the American system could buy around two decades of cost growth in line with
GDPgrowth Implicitly, however, that has been true for a long time; the issue is whether
the share of GDPajng to health care has risen to a level at whiciions to reduce cost
growth are likely to beamplementedand if so the degree to which those actions will
successfullyarget waste Much of the rest of the course bears on that issue.

The following are two paperm what might account for differences in the level of
spending between the US and the rest of the world

Davi d M. Cutler and Dan P. Ly, AThe (Paper
| nt ernat i on a Uourhaa Econait PeSmestivesSpring 2011, 25(2):3

26. This paper focuses on the size of administrative cost in the US relative to elsewhere.

We will get into administrative cost in some detail in cla@s 1
http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.25.2.3

Miriam J. Laugesen and Sherry A. Glied, AH
Hi gher Spending For Physician HeathAffairges Com
September 2011, 30(9):4%56. The title gives the punch linaVe will take up

physician reimbursement in cla@sThere is also a slide on this point in the slides for

this class.http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/30/9/1647

Victor R. Fuchs and John B. Shoven, AFundi
overview of financing options for health care. The Fughsanuel plan that is referred to

in the later part of tis documentvas a proposal to give everyone a health insurance

voucher and have them buy insurance through an exchangehi ch anti ci pat ec¢
provisions for those without employbased insuranceThis paper is on the reading list,

however, because of its lucid explanation of the various financing options for health care
http://www.fresh

thinking.org/docs/wikshop 071018/FundingHealthCareForAllAmericans
AnEconomicPerspective.pdf

Martin S. Feldstein, AThe Effect of Taxes
NBER Working Paper 12201, May 2008 nontechnical paper that quantifies the
inefficienciesinduced by the American tax system. For those of you that want to read
something on this subject but have not taken a public finance cthisseould be a

good choicehttp:/papers.nber.org.ezmodl.hul.harvard.edu/papers/w12201

Ezekiel J. Emanuel and Victor R. JAMAChIsS, i Th
June 18, 2008, 299(23):27/89. A nontechnical listing of the various factors responsible
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http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.25.2.3
http://content.healthaffairs.org.ezp-prod1.hul.harvard.edu/content/30/9/1647
http://www.fresh-thinking.org/docs/workshop_071018/FundingHealthCareForAllAmericans-AnEconomicPerspective.pdf
http://www.fresh-thinking.org/docs/workshop_071018/FundingHealthCareForAllAmericans-AnEconomicPerspective.pdf
http://www.fresh-thinking.org/docs/workshop_071018/FundingHealthCareForAllAmericans-AnEconomicPerspective.pdf
http://papers.nber.org.ezp-prod1.hul.harvard.edu/papers/w12201

for the high level of costs in the US compared with other countries. Emanuel served in the
Obama Administration as Special Adviser to OMB Director Peter Orszag duriggage

2010 health reform debatéttp://jama.amassn.org.ezp
prodl.hul.harvard.edu/content/299/23/2789.short

Fora contrary view to the manyho believe that the US medicaresystem not only

spends more but delivers legsth thefi d e | e ¢ pad krgelyif not entirelybased on
comparativanortalitydata s ee Samuel Pr émvtlLife Expectantyin) e s si Cc a
the United States: lhte Heal t h Care System at Fault?0 U
PopulationStudies Center Working Paper Series,
http://repository.upenn.edu/cgi/viewcontent.cgi?article=1012&context=psc_working_papers

or for those who prefexrshort version, see tHéew YorkTimesstory
http://query.nytimes.com/gst/fullpage.html?res=9902E7DE103DF931A1575AC0A96F9C8
B63&sec=&spor&pagewanted=2

Joseph P. Newhouse, fAMedical Jownalef Costs: Hc
Economic Perspective6:3, Summer 1992, pp-AL. This paper distinguishes the margin

of costs at a point in time from that of costs over tjse® also the slideahd argues that

the growth in costs over tinfeson averagéeenjustified by the growth in the benefits.

That is a similar argument to the required Cutler,.gtagder and is also found in the slides.

The Smith, et al. papabowe updates this one.
http://links.jstor.org.ezpl.harvard.edu/sici?sici=0895
3309%28199222%296%3A3%3C3%3AMCCHMW%3E2.0.CO%3B2

ChapinwWh i tHealth Gare Spending Growth: How Differenflise United States From

The Rest Of The OECD?Health Affairs January/February 2007, 26(1):164, places

emphasis on the differences in the US rate of rawth other countries, while my 1992
paperemphasizet he si mi |l ariti es. There are some d
initial year is 1970, mines 1960 | use 196Gor most countriegust to get a longer time

series 2) | focus on the largest economies (asdrhewhatliscount Germany baase of
reunification) whereas White looks at the entire OECD; 3) White looks at health care cost
growth relative to GDP growth and accounts for aging, but these two differences roughly
cancel out. Even though White emphasizes US exceptionalism, hbass that the

US is nowhere near the outlier in the rate of growth that it is in levels.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/cqi/repria6/1/154 If you

want to sedow these ideddebatesn the academic literature filter in to the policy
process, have a | ook at Congressional Budg
Growth of Health Care Spending, o0 January 2
http://www.cbo.gov/ftpdocs/89xx/doc8947/31-TechHealth.pdf

CLASSES? - 3: THE DEMAND FOR MEDICAL CARE , HEALTH INSURANCE, AND
COST SHARING

CLASS 21 THE INCIDENCE OF EMPLOY ER PAID PREMIUMS; HEALTH

CARE COSTS AND THE LABOR MARKET ; THE THEORY OF DEMAND FOR
MEDICAL CARE SERVICES ; THE DEMAND FOR INSURANCE AND RISK
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AVERSION (September 2

This class is inthree parts. First, wefinish the financing discussiorthat we began in
class 1by taking up the incidence of employeipaid premiums and then drawng out some
consequences for labor marketsThe historical increase in health care costsasbeen part of
the reasonreal cashwageshave stagnated for several decadgea topic coveredin this class
and also whythe number of uninsuredincreased prior to the implementation of the ACA(I
will coverthe ACA in some detailin Class 9. The slides take up how thenandates in the
ACA are likely affecting the labor market; there is no reading assigned on th material,
however.

Second, we take uphe demand for medical care as a function of cost sharing mealth
insurance (i.e., how much the patient pays at the point of service), with the limiting form of
cost sharing being no insurance. Thpurposeof insurancegenerallyis to reducefinancial risk
to the individual, but in doing so it generally changes individual actionsThe economics
literature refers to this phenomenonas moral hazard a term it borrowed from the actuarial
literature . In the halth insurance case moral hazardusually refers to the increase in demand
for medical care as individuals have more complete insurancbut it sometimegefersto a
decreased efforto prevent iliness such asnot exercising ornot eating sensibly In this class
however,we will focus on its effect on the demand for medical careTheslidescover the
theory of the demand for medical care and moral hazard. This is a review of the theory of the
consumer that should be familiar from yourmicroeconomics couse(s). The slides for the
next class takes up the empirical work on this topialthough the Baicker and Goldman paper
(assigned for this class in part to somewhat balance out the readiagross classgs
summarizes much of it

The institutional context for cost sharingdiffers among countries In general, cost
sharing is more important in low and middle income countries than in high income countries.
Moreover, in some low and middle income countriesnder-the-table payments which add to
cost sharing,may bede facto necessary to receive carbut these are rarely found in the USr
northern European countries Somewhat elatedanalytically to under-the-table payments is
balance billing, whereby the provider, usually the physician, is allowed to bill the patient for
amounts in addition to the prescribed cost sharingFor fiin-networkd services( inet wor ks 0
are specific physicians or providerghat the patient pays less to usenore in class 1§ balance
billing playslittle or no role in the US, and | will not consider itin this class although the
Class6 Optional reading has one readingn it. Balance billing is important for out-of-
network services(meaning providers who are not part of the network) we will take up issues
around out-of-network services in Clasd.6.

Third, this class covers the demand for insurance, which from an economic point of
view is a demand for risk reduction @ for the smoothingover time of resources available
for consumption. The tradeoff between risk reductionand efficiency losses frommoral
hazardi s someti mes referred to alassiZle’rOpapeauser 6s
which is on the supplementaryreading list.

The slides also covethe important distinction between positive and normative
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economicsand the key challengesn applying normative economics to medical care. Make
sure you understand the distinction between positive and normativecoromics Normative
economics has challenges when behavioral biases are present. The final slides in the slide
deck touch on some of these behavioral biases, including loss aversion and overweighting
small probabilities and underweighting large ones. e material in this classjust touches on
the challenges of applyingtandard normative economics to medical care will come back to
that issuein class7 whenwe discussthe market for health insurance see especially the
Beshears, et al. paper foclass7.

Lawrence H. Summers, fASome Si mplAmeridact onomi cs of
Economic Review 79(2): 177183, May 1989. Covers the basic economicstioé incidence of

employer paid insurance premiumswhether they are mandatory, as in the ACA, or

voluntary. Incidence refers to who ultimately pays a tax opays fora mandate; it is one of the

hardest economic concepts for noeconomists. Although the notion that employees

ultimately bear the cost of employepaid premiums is almost universally acceptetly

economists (bubften not by non-economistsincluding the Supreme Court majority in the

Sibelius vs. Hobby Lobbycasg, the slides note some important caveats and draw out some

implications of the theory. Those interested in more on thistopicanc onsul t Mar k Paul
book on the subjectthat is on the supplementaryreading list. http://www.|stor.org.ezp-
prodl.hul.harvard.edu/stable/1827737?seq=1#page scan tab contents

Kat herine Baicker and of&haring aGboHealtmGamre SperfdiRgat i ent C
Gr o w tJdurnal of Economic PerspectivesSpring 2011, 25(2):4468. This paper hasa

misleading title, becausat haslittle to do with the relationship between cost sharing and

spending growthbut a lot to do with the relationship between cost sharing and the level of

spending It is on the reading list becausé is a goodreview of the cost sharing literature.

The sides do not cover this material but we will cover it more in Class 3
http://pubs.aeaweb.org/doi/pdfplus/10.1257/jep.25.2.47

Joshua T. Cohen, Peter J. Neumann,andMl t on C. Weinstein, ADoes P
Money? Health Economi cs anNewttigiendBoureasaf dent i al C
Medicine, February 14, 2008, 358(7):66663. http://content.nejm.org.ezp
prodl.hul.harvard.edu/cqgi/reprint/358/7/661.pdf This paper presents the health policy
analystso6é, as opposed to the general publicbs,
preventive care. The provisions ofthe A, however, show the power o
view in the ACAOGs mandate that pr RKeldedtothBe car e
topic is the reaction of the public to the fall 2009 recommendations of the US Preventive

ServicesTask Forceon breast and cervical cancer screeninfsuggesting women between 40

50not at high risk need not have annual screening and women over 50 need it only

biannually) and its fall 2011 recommendatioragainstthe Prostate Specific Antigen (PSA) test

for prostate cancer If you want somethingmore on thesedatter topics, there is a short

discussion of the2009Task Force recommendations that explains false positives at
http://www.nytimes.com/2009/12/20/business/20view.html?adxnnl=1&hpw=&adxnnix=12613
143421plI1EQYZIZtkh/RiLmbOxg and the 2011 Task face recommendations at
http://www.nytimes.com/2011/10/07/health/07prostate.html?scp=2&sg=psa%20test%20harri

sé&st=cse, but theselatter two readings are optional.
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http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/1827753?seq=1#page_scan_tab_contents
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OPTIONAL:

A comprehensive review of the demand for insurance, both theoretical and empirical, is the
following reading. The theory is formally derived (meaning those with weak math
backgrounds will likely struggle):

Thomas G. &Mm&ud r feor AlBe a Handbook of Health Bconomeics 0
vol. 2, 2012; Amsterdam: North Holland, 2012, eds. Mark V. Pauly, Thomas G. McGuire,
and Pedro Pita Barroghis chapter also updates the Cutler and Zeckhauser chapter in
volume 1 of theHandbmk, which was assigned for Class 1.

http://www.scienceditgt.com.ezp

prodl.hul.harvard.edu/science?_ob=TitleSrchURL& method=submitForm&sterm=Handbo
0k%200f%20Health%20Economics& acct=C000014438& version=1& userid=209690&
md5=f46d423af8c0c93de3d0773e6328d322

Thefollowing two papers expand the usual theory of deth@and moral hazartb consider
multiple goodswhich is the context for preventive servicd$he usual theory, which treats
one good, can be found in any of the textbooks listed at the begofrimgsyllabusand

the slidedor this clasgjo over itas well

Randal | P. EI'lis and Willard G. Manni ng,
Tr e at doarmat of Health EconomicBecember 2007, 26(6):11-38is a formal

treatment of the standard theory of demand with both preventive and tresenvesgs.

The main result is that preventive services should have less cost sharing than treatment
services, which comes from the individua
accruing to others in the insurance pool when deciding on the aniquatentive care.

Ellis and Manning also show that if there are uncompensated monetary losses of treatment,
such as time and travel, insurance rates on insured treatment services should be lower than
they otherwise would béttp://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S0167629607000598

Dana Gol dman and Tomas J. Philipsoaof, Al n
Mul ti pl e Medi cAméricaii EconbnmocReviedviaye2807,87(2): 42432.

An argument similar to that &llis-Manning andChernew, et alshowing that if two

services are substitutes, say hospital care and (fangsxamplemore hospitaliation if |
dondét t akthe cosyshadng angdrigs should be latvan if the two services

were unrelatedhttp://www.ingentaconnect.com.ezp
prodl.hul.harvard.edu/content/aea/aer/2007/00000097/00000002/art00075

Joseph P. RetcensidermgitbeeMordddzardRisk AvoidanceT r a d eJaufndl , 0
of Health EconomicsSeptember 2006, 25(5), 1008. A nonrigorous discussion of this
topic, whichgives more weight to a behavioral explanation tharttlieManning and
GoldmanPhilipson papersvhich are in the neoclassical tradition
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S0167629606000555
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http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629607000598
http://www.ingentaconnect.com.ezp-prod1.hul.harvard.edu/content/aea/aer/2007/00000097/00000002/art00075
http://www.ingentaconnect.com.ezp-prod1.hul.harvard.edu/content/aea/aer/2007/00000097/00000002/art00075
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629606000555
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629606000555

For those of you that have the economics background to understand it, the following work

by Chetty and Szeidl explains why consummeey appear more risk averse to intermediate

| osses than standard theory would predict.
2010) . This may partially explain consumer
are funded by the employgre., unless the employer makes a lump sum transfer that can be

used for oubf-pocket health spending and may carry over with interest to the following

year). The usual concept of loss aversion, however, is another (not mutually exclusive)
explanationdb why consumers donodét | i ke high deduct

Raj Chetty and Adam Szeidl, AConsumpti on
Quarterly Journal of Economidslay 2007, 122(2):83%4.
http://gje.oxfordjournals.org.eamrodl.hul.harvard.edu/content/122/2/831.full.pdf+html

Some of the slides refer to prospect theory and behavioralragmiom explain
many consumersoO seeming aversion to moder at
paper is a good exposition of prospect theo
Theory in Economi cs: Jéurn& effdoremie Pesispedtive8 s s e S S me n
Winter 2013, 27(1):1736. A lucid and highly readable book that covers the same ground
by one of the originators of the theory is Daniel Kahnemhimking, Fast and SloyWew
York: Farrar, Straus, and Giroux, 2011. | highly recommnibadkahneman book.

The slidesliscuss the normative assumptions needed to treat consumer and producer surplus

as a measure of welfare. One frequently mentioned coabeut applying standard

welfare economics in this domasithe inability of the consner/patient to judge the advice

of the physician. This type of problem is not limited to health care, and the type of good or
service wheretiarises is called a credence good. For more on credence goods (but this

article is long andomewhahardg oi ng) , see Uwe Dul |l e©rk and R
Doctors, Mechanics, ar@omputer Specialists: The Economid<redence Googso

Journal of Economic Literatur&arch 2006, 44(1)-82. http://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/002205106776162717

Lisa Rosenbaum, @l nvi siiMahnogradphysahddMedicdE mot i onal
Deci si o nNeErgland dpurral of Medicin®ctober 16, 2014, 371(16):15592.

An excellent description of why it is hard for the general public to assess risk as experts do;

put this in the context of the Congressional reaction to guidelines arounelatge

screening.This is related to theoonmon difficulty in processing probabilities.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMms1409003

Health Insurance and the Labor Markeilmost60 percent ohon-elderly Americans
obtaintheiheal t h i nsurance through their place of
employmentand around 30 percent of the elderly have supplementary insurance (to Medicare)
through their prior employe Prior to the ACA, enploymentbased insurandeed consequences
not onlyfor who pays the costs of health insurateg., Summers, on the required list) but also
for the efficiency with which the labor market opetatespeciallythe phenomenon dfob
lock,0 which refers tavorkers noimoving tojobs that they would otherwiseove tobecause
doing so would entad change in their health insurand@herewas al so fAmarri age |

17


http://qje.oxfordjournals.org.ezp-prod1.hul.harvard.edu/content/122/2/831.full.pdf+html
http://pubs.aeaweb.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1257/002205106776162717
http://pubs.aeaweb.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1257/002205106776162717
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMms1409003

similar reasons.)For material on job lock from employmelb&sed health insurance, see the
GruberHandbookof Health Economicésolume 1)chapteron the supplementary reading list

and the literature cited ther&@he establishment of exchanges/marketplaces has presumably
diminished job lock, although it is certainly the case for any given worker that his or her
employer policy may be more generous than the policy that can be bought in the exchange, so
job lock is still relevant.

The slide with the Kolsta#lowalski data orwages in Massachusetts is by far the
strongest evidence | know of on the ohence of employer paid premiums; the final version of
their paper is published as Jonat h-basedT. Kol st
Health Reform and the Labor Market:iEd e nce fr om t he Mawnalafchusett s
Health Economics2016, 47:84106.http://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S01676296160002#&21S0167629616000278
main.pdf?_tid=3ad9f6728f2-11e6880a
00000aab0f01&acdnat=1468411768 c9616a11f5013785101ad4d1bb037c7d

One other paper alorgimilarlines is

Kat herine Bai cker TherlaborMarket Effdrts of Risilmgndr a, 0
Health Insurance Premiumsbournal of Labor Economicduly 2006, 24(3):609
634 http://www.jstor.org.ezgprodl.hul.harvard.edu/stable/10.1086/505049

A paper that deals with the consequences of rising health costs for median household
income is

David | . Auer bach aADecadernftHealthr Care CostiGeolth ldas ma n ,
Wiped Out Real Income Gains for an Average US Famiigalth Affairs September

2011, 30(9):163®. The title tells the story.
http://content.healthaffairs.org/content/30880.full. pdf+html

Jeffrey Liebmanad Ri char d SimpleHenmakshCamptexInsyranée, Subtle
Subsides 0 paper prepared for a Tax Policy Cent
http://www.taxpolicycenter.org/tpccontent/healthconference zeckhauseflsdfin Using
Taxes to Reform Health Insuraneels. Henry J. Aaron and Leonard E. Burmds,,e
Washington: Brookings, 200%his paper is mainly abotibw insights from behavioral
economics might affect health policWe will see more along these lineslass7. The
concluding sectiorhoweverhaspositivecomments on the role of the employer in
structuring the market for health insurance that are relevant to the debate over replacing
employmerdbased insuranagith individually puchased policiesa debate that will
continuewith the implementation axchangegmarketplacesThese comments contrast
with much of the literature on the negative consequences of emplelasst insurance.

Leemore Dafny, Kate Ho, and MaQansifon o Var el a
Shifting Away from EmployeSponsored Heditinsurance and Toward an Individual

Exchange American Economic Journal: Economic PoliEgbruary 2013, 5(1):328. A

contrast with Liebman and Zeckhauser. Dafny, et al. estimateinahwelfare gains from
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accommodating heterogeneous prefererwesigh allowing individual choice rather than
having choices constrained by employeFaey do not, however, consider potential
selection effects (class 7Mitps://wwwaeawekorg.ezp
prodl.hul.harvard.edu/articles.php?doi=10.1257/p0l.5.1.32

Because of the many twaorker families, iis advantageous faaachemployer to
provide less subsidy for dependent insurance, so that the familyddgetsdentoverage from
the other employer. (Sometimes this takes the form of a bonus for not insuring dependents
through oneb6s own empl oyer.) For a model of
see

David DranoveKathryn Spierand Laurence BakefiCompetition Among Employers
Of f er i ng H e alburnal of HeakhlEcoaomizdanuary 2000, 19(1): 12140.
http://www.sciencedirect.com.ezp
prodl1.hul.harvard.edu/science/article/pii/S0167629699000077

There is a considerable debate over whether health insurance should be linked to
employment.Many health policy analysts feiekhould not bée.g., Fuchs and Emanued)
view embodied in the0032010ACA debate in the WydeBennett bill. Their primary rationale
is job lock and the efficiency of the labor market. There are, however, arguments that support
employmermbased insurance; those arguments related to selection (we will cover those
argumentsinclasseséand 9) and also to individual consum
LiebmanZeckhauser reading).

In the ACA debate the WydeBennettill, howeverdid not attract a lot gbolitical
support. Although this lack of support mahave partly reflected the substantive arguments) it
doubtreflects theolitical difficulty of changing from employmeiliiased insurandeecause of
the amount of redistribution it would entail arida public program were the alternativiee
amountof money that would be shifted to the government budget would need to be raised
through taxegsee the discussion of single payer in Vermont in class BE@jthermore, because
of worker investment in firaspecific capita{(meaning the worker is more praative at his or
her current firm and therefore earns more than at other firmshot clear that workers would
promptlyreceive in wages what firms now pay in health insurance prenf{ewas if the
incidence is on workers in the long rued the reditribution that a move from employment
based insuranagould causes noteasy topredict, at least in the short ruhlonethelesswe
could well see employmetiased insurance evolve toward a defined corttabunodel,
meaningthe employer givethe empbyeea specified dollar amount as a voucher to purchase a
health insurance plaperhaps on a private exchangkags 9. Thischanges the health insurance
market to anndividual model as compared with the employer choosing one or a fewtplans
offer toemployeeswhich has been the traditioramericanmodel.

That the incidence of employer paid premiums is on workers is nearly universally
accepted by economists, as noted above, but the issue of incidence within the work group is not
resolved. There is not much literature and Witetature there is conflicting, athe following
two papers illustrate.
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Frank A. Scott, Mar k ©OoHe8lta hgumance andaFResiond o hn E.
Costs Reduce the Job Oplpdustrinl& baborRelatsnsof Ol de
Review July 1995, 48 (4), pp. 77®L. This is onef the few papers in the literature that

bears on incidencaf employer paid premiumaithin a firm. It shows that companies

with health insurance as a fringe benefit are less likely to hu@i5kear old workers

than companies without, as are companies with more rather than less health generous

plans, suggesting that the incidence within tleelkngroup isnotagespecific. This result

contrasts with th@hattacharya and Bundorf paper that follows as weGager papers

on the Supplementary list which suggest subgispazxific incidence.
http://www.jstor.org.ezgprodl.hul.harvard.edu/stable/2524356

A paper on the other side ioicidence within the work group Jay Bhattacharya and M.
Kate Bundorf, AThe I ncidencdoumdlofHdale Heal t h
Economics May 2009, 28(3):64%8. Shows that the incremental health care costs of
obesity appear to be passed on in the form of lower cash wages, because obese workers
without health insurance do not show a wage differembereas obese workers with

health insurance doln effect, the cost of health insurance accounts for anmoal

amount of the apparent wage discrimination faced by obese feflaégsdo not

distinguish selinsured firms from nosselfinsured firms, however; whereas sel$ured

firms, who cover about half the workers, pay any health costs of obesitgetfomsured

firms do not except for any indirect effects through experience ratimigh is muted for

many nonrselfinsured firms http://ac.elscdn.com.ezp
prod1.hul.harvard.edu/S016762960900014&21DS0167629609000113
main.pdf?_tid=5fe5d46a63811e4ba’8

00000aab0f01&acdnat=1422372358 54537a184b3c89bb1fe38d36f231236d

Workers 65 years of age and older faogential discriminatiomn the labor market
because of a Medicare requirement that Medicateeisecondary payer for workers who are
eligible for Medicare but who can obtain health insurance from their employer (provided the
employer has 20 or more worker$jor example, Harvard is the source of insurance for
professors who are 65 or older and aileactive employeesThis requirementeans thathe
empl oy er 6payshealth care dilidicste It wasadopted in 1983 to prevent crowdput
i.e., employers dropping coverage of workers age 65 and aiough this provision means
thatolderworkerswith employer based insuranpay payroll taxes on their earnings to finance
Medicare with little or no offsetting benefihost current workergver 65are getting a very
good deal from Medicare, in terms of their lifetime tattesy have paidelative totheir expected
lifetime benefit. Nonethelessheimplicit taxono | d e r  wasningseom this treatment by
Medicareis roughly 1525% at ages 634 for men and is 280% for women, thus discouraging
work at older ages. See Gopi Shah Gddan B. Shoven, and SidatarajS| avov, Al mpl i c
Taxes on Work from SociTaxPoliSyanduhe Econpmegd.deffreyMe d i c a
R. Brown, Chicago: University of Chicago Press, 20Ah.earlier versiorof their papeis
available a$ttp://www.nber.org.ezprodl.hul.harvard.edu/papers/w13383

What Services Are Covered®on-coverage is the extreme form of cost sharing, which is
why these papers appear in the b&iring section of the reading list, even though their main thrust
differs from the other material in this sectiofhe ACA now mandate@essential benefitsput
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new products and procedures pose an igsue whether they will be covere8ee the
supplementary list for descriptions of this issue in the UK iarttie context of drugs, Australia.
We will come at this probim somewhat obliquely in Clag since policy issues around outcomes
research and comparative effectiveness frequently arise in this context.

Mur i el R. Gillick, fAMedicareiTomioeNevwmge f or T
Cr i t &ew Eagkadd Journal of Medicing50(21), May 20, 2004, pp. 212203.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMsb032612

Describes three majdedicarecoverage decisits. See also the editorial by Sean Tunis in

the same issudt has provemolitically difficult for a US public insurance prograto

incorporate cost formally in coverage decisi(see the paper by Foote in the

supplementary reading for Clasp 9Notethatin the Medicare contextoverage and

reimbursement are distinct issw@esl that a decision to reimburse at a low rate could

effectively vitiate a decision to covel return to reimbursement of new technologZlass

5.

Mark B. McClellan and Sean RNewlEnoghnds, AMedi c
Journal of Medicing352(3), anuary 20, 2005, pp. 2224. ICDs are implantable

cardioverter defibrillators to prevent sudden cardiac death; they cost about $30,000 per case.
Medicare liberalized its coverage critang2005at an approximateost of $3 billion, but

the quid pro quaevas that datavereto be collected on effectiveness in subgroups in order to
potentially sharpen the coverage decisibtedicarehas followed this precedent in several
subsequent coverage decisiok®epthis pointin mind when we come to tliescussiorof
randomized trialsersus observational studiesClassl7. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp0483™edicare coverage can be

mandated by Congreés.g., mammography for women between age 40 andhfigh it is

more commonly left to CMS.

CLASS 3- ESTIMATING THE DEMAND FOR HEALTH CARE ( September 9

This classstarts with the various methods both experimental and non
experimental, that have been used testimatethe response of demand to variation in cost
sharing and theadvantages and disadvantages of those methodBhe intent of this class is
to help your understanding of the strengths and weaknesses of the empirical studieshe
literature on cost sharing but the methods usedin these studiegurn up in many other
applied contexts. Thus, you can think of this class as part of an introduction to research
methods, which bears on my goal of improving your ability talistinguish studies that use
stronger and weaker methods

The slidesfor this classgo over variousmethodsof estimating how demand or
utilization responds to price One wayto test your methodological understandings by
critiqu ing the methods of the studiebelow.

The first four papers are observational studiesandthe next two described controlled

experiments. The first of those two readings describes the RAND Health Insurance
Experiment. Although it ended more than three decades agthe RAND resultsare still taken
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as the gold standard for the effects of cost shag on utilization and health outcomes and are
still frequently referred to by all sides in debates over cost sharing. Theext reading
describes theOregon Health Insurance Experiment, which is of much more recent vintage
and answers a different questin than the RAND Experiment did. Specifically, whereas the
RAND Experiment looked at the effect of varying cost sharing within an insured population,
the Oregon Experiment looked at the consequences of no insurancelregon Medicaid.

The slides warn youto be prepared to discuss the differences in both the design and the
results/iconclusions of the RAND Experiment and the Oregon Experiment.This class will
alsocover applications of demand analysis, including the economics and politics of a
catastrophic benefit in Medicare (no reading assigned) and Health Savings Accounts and
Health Reimbursement Accounts (no reading assigned).

Anne Scitovsky and Nelda McCall, fACoinsurance

Four Ye arSscialSacurigyBull€tn, May 1977, 40:1927. An early, classic study of
the effect of varying copaymentjn my view one of the first to credibly establishthat demand
does respond ta@onsumer incentives.http://www.heinonline.org.ezp
prodl.hul.harvard.edu/HOL/Page?handle=hein.journals/ssbul4&collection=journals&set
as_cursor=0&men_tab=srchresults&id=349

Amitabh Chandra, Jonathan Gruber, and Robin McKnight, A The | mpact of Pati e
Sharing on the Poor: Evlounhel of HealthfEcooomicsi@ilds s ac hus et

33:57-66. http://ac.els-cdn.com.ezpprodl.hul.harvard.edu/S016762961301409/1s2.0
S016762961300146@ain.pdf? tid=13826402bac7-11e49655
00000aabOf6éc&acdnat=1424632671 b77e940935d1fc764e89e4c05becSdb4dtantively
this paper finds similar effects of cost sharing as the RAND Experimergxcept it findsno
evidence ofeffects on hospitalizations or ER use in lbow income population. The ER use
result differs from both RAND and Oregon. (Another paper by the same three authors that
hassimilar methodsis on the Optional list) The authors use what the economics literatte
calls a regression discontinuity design; one group of people had theirpaymentsincreased
(those from 106200% of the Federal Poverty Limit, or FPL). Some people imanother group
(those from 206300% of the FPL)alsohad their copayments increased and otheris that
group had them increased even more. Howdoesthis designcompare to ScitovskySnyder?
Dond6ét get bogged down in the economestinatoncs of
section; that is not the main point ofassigning this readingFocus instead on the variationn
cost sharingthat the authorsuse to generate theiresults. Thisvariation is called
fiidentification 0 in econometrics.

Amal Trivedi, Husein Moloo, and Vincent Mor,
and Hospitalizat i oNewEnaland JognaltofiViediciad Jdnearyl2§, , o

2010, 362(4):3268. Shows that increased copayment led to fewer ambulatory visits antbre
hospitalizations among the elderly, consistent witthe Optional Chandra, et al.paper, but not

with the preceding Chandra, et al. paper What variation generatesthe results on the effects

of cost sharingin this paper, or, in econometric jargon, wiat is its identification strategy?
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa0904533

Benjamin D. Sommer s, Katherine Baicker, and
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Care After State MewEngaadJaurndt of Medioirs iSepteraberd3,
2012, 367(11):10284. Shows access improved and mortality fell among states tlexpanded
Medicaid. As with Chandra, et al.,the statistical methods in this paper will probably be
beyond many of you; if so, just read it for the main results.The slides cover a potential
statistical issue with this study known as the ecological falty. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsal202099There is a paper by Sommers,
Long, and Baickerin the Optional reading with similar methods that looks at the insurance
expansion in Massachusetts after 200@gain using counties as the unit of observation) that
gets similar results as tis paper.

Joseph P. Newhouse and the Insurance Experiment Grouptee for All? Lessas from the
RAND Health Insurance Experiment Harvard University Press, 1993, ch. 2, p. 41, chapter 11.
The slides cover some of the design issues, which are covered in more detail in chapter 2 of
Free for All? Also, as a tie back to the theory of coingance in Class 2, be prepared to

answer how the Participation Incentive in the RAND Experiment should be treated
theoretically.

Katherine Baicker, Sarah Taubman, Heidi Allen, Mira Bernstein, Jonathan Gruber,Joseph

P. Newhouse, Eric Schneider, Bill Wrigt, Alan Zaslavsky, Amy Finkelstein, and the Oregon
Heal th Study Group, fiVaei ©Caieddosn Ekpeci snheon Cl i
New England Journal of Medicine May 2, 2013, 368(18):17132. The Oregon Experiment
showed reduced depression arnichproved selfrated health from the expansion of Medicaid
among childless adultsbut no statistically significant change in the biomarkerst measured
(blood pressure, cholesterol, Hbalc). RAND, however, did detect a main effect on blood
pressure. Whatdo you think accounts for the difference in the blood pressunesults?
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsal121232I[f you

want more of the design details of the Oregon Experiment, see the Finkelstein, et al. paper on
the Optional list, but | have not required that paper to keep the reading burden down.

Niteesh K. Choudhry,Jerry Avorn, Robert J. Glynn, Elliott M. Antman, Sebastian
SchneeweissMichele Toscanolonny Reisman, Joaquim Fernandes, Claire Spettell, Joy L.
Lee, Raisa Levin, Troyen Brennan, and William H. ShrankfiFull Coverage for Preventive
Medications after Myocardial Infarction , Blew England Journal of Medicine December 1,
2011, 365(22):20887. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsal107913T e s t s -bfiavsaeldude i nsur ance
design (VBID), anotion popularized by Mark Fendrick and Michael Chernew (see Chernew,
et al. in the Optional reading). Thebasicideaof VBID is to promote adherence by lowering
the price to the patient of efficacious medicationer proceduresin order to improve outcomes,
reduce total medical care cost, and reduce risk to the patient. Epaper reports the results of
arandomized trial of the VBID concept in the context of medication following myocardial

i nfarcti on ( Rohpatentstin the treatenentkgooyp.statins, beta blockers, ACE

i nhibitors, an @atienkBebesenroled over af33 north period and followed
for at least 9 months. Adherenceimproved, some outcomes improved, and the increased cost
of drugs roughly offset the decreased cosf hospitalization and physician treatment. Risk to
the patient was reduced both because the patient did not have to pay for drugs and because
the cost of other medical treatment fell. Even with free drugs, however, adherence was poor,
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a result that replicates the result for all preventive treatmenin the RAND HIE (Eree for All?,
ch. 5 not required). However, asubsequensubgroup analysis showed a large effect for nen
whites and no effect for whitesfor the subgroup analysissee Choudhry, et al. inthe Optional
reading. What you should think about is howthe intent of VBID fits with the concept of
moral hazard? Importantly, a later trial , described in Asch, et al. in the Optional reading,
showedthat if both patients and physicians rather than eitler alone receive a financial
incentive, adherence improves.

Robert H. Brook, dHeal gAMAPRoly9 2008, 360@RR2LBP ubl i ¢ Tr u
http://jama.ama-assn.org.ezgprodl.hul.harvard.edu/cgi/reprint/300/2/211This editorial

could also fit at the end of the tlreeexampes but |
is the RAND Health Insurance Experiment, where he was the lead physicaesearcher. (The

Rogers, et al. paper in the Optional reading for Clasd is anotheroneof his examples.) By

having you read this, | hope you acquire a feel for the environment in which a policy

researcher operates. If some of you manage policy reseain your career, | hope you will

remember this paper. If you want to read more (but not too much more) along these lines,

you can get a reprise of the main theme at Rob
US Gov er JANMA pril 162009, 31:13:13778. http://jama.ama-assn.org.ezp
prod1.hul.harvard.edu/content/301/13/1377 full

OPTIONAL:

David A. Asch,Andrea B.Troxel, Walter F.Stewart,Thomas DSequistJames. Jones,
AnneMarie G. Hirsch, Karen Hoffer, Jingsan Zhu, Wenli Wang, Amanda Hodlofski,
Antonette B. Frasch, Mark G. Weiner, Darra D. Finnerty, Meredith B. Rosenthal, Kelsey
Gangemi,and K v i n G. Effa¢tmfl Fmgnciallntentivesto PhysiciansPatientspr
Bothon Lipid Levels A RandomizecClinical Trial, #AMA, Novemberl0,2015,
314(18)1926:35. Showsthatfinancialincentivesto patientsor physiciansalonedid not
reducdow dersity lipoproteincholestero(LDL) amongpatientswith high
cardiovascularisk butthatfinancialincentivesto bothdid. In thearmof thetrial where
both physiciansandpatientsgot a financialincentive patientsachievedhe LDL goal
aboutl0 percemagepointsmorefrequently.
http://jama.jamanetwork.com.egpod1.hul.harvard.edu/article.aspx?articleid=2468891

Ami tabh Chandra, Jonathan Gruber, and Robin
Hospitalization Offsets, and the Design of
American Economic RevieviMarch 2010, 100(1):193213. This paper, based on a

California samfe, finds larger effects of cost sharing than the RAND Experiment and also

large offset effects on other types of spenditigp..//www.aeaweb.org.ezp
prod1.hul.harvard.edu/articles.php?doi=10.1257/aer.100.1TH@3authors make no

attempt to reconcile the different results a$ fraperwith theirrequiredpaper above

though one obviously involves the elderly and the other does not.

Benjamin D. Somnmes, Shar on K. L o n gCharges th M&rialityh er i ne |
After Massachusetts Health Care RefoArQuastE x per i me n AmadlsofSt udy, 0
Internal MedicingMay 6, 2014, 160(9):5893. Using methods very similar to the
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Sommers, et al. requirgzhper, this paper finds an effect of the Massachusetts reform, the
model for the ACA, on mortality. ®not get bogged down in the details of the

econometrics, but try to understand the basic design that generates their results.
http://annals.org.ezprodl.hul.harvard.edu/article.aspx?articleid=1867050&atab=10

But if you are up to speed on econometrics, you might note that although the authors carried
outa standard correction for withgroup clustering, their standard errorsrawaetheless

likely importantly understated because of few clusters; seelPangDavid T.Redden

ASmall SamplePerformance oBias CorrectedSandwichEstimators foiCluster

Randomizedrrials with Binary Outcomes Statistics in Medicine?015 34:28196.
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1002/sim.834l|

Shifting back to empirical methodbgtre is a debate in economics about the value of
program evaluation and experimentation more generally. If you want to read more about
this, you can consult any or all of the followin@here is a collectionf papersn the June
2010Journal of Economic Literaturevith articles by Deaton, Imbens, and Heckman (best
to read these in reverse oridemy view), as well aslead article by Lee and Lemieux on
regression discontinuity design$he Summer 2011ournal of Economic Perspectivess
several articles on field experiments (the Ludwig, et al. paper explicitly refers to the RAND
Health Insurance Experiment, thouglwibngdy says it was the most expensive such
experiment). e Spring 2010ournal of EonomicPerspectivealsohas a relevant
symposium oriitaking the con out of econometiidsf you only have time for one paper in
this symposium, read the Angrist and Pischke pagpénglly the March 201dournal of
Economic Literaturdas two reviewsfa bookby Abhijit Banerjee and Esther Duflo of
MIT thatadvocagsrandomized experiments in developing countries; the reviews are by
Martin Ravallion and Mark Rosenzweig and give you a flavor of the debate between those
who favor reliancen controlled experimentsvo of whom aréanerjeeandDuflo, and
those who favor reliance on observational data of whom are theeviewers

Amy Finkelstein, Sarah Taubman, Bill Wright, Mira Bernstein, Jonathan Gruber, Joseph P.
Newhouse, HeidiAle , Kat herine Baicker, and the Oreg
Oregon Health I nsurance ExpeQuarerydournaloEvi denc
Economics August 2012, 127(3):1057106.http://qgje.oxfordjournals.org.ezp
prodl.hul.harvard.edu/content/127/3/1057.full. pdf+HR@sults of Oregon at Year 1 with

much more detail on the design of the Study thantlseBaicker, et alrequired reading.

Sarah Taubmaieidi L. Allen, Bill J. Wright, Katherine BaickegndAmy N. Finkelstein

fiMedicaid Increases EmergerDgpartment Use: Evidence from Oregon's Health

Insurance ExperimentScience Expresdanuary 2, 2014. Shows results on emergency
department use similar to those from the RA
et al. below or chapter 5 kree for All?http://www.sciencemag.org.ezp
prod1.hul.harvard.edu/content/early/2014/01/02/science.1246183.full.pdf

Joseph P. Newhouse and Anna Sinaikbyh at We Know and Dondét Kno
Effects of Cost Sharing on Demand for Medical Gasen d S o \Mbeative® @nd i n

Choice in Health Careds. Frank A. Sloan and Hirschel Kasper; Cambridge: MIT Press,

2008, pp. 15d.84. A review of the RAND Hetll Insurance Experiment atite
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subsequent literatun cost sharing up to the time of the chapter, which is now a bit dated
The review is similar to Baicker and Goldman on required list for the prior class. The book
is on reserve in the HKS library.

If you want to see someone el seds take on tl
Role of Consumer Copayments for Health Care: Lessons from the RAND Health Insurance
Experi ment and Beyond, 060 Menl o Park, The Hen
2006 http://www.kff.org/insurance/7566.cinstill another take igwviva Aron-Dine, Liran

Ei nav, and Amy Finkelstein, ifThe RAND Heal't
L a t @ourpabof Economic Pgrsctives Winter 2013, 27(1):19222. Although clearly

indicating RAND was a landmark study, they worry about potential bias from refusal and

attrition. | include this paper for balance, though I think it reflects an excessive concern with
internalvalid t y; | value internal validity too, bt
that they use in my view will almost always yield such loose bounds as to not be useful

even bordering on silly. Note also that the RAND health status results are lesablelte

attrition than the spending results that Afine et al. are concerned with because the

RAND group obtained endf-experiment measures on 85% of those who left prematurely

and did not die (77% including those who died). The issues around eefdsatrition are

covered in ch. 2 dfree for All?i they are of obvious importance in assessing the résults

and at greater length in a 2008 response to an earlier commentary by John Nyman that
Aron-Dine, et al. cite.

Charles M. Kiloand EricB. Larso, A Expl oring the Har mful Ef f
JAMA, July 1, 2009, 302(1):891. Free for All?concluded that there may have been no

observed effect oaveragenealth outcomes from the additional services on the free plan

because among a relatively healthy group ofelderly, the additional services may have

done as much harm as good. Three decades later this commedrgviArconcludes that
notmuchisknowa bout har ms. Al though the authorso
heal th care currently deliver [sic] may not
seems (to me) vastly overblown| eimendhat statemertb applyto health care services at

the marginthe comment may well be true. Note also the US Preventive Task Force
recommendation about mammography for women between 40 and 50 and its 2011

statement on PSA screening took explicit account of hdnttps/jama.amassn.org.ezp
prodl.hul.harvard.edu/content/302/1/89.short

Robert Kaestner and Anthony T. LoSasso, @ADo
Out of t hJeumdofHpaitht FEaohd® January 2015, 39:2562. Exploits an

exogenous change in the outpatient price to find that, similar to the RAND results (but not

the CaliforniaChandra, et atesultsor the Trivedi results), a lower price of outpatient care

increases both outpatiesmdd inpatient utilizationhttp://ac.elscdncom.ezp
prodl.hul.harvard.edu/S016762961400099%7210S5016762961400099X
main.pdf?_tid=a4462858ba211e4a99¢

00000aach35d&acdnat=1424726974 9b87394aecadle8car0494e6978f2e56b

Hi t oshi Shigeoka, fAiThe Effect ohdRRBkati ent Co
Pr ot e AmericanmEcodomic Reviewluly 2014, 104(7):21584. https://wwwaeaweb
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prodl.hul.harvard.edu/atypon.php?return to=/doi/pdfplus/10.1257%2Faer.104.7.2152

Exploits a sharp discontinuity in cost sharing at age 70 in Japan; cost sharing&glls 60
percent at age 70. Effects on utilization are consistent with the RAEPSHIgeokadoes
not find effects on health outcomes. May differ from Card, et al., below belzpemeese
patients were insured at age 69; insurandapan at age mply became more generous,
whereas in Card, et al. some of those becoming eligibllédicare were uninsurdxefore
becoming eligible Thus, this finding is consistent with the speculation in chapter Bieef
for All? that making insurance more generous may not much affect health on average.

Evelyn Korkor Ansah, Solomon NaBana, @bina Asiamah, Vivian Dzordzordzi,

Kingsley BianteyKakra Dickson, John Owusu Gyapong, Kwadwo Ansah Koram, Brian M.
Greenwood, Anne MillsChristopher J. M. Whitty Efféct of Removing Direct Payment for
HealthCare on Utilisation and Health Outcomes iaztian Children: A Randomised
Controlled TriaJ BLoS MedicineJanuary 6, 2009, 6(1):4%. The HIE findings redux in a
Ghanaian setting.
http://www.plosmedicine.orgrticle/info:doi/10.1371/journal.pmed.1000007

Timothy PoweHlJacksonKara HansonChristopher J.M. WhittyEvelyn K. Ansah Wifio

Benefits fromFreeHealthcare? Evidence froaRandomizedeEx per i ment i n Ghane
Journal of Development Economjidgarch 2014, 107:30%9. http://ac.elscdn.com.ezp
prod1.hul.harvard.edu/S0304387813001722.3S0304387813001727
main.pdf?_tid=92947436¢cb211e5b169

00000aach362&acdnat=1444195172 ed6463fdba81281b002842e203A56H8& on

article to the above showing increased use among children and an outcome effect on

anemia.

MichaelChernew Mayur R. Shah, Arnold Wegh, Stephen N. Rosenberg, Iver A. Juster,

Allison B. Rosen, Michael C. Sokol, Kristna¥us enber g, and Impact Mar k F
of Decreasing Copayments on Medication Adherence Within a Disease Management

Envi r o Meakhmffairsdanuary/February 2008, 27(1):103. Decreasing cost

sharingfor drugscan improve adherenc&ee Choudhry, et al. in the required list.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/27/1/103.full.pdf+html

A mid-2013 review oValue Based Insurance DesigrB(D) studes found tha¥BID

usually improved quality but did not save mopnanilar to the finding in Choudhry, et al.
above Joy L. Leg Matthew MaciejewskiShveta RajuWilliam H. ShrankandNiteesh K.
Choudhry, Vafue-Based Insurance Design: Quality Improvement But No Cost Saviags
Health Affairs July 2013, 32(7):1251. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/32/7/1251.full.pdf+html

Niteesh K. Choudhry, Katsiaryna Bykov, William H. Shrank, Michele Toscano, Wayne S.
Rawlins, Lonny Reisman, Troyen A. Brennan,
Medi cati on Copayments ReduceBHBeabAfapMayi t i es i
2014 33(5):86370. A subgroup analysis of whites and +vdmtes in the Choudhry, et al.

paper in the required reading finds no effects for whites but a 35% decrease in adverse
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events and a 70% (!) decrease in total spending for nonwhites. Although itasnpdéetely
clear from the paper, it sounds as if this subgroup analysis was +sptguiied; in
particular, there was no randomization within racial group.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/33/5/863.full. pdf+html

J. Michael McWilliams, Alan M. Zasl avsky, E
Medicare Coverage on Basic Clinical Services for Previously Udndur A dJAMA,s , 0O

August 13, 2003, 290(6), pp. #64. When uninsured individuals turned 65 and became

eligible for Medicare, they used more services compared with those who were insured when

they turned 65If you compare the increases for cholester@mmography, and prostate,

they are pretty close the Oregérperimentvalues http://jama.amassn.org.ezp
prodl.hul.harvard.edu/cqgi/reprint/290/6/79Note thesubsequent studyy these authoiis

the OptionalClass Qeading.

David Card Carlos DobkinandNicole Maestas Dd&s Medicare Save Lives?

Quarterly Journal of Economidglay 2009, Vol. 124, No. 2: 59836. A paper with the

same basic design as the McWilliams, et al. study, but showing that for those admitted to the
hospital through the emergency room, those over 65 receive somewhat more services and
have somewhat lower mortality rates that persist fareatt|9 months. Their results appear

on the slideshttp://gje.oxfordjournals.org.ezp

prodl.hul.harvard.edu/content/124/2/597.short

Thomas DelLeire, Laura Dague, Lindsey Leininger, Kristen Voskuil, and Donna Friedsam,

AWIi sconsin Experience I ndicat elacofiechat Expand
Chil dless Adul ts Heath Affairg Jute R01E 32(6l03Mmp act s, O
Resultamore dramatic that Oregon from insuring a previously uninsured adult population,

but just a simple beforafter designhttp://content.healthaffaisrg.ezp
prodl.hul.harvard.edu/content/32/6/1037 .full.pdf+html

NicoeLur i e, Nancy B. Ward, Martin F. Shapiro,
Medi-Cal : Does | tNewEngland Journdl efaedicindpigust 16, 1984,

311(7):4834. Shaws large effects from terminating a group on Medicaid. Thus, this is

consistent with the conclusion thhetmove from no insurance to some insurance may be

more important than the move from some insurance to full insurance, which was what the

RAND Experment testedThe Oregon Experiment resulkgwever did test the move

from no insurance to some insurance aredlmuch less dramatich an LurWhy, et al
mi ght Lurieds effects be overstated as an e
all the uninsured were given Medicaid coverage? For the purpose of answering this

guestion ignore the shift of the Medicaid population into managed care, which occurred
subsequent to the Lurie, et al. article; | am after a methodological issue.
http://www.nejm.org.ezprod1.hul.harvard.edu/doi/pdf/10.1056/NEJM198408163110735

Ri chard Kronick, M@AHealth | ns uHealthS$eeicecover age
ResearchAugust 2009, 44(4):12131. Unlike the Lurieand Sommers, et atudes

Kronick concludes that being uninsured probably daesaise the risk of mortality.

Related to the Lurie, et al., McWilliams, et al., and Kronick papers, note alsstitigte of
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Medicine(now the National Academy of Medicin@onograph series in the supplementary
reading forClass 9 especiallyCare Without Coverage: Too Little, Too Lases well as the
Haas, et al. article under the supplementary materials for the&d section. Kronick is
especially critical of the IOM estimat&ronick is now the Administrator of the Agency for
Healthcare Research and Quality (AHRQ@J}tp://onlinelibrary.wiley.com.ezp
prodl.hul.harvard.edu/doi/10.1111/j.146573.2009.00973.x/full

Judith R. Lave, Christopher R. Keane, Chyon
Health Insurance Program on Newly Enrok@dh i | dJAMAnJunee 10, 1998, 279(22),

pp. 18201825. Similar conclusion to Lurie, et al.; tangible benefits moving from no

insurance to almost complete insurance in a managed care plan among children in families

with incomes under 235% of the poverty leviettp://jama.ama
assn.org.ezpl.harvard.edu/cgi/reprint/279/22/1820

Robert KaestneandAnthony T.LoSasso iDoes Seeing the Doctor
Out of the Hospital® N a tBurean @& Economic Research Working Paper 18255, July

2012 ,http://www.nber.org/papers/w1825& onsistent with thRAND HIE, the authors

find the answer to be no.

Kevin F. O0O6Gr adng,Josapn R. Neawmodse, @1d RddexrtiinBrooki T h e

| mpact of Cost Shari ng MewEngandJdogmmoty Departn
Medicine August 221985 31348490. Shows resultsn use of the E@onsistent with the

Taubman, et al paper from Oregon abdwn://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/nejm198508223130806

John T. Hsu, Maggie Price, Richard Brand, Vicki Fung, Tom Ray, Bruce Firdossph

P. Newhouse, and Joseph V. Selby, fACost Sha
Adverse Clinical Events from the Safety and Financial Ramifications of ED Copayments

St udy (HedlFeiviced Researdbctober 2006, 41(5):18€20.
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/].1475
6773.2006.00562.x/abstrakindings consistent withaubman, etal. and6 Gr ady, et al
but not Mortensen (below).

Karoline Mortensen, fACopayments Did Not Red
Use of Emer ge nHealth Afary Septemivee 2010529(8), 1688. If you

read these papers on ED use, ask yourgslfMortensen got different results than

Taubman, et glO 6 Gr a d yand Hsu et &http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/comt#29/9/1643.abstract

The first of the following three items takes up cost sharing in Medicare Parts A and B and
the next two deal with cost sharing in the Medicare prescription drug benefit. | put them here
because cost sharing for Medicare remaipsliay issue.

Medicare Payment Advisory Commissi®teport to the Congress: Aligning Incentives in
Medicare June 2010, ch. 2 and ch. 1, June 2012. Can be skimmed. Main idea is that cost
sharing in Medicare is wrong headed; the lack of a catastroghindizces demand for
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http://onlinelibrary.wiley.com.ezp-prod1.hul.harvard.edu/doi/10.1111/j.1475-6773.2006.00562.x/abstract
http://content.healthaffairs.org.ezp-prod1.hul.harvard.edu/content/29/9/1643.abstract
http://content.healthaffairs.org.ezp-prod1.hul.harvard.edu/content/29/9/1643.abstract

supplenentary coverage, which in turn leads to greater on budget cost.
http://www.medpac.gov/documents/reports/Jun10 Ch02.pdf?sfvesmd0
http://www.medpac.gov/documents/reports/junl2 ch01.pdf?sfvrsn=0

Congressional Budget Officissues in Designing a Prescription Drug Benefit for Medjcare
Washington: CBO, October 2002, chapter 2. A review of several issues that had to be
resolved as part of a Medicare drug benefit. The monograph discusses the how cost sharing
might be structurat the beginning of chapter 2 and the assumption on demand elasticity
relevant to the CBO cost estimates is at the beginning of chapter 4. Other parts of this
document are relevant to later sections of the course; in particular, chapter 3 is relevant to
the discussion of selectig¢alass?), and the discussion of the possibility of price setting on

page 29 is relevant the next few classes administered pricedvailable on the web at
http://www.cbo.gov/sites/default/files/cbofiles/ftpdocs/39xx/doc396GA0
prescriptiondrug.pdf

Thechange in insurance in tRAND Experiment @l not stress the supply system in any
local market; i.e., it estimated a partial equilibrium outcome. In the following paper Amy
Finkelstein estimates that the lenm effects of insurance changes are much larger. On what is her
identification of theseffects based? Note also that the effects she observes are conditional on the
Medicare method of cost reimbursement of hospitals; with a different reimbursement system (e.g.,
the prospective paymestystem now in effect that is described in clgshdeffects would likely
have differed.

Amy Finkelstein, AThe Aggregate Effects of
| ntroduct i oQuartedyJodrealldf EcanongdSebruary 2007, 122(1)37.

Would you say the estimated effects (granting the validity of her identification for the sake

of argument) reflect induced new technology or greater investment in existing technology?
http://gje.oxfordjournals.org.ezprodl.hul.harvard.edu/content/122/1/1.short

A related issue is whether physicians facing a variety of insurance policies in their practices
tend toward uniformity imow they treat their patients. Some evidence that this is the case is in:

Sherry GliecdandJoshua GrafZivin, i H@DectosBehaveWhenSome (but not all)
of Their PatientsAre inManagedCared Journal of Health Economic2002, 21(3):3353.
http://www.sciencedirect.com.eqod1.hul.harvard.edu/science/article/pii/S016762960100131X

Note the GlieeGraff Zivin data are consistentwithh e RAND Experi ment 0s
most of the effect of varying patient payment
physicians treated the patients once in the system seemed relatively little influenced by patient
payment.Onn this pointee al so Ri chard G. Fr a@ustonaMade Ri chard
Versus Ready to Wear Treatments: Behavioral Propensities in Physicians GHdowesl of
Health Economic®ecember 20026(6): 110127. http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S0167629607000562

CLASSES4 AND 517 MEDICARE PAYMENT TO INSTITUTIONAL PROVIDERS
(MEDICARE PART A)
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The prior two classedocused on the demand for carand especially how demand
changes as a function of the demand priger the price paid by the consumeifpatient at the
time of use We now turn tothe supply price, meaningthe price received by providers.
Supply pricesdiffer from the demand prices by the amount of any insurance
reimbursement. In many higher incomecountries in the world supply prices are
administered, meaning they are set by a public entity Examples includehospital prices in
the UK National Health Service after 2006 and the system we will spend the next three
classes studying, US Traditional Medicar€TM), sometimes also called Original Medicare
In the case of TM the Congress and the Centers for Medicare and Medicaid Services
(CMS) set takeit-or-leaveit pricesfor hospitals, physicians and othermedical care
providers. If a provider accepts thosepricesfor treating one Medicare patient, the
provider must acceptthem for all Medicare patients. Because Medicare insures so many
people, virtually all hospitals and the vast majority of physiciangthough fewer
psychiatrists) accept the Medicare price for Medicare patients.

Traditional Medicare (TM) consists of two partsunimaginatively called Part A and
Part B. Part A coversinstitutional providers and Part B coversoutpatient services originally
Parts A and Bconstituted the entirepublic Medicare program, ignoring private
supplementaryMedicare insurance, sometimes called Medigapr Med Supp. In 1985
Medicare establishedPart C, in which an organization accepts a capitated payment to provide
all medical servicedor a given period of time and in the 20® it established Part D to cover
orally administered drugs (pills). We will deal with Part C in classes8 and 16 and Part D in
class19. These next three classes take up Parts A and B.

Some of you, especially international students, may feel that thesext three sessions
are too much Ain the weedso about Medicare, es
the details we go over hervill surely have changed. My rationale for including this level of
detail is to have you appreciate theolicy issuesand difficulties that arise whenoperating a
large administered price systeni and of coursea single payer or allpayer systemn the US
would be an even larger administered price system.

One large picture comment:In my view if costs again start to rise atloser to historical
rates, the United States is likely to face a choice between a sirgleall-payer rate control
scheme and a voucher scheme. Both methods have drawbacks, but | have chosen to illustrate
the drawbacks of the rate control scheme by workig through some of thereimbursement
issues thafTM faces. Later in the coursewe cometo the drawbacks of a voucher scheme.

General Background on the Medicare Administered Pricing Systems

The place to start is with theMedicare Payment AdvisoryCommissiord 8Payment
System Basic® which are available onthe web athttp://www.medpac.govidocuments
[payment-basics When you go to this web sitejiks to primersonMe d i ¢ aarioasd s
methods of reimbursementillappear. You certainly dondét need to r
(although the sheer quantity suggests the complexitf administering prices), but those
payment systems primers thayou definitely shouldread include the oneswe take up over the
next three classesthe hospital acuteinpatient services systemthe outpatient hospital services

31


http://www.medpac.gov/-documents-/payment-basics
http://www.medpac.gov/-documents-/payment-basics

system the four postacute payment systems (home health, skilled nursing facility, inpatient
rehabilitation facility, long -term care hogital) ; and the physician system. We will take up
Part C, or the Medicare Advantagepaymentsystem in class 8and the Part D payment
system for drugs in class 19, so you will ultimately need to read those primers as wellt they
can be put off for now

CLASS 4- THE INPATIENT HOSPITAL PROSPECTIVE PAYMENT SYSTEM
(IPPS)AND THE POST-ACUTE PAYMENT SYSTEMS (September 134

Before we get into the minutiae of Medicar
important to set a standard against which to compare their performanceAs a general
principle almost all economists favor competitivéy setpricesover administered prices
because of the distortions administered prices inevitably induceA standard method for
eliciting competitive prices is bidding or auctions, but strategic behavior in auctions can
undermine the beneficial propertiesof auctions Medicare has made somese of bidding,
but its use has beemuite limited for both political and substantive reasons. In particular,
as the slides explain, it is difficult for Medicare to exclude suppliers who are not low
bidders. In fact, it is difficult for Medicare to exclude any suppliers. Beneficiaries do not
want fAtheir doct manymaeets; éspedatsimalleramartetsjalhor
almost all hospitals anddoctors in certain specialtiesmay needto be included to tave
sufficient capacity. If providers know they are not likely to be excluded, they have little
incentive to bid low. That is the reason Medicare mainly relies on administered prices.

The political difficulties of using bidding in Medicare are illustrat e d by Medi car €
efforts to introduce bidding for the retail side of durable medical equipment, whiclwould
seem to be one of the easiest cases for using biddsmce products are reasonably
standardized (think wheel chairs or oxygen cylinders) Medicare finally succeeded in
introducing bidding for durable medical equipmentafter nearly a decade of trying;see the
material in the slides andon the course website. But idid so in a strange way, which is
described by Il an Ayr es aincda rPeebtse rBiCzraarnrpet oMu, c tiiiFo
New York Times, September 30, 2010, which is availahb
http://freakonomics.com/2010/09/30/fixnedicaes-bizarre-auction-program/. A technical
and much lengthier description of the problem, which is Optional, is Brian Merlob,
Charl es R. Pl ott, and Yuanjun Zhang, AThe CMS
Median-Bid Procurement Auction with Nonbinding Bid s Quarterly Journal of
Economics May 2012, 127(2):79827.

Now on to the main Medicare payment systems. The slides for this class assume
that you have read the MedPAC primers on the inpatient prospective payment system, as
well asthose onthe four postacute systemsSkilled Nursing Facilities, Home Health,
Inpatient Rehabilitation Facilities, and Long-Term Care Hospitals

Joseph P. Newhousericing the Priceless: A Health Care Conundrum Cambridge: MIT
Press, 2002, chapter 1. Sets out examplef the issues around administered prices the
context of Traditional Medicare (TM). Since the time the book was written, the IPPS
system hasntroduced more categoriedby shifting from the DRG to the MS-DRG system;

32


http://freakonomics.com/2010/09/30/fix-medicares-bizarre-auction-program/

the slides cover the neweMS-DRG system, but theeconomicprinciples underlying the two

systems are the samelNote that the MSDRG system that the Inpatient Prospective

Payment System (I PPS) now uses 1is, in effect,
where diagnoses and severity lelgare the main adjusters.

Jeroen N. Strujis and Caroline A. Baan, #dAlnte
Lessons fr om t MNew England Boarnal ofMedigng Blarch 17, 2011,

364(11):9901. http://www.nejm.org.ezp-

prodl.hul.harvard.edu/doi/+full/10.1056/NEJMp1011849The slides for this class discuss

the concept of the power of a payment system. Deciding on the appropriate power of a

payment systems involves tradeoffs. Although it does not use this jargon, this short paper

illustrates some of those tradeoffs, as was raising concerns about market power from

organizations capable of providing more integrated carenjore on that in Classs 10 and

16).

OPTIONAL:

Sectionnof J ean T iobebPrize &csept@nbelspeechcontains an accessible

exposition of powein contracting, but you may want to read the remainder of the speech

al so since it is relevant to the antitrust
Publ i c Afesidan Ecgnomic Reviewune 2015, 105(6):1663.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.15000024

For those who have a strong economics background with a taste for theory, a classic article
on regulating prices or quantities when the regulator only has a prior distribution on the true
cost function and relies on the firm to repoit @ssentially the conditions Medicdeezesi

i s David Bar on Raguating aoaapolidiwitenkreownnCosts o
EconometricaJuly 198250(4):91130. http://www.jstor.org.ezp
prodl.hul.harvard.edu/stable/pdfplus/1912769.pdf?acceptTCHyersa shared the

2007 Nobel Prize in economics for his work on mechanism design, which is the domain of
this article. The article shows that to induce the firm to report its twosgtfully, a regulator

must pay it a surplus, the amount of which dependsroeag ul at or 6 s pri or d
the firmds true cost function and the wei
to producer surplus. Al t hough the hospit
function, which determines the econically optimal price, is not.

«
“

i
g h
a l

One of the ongoing debates in the literature is the how muathalif hospitalprices for

private insurerincreasaf Medicare cuts its reimbursemeatphenomenon that the

literatureternms ficost shiftingd Some literature believes the marketspitals facare

separable and that hospitals maxiizthe privatansurancanarket sacchanges in

Medicare rates do not affect privaterates For an exampl e see Chapi
Cost Shift Theory, LoweMedicare Hospital Payment Rates for Inpatient Care Lead to

Lower Pri vat eHeélthAffairg May 20R3 32®)9388.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/32/5/935.full. pdf+htl
second paper in this vei nHow®oHpgpita Gapewitm Whi t
Sustainedlow Growth in Medicare PricegPlealth ServiceResearch2013 published on
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line athttp://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/1475
6773.12101/pdf BothWhite and White and Wu look at ta@l private prices, which is

better than looking at the accounting margins as | drtiging the Priceless finding
suggestiveevidence of cost shifting. (In his sole authored paper White instruments for
Medicare prices, but you have to read the agpeo really understand what he did.) On

the other hand, the argument madPBricing thePricelesss that in competitive hospital

markets (so that hospitals are not making rents) hospitals have to recover their joint costs, so
that if Medicare cuts mnbursement hospitals wiltachdifferent bargains with private
payers.And there is evidencm addition tathat inPricing the Priceled®sr this view as

wel | . ViHospitlCost@hifting Révisited:New Evidence from thé&alanced

BudgetAct 0f 1997, International Journal of Health Care Finance and EconpMisch

2010, 10(1):6483 http://link.springer.com.ezp
prodl.hul.harvard.edufécle/10.1007/s1075609-907 1-5#pagel. Wu uses the cuts in
Medicare reimbursement from the 1997 Balanced Budget Act and finds that hospitals prices
to private payers in urban markets, which are more compeéhtwerural markets, rose

about $0.20 foeach $1 cut in Medicare reimbursement.

Mar k Paul y, @l nsur ldandbaok dRHealtmbcononsiosdsy &dmhony 0 i n
J. Culyer and Joseph P. Newhouse; Néttiiand, 2000.

http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S15740064008Q189%eneral discussion of

the issue of the supply price in health care. Related in principle to payment of all health care
providers, not just hospital payment.

Robert A. Berenson, Divvy K. Upadhyay, Suzanne F. Delbanco, and Roslyn Murray,
APayment Methods: How They Work. o A reason
method) nortechnical description of 8 payment matis that we will touch on over the next

several classes including fee schedules, primary care capitation, per diem payment to
hospitals, DRG6s, global budgets for hospit
to an organization, and p&yr-performance. For each system the authors give its key

objectives, strengths, weaknesses, design choices to mitigate weaknesses, compatibility with
other payment methods, focus of performance measurement, and potential impact on

provider prices.http://www.urban.org/policgenters/healtipolicy-
center/projects/paymentethodsandbenefitdesigns

Effects of the Hospital PPS on Quality of Care
OPTIONAL:

Julian Pettengil!l and James Vertrees, ARel i
Me a s u r edeadthnCare Binancing RevieWecember 1982, pp. 14AP8. Only an

abstract is available onlinédattp://ukpmc.ac.uk/abstract/MED/1030990%aveposeda

pdf of this paper on the course website for those who are interésgegaper escribes

how the initial DRG system was built, which is broadly similar to the method used for the
MS-DRG system. It provides a description of the original DRG system, but at a price in

terms of more detail than you probably wanted to read.
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William H. Rogers, David Draper, Katherine
After Implementation of the DRBased Prospective Payment System: A Summary of

Ef f eXAMA, 264:15, Oct. 17, 1990, 1989 . hitp://jama.am&aassn.org.ezp
prodl.hul.harvard.edu/content/264/198%.shortThe major empirical evaluation on this

subject. Now mostly of historical interest.

Mar k McClellan, fAHospital Rei mb u Josreahoé nt | nc
Economics and Management Strategyyt, Spring 1997, pp. 9128.
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/].1430
9134.1997.00091.x/pdAn effort to understand the incentives of the PRBClellan

debunks the notion that payment is independent of utilization under the PPS.

Paul B. Ginsbur g, ARecal i brat iNewEndideddi car e F
Journal of MedicineNovember 16, 2006, 355(20), pp. 268164.
http://content.nejm.org.ezmodl.hul.harvard.edu/cgi/reprint/355/20/206 1. pdbvers

much of the same ground as the MedPAC Payment Basics docukfteninore than 20

years, Medicare refined its relative payments in an effort to reduce the number of overpriced
DRGs. Even though this was done on a budget neutral basis, the industry (or parts of it)
successfully lobbied for a 3 year transition (a geainom the initial proposed rule of no

transition).

Specialty Hospitals

One could treat the emergence of specialty hospitals in some areas of medicine such as
cardiac care as either technological change or as a response to flaws in the payment system
both. Soecialty hospitals have been highly contentious, leading to a moratorium on new
construction in the Medicare Modernization Act of 2003 that was continued in the ACA. |
have included one Optional reading on this subject, but have left most oféhmaterial to the
slides. There is more material on the Bibilographic list.

Specialty Hospitals
OPTIONAL:
John K. I glehart, fAThe Un cNewEnglandJownaltofur e o f

Medicing 352(14), April 7, 2005, pp. 14aB5107.
http://content.nejm.org.ezpl.harvard.edu/cqi/reprint/352/14/1405.pdf

Upcoding
OPTIONAL:

Medicare Payment Advisory Commissidteport to the Congress: Medicare Payment
Policy, March 2012, pp. 556. Shows the coding response to-BISGs that the slides for
this class show. For earlier material on coding effestdise supplementary reading list.
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This issue will come up again in clas8 and18 with respect to Medicare Advantage

CLASS 5- SELECTED ISSUES IN MANAGING AN ADMINISTERED PRICE
REIMBURSEMENT SYSTEM: REIMBURSEMENT OF POST -ACUTE CARE;
GEOGRAPHIC ADJUSTMENT; OUTLIERS; REIMBURSEMENT OF TEACHING
HOSPITALS; TECHNOLOGICAL CHANGE ( Septemberl6)

The Medicare Part A payment systersillustrate many of the issues that administered
price systems face, as the last class pointed out. In this class | have assigned additional
reading on some of these issues and given Optional reading on othersiyAf you proposing
to write testimony on Medicare reimbursement’ or reimbursement generally- would do well
to look into the Optional reading andto dip into relevant chapters of the various March and
June MedPAC reports.

Medicare Payment Advisory Comm s si on, M@dAReport to the
Payment Policy, 0-18Barch 2013, pp. 151
http://www.medpac.gov/documents/reports/chaptef7-postacute-care-providers-
shortcomingsin-medicare-s-fee-for-servicehighlight -the-needfor -broad-reforms-(march-
2013 report).pdf?sfvrsn=2 Preliminary remarks on reimbursement to postacute providers
that are in agreement with the slides. MedPAC largely repeated this material in its March
2014 report, chapter 7, but | think the 2013 report is a bit clearer.

Bundling or Global Payments

Moving to more aggregated or global payment and away from disaggregated fém -
service payments is a theme MedPAC has sounded and one that leto numerous Center
for Medicare and Medicaid Innovation (CMMI, which is part of CMS) demonstration
projects. The Press, et al. andHackbarth, et al. readings (Optional) describe the rationale for
bundling payment, but how much of the variationin case mixacross hospitals that

Congr

Hackbarth, et al. describe israndom™Ne don 6t want erpwhorandomiygetgpr ovi d

bad case mix draw, meaning sicker patients (or conversely reward those who randomly get a

good one) The following paper takes up that issue. Robert Mechanic and Christopher

T o mp k iLessons Léarned Preparing for Medicare BundledPayme n t New Bngland
Journal of Medicine, November 15, 2012367(20):1873b. This paper points out that post
acute is a large component of spending for one major disease and that bundling pastite
spending with inpatient spending will pose issues amaller hospitals because of randomness.
CMMI has a demonstration project underway that bundles postacute care.
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1210823

CMS has now moved to a mandatory bundled payment method for total hip and knee
replacements that the following paper describes, but the paper also makes the point that CMS

has probably set the bar too higlwith respect to quality (hospitals have to hit 3 ratrics on
guality to receive any savingsand that hospitals needmore stoploss protection. It also raises

the issue of how far a strategy of bundling can proceed given that hips and knees are the most

common procedure and are relatively homogeneous doetre is less of a burden on risk
adjustment; in other words, hips and knees are the lowest hanging fruit, so it certainly made
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sense to start there, but to how many other procedures can bundling be extendeR®@bert

Mechanic, AMandator ymektélds cht eRBady | eNkw PBr i me T

England Journal of Medicine, October 1, 2015, 373(14):1293. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/pdf/10.1056NEJMp1509155

John K. I glehart, ABiuhdt¢leddiPag mMESAOGS orn EMKRDi c a

P a ¢ k aNgw England Journal of Medicine February 17, 2011, 364(7):598.
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/full/10.1056/NEJMp1014187If a policy
maker is going to pay for a bundle of serviceghere obviously has to basome definition of
what is in the bundle. For example, the bundle for the MSDRG system is all norphysician
services provided during the hospital stay.This paper shows how critical the choice of the
definition of the bundle is, both for cost purposes, wibh is the context of much of the current
debate, but also clinically, since the Medicare payment policy for End Stage Renal Disease
(ESRD)1 in particular the exclusion for decades of most drugs from the bundle of ESRD
servicesthat Medicare paid for - arguably induced poor clinical care. Bundling introduces a

potential incentive forunderservice not e CMS® ef fioESRB. Intslort,thisni t or

aspect ofthe ESRD program illustrates one of the problems of administered pricing. More
generally,for those of you interested in single payer, the US has for practical purposkad an
approximation to a single-payer system for those with ESRD, which gives a test case for how

itcouldwork intheUS Myqual i fi cation of AccoomsfopESRR t i cal pL

patients with employmentbased insurance having that insurance pay for the first 33 months

of their care; after that, MedicareTHsakes over
provision is to reduce the budgetary cost of Medicarg.
OPTIONAL:

Matthew J. Press, Rahul Raj kumar, Patrick F

Payments: Design, JBMA danmany I2, 2016,B16(2E81o1 ut i on, O

http://jama.jamanetwork.com.eppodl1.hul.harvard.edu/article.aspx?articleid=247 8328
CMS description of what it is doing with bundled payment.

Gl enn Hackbarth, Robert Rei schauer, and

Ann

MedicalCaré Towar d Bundl ed MedEngand murfalafWedicme s, O

July 3, 2008, 359(1):8. http://content.nejm.org.ezp

prodl.hul.harvard.edu/cqi/reptiB59/1/3.pdf This is a precursor to the Mechanic readings
that are required. dlowing a stream of academic literature that advocated bundling post

acute payments with the hospital payment, including the MedPAC report referenced in this

paper, the ACAauthorized a demonstration of bundled inpatient andgmge payments

for the period starting 3 days before and extending to 30 days after an admission for up to 8

conditions that the Secretary may choose. The demonstration has now started. The
demongiation includes some models that also bundle physician services together with
inpatient and posdcute services, a much larger task than simply bundlinegapast
providers with hospital services.

NeerajSood, Peter J. Huckfeldt, José J. Escarce, Davir&bowskiand Joseph P.

Newhouse Md@dl i c ar e d8s B un d brdcue &d RBostacute Carb: iAnalgsisia f
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RecommendationsioVhereto Begin Bealth Affairs September 201B80(9):1708
17.http://content.healthaffairs.org/content/30/9/1708.abstract#search=%22Medicare%E2%8
0%995%20Bundled%Payment%20Pilot%20Acute%20Postacute%20Care%3A%20Anal
ysis%20Recommendations%20Where%20Begin%aalyzes two issues with respect to

the bundling demonstration referred to above and in the slides: which conditions to include
in the demonstration and how nyastays after discharge the episode should end.

Richard A. RettiighenSpecyabf TMedt mé&Newe d6s ESF
England Journal of Medicin€&ebruary 17, 201B64(7):5968. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp10141GRes the history of how ESRD

beneficiaries came to be covered by Medicare. A few years ago coverage for ALS (Lou
Gehrigbébs Disease) was al so added; those are
independent of age or disability status.

Geographic Adjstment and the Wage Index

Mar garet Edmonds aG@Gebgraphicadiustmehtin Medicara Paymerit:
Phase l:Improving Accuracy, 6 Washi ngton: NAP, -62d0l16land chapter
page 121, chapter 2 (all). This report is copyrighted, but gu can download a pdf for your
personal use for free by registeringat https://nam.edu/. (This report was done by the

I nstitute of Medicing but the Institute changed its name irR015 to the National Academy of
Medicine.) Registering will also give you free web access to other Institute of
Medicine/National Academy of Medicinereports.) This report covers geographic adjustment
for both the IPPS and the physician payment systems (Cla6sand recommends changes,
mainly in the physician system.This report burrows into the details of Medicare
reimbursement, but how Medicare adjusts for geographic differences in factor prices is a big
deal, since the variation across the country is substantial. In other words, the individual
provider level quite a lot of money turns orboth the hospital wage index and the Geographic
Practice Cost Index (GPCI), the name for the analogous geographic adjuster in the physician
system; see the values on the map on pagé&@ of the report. Thehospital wage index differs
across the country by more than a factor of 2, meaning a hospital in a high wage area gets
much more for treating the same patient as an otherwise identical hospital in a low wage area.
The wage indexin principle should only be applied to the labor portion of factor costs plus

any non-labor costs that vary geographically. This wasin fact how the index operated for
many years;only around 70% of the costwvas adjusted by the wage index, so the paymedid
not change by the fullfactor of 2 difference. The Congress has, howevesget a floor on the
index so as to favor rural areasas well ascertain states and localities (see the slidesp the
index no longer operates in this fashionThe changes that this report recommends seem well
justified to me on a policy basis; to date, however, the Congress has not adopted them,
reflecting their political sensitivity T any geographic redistribution of Medicare monies is
contentiousi and probably the current dysfunctionality of the Congress.

OPTIONAL:

Car ol Propper and John van Reenen, AnCan Pay
the Effect of Labor Ma jokreatotPoliical E¢boos)@poila a | Per
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https://nam.edu/

118(2):22273. http://www.jstor.org.ezp
prodl.hul.harvard.edu/stable/10.1086/653137?ai=t6&mi=0&afS&ting wages according
to varying labor market conditions is not oaly issue in the US. This is a study of wages
in the UK NationalHealthService which, like some other countries, including Canada,

imposes the same nominal wage throughout the system despite cost of living differences.

(London is a much more expensplace to live relative to much of the rest of England.)
They find that a 10% increase in the outside wagéside the hospitaly associated with a

7% increase in the hospital death rate, suggesting that a hospital in a high outside wage area

(e.g., Lomon) attracts lower quality workets hospitals

Payment to Teaching Hospitals

Teaching hospitals throughout the world have higher costs than neteaching

hospitals. How to reimburse teaching hospitals has therefore been a policy concern from the
outset of the PPS, since there was obviously going to be a problem if teaching and-non
teaching hospitals were paid the same amount fgratients with the same observable
characteristics. This issue is covered iBricing the Pricelessch. 1 and in the slides, so there is
no additional required reading. How Medicare pays teaching hospitaldjowever, affected the
medical workforce as shown in the slides.

OPTIONAL:

Gai l R. Wilensky and Donal d M. Ber wi ck,

G ME Néw England Journal of MedicinAugust 28, 2014, 371(9):792_Summarizes a
major Institute of Medicine report on Graduate Medical Education (GNMEny view it
reflected the political difficulties of reforming GME although it did make some
recommendations for chang#.you are planning to write testimony on Mealic e 6 s

payments for Graduate Medi cal Education

i R

y

Medi cal Education that Mewwwsaptedue Nati onds

John K. Inktitule ef Medicibe,Repibrt on GM& A Call for Reformp New
England Journal of Medicindanuary 22, 2015, 372(4):38&. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMhprl1&BT his article describes the interest

group reaction to the IOM report that Wilensky and Berwick describe in the foregoing. To

date there has been no change in either Indirect or Direct Medical Education payments.

Al an B e n sSpansoredi@Generaldiication and Mobility Frictions: Evidence

from Hospital Sponsor shi pJownaloffMealtsi ng Schoo

EconomicsJanuary 2013, 32(1):148. Uses the same model of general training vs
specific training as iRricing the Pricelessnd theslides and applies it to hospital

provided nursing education. Although nursing education is general, he applies an earlier
hypothesis of Acemoglu and Pischke to argue that it may be analytically more similar to

specific because of low geographic mobibtfynurses.http://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S016762961200118%213S016762961200118X
main.pdf?_tid=ccaf2b5867f+11e5b513

00000aach35d&acdnat=1439995221 a83dc00a94c705053f9a89b17866adfb

39


http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/10.1086/653137?ai=t6&mi=0&af=R
http://www.jstor.org.ezp-prod1.hul.harvard.edu/stable/10.1086/653137?ai=t6&mi=0&af=R
http://www.nap.edu/
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMhpr1413236
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMhpr1413236
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/S016762961200118X/1-s2.0-S016762961200118X-main.pdf?_tid=ccaf2b56-467f-11e5-b513-00000aacb35d&acdnat=1439995221_a83dc00a94c705053f9a89b17866adfb
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/S016762961200118X/1-s2.0-S016762961200118X-main.pdf?_tid=ccaf2b56-467f-11e5-b513-00000aacb35d&acdnat=1439995221_a83dc00a94c705053f9a89b17866adfb
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Technological Change

Managing technological change in an adinistered price system is a critical issue, but
there are many aspectsf the topic of that | do not cover in the slides. One of the most
important is the overarching issue that the amount of technological change we observe is
almost certainly related tothe incentives of the financing system. On this point see the
Weisbrod paper on the supplemental reading list. One issue in dealing with technological
change in the context of administered pricing is deciding what change or innovation justifies
its cost(assuming the change is cost increasing) and is therefore worth paying fan the
Medicare context tis is partly a coverage decision and partly a decision on how much to pay
conditional on a decision to coverdecisions that are made separately by twdifferent parts of
CMS. The issue of whether the benefits exceed the costs is in the realm of willingrtessay
studies, as well as studies employing QALYs, DALYSs, etc. An important complication is that
something that is actually used to treat patientsnay be (and usually is) worth it for some
patients and not for others, so a decision to cover likely means some receive the service who
dondét benefit (sometimes who will benefit is
about who benefits; see clask’ on CER) and a decision not to cover likely means some who
would have benefitted wondt get the service.

With respect toreimbursement technological change should generally lead to some
payment adjustment, since the existing reimbursement system is caldted for the earlier
technology. There are two related issues: how much to update budgets in administered price
systems in order to pay for cosincreasing change; and how to update reimbursement when
costs fall as something new scales Uparning-by-doing takes placeand unit costs fall More
concretely, these issues all have to do with how to incorporate new procedures, drugs, and
devices into administered price systems, and the following reading deals with that issue.

Medicare Payment Advisory Commssion,Report to the Congress: Medicare Payment Poligy
March 2001, chapter 3 fttp://www.medpac.gov/documents/contractoireports/chapter-3-
paying-for-new-technologyin-the-outpatient-prospectivepaymentsysten(march-200%
report).pdf?sfvrsn=0). How to incorporate new technology is an issue that plagues all
administered price systems. In the Balanced Budget Reform Act (BBRA) the Congress
authorized pass through payments for certain drugs, biologicals, and devices. Such payments
potentially alter the nature of competition in the market for these products and give certain
companies incentives to mark up prices.

OPTIONAL:

If you want a short piece on QALY that analyzes some of their shortcomings for judging

health benefitas wellasthea@pp i t i on to using them, see Pet
QAL Y sJAMA, May 4, 2011, 305(17):186A. http://jama.amaassn.org.ezp
prodl.hul.harvard.edu/conte3®b5/17/1806.short

Outpatient Facility Payment
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You should have read the MedPAC tutorial on the outpatient hospital payment
system. Outpatient payment is another dilemma in Medicare payment policy, but it is
covered in the slides, and other than th&ledPAC primer, | have not assigned any further
readings. Outpatient department payment needs to be considered in conjunction with both
inpatient payment and physician office payment because of substitution possibilities between
providing services in thesevarious settings. The nomeutrality in the Medicare payment
system between facility and office paymeriiecamea major policy issue as described in the
next Optional reading. The issue was partially addressed in MACRA (see slides).

OPTIONAL:

MedicarePay ment Advi sory Commi ssion, M@AMedicare
Ambul atory Settings, 0 Report to the Congres
some fees between the offibased setting and the outpatient department but not others.

OTHER OPTIONAL READING ON THESE TOPICS:
PostAcuteCare

Mel i nda Beeuwkes Buntin, Carrie Hoverman C
Payment Changes on THealth Sesvices Resdammfeigust 2009t e Car
44(4): 11881210.http://onlinelibrary.wiley.com.ezp
prodl.hul.harvard.edu/doi/10.1111/].148%73.2009.00968.x/fullhe shift to a new

(prospective rather than cost up to a lirpibg-acutepayment system shifted patients
amongpostacutecare sites. Shows the substitutabilitypostacutesites.

Severity or WithinDRG Heterogeneity, Outliers

Emmett B. Keeler, Grace M. Carter, and Sall
P a y me Jourmal,oftHealth EconomicSeptember 1988, pp. 1234.
http://www.sciencedirect.com.ezp

prodl.hul.harvard.edu/science/article/pii/0167629688900t18 paper led to a substantial

change in how Medicare paid for outliers in the early 1990s. It is an excellent example of

how analysis can change policy.

Technological Change

Nancy M. Kane and Paul D. Manoukian, HAThe E
System on the Adoption of New Technolegf he Case of CdNewl ear | mp
England Journal of Medicing21:20, November 16, 1989, pp. 13/&:3.
http://www.nejm.org.ezprodl1.hul.harvard.edu/doi/full/10.1056/NEJM198911163212006

An instructive case study from the early days of the PPS, showingdrowistered pricing

can have an important effect on technological change.

Daron Acemoglu and Amy Finkelstein, Alnput
|l ndustri es: Evi dence Jduma aohPdlitibabEcdi@goctober Car e S
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2008, 116(5):83B0. http://economics.mit.edu/files/56 7Blaborates on a point made in
chapter 1 oPricing the Pricelesmamelythat hospitals substituted capital for labor with the
introduction of the PPS because the PPS capped operating costscapitabtosts

initially. Capital costs are now included in the DRG rate.

Care at the End of Life and the Hospice Benefit

This topic should perhaps be somewhere else in the course because it is certainly about more
than reimbursement, but, given twurse outline, it seems to fit best in the Medicare

section, partly because over 75 percent of the deaths each year are among Medicare
beneficiaries and partly because over a quarter of Medicare dollars in a year are spent on the
5-6 percent of beneficims who die (11 percent of annual Medicare dollars are spent on
persons in their last month of life). Over 20 percent of these deaths occur in a hospice (60
percent of the cancer deaths do), and hospice by 2012 was a $15 billion a year benefit,
increasingrom just under $3 billion in the year 2000 (over 2 percent of the Medicare
program). | have put the topic on the reading list, but because of the length of the required
reading, | have made the entire subject optional. Some of you may wish to ptosue i

your testimony.

The entire issue of the January 19, 20A8A is devoted to the topic of care at the end of

life. http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/issue.aspx?journalid=67&issueid=934869&directibiote

especially the crossational study of Bekelman, et al., which shows the US does reasonably
well on deaths outside the hospital as a result niatesven have the highest hospital

spending per decedent over 65 in the last 180 days of life.

Institute of MedicinefiDying in America: Improving Quality and Honoring Individual

Preferences Near the End of Lif&@ Was hi ngt on: Nat i4oAmal Acade
excellent overview of the issuesittp://nationalacademies.org/hmd/reports/2014/dying
in-americaimproving-quality-andhonoringindividuatpreferencesmearthe-endof-

life.aspx The 2014 report builds on an earlier IOM report on this téproaching

Death Washington: National Academy Press, 1997. There is also relevant material in the

IOM report on the quality of palliative care on the supplemental list under the quality of care
section.

Atul GawandeBeing Mortal New York: Metropolitan Books, 2014. A plea for changes in
how physicians and lay persons should think about frailty andnd of life. | found this
short book a wonderful read.

Randall Krakauer, Claire M. Spee | | Lonny Reisman, and Marci
To I mprove The Qual ity HealthAfairs 8eptémier/Octodeyv a nc e d
2009 , 28:5:135B9. http://content.healthaffairs.org.ezp
prod1.hul.harvard.edu/content/28/5/1357.shdRemoving the requirement to not seek

treatment for the terminal diseasgroves participation in hospice and overall saves money

among the commercially insured.
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Amy S. Kelley,Partha Deb, Qingling Du, Melissa D. Aldridge Carlson, and R. Sean
Morrison Hd$pice Enroliment Saves MonEgr Medicare And Improves Ca@ality
Across A Number ObDifferent LengthsOf-Stay Bealth Affairs March 2013, 32(3):552
61. Hospice saves Medicare monéytp://content.healthaffairs @ezp
prod1.hul.harvard.edu/content/32/3/552.full.pdf+html

Dani el P. Kessler and Mar k B. Mc Cl el | an, n A
t he En dJoorfal ot Hedltlre Ecanomic23(1), January 2004, pp. 1127.
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S016762960300KiB&nce directives appear

to improve care but do not save money.

Haiden A.HuskampDavid G. Stevensomlichael E. ChernewandJoseph P. Newhouse

AA New Meei-lciafree Beennde f i t f or [MealthsAffargg Ho me Re
January/February 2010, 29(1):1830Takes up the issues around paying for hospice services
fornursgy home residents; the current hospice b
home contexthttp://content.healthaffairs.org.ezp
prodl.hul.harard.edu/content/29/1/130.full.pdf+html

SUPPORT Principal I nvestigators, fAA Control

Hospitalized Patients: the Study to Understand Prognoses and Preferences for Outcomes and

Ri sks of Tr eat drMAtNsvenib& Q22D, QIRT, 274(20), pp. 1:8%D8.
http://jama.amassn.org.ezprodl.hul.harvard.edu/content/274/20/1591.shArtlassic
study documentinghortcomings in endf-life care. Alas, most of these shortcomings still
exist.

Medicare Payment Advisory Commissithe port t o t he Congress:
Access to HospigaVashington: ie Commission, May 2002.
http://www.medpac.gov/documents/contraateports/reporto-the-congresanedicare
beneficiariesaccesgdo-hospice(may2002).pdf8fvrsn=0 A short report to the Congress,
which is concerned about the rapidly rising costs of the hospice bargid@2(when of

course costs were much less than today) and reports of late entry by beneficiaries into
hospice. The question of whetheraluesidents are getting a fair shake from Medicare also
surfaces.

Ezekiel J. Emanuel and Linda L. Emanuel,
Savings at tNeweEndianddoumdl of Meditim@31pFebruary 24, 1994, pp.
540-544.http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJM19940224330080is paper is about end

of-life care rather than hospice and makes whatyirview is a compelling case that, as a
percentage of medical spending, waste at the end of life is rather small.

CLASS 67 PHYSICIAN PAYMENT (MEDICARE PART B) (September 2}

An important point to take away from the readings for this class is thahow and how

much physiciansare paid alters the services they deliver to their patients, although there are
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conflicting results about how it alters them. In any event both in instances of administered
pricing, such asTraditional Medicare, as well as wit negotiated pricesn commercial
insurance and managed Medicaid planghe details of physician prices matter for how
patients are treated. A second important point is that over the next several years how
Medicare pays physicians willikely be changingin a major way.

To provide a concrete context for this class, review (or read) the MedPAC Payment
Basics on physician paymentttp://www.medpac.gov/documents/paymenbasics/physician
and-other-health-professionatpaymentsystem15.pdf?sfvrsn=0This document outlines the
payment system for 2016 and beforeAlso read:

Robert A. Berenson and JoimbnepectedPtacctilxmgp, A Fi ndi
the Medi car e Phy sNewlkngland Jowral ofdviedicealApril & 2006,

374(14):13069. Describes the flaws in the current Medicare fee schedule, including the

problem of updating to account for improvements inproductivity (this is the same as the

technological change issue in Class &hd accounting for the complexity of managing

patients with multiple comorbidities. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1600999

Jeffrey D. Clough and Mark McClellan, @Al mpl eme
Physicians and PhJ)MA, duned, 2006e H5(22)23 i p, 0
http://jama.jamanetwork.com.ezp-prod1.hul.harvard.edu/article.aspx?articleid=2524928

A description of the 962 pageNotice of Proposed RulemakindNPRN) for the Medicare
Access ad Chip Reauthorization Act of 2015(MACRA) ; the NPRN wasreleased in April
2016 MACRA is a big deal. First of all, it was bipartisan so it is likely to remainin place
or largely remain in placeirrespective of theoutcome of theNovember 2016 elections.
Second, as the slides indicatéhe Congresdss becoming more aggressive aboumoth quality
improvement in Medicare and about pushing physicians toward contracts that take
financial risk. If you want more on this, see Steinbrook and CMS in the Optional reading.
The readings below have some material on capitatiomhich is an organization taking full
financial risk. We will go into greater detail on capitation and risk based contractingn
clas®s 8 andl6, and we will gointo greater detail onadjusting physician payment for
quality in class 15

OPTIONAL:

Centers for Medicare and Medicaid Services,
Summary, 0 A htps:/Iwwv2cis.goZMedidire/Qualityitiatives Patient
Assessmeninstruments/ValudasedPrograms/MACRAMIPS-andAPMs/NPRM QPR
FactSheet.pdfThis overlaps with the requoieClough and McClellan reading ahds more

detail on the proposed rulhich takes up 962 pages of thederal Registed dondt expe
youto-and hop e -getbagged dowdin the @ around the measures, such as X

points for this and Y for thalbut here it is for those of you that want it.

Robert S ileeRapdnabf bedicare'sStistainablérowthRatefor Physician
P ay melJAMA, May 26,2015,313(20):20255. http://jama.jamanetwork.com.ezp
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prodl.hul.harvard.edu/article.aspx?articleid=2277734&resultClick=8arly
descriptiorof MACRA, whichf f i otheSilistainablésrowth Rate(the SGR)andsois
sometimeseferredto astheil d & ¢ XThis&hortpaperwaswritten beforethe NPRN
cameoutapproximatelya yearlater;the NPRNfills in someof thedetailsthat
Steinbrooknoteswill beforthcoming.

Pa u | B. Gi-forsSkruce Wil Refn&read-eature of Major Payment Reforms,
Requiring More Changes iHealth&fdirs Septenmder BOh2y s i c i a
31(9): 197783. http://content.healthaffairs.org.ezp

prodl.hul.harvard.edu/content/31/9/1977 .full.pdf+h@msburg gives some of the history

of Medicare physician payment policy. He also points out that although many seem to
believethat the shift to global or bundled payment eliminates the concern about fee

schedules and relative value scales, this is not the case. Not only are Medicare relative value
scales likely to remain, at least for now, the basis for pricing bundles, batréhalgo likely

to retain a considerable role in physician reimbursement within most larger entities that

share risk with insurers or take full risk. For example, a Medicare Advantage plan (class 8)
may well pay physicians on a fé@r-service basis. Wwill take up shared risk in Medicare

in more detail in Class 16.

The Theory of Physician Payment and Supplier Induced Demand

Thomas G. McGuire, fPhy slneentvesandChaceinldealth Behavi o
Care, eds. Frank A. Sloan and HirscheKasper, pp. 263288; Cambridge: MIT Press, 2008.
This reading covers tle economics of febased paymentand it concludes thatthe optimal
payment is a base payment plus a fee at marginal costhe context here is an independent
physician, but increasindy physicians are working within organizations as employeasither

than as selfemployed professionals and those organizations may take financial risk (dbe
slides) Thatdevelopment however, anticipates material later in the course, especially ckas
16. The idea of a base payment and an additional fee at the margin that McGuire describes is
an ideawe encountered in the last class on peatute care (what should payment be at the
margin?) and that we will encounteragain with respect to drugs (Clas 19).The patient-
centeredmedical home ¢lass B) can be seen aa step towardthis arrangement

One of the policy applications othe economic theoryin this chapterin the Medicare context

is the secalled offset effect, or how muchhe budgetary cat of a general change in fees will be

Aof fsetd by changes i n the ¢ualrdverthiygpoiotinthe er vi c e
slides, but if you want more seethe work CMS relies upon to estimate the offset effeatvhich

is available on the CMS website
http://www.cms.gov/actuarialstudies/downloads/physicianresponse.pdlhe CMS website

material, however,is optional.

OPTIONAL:

Forthose of you who want a more technical and more extensive treatment of physician
payment than McGuirebés chapter in the Sl oan
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Thomas G. Mc Gui r e, HénBbook ef Healthd&econokigsdsn c y , 0 i n
AnthonyJ. Culyer and Joseph P. Newhouse; Néttiand, 2000.
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S15740064008Q1680u have the economics
background to absorb it, this is an excellent synthesis.

Thomas G. Mc Gui r ePhgsitidn Respande to ¥Vee Cliaageslwith, i
Multiple Payers dournal of Health Economic$991, 10(4): 383 10.
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/016762969190@2&eminal paper for those
wanting to go even further than tHandbookchapter.

Randall P. EI I i s aPnodiderTBemavioauwderospeatveui r e, i
Reimbursement dournal of Health Economics(2):12951. A classic paper on the

economics of provider risk sharinuftp://www.sciencedirect.com.ezp
prod1.hul.harvard.edu/science/article/pii/0167629686900020

Paul B. Ginsbur g, nA-Raypant®Pobligp Mornée viman Pthlys i 86
New England Journal of Medi@nJanuary 13, 201B64:1726. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMhpr10040&t& hisory of Medicare

physician payment policy through 2010.

One issue that ties to the P4P issues that we cover inlGlasthe power of demarside

versus supphgide incentives with respect to quality. A paper that bears ondhid finds

a demand response, albeit a socially undesirablé s study of demand for Ontario

physicians after the province introduced a $36.25 payment for physicians who provided a
medical warning to patients that they were unfit to drive. Although total physician visits did

not much change, visits by the patients to the physicians who warnethtitehey were

unfit to drivedecreased 23 percent. This is not the main poinegbaper; the main point is

a 45 percent reduction in road crashes and an increase in emergency department visits for
depression, but some patients clearly did not want to return to physicians who gave them

bad news and sought care elsewhere. The papenald A. Redelmeier, Christopher J.
Yarnell, Deva Thiruchelvam, and Robert J. T
Drivers and the Ri sk déwEhdaaddouemal 6f MedicineRo ad Cr
September 27, 2012, 376(13):1238 http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsal1114310

Meredith B. Rosent hal ,i Emé&gnyg Madals ofPeoyiderf or Per f
Pay ment NewEnglandJournal of Medicin8eptember 18, 2008, 359(12):1197
1200.http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMp0804658

The US, like nany countries, has traditionally had a highly disaggregatefbfeservice

reimbursement system for physicians. This is a descriptive article on emerging models of
payment that would be more bundled or more aggregated.

Empirical Literature on the Effet of Fee Changes on Physician Behavior
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An empirical application of the theory McGuire outlines in the chapter above is the
following:

Mireille Jacobson, Craig C. Earle, Mary

Pr i

Medi careds Payment QuwtraapfyorDr@Qagrsc €rh algerdotPat t er

Health Affairs, July 2010, 29(7):139D. http://content.healthaffairs.org.ezp
prod1.hul.harvard.edu/content/29/7/1391.shortAs described in the slidesyi 2005 Medicare
drastically cut how much it paid oncologists for the chemotherapeutic agents they
administered to their cancer patients. Thigaper examines how the treatment of lung cancer
patients changedas a result Oncologists responded to the cut by increasing thegoportion of
patients receivingchemotherapy (the income effect) and substituted toward those drugs
whose profitability had fallen least (the substitution effect). Furthermore, this effect was
concentrated among oncologists in community practice, whose incomes were directly affected
as opposed to those working in clinics or at hospitals, whose income was not directly affected
by these cutgbecause the payment went to the clinic or hospital)There is a much longer
NBER working paper on this subject in the Optional reading, and the slides cover some
material from th at paper. For those of you interested in how CMS is now proging to
reimburse cancer drugs, see Mailankody and Prasad in the Optional reading.

OPTIONAL READING:

Mireille Jacobson, Craig C. Earle, and Joseph P. NewhduSee o gr aphi ¢ Vari at i

Physiciansd Responses NewEnglandReurnalfibladicieee me n t

December 1, 2011, 365(22):2082. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp11101 A/follow on study to the article

above by Jacobson, et al. showing a great deal of variability across states in the response to
the payment change; while oncologists on balance increased the rate of chemotherapy, in a

guarter of the states they decreased it. The number of patients isdaigeyariation is
real. Jacobson, et al. have no explanation for the varigtisrone more example of the
geographic variation in physician behavior that we take up in class 14

Mireille Jacobson, Tom Y. Chang, Joseph P. Newhouse, and Craig&fiHarh y si ci an

Agency and Competition: Evidence from a Major Change to Medicare Chemotherapy

Rei mbur sement Policy, o NBER Working Paper
http://papers.nber.org/papers/W19247?utm_campaign=ntw&utm_medium=email&utm_sou

rce=ntw Shows that oncologists not only increased chemotherapy in response to

Medi careb6s fee cut, but that the mort al
the states that increased chemotherapy the most, and it fell more among the oldest old.
Whether this was because oncologists had earlier underestimated the beneficial effects of

chemotherapy before being induced to give nbgrthe change in reimbursement

whether it was because they (and possibly the patients) preferred not to put their patients

through the rigors of chemotherapy despite the gain in life expectancy is unknowable.

Ch

#

Sham Mail ankody an dion¥of PrepgsediMedicaraReforméitb mp | i c a't

Counteract Hi gh JEMANJIRI9, 2016, BlH(3)RA. i Desribes 0
through six CMS proposed changes to cancer drug reimbursement.
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An analogous effedb that found by Jacobson, etialfound for Giinese physicians; if they

share in profits in proportion to drug spending, spending is 43% higher for insured patients.
Americans generally buy orally administered drugs (pills) from a pharmacy, and American
physicians have no financial stake in whictally administered) drug they prescribe

(assuming they have not taken global risk, which is still atyacal even then it is unlikely

there would be more than minimal financial risk on the individual physician as opposed to

the organization they workewthin). In contrast, East Asian patients, including Chinese,

like American cancer patienggenerally buy drugs from their physician or hospital, who

until 2009charggla mar kup on t hose bsuangesCoveraggane Fangw
Agency Problemsin®ct or Prescriptions: Evidence fron
which is posted on the course web site.

A somewhat similar paper to Jacobson, et al. but in a different country and a different
clinical context is Irene Papanicolas and A
Clinical Guidance? Hi p ReplbumalefiMelht i n Engl a
EconomicsDecembef015, 44:2536. There are two types of hip replacement, cemented

and uncemented, witloughly equivalent clinical success rates, although the uncemented is

more costly because of longer operating tirReior to 20032004 both Englashand

Scottish hospitals had global budgets, but in 20034 England introduced a casased

reimbursement with cemented replacements reimbursed at a lower rate than uncemented

given the shorter operating timé&Jsing a diffin-diff method with Scotlandsaa control, the

paper shows this led to an increase in uncemented replaceimgniéac.elscdn.com.ezp
prodl.hul.harvard.edu/S0167629615000842.8S0167629615000843
main.pdf?_tid=06016fGc04e11e587fd

00000aab0f01&acdnat=1453387884 501a8d02e5d7b8bc2ed2b5f1191e34a5

An additional paperelated tothis subject in a Chinese setting is Janet Currie, Wenchuan
Lu, and Wei Zhang, #APatient Knowledge and A
St udy i Jourr@lhoi Heath EeonomicSeptember 2011, 30(5):939.
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S016762961100@ H#Aa, relative tomany

countries, exhibits a higtate of antibiotic use, whiclmcreases resistance to antibiotics (a
worldwide externality) and may adversely affect the microbiome. This paper, like the Lu
paper (and the Jacobson, et al. paper on chemotherapy), builds off the incentives Chinese
physicians hdto prescribe becauseethdispense the antibiotic. Currie, et al. had simulated
patients visit physicians and describe symptoms that should not have led to antibiotic use.
Nonetheless, the rate of antibiotic prescribing was high (around 60%), and expensive (not
first-line) antbiotics were frequently prescribed, exacerbating the resistance problem and
burdening the patient with greater -@ftpocket cost. A subset of the simulated patients
indicated to the physician that they had learned from the internet that antibiotilckrestou

be prescribed for flu or collike symptoms. This intervention markedly reduced antibiotic
use.

There are conflicting studies in the literature on the direction of how changes in Medicare
fees affect physician behavior. An often cited, earlyysthdt agrees with the Physician
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Payment Review Commission (PPRC) study shown in the slides is Thomas Rite e

Impact of Changing Medicare Reimbursement Rates on Physialad u c ed Demand, O
Medical CareAugust1983 21(8):803-15. http://www.|stor.org.ezp
prodl.hul.harvard.edu/stable/3764772?seq=1#page_scan_tab_cdrienfsds that an

exogenous change in Medicarefees Col or ado i n negatee | at e 1970 ¢
relationshipwith services delivered.

On the other hand (and covered in the slides), Jeffrey Clemens and Joshua Gottlieb find the
opposite.They analyzes a change in Medicare fees that resulted from a&chahg

definition of market areas and finds that an increase in fees was associatedvitbaae

in services (the substitution effect dominated the income efiéeffyey Clemens and

Jos hua OwmRhysitiang Fnancial Incentive$fdctMedical Treatment and Patient
Healthd American Economic RevievApril 2014, 104(4):132@9.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10572aer.104.4.1320

Rudy Douven, Minke Remmerswaal, and Il ari a
Rei mbur sement SchedulJeumalof HealV &conomitdulyr2@1s,1 t h Ca
42:13950. Selfemployed Dutch mental health providers are reimbursed on a fee schedule

that is a function of minutes of therapy delivered to a given patient annually, but the

schedule is a step function in the number of minutes. This plapes that there are spikes

in the distribution of the number of minutes just above the discontinuity at the step; in other

words, providers will deliver a few more minutes of therapy to get the substantially higher
payment, behavior similar to thatofheT CHO6 s i Non-selfeanpleyedDutch

mental health providers are not reimbursed with this schedule, and their minutes of therapy

do not show such spiket subsequent unpublished work Douven has shown that there is
considerably heterogeneityisy c hi at ri st sé and psychol ogi st
behavior. In terms of the classic Ellis and McGuire 1986 p&patiqnal readingibove)

there is great variation in the value placed on patient benefit relative to inbttméac.els
cdn.com.ezgprodl.hul.harvard.edu/S0167629615000362.0S0167629615000363

main.pdf? tid=091bf458e6811e5b363

00000aach35f&acdnat=1447901498 b0cb4467a86c660aaf7a00892e3ab123

Empirical Literature on the Basis of Payment

Relative to the literature on feefor service pricing, there is less literatureon the effect
of the basisof payment (why do you think this is?), an issue that has come to the fore with the
advent of greater bundling and various forms of riskbased payment to providers (but see
Pricing the Pricelessand remember thateven if a bundla payment is made to an
organization, the payment to the individual physicianwithin the organization may be
primarily or completely fee-for-service). Krasnik, et al. show the effect of changing from full
to partial capitation, which can also be interpreed as a (partially) incomecompensated fee
change. Hickson, et al. show positive effects of f&® -service relative to salary; that paper is
unusual in this literature because the data come from a randomized trial, albeit a very small
one.

Some deliery organizations both in the US and outside it, employ salaried physicians.
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Physician incentives in salaried systems relate to the criteria for promotion and merit

increases, which are typically difficult for an external analyst to observe directly oneen infer,

but that does not npeeaent Alshitee salanyenayrbetiedit@ s ar en ot
Apr oduct i vidatvarignoof feefori-service. Don 6t spend a | ot of t
papers; read for the main result.

i n

Allan Krasnik, Peter P. Groenewegen, Poul A. Pedersen, Peter van Scholten, Gavin Mooney,

Adam Gottschau, Henk A. Flierman, and Mogen T.
Systems: Effects on A 8irtshWedical Journal, 30@& JueedOa | Practi
1990, 16981701.

http://www.pubmedcentral.nih.gov/picrender.fcgi?artid=1663335&blobtype=pdf Shows the

effects of a change from full to partial capitation forthe Danish General Practitioner (GP)

The changeresultedin increased provision of services per visit, fewer referrals, and less

hospitalization. The paper uses the concept of supplieinduced demand, but without the

usual normative connotation. See atsJensenn the Optional reading, below.

Gerald B. Hickson, Wi lliam A. Altmeier, and Ja
by Salary or Feefor-Service: Effect on Physician Practice Behavior in a Randomized

Pr os pect iPedatri&tSaptember) 1987, vol. 80(3), pp. 34860.
http://search.epnet.com.ezpl.harvard.edu/login.aspx?direct=true&db=aph&an=4732496&
oginpage=Login.asp&scope=siteA study in which 18 pediatric residents were randomly

assigned to be paid by salary or fetor-service. Those paid fegor-service did more of things

that were deemed good (e.g., continuity, fewer missed recommended visits)

OPTIONAL:

Vi beke Myrup Jensen, AoOHappy Doctor Makes F
| mproves Qual i tReview bf Eddmomics ard Sthtisti@acender 2014,

96(5):83848. In Denmark general practitioner physicians provide prenatal tising the

change in Danish physician compensation studied by Krasnik, et al. (above), she finds

younger pregnant women treated by general practitioner physicians who changed from full

to partial compensation had better birth outcomes (higher birthtyégver preterm births,

and better fetal growthattp://www.mitpressjournals.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1162/REST_a_00409

Heike HennigSc hmi dt , Rei nhard Seltin, and Dani el
Af fect Physiciansd Provision M»BenaaftHeallr : An E
EconomicsJuly 2011, 30(4):6346. http://www.sciencedirect.com.ezp
prod1.hul.harvard.edu/science/article/pii/S016762961100@REidIts on laboratory

experiments showinthpatmedical students overprescribe in FFS, underprescribe in

capitation, but that, consistent with McGuire, both patient benefit and profit matter.

Mar k Dushei ko, Hugh Gravelle, Rowena Jacobs
|l ncentives on Gatekeeping Doct ourrsmlof Evi dence
Health Economic25(3), May 2006, pp. 444978. http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S01676296050007 #2 1990s the

50


http://www.pubmedcentral.nih.gov/picrender.fcgi?artid=1663335&blobtype=pdf
http://search.epnet.com.ezp1.harvard.edu/login.aspx?direct=true&db=aph&an=4732496&loginpage=Login.asp&scope=site
http://search.epnet.com.ezp1.harvard.edu/login.aspx?direct=true&db=aph&an=4732496&loginpage=Login.asp&scope=site
http://www.mitpressjournals.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1162/REST_a_00409
http://www.mitpressjournals.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1162/REST_a_00409
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629611000452
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629611000452
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629605000792
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629605000792

Conservative government introduced higher powered physician reimbursement for General
Practitioners in th8ritish National Health ServiceGPs had long been capitated for their

own services, but did not bear any financial consequencesdisroths to hospitalize. In

the new arrangement the governngente larger groups of GPs the option to receive a
largerc api t ati on and bear risk for (pay for) e
capitation. (This has some similarities with Accdable Care Organizationg-his method

was abolished in 1998 the Labor governmenand GPs were no longer at risk (then

was reintroducelly Laborin 2005and now there iget anotherariant under the

Conservative governmgntThis study shows thathen fundholding was abolished,

elective admissions increased 3.5 to 5.1 peamaing GPs who had been fundholders

relative to the increase among those who had not, suggesting that the financial risk
associated with fundholding had kept down electiveisslons | have made thi®ptional
because it will be harder going for those with weaker economics backgrounds. See also a
followup article by Dusheiko, et al. on the supplementary list that deals with patient
satisfaction and process measures of care.

Jason Barro and Nancy Beaulieu, ASelection
Financi al I ncentives, 0 NBER Working paper 1
(http://www.nber.org.ezprodl.hul.harvard.edu/papers/w10017.pdShows that Florida

physicians who were switched from a salaried basis of payment tda-Bvice like

payment increased the profitability of their practices (i.e., increased their number of billable
services).

Hend i Kk Schmitz, APractice BudiglhdaHfectmiad t he P&
Remunerati on System dourndic ddalth BEcorOmicBeceniberi | i z a't
2013, 32(6)124®. http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science?_ob=ArticleListURL& method=list& ArticleListID=

707813009& sort=r& st=13&view=c&md5=9ca28d15c847018616ba07a5e0e6bdbe&searc
htype=aShows that when Germany introduced both an individual budget cap for publicly

insured patients and a global budget for physician expenditures, the number of visits by

publicly insured patients fell and the number by the privately insured rose.

David Madden, Anne Nolan, and Brian Nol an,
i n | r HKehlth Bcdnponmicsl4(10), October 2005, pp. 164060.
http://onlinelibrary.wiley.com.ezprod1.hul.harvard.edu/doi/10.1002/hec.995/pdf

Switching from fedor-service to capitation in Ireland dibt seem to affect visit rates to

GPs.

Jack Hadley and James D. Reschovsky, fAMedic
Vol ume: Beneficiaries Tr eladrnatbnaldouchal Ser vi ces
Health Care Finance and Economi&&), June 2006, pp. 1350.

http://www.springerlink.com.ezp

prodl.hul.harvard.edu/content/5p80j52176701488/fulltextfidfls that Medicare service

volume is positively related to fees and timat income effect is important only at high

Medicare shares. See also the paper by Hadley, Reschovsky, Catherine Corey, and Stephen
Zucker man, AMedi care Fees annduiry, Wister Vol ume of
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2009/2010, 46(4):3720 for similar finding (ttp://www.inquiryjournalonline.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.5034/inquiryjrnl_46.4)372

Rose Anne Devlin and SisiraSarmiaDo Physi ci an Remuneration S
Case of Canadi anoufma ohHdalth Ed®riomisSeptemizm2608,0

27(5): 1168381. http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S016762960800@&8vs that FFS payment

induces substantially more visits among Canadian family physicians. Although all

provinces offer an FFS scheme, they also offer varidesiative schemes. The authors

find that physicians who select FFS see fewer patients than those who do not, a puzzling

finding but possibly an artifact of the econometrics employed (the authors note that one of

their estimators is highly sensitive to sifieation).

Uwe Dull eck and Rudol f Kershbamer, fAOn Doct
The Economi cs o Joun@rotEtamomic iter@grédadck 2006, 44(1):-5

42 http://www.jstor.org.ezgprodl.hul.harvard.edu/stable/10.2307/30032298urvey of

the literature on credence goods (goods with an information asymmetry between producer

and consumer), with a theoretical model that ties togethener diterse literature in

economics; as the title indicates, the literature considered goes beyond physicians (also

noted in the Optional reading for class 2).

The Medicare Fee Schedulghe ResourceBased Relative Value Scate RBRVS

OPTIONAL:

William C. Hsiao, Peter Braun, Dani el Dunn,
Ov er v JABAy 260(16), October 28, 1988, 2383. http://jama.amaassn.og.ezp
prodl.hul.harvard.edu/content/260/16/2347 .sthartoverview and &sic description of the

initial RBRVS. There are numerous other articles that go into detail on the RBRVS in the

same issue of thPtAMA as this article; they are on the supplementary list.

Practice Costs

Medicare Payment Advisory Commissi&teport to the Congress: Medicare Payment
Policy, June 2006, chapter 4

(http://www.medpac.gov/documents/reports/Jun06 _Ch04.pdf?sfyrsBhduld be read by
anyone contemplating writing testimony on this topic.

Balance Billing

Jacob Gl azer and Thomas McGuire, AShoul d Ph
Pat i douta df ldealth Economic$2(3):239258, October 1993. A theoretical article
on the subject.

Supplier Induced Demand
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There is a huge, old, and in my viewhappy literature that discusseapplierinduced
demand (SID) thdthaverelegated tdhe supplementary reading list. It is to some degree covered
by the McGuire chapter in thdandbook of Health Economics.

CLASSES #1017 SELECTION AND INDIVIDUAL AND SMALL GROUP INSURANCE
MARKETS ; AMERICAN HEALTH CARE REFORM AND THE AFFORDABLE CARE
ACT (ACA); MEDICARE PART C AND RISK ADJUSTMENT, ADMINISTRATIVE
COST AND MINIMUM LOSS RATIOS

The next four classes arabout Medicare Part C, which is (mostly) an individual
market and individual and small group commercialinsurance marketsandthe ACA 6 s
reforms to those marketsas well as other ACA reforms Class 7begins bylaying some
theoretical groundwork on selection, because selection iglafining feature of unregulatedas
well as imperfectly regulated individual and small groupinsurance markes. It also touches
on behavioral economics and health care. Classes 8 ande&cribeMedicare Part C andthe
ACAOGs reforms to commerci al jrespectively Classl0O and
takesupt he ACA6s introduction of Minimum Loss
between economic costs and accounting costs.

CLASS 71 SELECTION AND THE ECONOMICS OF INDIVIDUAL AND SMALL
GROUP INSURANCE MARKETS ; BEHAVIORAL ECONOMICS AND HEALTH
CARE T (September 23

The Rothschild-Stiglitz paper belowis aclassicpaper on selection but may be slow
going for thoseof you with a weaker economics backgroundAs a result, the slides go over
the paper. If you understand the paper, those slides should be quick workNote that
Rothschild and Stiglitzmake some key assumptions deriving their results. First, they
assume there is no regulator of the insurance market; insurers are free to offer any polijcy
and there is free entry and exi As a corollary of there being no regulator there is no risk
adjustment (transfers from firms with better risks to those with worse risks) which | take up
in clases8and 9. Second, theyassume the only thing thamatters in the choice of insurance
ist h e p asksyperaddsthere are only two typeswhich is not an innocuous assumption
but in reality other factors may matter as well. In particular , if risk aversionis greater among
better risks, there couldbe favorable rather than adverseselection meaning it is
disproportionately better risks who choose the more complete insuranc&hird , consumers
differ only in their probability of a loss, not the amount of the losgthis assumption is also not
innocuouws). Fourth, insurers do not anticipate how other insurers will react tdhe policies
and premiums that they offer consumers.In other words, there is no strategic behavior
among insurers. Their striking result that there may be no equilibriumis sensitive to thidast
assumption.

You may wonder why you are being asked to read a paper with such an abstract and
unrealistic model; the answer is that itis a classic paperhat demonstrates the importance of
asymmetric information in how markets of all kinds function, not just health insurance
markets. Asymmetric information, however,seems particularly important in unregulated,
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competitive individual and small group insurance markets because it leads directly to
selection.

A few notes on tte other required reading: Although employmentbased insurance
mostly solves theselectionproblem for larger employment groups,Cutler and Reber show
how actions by darge employer can induce selectiowithin the employment group if
employees have a choice of planin effect, in this contextthere is an individual market
within the employment group. Zick, et al. is a nice short example of selection behavior, albeit
on a small scale.

The last wo required readings, Beshears, et al. and Loewenstein, et al., emphasize
behavioral economics applications to consumer choice. Two findings of behavioral economics
(at least) are relevant to selectionf insurance plans The first is that because of ta
complexity of health insurance plans, consumers often do not make optimal choices for
themselves and their families. Ironically, however, this ncoptimizing behavior may improve
the functioning of the market by reducing selection (see the Handéptional reading).

Second, once having made a choice of plan, consumers tend not to revisit that choice in
subsequent years when they are to renefvfi i n e Likeithe finjling with respect to
complexity, inertia can reduce selection, but it also can increapéan markups, since existing
consumers tend to be relatively price inelasticThe Abaluck and Gruber Optional 2016 paper

in class 19 illustrates this behavior.This inertia is also found in the employer market;
employers, at least larger employers, likstability in their plan choice. This is not strictly a
behavioral phenomenon; a new plan may well have a different network or formulary (classes
16 and 19), so that some persons may see an increase in price to use their personal physician
or to remain on a drug they are taking. Behavioral economics has numerous other
applications in health care; the two papers listed here are just a sampler.

Finally, | put on the class websita short excerptfrom TheHill.com from March 2007
that illustrates selection behavior well. The gist of the story isas follows. In 2006 Humang a
private insurer, offered an enhanced Medicare Part D drug plarfPart D is mostly an
individual market) that covered brand name drugs in the donut holea regionof spending on
drugs that in the basic public plan hadnho coverage (More on Part D and the donut hole in
Class 19.1t is called the donut hole because one bado spend a substantial amount on drugs
to reach it and once one spdrsubstantially more outof pocket, Part D coverage kickd in
again) No other insurer offered such a planalthough severalinsurers offered plans that
covered generic drugs in the donut holeThis Humana plan was selected againgdiy those who
useda lot of brand name drugsand spent enough on drugs to reach the donut hol&ince
those spending enough to reach the donut hole were by definition large spendétamana
suffered substantial lossesso much so thaH u ma nstodkprice fell about 25% from
January to May 2006as t became apparent that it would lose an appreciable amount of
money from this one Part D plan (The stock pricethen rose for the rest of the yeabecause
Humanatold investors it did not intend to offer the plan in 2007) Inexplicably (to me), given
Humanads exper i enc eanott®iirsurar (aubseqgeenty acquirdd byalUmited
Health Care) decided it would offer asimilar plan in 2007. (It had no such plan in 2006.)
Si e rexperiescen 2007repeated that of Humanad s i n The éxée®t o the web
describes a complaint that Sierra filed with CMS in March 2007, essentially alleging that
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Humana was dumping high cost enrollees on them.

| f you di dn 0 tZeckhauaad chapteren theHamndboekrof Health Economicgor
Class 1, read it now.

Mi chael Rothschild and Joseph Stiglitz, AEqui l
Essay on the Economi ¢ s QuarderlylJoumataf Ecenomics| nf or mat i o
November 1976, 90(4): 62980. http://links.|stor.org.ezpl.harvard.edu/sici?sici=0033
5533%28197611%2990%3A4%3C629%3AEICIMA%3E2.0.CO%3B2N

A classic paper on asymmetric information and tk insurance market, and one of the papers

for which Stiglitz won the Nobel Prizein economics Try to understand it on your own, but

dondét bog down i f Wayhethaslidescarehelp.ng troubl e.

David M. Cutler and Sarah J. Reber, APaying fo
Competition and Qudrerydasiraal dbkeconendct 118(8),,May 1998, pp.

43366. http://links.jstor.org.ezpl.harvard.edu/sici?sici=0033
5533%28199805%29113%3A2%3C433%3APFHITT%3E2.0.CO%3BAN

Theory and empirical evidence on a death spiral with imperfect risk adjustmentNote thatin

this paper the insurance plans (oficontractso in Rothschild-Stiglitz jargon) that consumers

buy are fixed, whereas they are not fixed in the Rothschii$tiglitz model.

Cathleen D. Zick, Charles J. Mathews, J. Scott Roberts, Robe@ook-Deegan, Robert].

Pokorski, and Robert C. Green Gdneti ¢ Testing For Alngatt®n mer 0 s
Insurance Purchasing Behavioy Blealth Affairs, March/April 2005, 24(2):48390.
http://content.healthaffairs.org.ezp-prodl.hul.harvard.edu/content/24/2/483.fullA nice

empirical example of selection.

John Beshears, James J. Choi, David Lasboon, Bri gitte C. Madrian, fH
R e v e a UoardaPob Public Economics 2008, 92:178%4.

http://www.sciencedirect.com.ezp

prodl.hul.harvard.edu/science/article/pii/S0047272708000728A short, relatively non

technical summary of the behavioral economics literature on when people seem to make

fi b a @ah-optimizing) choices. The characteristics of products where thidehavior occurs

seem to fit both medical care and health insuranceRecall herethe discussion in class 2 of the
applicability of standard welfare economics to medical care and the usual treatment of moral

hazard.

George Loewenstein, Kevin G. Volpp, and DavidM s ch, @Al ncentives in Hea
Prescriptions for BAWASApd 4, 2002530413)dLl378B.at i ent s, O
Applications of behavioral economics principles to structuring demand and supply side

incentives. http://jama.jamanetwork.com.ezp-
prodl.hul.harvard.edu/Issue.aspx?journalid=67&issuelD=23309&direction=P

OPTIONAL:

LiranEi nav and Amy Fi nkel sMae&ketsTheorfi &heEmpidgcsin on i n
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Pictures dournal of Economic Perspectiy&ginter 2011, 25(1):1138.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/dpdfplus/10.1257/jep.25.1.115

Primarily of theoretical interedbr how to measure welfare loss from adverse selection, but

the authorslo apply the framework to selection in an employer group plan and find adverse
selection with small welfare consequencisorder to keep the required reading down, |

cover the main ideaf these twdzinav, et alpapersn the slides, but the paper iscassible

with intermediate microeconomic3he EinavFinkelstein result, however, requires that
consumersdé6 demand for health insurance be p
risk; in other words, the person with the highest willingness to pay for insurance has the

highest expected spding, the person with the second highest willingness to pay has the

second highest expected spending, and so forth. A longer and somewhat more technical
version of this paper is Liran Einav, Amy F
Welfareinls ur ance Mar ket s UsQuartgrly Joarmal obEcanamics i n = Pr i
August 2010, 125(3):87922.http://qgje.oxfordjournals.org.ezp
prod1.hul.harvareédu/content/125/3/877.full.pdf

M. Kate Bundorf, Jonathan Levin, and Neal e
C h o i American Economic RevieviDecember 2012, 102(7):3248. They use a data

set from small employers to estimate-&126 welfae loss from nofoptimal premium

subsidies that employers in the small group market set for their employees. About a quarter

of this loss is from a suboptimal level of premiums that employers set; the remainder is from

a uniformpremiumwithin the firm depite heterogeneous preferences. The Glazer and

McGuire paper on Medicare Advantageclass 8nakes the same analytical point in the
context of wel fare | os s bttp//plibs.@aeawe@orgfezpi ngl e pr
prod1.hul.harvard.edu/doi/pdfplus/10.1257/aer.102.7.3214

Benjamin R. Handel, fAAdverse Selection and
Nu d gi n gAnkrticantEsonomic RevieviDecember 2013, 103(7):2683.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.103.7.2643

Makes the point that inertia and imperfect information in health plan choice reduces adverse
selection; conversely, improving information and forcing choice can exacerbate selection in

a context with ineffective risk adjustmertthe adequacy of risk adjinsent is a subject we

take up inClass 8 On imperfect information see also McWilliams, Afendulis, et al. in the
Optional reading fo€lass 8

Benjamin R. Handel HHealtt InshranteafdiHuraang Iffarmaton | st a d
Frictions, PlarChoice, and Consumer Welfardmerican Economic ReviewAugust

2015, 105(8):244%00. More on how standard welfare calculations from observed

behavior may not bgexperienced welfarehttp:/pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.20131126

Mark Pauly and YuhuZ e n g , AAdver se Sel ectAioon and Chall
Prescription Drug Insurance, 0 August 2003,
(http://www.nber.org.ezprodl.hul.harvard.edu/chapters/c9869) p8hows that drug

spending is more persistent than other medical spending. In a simulatisalikidized

druginsurance that renews annua$iyoffered by itself, this persistenaéspending
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potentiallyresults in a death spiral, but this is netessarilyhe case if it is offered as part
of insurance for all medical services. | will return to this pap&iasslo.

Richard Frank, Jacob Gl azer, and Thomas McGC
Managed HeJaurnal bf HEalhrEeonomicklovember 2000, 19(6): 8254.
http://www.sciencedirect.com.ezp
prod1.hul.harvard.edu/science/article/pii/S016762960000@58lEssic paper showing

profits (and losses) to be made by differential coverage of selected services by plans that

take full risk. Highly relevant to the discussiondfass 8

LiranEi nav , Amy Finkel stein, and Paul Schri mpi
I nformation: Evidence from the U. K. Annuity
2007 fttp://economics.sas.upenn.edu-ezp
prodl.hul.harvard.edu/~hfang/teaching/socialinsurance/readings/fudan_hsbc/Finkelstein_
einav_shrimpf07(2.14).pdf Adverse selection also is found in markets for annuities. This

paper stimateghe welfarecost of asymmetrimformation in tle annuitymarket at about

2% of premiums (but about 25% of the relevant cost, which is the money drstake

varying the guarantee period), and notes that mandates to deal with the selection could either
improve or decrease welfare.

Hanming Fang, Michael P. Keane, and Dan Sil
Selection: Evidence from the Medigap InsurancekMartlouraal of Political Economy

April 2008, 115(2):303850. http://ideas.repec.org/a/ucp/jpolec/v116y2008i2p303

350.html Showsfavorableselection in this market conditionimg health status.

Heterogeneous risk preferences, however, do not appear to play a lardéayie.

cognition does?

Ma r k S hHogpitalrNetworkfCompetition and Adverse Selection: Evidence from the
Massachusetts Health Insurance Exchangie w opapleri n ¢
http://scholar.harvard.edu/files/mshepard/files/mshepard jmp _hospital_networks_adverse_s

election.pdfShows that health insurancaph s t hat i ncl ude fAstar hos
Massachusetts General or the Brigham and Wo

that sicker persons want to use providers at these hospitals in ways that risk adjustment
(class 8§ does not fully compensafter.

Benjamin Handel, 1 gal Hendel , an dc&chages:h a e | C
Adverse Selecti on v eEconamstricelyc2018, 834):1261c at i on K
1313. Shows a tradedfetweercommunity rating (leading to greater adverse selection)

and allowing price discrimination based on health status (leading to reclassification risk). In

their data the welfare loss from the latter outweighs the loss from the former. Should not be
attempte without a strong economics backgrouhetp://onlinelibrary.wiley.com.ezp
prodl.hul.harvard.edu/doi/10.3982/ECTA12480/epdf

Nat hani el Hedmdroaemati Porni vaantde | nsur ance Rej ec!
18282 http://www.nber.org/papers/w18282.pdf?new_window<€larifies the intuition in
the RothschileStiglitz model that trade mayot take place at any price if private
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information sufficiently dominates.

Gerry Oster and A. Mark Fendrick, dAls All 6
withNonPr e f er r e dAAméiean JournalofsManaged Capeiblished on line

September 17, 2014. Shows some insurers are imposing higher copays on generic drugs for
certain classes of diseases, another response to selection behavior.
http://www.ajmc.com/publications/issue/2014/286420-n9/Is All -Skin-in-theGame
FairGameTheProblemWith-Non-PreferreéGenericsYou can get to this journal through

the Harvard librey system or by registering with the journal, which is free.

J°rg Spenkuch, fAMor al Ha z aJoudhal ef HehlthS el ect i on
EconomicsJanuary 2012, 31(1):485. http://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S016762961100178@DBS01676296110017606
main.pdf?_tid=df8bf155eefeab8cdb8A&ib2d609&acdnat=1339070890 6f6ba48618158
ec5db192d6e48cd945&hows both moral hazard and on average adverse selection on
observables, especially selésessed health, in the Seguro Popular Experiment in Mexico.
Interestingly there was netlectioron HbalC, blood pressure, BMI, or cholesterol levels.

Medi care Payment Advisory Commission, fARepo
Cost SharingiMe di care Advantage Plans, 0 December .
http://www.medpac.gov/documents/reports/Dec04_CostSharing.pdf?sfvim=0

example of a b -Stygltwzterns.ct i n Rot hschil d

If after reading Cutlerand Rebeou  want more on t thevtee mpl oyer 6
subsidizeplans r ead Nol an Mil | er, {Mmlimizatidnng Heal t h
A p p r o Jouarral,oftHealth Economic2005, 24:9349.

http://www.sciencedirgt.com.ezp
prodl.hul.harvard.edu/science/article/pii/S0167629605000342

If you want more on behavioral economigsy can consult any or all of the following:

Saurabh Bhargava and George Loewenstein, AC
Compl exi ty andAMB decesbgrd® 20t5e344(28)2565 A pithy

summary of how poor consumers are at choosing insurance plans.
http://jama.jamanetwork.com.eppodl.hul.harvard.edu/article.aspx?articleid=2475470

George Loewenstein, Joelle Y. Friedman, Barbara McGill, Sarah Ahmad, Suzanne Linck,
Stacey Sinkula, JohBeshears, James J. Choi, Jonathan Kolstad, David Laibson, Brigitte C.
Madri an, John A. List, and Kevin C. Vol pp,
I n s ur Jourmalef, Health Economic2013, 32(5):85G2. Shows consumers do not
understand healtimsurance plans well and would better understand a simplified plan, e.qg.,
copays and not deductiblelsttp://www.sciencedirect.com.ezp
prodl.hul.havard.edu/science/article/pii/S0167629613000532

Ti bor Besedes, Cary Deck, Sudipta Sarangi,
i n Deci s i RemewMfEEkEonamigs and Statistidday 2012, 94(2):5805. Like
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Loewenstein, et al., this paper shows that systematic departures from rational models
increase with agehttp://www.mitpressjournals.org.ezp
prodl.hul.larvard.edu/doi/pdf/10.1162/REST_a_ 00174

Dhriv Khullar, Dave A. Chokshi, Robert Kocher, Ashok Reddy, Karna Basu, Patrick H.

Conway, and Rahul Raj kumar, fABehaviNew al Eco
England Journal of Medicindune 11, 2015, 372{p22813. An article written for

physicians on applications of behavioral economics to physician practice.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdd11056/NEJMp1502312

Finally, an excellent overview of how behav
the policymakerds tool kit and how -&Mis shoul d
neoclassical economics but rather as augmentingneccs i cal economics i s
Lecture, ABehavi or al EnedcancEoonoamg RevigvilayPu bl i ¢ F

2015, 105(5):433.

CLASS 8- MEDICARE PAYMENT OF HEALTH PLANS, RISK ADJUSTMENT, AND A
WRAPUP ON MEDICARE PARTS A, B, AND C (September 23

A reminder: Testimony 1lis due before theSeptember 3Cclass

Class 7went overwhy selectioncan lead topoor performance or evenmarket failure
in unregulated individual and small group insurance markes, as well as in large group
markets that offer a choice of insurerswithin the group. One large but regulated individual
insurance market isMedicare Part C or Medicare Advantage (There is also a group
Medicare Advantage productfor retirees of larger firms, but it is a relatively small and
declining part of the market, although it does come up in the slides A key policy issue in
individual Medicare Advantage therefore is how welMe d i ¢ eegulatidrs mitigate
selection. In addition to that issuethe slidesalso take up theissue of geographic variation
that we encountered in TMand end with a summary of issues around Medicare payment
policy from this class and classe4-6. We will come back to Medicare Advantage and its
effects on quality of care and outcomes in Class 16; this class is concerned wikcribing
Medicare Advantage andhow Medicare structures the market for competing plans

The Structure of the Medicare Advantage Marlad Risk Adjustment

A note at the outsetThis class has #&arge number of slides, but several of therjust go
over material in the reading below. If you do the reading and understand it, these slides will
be a review and you should be able to move through them quickly. The last several slides try
to summarize the material on Medicare irboth this class and classe$6 and also try to put
that material in the context of the course overall. These are impant slides.

Start by reading or reviewing the MedPAC Payment Basics on health plan payment.
http://www.medpac.gov/documents/paymenbasics/medicareadvantageprogram-
paymentsystem15.pdf?sfvrsn=0 If you want more of a description of the Medicarerisk
adjustment system see theOptional Pope, et al. reading below.
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Starting in 2006 Medicarereimbursementof health plansmoved from a takeit-or-
leaveit, per-member-per-month (PMPM) price toward something thatmore closely
resembles a defined contribution or voucher approach, which had the effect of freeing up
health plan prices (i.e., not s¢ing a take-it-or-leaveit price). Nonetheless, important elements
of the earlier administered pricing systemremain. One isin the method for setting the
fibenchmark®d whiisc hMe di c ar e 6 sappmxdmatesa flefined cantrilaution or
voucher. A second is in the methoaf risk adjustment (risk adjustment is part of the

~

Amanageéedthe term Amanaged competitiono)

Importantly , Traditional Medicare (TM) is not part of the defined contribution
approach that Part C utilizes. The Republican lernative to the administered pricing issues

we studedin Parts Aand Bistogotoafulb | own defined contribution

S u p p oond veérgion ofwhich would include TM. | n ef fect, this woul

optionodo i n aworlde KkocrhaayrRgpeblidans,kh@vever, | suspect advocacy of
Apremium supporto is more of an attempt to limit the growth in federal spending rather than
an effort to move further away from administered pricingin TM . There are numerous
guestions to be addessed in any premium support or defined contribution proposal,
including what the amount of the voucher would be and at what rate it would increase over
time. If you are interested in premium support, you can find a discussion of those particular
issuesand others relevant to premium support in theCBO andin the Fuchs and Potetz
papers in theOptional reading.

One of the key issues in the debate over including Traditional Medicare in a defined
contribution arrangement is the degree of possiblselection and whether, if it were included
as an option, Traditional Medicare would go into a death spiral from adverse selection or
whether risk adjustment and other antiselection tools are now good enough to preclude that.
The degree to which risk adjstment can mitigate selection incentives, of course, is also a key
issue in the exchanges for the under G we come to in class 9he reading and slides cover
risk adjustment and selection in the context of Medicare, but risk adjustment is also
important in a number of nonUS medical care systemsspecially the Dutch system

After you have mastered theMedPAC material on how Medicare pays plans, read

anoverviewof PatGCJoseph P. Newhouse and Thomas G.

Medicare Advantage ? he Milbank Quarterly , June 2014, 92(2):3594. The material on
selection that is relevant for this class ien pages 366875 | will not cover the rest of the
paper until class 16 but it will probably be helpful to you to read the entire paper through
now. http://onlinelibrary.wiley.com.ezp-prod1.hul.harvard.edu/doi/10.1111/1468
0009.12061/pdf

The next readings consider issues around reimbursement of health plans in the
context of the Netherlands. The van de Ven and Schut paper below is about implemegt
managed competition in the Netherlands starting in 2006. The paper lays out the issues
around managed ompetition. Reflecting its EU provenance, it uses slightly different
jargon like firisk equalizationo instead offirisk adjustment,0 but you should have no
difficulty understanding the paper. | recommend that you read the full paper because |
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think it is an excellent exposition of the issues and because it may help American students

by seeing similar issues outside the American context. You will, however, likely want to

skim some of the details about the Dutch system, which | would characterize for American
assomethinglike Medicare Advantage for everyone. But for those of you who absolutely,
positively canoé6t afford the time for the full
P. M. M. van de Ven a trverfalrMaddatory Healtll Insur&cehinuthe, i

Net herl ands: A Mod el Hehlih Affaits hMay/Jume 200& A7(35T7A4t e s ? O
81. http://content.healthaffairs.org.ezpprodl.hul.harvard.edu/content/27/3/771.short The

full versionisWy nand P. M. M. van de Ven and Frederi k T
Individual Health Insurance Market: The Only Escape from the Tradeoff between

Af fordability, Efficiency and Selection, the I
http://www.policyarchive.org/handle/10207/21921click on the View Publication link)

As a counterpoint to van deven and Schut, read

Kieke G.H. Ohkma, Theodore R. Marmor, and Jona
Competition for Medicare? SobedewhbngandJeusnglons fr o
of Medicine, July 28, 2011, 365(4):289. http://www.nejm.org.ezp-
prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1106090 At least two of these three authors

have for many years advocated a highly regulated financing system. Be prepared in class to

discuss what you think van de Ven and Schut would have said about Ohkma, et al.

Two key issues in the debate over Part C ar

1) How to structure the market for Part C so that it functions effigently,
which this class coversand

2) How Medicare Advantageaffects patient carerelative to TM, which we
cover in class 16.

An important feature of market structure is how well risk adjustment functions. As
the Newhouse and McGuirepaper, the slides and the McGuire, et al. 2011 paper in the
Optional reading show,risk adjustment in the early days of Part C, which just used
demographic variables, was weakand as a resultthere was favorable selection (after risk
adjustment) into Part C. This had the effect of increasing government outlaysT he
Newhouse and McGuire paperthe Optional Newhouse, et al. 2015 papend the slides
discuss newer research showinipat the introduction of health-status-based risk adjustment
into Medicarei n t h e nrdlodg wihGa dk-in $or those who chose a Medicare
Advantage plan greatly reduced favorable selection.

The introduction of health-statusbased risk adjustmentin Medicare Advantageraised
two related issues around coding One was similar to that raised by the introduction of the
MS-D R G inghe Inpatient Prospective Payment Syster{Class 4): Did tying payment to
diagnosis increase thatensity with which diagnoseswere code® Kronick and Welch in the
Optional reading showthat it did. Oneinterpretation is that MA plans pushed physicians
and usa home visits by nursedo be more complete in their coding in order to increase
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reimbursement; an alternative, notmutually exclusive interpretation is that more active
disease management by plar(€lass 16Juncovered more diseasend that doing sois desirable
for managing chronic diseasesThe Song, et alpaper in the Optional reading deals witha
secondissue; the intensity of coding vaesby region. This paperis required in the class 14
reading ongeographicvariation and the degree to which it is explained by variation in health
status so you may want to read it nowlt is, however, not essentialdr this class.

OPTIONAL:
Ti mothy J. Layton, Randall P. EI'lis, and
Adverse Selection in Health Plan Payment

21531. The slides assess +&kustment systems using, Rut this paper gives a full
economic treatment of how to assess risk adjustméig;tgo simple.
http://www.nber.org/papers/w21531

Mi chael Geruso and Thomas G. MibHBaniPayment A Tr ad

Systems: Fit, BoumwmetafHealth BednorBicdsay20164¢:1-1®. Lays

out three dimensions of payment systems. Fit is similar totheeRsure we have been

using, and power is described in the slides. Balance istilargy of power across

different patients with different diagnoses. They point out that importantly depends on
whet her the system is retrospective (this
diagnoses). Like Layton, et al. above, they showalmibspective system with some
reinsurance is better on these three dimensions than a solely prospective system (similar in
fit and power, better in balance)ttp://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S016762961600018XDBS0167629616000199

main.pdf? tid=abf198aR10711le6a2e4
00000aab0f6b&cdnat=1464022931_d3febb038f60b2034530748eaae8cdbf

Medi care Payment Advisory Commission, dAlmpr

Pr o g r aviedicare andthe Health Care Delivery System: Report to the Condpass
2014, ch. 2. Thishaptettakes you into the weeds of risk adjustment, but if you are writing
your testimony on that topic you should read it.
http://www.medpac.gov/documents/reports/juni4 ch02.pd&st0

Wynand P. M. M. van de Ven, Richard C. wvan

Selection Threatens Quality of Care for Cer

| nsur anc e HeakhcAffairsnOgteber,2@5, 34(10):1743.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/34/10/1713.full.pdf

| have made this Optional, since it largely covers ground that othengsawiver, but it
does point up the importance of regulations other than risk adjustment to hold down
selection.

Vilsa Curto, Liran Einav, Jonathan Levin,

Competition Work: Evidence from the Medicare AdvantRgeo gr am, 06 Cambr i dge

Working Paper 20818, January 2016tp://www.nber.org/papers/w20818imilar to the
MedPACtablein the slides, they find that MA generates cost savings, but they put this in an
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economic welfare contex@They estimate tha¥ledicareAdvantagegenerates a substantial
surplus (around $6Q8erenrollee yegrafter accounting for restricted provider choice, but
insurers capture uchof the gain. Their estimates, however, comes fistructural model

that makes a strong assumption of equilibrium bids by plans at each point in time. They also
ignore retiree health insurance and the price of individual Medigap, which varies across
counties. Finally, their simulations of cuts in temthmark and the rebate percentage are
closeto thechangeACA actuallymade but, contrary to their predictions, enroliment did

not fall. This implies their model no longer holds.

The next several papers are covered in the slides and the NewhoBeee Milbank
paper, but if you want more detail, here are the papers.

Joseph P. Newhouddary Price, J. Michael McWilliams, John Hsu, and Thomas G.

Mc Guire, AHow Muich BHedecar eAm&itas Jourralfoly e ? 0

Health EconomicsFebruary 2015, 1(1):26. http://www.mitpressjournals.org.ezp
prodl.hul.harvard.edu/dodfi10.1162/AJHE_a_0000TMhis paper, which is partly a

response tcommentoBr own, et al . bel ow, shows that t
the lockin cutfavorable selection into Medicare Advantdyea factor of 5 to 6.

Joseph P. Newhouse, J. Michael McWilliams, Mary Price, Jie Huang, Bruce Fireman, and
John Hsu, fADo Medicare Advantage Plans Sele
Cat e g Qouina of Flealth EconomicBecember 2013, 32:12-88. Shows large

differences in margins by HCC, with a pattern that is suggestive of successful medical
management of chronic diseases that are managed by primary care phyBespit the

large differences in marginsidre is no evidence of selectipdisproportionate

repesent ation of high Advantaggi n HCC6s i n Medica
http://www.sciencedirect.com.ezp

prodl.hul.harvard.edu/science/article/pii/S0167629613001100

Joseph P. Newhouse, Jie Huang, Mary Price,
To Reduce Favorable Risk Selection In Medicare Advantage Largely Succeeded, Boding
We | | For Heal t h HeathAffaies Decembdt 0¢2h 3 (42), 2628. 0

The slideshave some results frothis paper.http:/content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/31/12/2618.full.pdf+html

J. Michael McWilliams, John Hsu, and Joseph P. Newhdousee w -ARljussinient System

Was Associated With Reducéda v or abl e Sel ecti orHealtm Medi car
Affairs, December 2012, 31(12), 2630. One of the slides is from this studyhe results

are similar to the immediately preceding paper, although the methods are entirely different.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/31/12/2630.full.pdf+html

Jason Brown, Mark Duggan, llyana KuziemkodWi | I i am Wool st on, nHOo:
Selection Respond to Risk Adjustment®w Evidence from the Medicare Advantage

Prog a mAmérican Economi®eview October 2014, 104(10):3333!. https://www
aeawekorg.ezpprodl.hul.harvard.edu/articles.php?doi=10.1257/aer.10835.8ses

the Medicare Current Beneficiary Survey (the same data as McWilliams, et al. above)
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and finds that after the implementation of the GMGC risk adjuster, favorable

selection net of risk adjustment increased. Unlike McWilliams, et al., they docus
reimbursement for those who switched from Traditional Medicare (TM) to Medicare
Advantage (MA) relative to spending in the prior year when the beneficiary was in TM.
They show that the difference between these two values increased with the introductio

of the CMSHCC system (see Tab# col. 6, row two) and they conclude that the

introduction of the CMSHCCs worsened selection. Using a much larger sample and

adding additional years, the Newhouse, et al. 2015 paper above gets the opposite result as
does the McWilliams, et al. paper above. One lesson | would take from the Brown, et al.
paper for the aspiring analyst: If you have a result that is a priori improbable, which |
personally consider their finding of increased selection after the introdwét@OMS-

HCC6s to be (though they seemingly did not

Thomas G. McGuire, Joseph P. Newhouse,/amta D. Sinaikoif An Economi ¢ Hi s
of Medi c aTheMilBaakrQuartélyJone 2011, 89(2):28%32 Thehistory of

Medicare Advantage up to 2008. The 2014 Newhouse and McGuire paper assigned for

this class considers more recent literature and is considerably more uptieatoment

incarnation oMedicare Advantage than this paper about the earliemrpisto
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/].1468

0009.2011.00629.x/pdf

J. Michael McWilliams, Christopher @fendulis, Thomas G. McGuirand Bruce E.
Landon, ACompl ex Medicare Advan-tEspgemllyChoi ce
Those With | mpai rhedth Afairs Beptensbar 2B RO(AT7RE, O

94. http://content.healthaffairs.org.eppodl1.hul.harvard.edu/content/30/9/1786.short

This paper uses Health and Retirement Survey data to look at those enrolling in Medicare
Advantage (MA).There are thréadings of note, two of which the authors discuss: a)

More choices can detenrollment in MA(there is an analogous finding abeutollment

in 401(k) plans); and b) More generous benefits (because of higher reimbursement in a
county) lead to greater asliment but this enrollment is disproportionately among
beneficiaries with higher cognitive functioning (there is also an analogous result for
401(k) plans); c) There fnally the dog that did not bark; seteported general health

and seHlreported speafic conditions showed little difference between Thaditional
Medicare(TM) group and the MA group, suggesting selection on observable health
measures is modest finding that comes to the fore in the McWilliams, et al. reading

above T hi s prdpgs pnbagdonfinated health plan are similar to those of Handel

on the Optional list for Clasa

Jacob Gl azer and Thomas G. McGui-Class fMaki ng
P r o g rJeumal @f Health Economicklarch 2013, 32(2):4633. Raises theugstion of

who belongs in managed care and concludes that Medicare should use premium policy to
influence that choigemeaning different types of people should be charged different

premiums http://ac.elscdn.com.ezgprodl.hul.harvard.edul86762961200183X442.0
S016762961200183Kain.pdf?_tid=c80024£{d39511e28793
00000aab0f6b&acdnat=1371065285_c6602a189ae8199dc8d0d812957fe3f9
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Friedrich Breyer, M. K a HealthEare Spendirig Riska nd Mar
Health Insurance, and PaymémtHealth Plans 0 Hanabook of Health Economicgol.

2., eds. Mark V. Pauly, Thomas G. McGuire, and Pedro Pita Barros; Amsterdan:: North
Holland, 2012, pp. 69762. Pages 72843 discuss risk adjustmenin excellentreview

of the literature, but likenany such reviews, it could be hard going unless you have already

read the underlying paperkttp://ac.elscdn.com.ezp
prodl.hul.harvard.edu/B97804445359240001-52/BB9780444535924000116
main.pdf?_tid=58681ad831411e28deG
00000aab0f26&acdnat=1349899067_9361fea94815ea2ab7bbb0f33860324b

Ri chard Kronick and W. Pete Wel ch, AMeasur.i
Advant ag e Mddicace @and Medicaid Research Revig@d14, 4(2):EAE19. They

calculate the increase in risk scores for continuous enr¢dleegell as for decedents, new

enrollees, and switcheris) MA betweer2004and2011 and compare them with mortality

and MCBS data; their analysis of MCBS data, although from a different period, conflicts
somewhat with the McWilliams, et al. analysis of MCBS data above. Kronick aloth We

conclude that increased coding increased MA paymeg0¥%and that the coding

Aadjust mentso to date have been inadequat e;
reduced.CMS has, however, reduced risk scores 3.41% each year fror2@030or a

total of 14%. PPACA specified minimum reductions starting in 2014, although CMS has

the discretion to reduce reimbursement furthdach ofKr o ni ¢ k aimfetendd/ss| c¢c h 0 s
from a sample enrolled in two successive years in either MA or TM and the chaisiie

score for each sample. Their inference from their continuous enrollee ssuoghdie

however, since any differential incentive to code in MA should apply in both years and

should difference outnless there was not a full adjustment to the imeent the initial

year and a more complete adjustment in the second Yeaky do not find a similar

increase in mortality in MA, but that could be because sicker persons died.
http://www.cms.gov/mmrr/Downloads/MMRR2014 004 _02_a06.pdf

Yunjie Song, Jonathan Skinner, Julie Bynum, Jason Sutherland, John E. Wennberg, and

EI'l iott S. Fi sher, N Regi oMNewEndlaadrJoumdl ofons i n
Medicing July 1, 2010363(1):4553. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/nejmsa09108®8is paper shows that Medicare
beneficiaries who moved to higher spieigdregions and who had similar baseline health

status risk adjustment scores had risk scores that grew more than beneficiaries who moved

to lower or similar spending regions and so resulted in greater reimbursement. In other

words, these results imply th@ealth status as measured by diagnoses coded on claims

forms is endogenous. Although Song, et al. do not directly suggest this, an implication is

that the HCCs should not be used in risk adjustment as they are now (i.e., in the language of
Stam, et al.Qptional reading. they have elements of atypé adjuster). Ultimately

whether one acts on this implication depends on how much of the observed variation in
CMS-HCC scores reflects real health status variation versus differences in coding; the more

it reflects coding, the weaker the case for using @MSC s . Unfortunately S
work cannot shed light on this, and it remains an unresolved issue.

The following reading summarizes the Camero
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bundling inthe UK.

Martin Roland and Rebecca RoserEngl i sh NHS Embar ks on Contr
MarketStyle Reforms in Health CareNew England Journal of Medicin8pril 7, 2011,

364(14):13665. http://www.nejm.org.ezp

prod1.hul.harvard.edu/doi/full/10.1056/NEJMhpr1009757

The next hreereadings are on premium support.

Congr essi on alAPRwmdmgSapport@ystemn foraMedicéfaialysis of

lllustrative Qptions 6 Sept ember 2013. Anal yzes a syst
average bid and the second lowest Ihitdp://www.cbo.gov/sites/default/files/aB-

PremiumSuppa.pdf

Gretchen Jacobson and Tricia Neuman, ATurni
Frequently Asked Q utgp#gkforgmedicarg/isshiandf/tyrnirid9 , 2016 .

medicareinto-a-premiumsupporisystemfrequentlyasked
questions/?utm_campaign=KZ016July-MedicareFAQsPremium
Support&utm_source=hs _email&utm_ medium=email&utm_content=31794444& hsenc=p
2ANQtz-

90T5A19FgEY0O1AsohOn3bxZy1j5sgSg8R0zJZwYelU |Iy40QrF1gJBMEQIWc2A4a0kXel
WY gbOWE9XwIoKVoyB5Y18SadxsLPixUCstas74hnrhY4& hsmi=31794444

LisaPotetand Bet h C. Fuchs, fiThe Nuts and Bol ts
Proposals, o Henry J. Kaiser Family Foundat:i
http://www.kff.org/medicare/upload/8191.pdf

The next several artidare from an earlier time@hen Medicare used a takeor-leaveit
price for health plans, though that does not really affect the risk adjustment issue.

Gregory Pope, John Kautter, Randall P. EI I
Capitation PaymeatUsing the CM3H C C Mo Hdealth Cabe Financing Revie®5:4,

Summer, 2004, pp. 14M1. Thispaper lays out the derivation of the CMECs If you

are interested in writing testimony about risk adjustment, you should read this paper.
http://escholarship.umassmed.edu/cgi/viewcontent.cgi?article=1723&context=ghs_pp

Pieter J.A. Stam, Rene C.J.A. vanted/liet, an
Sample Benchmark Approach to Assess and Improve the Performance of Risk Equalization

Mo d e Josrnalof Health Economicklay 2010, 29(3), pp. 4287.

http://www.sciencedirect.com.ezp
prod1.hul.harvard.edu/science/article/pii/S016762961000044dkes the point that risk

adjusters should be on variables one wants to adjust for and exclude variables one does not
want to pay for, especially price.

Wynand P. M. M. van de Ven and Randall P. El
Heal t h Pl a manbbeok kféléakh,Eéonamitsds. Anthony J. Culyer and
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http://kff.org/medicare/issue-brief/turning-medicare-into-a-premium-support-system-frequently-asked-questions/?utm_campaign=KFF-2016-July-Medicare-FAQs-Premium-Support&utm_source=hs_email&utm_medium=email&utm_content=31794444&_hsenc=p2ANqtz-9qT5A19FgEYO1Asoh0n3bxZy1j5sgSg8R0zJZwYeIU_Iy4QrF1gJ8MEQIWc2A4aOkXel_WYqbOWE9XwIoKVoyB5YI8SadxsLPfxUCstas74hnrhY4&_hsmi=31794444
http://kff.org/medicare/issue-brief/turning-medicare-into-a-premium-support-system-frequently-asked-questions/?utm_campaign=KFF-2016-July-Medicare-FAQs-Premium-Support&utm_source=hs_email&utm_medium=email&utm_content=31794444&_hsenc=p2ANqtz-9qT5A19FgEYO1Asoh0n3bxZy1j5sgSg8R0zJZwYeIU_Iy4QrF1gJ8MEQIWc2A4aOkXel_WYqbOWE9XwIoKVoyB5YI8SadxsLPfxUCstas74hnrhY4&_hsmi=31794444
http://www.kff.org/medicare/upload/8191.pdf
http://escholarship.umassmed.edu/cgi/viewcontent.cgi?article=1723&context=qhs_pp
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629610000147
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/S0167629610000147

Joseph P. Newhouse; Noiittolland, 2000http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S15740064008Q1F8kllent summary;
written from both a European and an American perspective, buengshlyand now
dated.

Joseph P. Newhouse, ARiI sk lAqlyBs Sumeert : Wher
1998, pp. 122.31.http://proguest.umi.com.ezp
prodl.hul.harvard.edu/pgdlink?vinst=PROD&fmt=6&startpage=
1&ver=1&clientid=18857&vname=PQD&RQT=309&did=33195534&exp=A2
2016&scaling=FULL&vtype=PQD&rqt=309&TS=1325195318&clientld=1884a@kes

the case for partial capitation, a form of which has now sedi#n the form of the

medi cal home and A(@oOréis classalB)ihis igea s also relatad risk
to the twepart payment to physicians that McGuire discusses in the Class 6 reading.

(See also Newhouse, Beeuwkes Buntin, and Chapman and Meavh@94 in the

supplementary reading for earlier papers on this subject.)

Joseph P. Newhouse, anRHddalthProwiders: Setectitheveasus h P |
Efficiency in Production.Journal of Economic Literatur84(3):12361263.
http://www.jstor.org.ezgprodl.hul.harvard.edu/stable/10.2307/2729%0deview of the

literature, now dated, but provides an analytical framework to think about the issue.

A Wrap Upof Medicare , Parts A, B, and C
OPTIONAL:

Some ofboththe support and the political opposition to the defined contribution proposals
for Medicare revolve around the idea that it may well be a device for shifting more of the
cost of f i nameadicahcgre from the rediderlg to theyelerly. The

following reading makes the important point that the division of burden between these
groups should be seen in the larger context of financing pensions andrioncareas well

as the cost of meditservices

Victor R. Fuchs, fiHealth Care forHedlthe EI der
Affairs, January/February 1999, 18(1), pp-211
http://content.healthaffesrorg/content/18/1/11.full.pdf+htrilays some groundwork for

the debate over Medicare financing in pointing out that the Medicare and Social Security

(and the elderly component of Medicaid) financing problems need to be considered
together.Related to th material in Class 1 on financing Medicare.

Robert F. CoulamRoger D. FeldmaBryan E. Dowd Cdmpetitive Pricing and the
Challengeof Cost Control in Medicare dournal of Health Politics, Policy, and Law
2011.http://jhppl.dukejournals.org.ezp
prodl.hul.harvard.edu/content/36/4/649.full.pdf+htReviews the history of attempts to
introduce competitive pricing ta the Medicare program and why most have failed.

CLASS 91 THE AFFORDABLE CARE ACT AND REFORM OF COMMERCIAL
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HEALTH INSURANCE MARKETS, PART 1 ( September 30

This class has a very large number of slides) part becauseoft h e A cOmpdexity
but alsobecause theras not yet a lot of literature on the effects of the ACA nor even its
regulations; hence, | have chosen to cover that in the slidasd in the notes that follow below

Literature is, howeverst arti ng to appear. President ODb
with three commentaries/editorials on his paper follow:

Barack Obama, AUnited States Health Care Refor
JAMA , August 2, 2016, 316(5):5282. The first pageis more his reflectiors on his

Presidency, but the remainder are his thoughts on the ACA.
http://jama.jamanetwork.com.ezp-prodl.hul.harvard.edu/article.agpx?articleid=2533698

Jonathan Skinner and Amitabh Chandr a, ifiThe Pas
JAMA , August 2, 2016316(5):4979. http://jama.jamanetwork.com.ezp-
prodl.hul.harvard.edu/article.aspx?articleid=2533697

Peter Orszag, AUS Health Care Reform: Cost Con
JAMA , August 2, 2016, 316(5):498. http://jama.jamanetwork.com.ezp-
prodl.hul.harvard.edu/article.aspx?articleid=2533695

Stuart M. Butler, The FutJdAMA, Auglist2;2016,318(5)#4%r dabl e
7. http://jama.jamanetwork.com.ezp-prodl.hul.harvard.edu/article.aspx?articleid=2533696

The ACA has ten titles; two of its key tites are:

)] A mandate that individuals havea suitableinsurancepolicy, as defined in
the law and in regulation,or pay a financial penalty, along with income
related subsidies for those without employer provided insurancand
incomes below 400% of the Fedat Poverty Limit 7 and, to encourage
larger employers to provide subsidized insurance, financial penalties for
such employers if they do not insure a sufficiently high proportion of their
employeesand

1)) Reforms in the market for individual and non-selfinsured (see the slides for
the definition of this term) employer plans. The reforms include prohibitng
pre-existing condition clausesrfieaning thatinsurers must cover all medical
conditions from the effective date of coverage), guaranteed uss(insurers
must cover allapplicants who pay their premiums and cannot refuse any
applicant), guaranteed renewal (anyong&ith an existing policycan renew
the policy provided the insurer continues to offer it, although the insurer can
increase the premium on the policy for everyone and can make certain other
changes as long as they apply uniformjyand constraints on the amount of
the premium insurers can retain (Minimum Loss Ratios, which we take up
in class 10)
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Except for Minimum Loss Ratios, thee reformsare directed at the problems caused
by selection. They have dramatically changedmerican individual and small group
insurance markets. Ifyouwantades cr i pti on of the ACA®Gs ref or ms
terms of what is in statutesee McDonogh in the Optional reading:

OPTIONAL:

John E. McDonougHhpside National Health RefornBerkeley, University of California

Press, pp. 102 3 9 . Mc Donoughés chapter is mainly d
point of view of a Democratic Senaaffer who was a key participant in the legislative
process that | ed to the ACA. Mc Donoughoés b

of the ACA and hence does not consider the regulations the Administration has written to
implement the law nor deet consider the subsequent Supreme Court decisions on the
constitutionality of the law.

Ezeki el J . Emanuel , AiHow Wel | Il s the Afford
JAMA, April 5, 2016, 315(13):1332. Arecent commentailyy an author who as in the
administration when the ACA was being drafted and enacted.
http://lama.jamanetwork.com.eppodl.hul.harvard.edu/article.aspx?articleid=2499847

Although the required reading for this class is relatively modest, there are a great
many slides. Many of them simply describe American health insurance and various
provisions of the ACA. Others describe issues the executive branch faced in rulemakiog
implement the ACA; the ACA is an excellent case study of issues in implementing a law
Finally, some of theslidesdescribe the emerging data on how well the law is working

The slidesbegin with somedetail onthe variousinsurancesubmarkets. Asclass7
brought out, selection is mody an issuein the individual and small group markets. In mid-
size and larger enployers, roughly speaking those with more than 5€.00 employees, the law
of large numbersmakesthe mean risk less variablghan at smaller firms. Furthermore,
larger firms tend to selfinsure, whereas smaller firms tend to shift the risk to an insurer
(because of theirsmaller size they are more vulnerable to a random large event although
firms that self-insure generally purchase reinsurace on losses above a certain amounthn
sum, it isthe individual and small group markets that aremore vulnerable to selection.

The Uninsured

Because of the ACA the earlier academic literature on the uninsured is obsolete and
the implementationof the mandate and subsidies in 2014 is too new to have generated much
academic literature, so | have not required any reading. (The Oregon Experimeiftiom Class
4, however, is obviously relevant to Medicaid expansion.) The United States certainly dtis
uninsured, but they are now mainly noncitizens or persons who have chosen not to take up
insurance despite the mandate, especially persons with incomes under 100% of the Federal
Poverty Limit (FPL) in states that have not expanded Medicaid. Theseter persons,
however, are exempt from penalties.
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OPTIONAL:

Benjamin D. Sommers, Thomas Musco, Kenneth Finegold, Munira Z. Gunja, Amy Burke,
and Audrey M. Mc Dowel | | AHeal th Reform and
2 0 1 Mew&ngland Journalf dedicing August 28, 2014, 371(9):8&4. The first

snapshot information about the effect of the ACA on coverage, roughly a reduction in the
proportion of uninsured of 5 percentage poittisp://www.nejm.org.ezp
prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMsr1406753

Martin B. Hackmann, Jonathan T. Kol stad, an
and an | ndi vAmdrigaa EcondmicRbdeivarchn2015105(3):103666.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.20130Ks8g

an EinavFinkelstein setup (class 7), they show thatMassachusetts mandate succeeded in
reducing selection by bringing healthier individuals into the individual market. They

estimate a 4.1% gain in welfare.

J. Michael McWilliams, EIl en Meara, Al an M.
HealthSerw ces by Previ ousl y Uni Nesv&nmgleand Johteatof c ar e
Medicine July 12, 2007357(2):14353. A followup to their study on the class 4 Optional

list. This study shows that those with hypertension, stroke, diabetes, and heart disease who
were uninsured before age 65 had a larger increase in physician and hospital use after age 65
than those who werinsured, suggesting there may be downstream cost offsets (and

potentially improved outcomes) from covering persons before age 65.
http://www.nejm.org.ezprodl1.hltharvard.edu/doi/pdf/10.1056/NEJMsa067712

The Individual and Small Group Market

This is the part of the insurance market that prior to the ACA functioned least well,
primarily because of selection (but also because of the role of brokeahout which there is
more aboutin class 10), and it arguably remains the part of the market that functions least
well, though without question it is now functioning much better than before the ACA. As the
slides describe, the ACA made numerous reforms this market, most notably the public
exchanges or marketplaces and associated subsidies. The subsidies are designed to draw good
risks into the market and thereby reduce selection. They are initially limited to persons in the
individual and small group markets who are not covered by employeprovided insurance;
states at their option can expand them to the large group market starting in 2017 (though |
woul dndét be shocked i f this option were del aye
framers of the ACA, however, private exchanges have also been established, and some
employers are using that device to change their insurance arrangements to a defined
contribution plan, especially for their retirees. Defined contribution means the employer
contributes a lump sum to the employee who can top it up to purchase insurance on the
individual exchange from one of many possible insureiisor, in the case of retirees, enroll in
TM or an MA plan. This class also takes up several other policy issues the A@#dressed
with respect to commercial insurance markets.
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To keep the amount of required reading down and because the pACA literature on
the individual and small group market, like the literature on the uninsured, is out of date, no
reading is assignedor this topic, but the optional Baicker and Dow article below, written
before the ACA, provides an economic analysis of the p#®CA market.

OPTIONAL:

Kat herine Baicker and William H. Dow, ARI sk
Insuranceinthe ndi vi dual and Snoary, SumBGar 2000p46(R)245k et s, 0
28. http://www.inquiryjournaloline.org.ezp
prodl.hul.harvard.edu/ingronline/?request=dmtument&issn=0046
9580&volume=046&issue=02&page=021byou read this paperodn 6t s pend much
on the ACurrent Pol i c ycurRedbsieothegveote thisrs ect i on;
2009 isnot so current now.

Jonat han Gr uber analtlBearalater: Have Recent PubiicCr o wd
Insurance Expansioldr owded Out Pr i v aloumaléfelealtht h | nsur an
EconomicsMarch 2008, 27(2):2017. http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S016762960700B86&8s0on the issue of whether

small employers will stop providing coverage and send theiramgs to the exchange.

The ACA was modeled or2006 Massachusetts legislatiorisometimes called
ARomneycare. 0 Some of the course readings suc
on the Massachusetts experience. Because it has been superseded b&@i#e the original
Massachusetts reform is now receding into history. If you want to know more about
Massachusetts, you can look at the following Optional readings; the Steinbrook article
describes the Massachusetts 2012 cost control legislation.

OPTIONAL:

DouglasHoltzEa ki n and Jonathan Gruber, fAWhat Can
Nati onal He al t hJodrmaloflPoliey Aralysis Brel Manager?alfinter

2011, 30(1):17-85. http://onlinelibrary.wiley.com.ezp
prodl.hul.harvard.edu/doi/10.1002/pam.20555A6dfou read this exchangesuiggest

starting with the Gruber essay ratttan HoltzEa ki n6és, because Gruber
anatomy of the Massachusetts reform. HBHlikin, a former CBO Director and Republican

health analyst, focuses on the difficulties of cost control. Massachusetts deliberately started
with an expandnsurane-first-andworry-aboutcostsecond strategy (see the Kingsdale
readingimmediately following, as did the Obama Administration with the ACA. Gruber,

who advised then Governor Romney during the formative period of the Massachusetts

reform and subsequentiylvised the Obama Administration about the A@2@was a

member othe Connector board in Massachusetttl 2015 focuses on the expansion of
coverage/access. Do you think this debate over cost control foreshadows future debate on

the ACA? Cost growthhas fallen precipitously (see classidythow much this fall is

attributable to the ACAas well as how long it will continuarehotly contested questien
Nonetheless, few expect the rate of cost growth to remain at its current lowdiefislitely.
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Jon Kingsdale, #fAl mplementing Health Care Re
L e a r mealih, Affairs published online 28 May 2009.
http://conent.healthaffairs.org.ezprodl.hul.harvard.edu/content/28/4/w588.skdhty

both Massachusetts and the Obama Administration started with an éxganachcefirst

strategy and implicitly why cost control is so hard. In July 2012 Massachusetts passed

legidation aimed at reducing the rate of cost increase, but in my view the enforcement tools

are weakreflecting the political difficulty of cost control.

Robert Steinbrook, AControlling Health Care
Spendi nglAMAa September 26, 2012, 308(12):148.5
http://jama.jamanetwork.com/article.aspx?articleid=135298assachusetts, which is one

of the highest cost states (in level of health cost per pezsacjed what | would term light

touch cost containment legislation2012. This article is a short summary of that

legislation. | expect some other states mayudaite this legislation going forwardf you

want moreseefiSummaryoChapt er 224 of The Acts of 2012
http://bluecrossmafoundation.org/publication/sumnergper-224-acts2012and also

AChapter 224 of The Acts of 2012: Implications for MassHeaflas§Health is the name

of Medicaid in Massachusetts.) A key feature of the legislation was to set up a Health

Policy Commission to advise the Legislature on costrob You can view their website at
http://www.mass.gov/anf/budgeixesandprocurement/oversigiagencies/healtpolicy-

commission/

Affordability

An important driver of cost in the ACA is the cost of subsidies to make insurance
premiums fAaffordabl ed and hence attr &ligis t he en
likely where much of the debate will lie in the future. The nextreading focuses on the current
status of the ACA and how affordability can be improved.

Linda J. Bl umberg and John Hol ahan, AnAfter Kin
Care Act, 0 Washington: ,BxetusveSummasyt i t ut e, August
http://www.urban.org/sites/default/files/alfresco/publicationpdfs/2000328After -King -v.-
Burwell-Next-Stepsfor -the-Affordable -Care-Act.pdf | recommend that you go through the

slides bebre you read this paper, since the authorassume familiarity with the basics of the

ACA. Given the pressure on federal spendingr perhaps | should say resistance taak

increases, the debate over subsidy levels and who can afford to pay what for health insurance

is likely to continue.

The slides cover BlimbergahdaHolahhnyefergd, butitenbads t h at
that the determination of whether employmentbased insurance is affordablefor dependentsi
and thus whether penalties apply for failure to obtain insurancéor them - is based on the
empl oyeebs premi um fmotthe premium fordaifamily golicg ifthep ol i cy
employee has afamily. Thus,e&/n t hough i n a common sense mean
i nsurance for a wor &ferdablesfor theworker bueunaffadabledoy b e
dependentsthe mandate and penaltie$or failure to comply apply to dependents
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OPTIONAL:

The next readingives some guidance onw to think about affordability and exemptions
from a mandatats author was the Assistant Secretary for Planning and Evaluation in
DHHS from 20162012.

Sherry A. Glied, fAMandat es Ilmurg Sumimer 2089 f or dab
46(2):20314. http://www.inquiryjournalonline.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.5034/inquiryjrnl_46.02.Zelied takesup the issue of

what is affordable and how large subsidies need to be by looking at policy toward subsidies

in other policy domains. In particular, the US subsidizes food (e.g., food stamps, WIC) and
housing (e.g., vouchers). Food and housing are &ksbdialth care in that there are safety

net providers, for food soup kitchens and for housing homeless shelters. How does health

care differ from food and housing? What implications do those differences have for

determining subsidy levels?

A larger issue that is a companion of affordability is how much inequality irmedical
carei and more generally in the society the US is willing to tolerate. Solidarity is a
frequently used term in the EU; it is much less in evidence in the US literature. Thirkbout
that in the context of this reading and in the context of the maps in the slides about the
expansion of insurance coverage under the ACA.

Thomas H. Lee and Ezeki el Emanuel , ATier 4 Dru
New England Journal d Medicine, July 24, 2008, 359(4), pp. 333.
http://content.nejm.org.ezp-prodl.hul.harvard.edu/cqgi/reprint/359/4/333.pdf We will come to

tiered formularies for drugs in class 19 (though Lee and Emanuel explain the meaning), but

the authorsd general thrust | eads to a somewha
differences in health care use by income group in the US. There were also some slides on this

point in Class 1.

The Tax Treatment of EmployelPaid Premiums

The tax treatment @mployefpaid health insurangaemiums is a longtanding policy
i ssue, one that surfaced in a major way in the
on health insurance premiums that is to take effect in 2018. The current exclusion of epgtbyer
premiums from taxablecome ,which wasthe major spur to the development of the employment
based insurance system in the US, (Tax the | arge
expenditure means the foregone revenue from the exemption.) In addition to the foregone revenue,
the current exemption is regressividhe slides cover some matea this subjectbut | have not
required any reading on this subject, partly bechuseh avendét seen much that I
papers in the supplementary list. The Bov@anpson Deficit Reduction Commission
recommended capping the exclusion at tHepéScentile of premiums in 2014 and phasing it out
by 2038. What effect woulphasing it out have? It also recommended reducing the 40 percent
ACadillacodo tax rate to 12 percent. | f you wan
http://www.fiscalcommission.gov/sites/fiscalcommission.gov/files/documents/TheMomentofTruth1
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2_1 2010.pdfpage 31, but that is not required.

CLASS 10- THE AFFORDABLE CARE ACT AND REFORM OF COMMERCIAL
HEALTH INSURANCE MARKETS, PART 2: MINIMUM LOSS RATIO REGULATION
AND ADMINISTRATIVE COST ; COMPETITION IN HEALTH CARE MARKETS
(October 3

Minimum Loss Ratio RegulationAdministrative Costs, and Fraud

The ACA put in place Minimum Loss Ratios (MLR 6 )0f 80 percent for individual and
small group insurance and 85 percent for large group insuranceThis meansnsurers must
pay out at least that percentage in benefits or give policyholders refunds the degree they fall
short of those percentagesThese ninimums, however,apply only when insurers take
financial risk; they do not apply to the selfinsured market, that is when the employer takes
the financial risk. You should think about why the MLR provision was in theACA and
whether youwould have suppoted it.

The following paper by Robinson isiot only relevant to the MLR issuebut alsoraises
a number of points about the relationship between measures of accounting cost and economic
cost (MLROGs are based on ac cpodanttforyogto cost ) . Th
understand bothbecausehe issue surfacein other contextsand because of its relevance to
the argument that there is a great deal of administrative waste in the Americdmealth care
financing system One policyproposalthat flows from the argument of administrative waste
isto i mit i nsur eraémot@ationifonthesMLR @avisione Similars t
accounting issues also arise around the profitability of pharmaceutical companies, especially
the allocation ofjoint costs to product lines(i.e., different drugs in the case of pharmg)we
touch on thispoint in the contextof pharma in class19. The slides also take up thissueof
economic cost versus accounting cost

James C. Robinson, fAUse and Abuse of the Medic
Per f or nieaitlt Adfair®, 16(4), July/August 1997, pp. 17487.
http://content.healthaffairs.org/cgi/reprint/16/4/176 The MLR is often taken as a measure of
administrative costs (the higher the loss ratio, the less the administrative cosis a percentage

of premium). Robinson gives several reasons why the loss rata insurance companies and

heal th plans dondét provi de usteckrhatkét analyststake mat i on
themseriouslyasameasuredf he A qual i ty @arongs), and sencewhy polcy s
proposals to regulate that rate do not seemesirable. Why do we not see such regulations in

other industries given that every firm in every industry has administrative costand (at least

for-profit) insurers presumably have the same incentive teeach an efficient level of

administrative cost asfirms in other industries?

The ACA also contains a provision for the Secretary to review rates or premiums,
although she has no enforcement powers; those remain at the state level with state insurance
commissioners. The first reading gives you some pACA background on premium setting.
The paragraphs on medical underwriting are no longer relevant, but the issues of solvency
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and the material on premium review, which is part of the ACA, remain relevant.

American Academy of Acttoaerei ¢éadi ¥Pdemil uma$&tet i m
publication available athttp://www.actuary.org/pdf/health/premiums _mar10.pdf

OPTIONAL:

Some of the debate aroutiiee ACA, including the debate on the MLBgemed motivated

by a view that insurer profits are excessive. Insurance confgecgunting)rofit margins,

howeverare not abnormal among Ameridadustries. Nor are they a large portion of total

health care cost One slide makes this point, bygu can alsobeeUwe E. Ré&henhar dt ,
Baucus Plan: A Winnerés Curse for I nsuranc
http://economix.blogs.nytimes.com/2009/09/18#laeicusplana-winnerscursefor-
insurancecompanies/ I f you want to pursue this topi
p o sHow Muth Money Do Insurance Companies Make? Pr i mer , 0
http://economix.blogs.nytimes.com/2009/09/25/howchmoneydo-insurance
companiegnakeaprimer/ Hi s puhat Portidn of Premiums Should Insurers Pay
OutinBenefits?0 has a mor e poregulationthenthei ew of 1
slides do, although in my viehis postis more a comment on the failings of the

individual and small group markets.
http://economix.blogs.nytimes.com/2009/10/02/wpeaittion-of-premiumsshouldinsurers
pay-out-in-benefits/

American Academy of Acaur i es, fAMi ni mum Loss Ratios, 0 Wwe
http://www.actuary.org/pdf/health/loss _feb10.pd@ihe issues mentioned in this brief have
now been settled by regulation, althotigly may at some point be reconsidered.

Randal | D. Cebul, James B. Rebitzer, Lowe
|l nsurance Markets: Search Frictions and t
AmericanEconomic ReviewAugust 2011, 101(5):18421. http://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.101.5. ¥8@a@peron the extent of

market power ithe insurance industry that looks to the public option as market perfecting.
They focus on the issue of the insutensumer transaction, however, and do not deal with

how a public insurer would contract with providarsl the issues we dealt with in cles 4

6 around administered price3 hose issue means the public option might not be market
perfecting.

[ 1
h e

Administrative costs are part of the debate over the desirability of a singleayer
systemsince singlepayer proponents emphasize savings in admirtiative cost. The next
readings deal withissues aroundadministrative costin the US system The debate around the
level of administrative costproperly goes beyond administrative costs at insurers and also
takes up administrative costs of hospitals, physicians, and other providewtter reading these
papers, ask yourself: What is the question at issue? Is it the right question? If not, what is
the right question and do these papers help you get the answer to that question?

StefieWool handl er, Terry Campbell, and David U. H
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Admi ni stration i n t he NewnEndaadlouthal af Medgined849@), Canad a
August 21, 2003, pp. 76975.

http://content.nejm.org.ezpl.harvard.edu/cqi/reprint/349/8/768.pdf A paperthat is

frequently cited by single payer advocategprominent among whom are Woolhandler and

Himmelstein. They show higher administrative costs in the US system than in the Canadian

and argue that the difference ould cover the medical costs of théat that time) uninsured.

Henry J. Aar on, i ddlAami@istragian ¢ the Wnited Statds and  C
C a n a dNaw England Journal of Medicine 349(8), August 21, 2003, pp. 8€803.
http://content.nejm.org.ezpl.harvard.edu/cgi/repint/349/8/801.pdf This is an editorial that
accompanied the Woolhandler, et al. paper. Aaronrgues that there are methodological

i ssues with Wool handl er, et al . ®hthedSoOWhat usi on o
are these methodological iss$® How do you come out? How would you treat taxes that for
profit 1 nsur er 0s (Thealigesnote thattheltreasmend af taxesvas anissue

with the ACO6s MLR regul ations.)

Wi I I i am GCtateBhsed SinglePaydr Health Cared A Solution for the United
States® New England Journal of Medicine March 31, 2011, 364(13):11880.
http://sphweb.sph.harvard.edu/healthcare-financing/files/hsiao 2011- state

based single payer.pdfyou should start with thisshortg e ner al readi ng on Ver
exploration of a singlepayer plan, but then proceed to read
http://www.leg.state.vt.us/[fo/healthcare/FINAL%20REPORT%20Hsia0%20Final%20Repor
1%20-%2017%20February%202011 3.pdipp. 4648. Itis in the latter document that Hsiao
gives the basis for higstimate of administrative savingrom lessfraud under asingle payer.
How much confidence do you have ihis estimate of 5% savings from less fraud™n addition
to his estimate of savings from less fraud, Hsiao estimatadditional savings in administraive
costat insurers, hospitals, and physiciang the state ofVermont were to adopta single payer
system. Rges34-46 of the final report show the derivation of savingsn those domains The
administrative savingsestimate relies on several studiesicluding a forerunner of the Morra,
etal. in the Optional reading, but to keep theamount of required reading down, pp. 3446 are
Optional.

As many ofyou may know,in 2011 he Vermont legislature enactedegislation for a
single payer plan thatwasto have gonento effect in 2017. The legislation, however, did not
specify how the plan would be financedln December2014 however,the Democratic
Governor of Vermont, who had run for office on a singlepayer platform, announced that the
state wouldno longer pursuesuch aplan. The plan that was envisioned would havadded
$25hbilliont o t he s t;that euliser nleysdumpaesmallin the context of national
spending but Vermontis a small stateand h e st a tregedus froenakes wamnly $2.7
billion (thesefigures are from Sarah KIliff , http://www.vox.com/2014/12/22/7427117/single
payer-vermont-shumlin). Another way to say this is that finanig the plan would have
required an 11.5 percentage point increase in the payroll tax angp to a9 percentage point
increase in the income taxa tax increase that was considered politically undoahlelhis saga
can also be construed as an example thie American political system- or more precisely the
Vermont political system- resisting redistribution.
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OPTIONAL:

Dante Morra, Sean Nicholson, Wendy Levinson, David N. Gans, Terry Hammons, and

Lawrence P. Casalino, AUS Physician Practic
Ti mes As Much Money Health@Affaies Augusii2911,B0():1M43Pay er s

50. http://xa.yimg.com/kg/groups/19160869/272862993/namef88nada.pdf Contrast

their estimate with Wool handl er , et al . 6s.

Robert A. Book, @ Medi cHgheg NoAldwer, Tharsfdr Prigatei v e
| n s ur dto/6veny.lteritage.org/research/reports/2009/06/mediadmainigrative-
costsarehighernot-lower-thanfor-privateinsuranceA contrary view to the argument of
single payer advocates that Medicare has lower administrative cost.

SteffieWool handl er and David U. Hi mmel st-ei n,
Profit and Other Hospitals in the United Statdsy England Journal of Medicir836(11),
March 13, 1997, pp. 76B74.
http://www.nejm.org/doi/full/10.1056/NEJM199703133361 1atis Woolhandler and
Himmelsteinpaperarguesthathospitaladministrative costs are high in the US system.

=1}

Stuart H. Al t man and David Shact man, ifShoul

Administrative Costg*New England Journal of Medicin836(11), March 131997, pp.
798799.http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/nejm19970313336THid is an editorial on the
Woolhandler antHimmelstein paper that comes out on the other side of the issue

In this context you shoulds® note the Cutler and Ly paper in the Optional reading for
Class 1.

Antitrust (Competition Policy in EU nomenclature)

Although the 20092010 debate on the ACA emphasized insurer concentratioand the
first reading below is supportive of that view(but all markets are local), concentration on
the provider side may bea larger problem, especially given the MLR regulationwhich
means 80 or 85% of any premium increase must be paid out in medical benefit¥he
second readingoy Kocher and Emanueltakes upprovider concentration.

Because of the technical nature of antitrusthere is little required reading, but this area of

health policy isincreasinglyimportant. For example, we will see in class 14 thatost of the
variation in spendingacross geographic areaby the commercialy insured is attributable to
differences in provider markups Although it has not been shown, it seems likely thahese
varying markups are related to varying degrees oprovider market power.

United States of America and the State of Michigan vs. Blue Cross Blue Shield of Michigan,

which is posted on the cours website. Read the first four pages of the complainasan
example of market power in the insurance industry.
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Bob Kocher and Ezekiel J. Emanuel, fiJAWAer coming

September 26, 2012, 308(12):1243 Suggests three steps to counter hospital market power.
http://jama.jamanetwork.com.ezp-prod1.hul.harvard.edu/article.aspx?articleid=1362033

OPTIONAL:

For those of you who wantore- but not a lot more on thisimportant topicespecially if
you do not have a background in the economics of industrial organizatiooan browse among
the following:

PaulB.Gi nsburg and L. Gregory Pawl son, NnSeeki
ConcentratedAn Ex ami nati on of Ma rHeah AffawrndJdne P0é4, i cy S

33(6):1067#75. Describes a variety of methods that could be used to address increased
provider market power from consolidatiohttp://content.healthaffairs.org.ezp
prod1.hul.harvard.edu/content/33/6/1067.full.pdf

Wi lliam M. th&Rrapect Riglit: Glewt Gompetgion Policy Can Improve
Heal t h Ca HealthMiiairskluné 2014033(6):10782. As a predicate for

meaningful competitiorthis papeed v ocat es pricing the treat me

problem, potentially with a wanndy. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/33/6/1076.full.pdf

Martin Gaynor and Robert TldatonjUpdatee | nplawly

2012 A nonttechnicalsummary of the literature on consolidation.
http://mwww.rwif.org/files/research/5973.74582.synthesisprojectupdate.hospitalconsolidation.

pdf.

Gl enn Mel ni ck aldodpitdkRriteg mcreBse m KCaliforhia, Especially
Among Hospitals in the Largest Muhiospital Systems hquiry, 2016, 531-7. There

are two large hospital systems in California; the larger accounts for 10% of the hospitals
in the state and the smaller for 8%. This study exantnedu e  @2imbussentenat

all California hospitalérom 20042013. Whereas in 200keimburg&ment per admission

to the hospitals in the two large systems was comparable to all other hospitals, by 2013 it
was 25% higher after controlling for case mix, the wage index, and a variety of other
factors. http://inq.sagepub.com.ezp
prodl.hul.harvard.edu/content/53/0046958016651555.full.pdf

LeemoreDafny, fiHospital Industry Consolidatio® Still More to Come®New England
Journal of MedicingJanuaryl6, 2014 370(3)1989. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1313%Biine details on the difficulty of
enforcing antitrust laws in the hospital sectBrafny spent two years at the Federal Trade
Commission as Deputy Directéor Health Care and Antitrusind wasat that timethe

point person for antitrust issues related to hospitals. (The Department of Justice handles
antitrust issues with respect to insurers.)

Paul B. Ginsbur g, AWi de Variation in Hospi
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http://www.rwjf.org/files/research/5973.74582.synthesisprojectupdate.hospitalconsolidation.pdf
http://www.rwjf.org/files/research/5973.74582.synthesisprojectupdate.hospitalconsolidation.pdf
http://inq.sagepub.com.ezp-prod1.hul.harvard.edu/content/53/0046958016651555.full.pdf
http://inq.sagepub.com.ezp-prod1.hul.harvard.edu/content/53/0046958016651555.full.pdf

Provider Market Power, o0 Center for Health
November 2010http://hschange.or@ONTENT/1162/1162.pdA short descriptive
paper.

The Attorney General of Massachusetts has issued two reports on provider concentration
in Massachusetts and its relationship to price.
http://www.mass.gov/ago/docs/healthcare/2@tdtd full.pdf
http://www.mass.gov/ago/docs/healthcare/firggdortw-coverappendiceslossary.pdf

Davi d Dr anove aihtRévaldionéMeafhfCard Anttrudte

Methods and Provocative Implication®he Milbank QuarterlySeptember 2009,
87(3):60732. A nontechnical but somewhat lengthy review on how economic analysis has
changed judicial review of hospital merger casess paper goes over verbally what some
of the Optional papers below do more formaltgtp://onlinelibrary.wiley.com.ezp
prodl.hul.harvard.edu/doi/10.1111/j.148809.2009.00573.x/epdf

On the other handor those of you who wara lotmore on this topiandwho have some
background in the economics of industrial organizatizere is a burgeoning literaturehe
following two chaptersn the 2012Handbook of Health Economieseexcellentreviews. But the
Gaynor and Town chapter jparticular is extremely long.

Martin Gaynor and Robert J. Town, ACompetit
Dranove fiHealth CareMarkets, Rgulators, and Certifierso  in théHandbook of

Health Economis, vol. 2 eds. Thomas G. McGuire, Mark V. Pauly, and Pedro Pita Barros;
Amsterdam: Elsevier, 201ttp://ac.elscdn.com.ezp
prodl.hul.harvard.edu/B9780444535924000092/8B9780444535924000098
main.pdf?_tid=e4e3f5eb62e11e291a0

00000aach360&acdnat=1350240324 0f2d8e33257812c7786ad43b738h87c6
http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/B9780444535924000104

A somewhat scaled dowhut still lengthy)and updated version of the Gaynor and Town
Handbookchaptei s Mar ti n Gaynor, KaThelnddstrial and Robe
Organizatiorof HealthCare Markets dournal of Economic Literaturéune 2015,

53(2):23584. https://wwwaeawekorg.ezp
prodl.hul.harvard.edu/articles.php?doi=10.1257/jel.53.2.235

Gautam Gowrisankaran, Aviv NeviesAreand Robert
Negotiated: Evi dence AmericamEcdndmic Révievdapuary al | ndu
2015, 105(1):172203. Sets up a formal model of hospital price determination and applies it

to a proposed merger in northern Virginiehe model is a more genévarsion of the

model of formularies in the Berndt, et adadingfor class 19. This paper shoulot e

attempted without a strong economics and econometrics backgrbis:xdummarized in

the Gaynor, et allournal of Economic Literatupmper abovehttp://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.20130223
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http://www.mass.gov/ago/docs/healthcare/2011-hcctd-full.pdf
http://www.mass.gov/ago/docs/healthcare/final-report-w-cover-appendices-glossary.pdf
http://onlinelibrary.wiley.com.ezp-prod1.hul.harvard.edu/doi/10.1111/j.1468-0009.2009.00573.x/epdf
http://onlinelibrary.wiley.com.ezp-prod1.hul.harvard.edu/doi/10.1111/j.1468-0009.2009.00573.x/epdf
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/B9780444535924000098/1-s2.0-B9780444535924000098-main.pdf?_tid=e4e3f5e6-162e-11e2-91a0-00000aacb360&acdnat=1350240324_0f2d8e33257812c7786ad43b738b57c6
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/B9780444535924000098/1-s2.0-B9780444535924000098-main.pdf?_tid=e4e3f5e6-162e-11e2-91a0-00000aacb360&acdnat=1350240324_0f2d8e33257812c7786ad43b738b57c6
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/B9780444535924000098/1-s2.0-B9780444535924000098-main.pdf?_tid=e4e3f5e6-162e-11e2-91a0-00000aacb360&acdnat=1350240324_0f2d8e33257812c7786ad43b738b57c6
http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/B9780444535924000098/1-s2.0-B9780444535924000098-main.pdf?_tid=e4e3f5e6-162e-11e2-91a0-00000aacb360&acdnat=1350240324_0f2d8e33257812c7786ad43b738b57c6
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/B9780444535924000104
http://www.sciencedirect.com.ezp-prod1.hul.harvard.edu/science/article/pii/B9780444535924000104
https://www-aeaweb-org.ezp-prod1.hul.harvard.edu/articles.php?doi=10.1257/jel.53.2.235
https://www-aeaweb-org.ezp-prod1.hul.harvard.edu/articles.php?doi=10.1257/jel.53.2.235
http://pubs.aeaweb.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1257/aer.20130223
http://pubs.aeaweb.org.ezp-prod1.hul.harvard.edu/doi/pdfplus/10.1257/aer.20130223

Dani el P. Kessler and GbapektionBSocialevestered? | an, Al
Quarterly Journal of Economidsiay 2000, 115(2): 57816.
http://gje.oxfordjournals.org/content/115/2/577.abstr@sfines a atthetime novel

measure of competition among hospitals and shows that more competition is welfare

improving, contrary to an earlier literature on the medical arms race, which postulated that
hospitalcompetitionled to excess cost without corresponding benefits to quality.

Martin Gaynor, fAHealth Care I ndustry Conce
and Means Committee, September 2010.
http://waysandmeans.house.gov/Uploades##Gaynor_Testimony-9-11 Final.pdfAn

abridged version of hidandbookchapter.

Leemore Dafny, AEsti mation and I dentificat
Hospi t al JoMealoflaw and EconomicBugust 2009, 52(3):5280. Shows

that @mpetitor hospitals in areas where two hospitals merge can raise prices because of
greater market concentratiofror unknown reasons, this journal is not in the electronic

Harvard library system, so there is no URL.

The following three papers have conflicting findings on the effect of increased
insurer concentration on medical prices. The first two find lower speifradimg
increased insurer concentratioging primarily a crossection design; the third finds an
increasdan spendingusing what is effectively a differende-difference model.

1]

Glenn A. Melnick, YuChu Shen, and Vivian Yaling Wu,
of Health Plan Markets Can Benef i Heabons ume
Affairs, Sepember 2011, 30(9):17283. Finds 64 percent of hospitals (revenue
weighted) operate in health plan markets t
7 percent operate in markets that are (HHI > 3200). Also finds hospital prices in the most
insurerconcentrated markets are 12 percent lower than in the most insurer competitive
markets. Emphasizes reducing hospital concentration.

http://contentiealthaffairs.org.ezp

prodl1.hul.harvard.edu/content/30/9/1728.full.pdf+html

Michael R. McKellar, Sivia Naimer, Mary B. Landrum, Teresa B. Gibson, Amitabh
Chandra, and Milgsira RdrketStructuCehapdrVariatmmContimercial
Health Care fending Health Services Researclune 2014, 49(3):87&2.
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/1475
6773.12131/epdf

Leemore Dafny, Mark Duggan, adibramaniam RamanarayanéPaying a Premium on
Your Premium? Consolidation in the US Health Insurance Indu&rmerican Economic
Review April 2012,102(2): 116185. https://wwwaeawekorg.ezp
prodl.hul.harvard.edu/articles.php?doi=10.1257/aer.102.2.1161

The literature in thislomain is not confined to the US:
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https://www-aeaweb-org.ezp-prod1.hul.harvard.edu/articles.php?doi=10.1257/aer.102.2.1161
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Car ol Propper and Neil S°derl und, ACompetit
of I'ts Effects on HdatlsBononackMayyleoB,d,@p 188Mm d Cost s
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1002/(SICI)1099
1050(199805)7:3%3C187::AHBIEC349%3E3.0.CO:E/pdf Summarizes a small number

of studies of the effects of attempting to introduce a modicum of price competition into the

British National Health Service. My take is that effects of modest interventions are modest.

Julien For der an dpackdf @ompettion oAQublity and PriGes im e | m
Engl i sh Car e Jddroains lHealtMBconoreidsarch 2014, 34:783. Finds

lower prices and lower quality in more competitive arddip://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S0167629613001662DBS0167629613001677
main.pdf?_tid=08e&3e8928f11e494ab
00000aab0f6b&acdnat=1420210555_e351a6d1175b49ff237124244505bacc

A related issuéo antitrust suggested by Kocher and Emanuneahe required readings
whether there should be a mandate for price transparency to consitieosigh frequently
advocatedandnot strongly partisan, at leagllative to many health policy issues, the evidence
on the wholas notvery supportiveof its efficacy If you are interested in this issue, here are
two short papers to get you started:

Anna D. Sinai ko and Meredith B. Rosent hal
CareiChal |l enges andNd&vdngamtloumdl of Bdditi@archsl0, o

2011, 364(10):894. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp1100041

David Cutlerand Leemofiea f ny, fADesi gning Transparency
Pr i cNews England Journal of Medicin®arch 10, 2011364(10):8945.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMp1100540

TESTI MONY 1 (ACLASSBGSdbergmandl7z and 13;
CLASSES 14- 18- QUALITY OF CARE

| start with an overall view of the next five classes. Historically, the public debate in
the US over health policy focused muchmoreonsat and accessAdds&gisa on qu.
term with several meanings, including financial, geagphic, racial/ethnic, and cultural, but in
the American context it probably most often refers to financial access, meanimgprinciple
the uninsured and underinsured although uninsured is the most common usen other
countries, such as the UK, accessten refers to shorter waiting times for elective procedures,
a meaning that is almost wholly absent in the #erican context.

In contrast to cost and access, the Americdmealth policy debate did not highlight
guality as a problemuntil relatively recently. In recent years, however, the view among
experts- but probably less among the general publieis that there are important problems
with the quality of care in the US (andin other countries as well). At the same time, expert
opinion is now somewat more nuanced about cost (see class 1). Behind the change of expert
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http://ac.els-cdn.com.ezp-prod1.hul.harvard.edu/S0167629613001677/1-s2.0-S0167629613001677-main.pdf?_tid=08e5a3e8-928f-11e4-94ab-00000aab0f6b&acdnat=1420210555_e351a6d1175b49ff237124244505bacc
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1100041
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1100041
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1100540

opinion on quality lies a vast literature that both documents problemsvith quality of care and
proposes remedies.

Class 14 covers geographic variatiom the use and cost oéervices. The fact of
variation suggests quality issues. I&ss 15 covers a potpourri of subjectselated to quality: a)
the Institute of Medicined gow the National Academy of Medicinejlefinition of quality (see
slides);b) the entities that affect qudity (no reading assigred on this topic; see slides);)¢he
RAND definiti on of appropriateness of care and itapplication; d) the findings of the
literature on the effects ofpublic reporting of provider quality; €) the business case for quality
or lack of it; f) the role ofinformation technology (IT) and the electronic medical record; its
rate of adoption has a lot to do with economi¢snd g) reimbursement based on quality
measures or so called pay for performance (P4PXLlass 16 goes over the change
reimbursementt o fAbalseed careod and Valuebasedcareseemsion qual i
have several meanings, but | focus on capitation or partial capitatiowith some payment
based on quality measures Class17 covers comparative effectiveness rearch or improved
knowl edge offorwiwbmt 0 walBdealwithansmlpractice and its effect$ for
good or illT on quality.

CLASS 147 GEOGRAPHIC VARIATION ( October 19

In keeping with the spirit of teaching you something about methodsmal distinguishing
better from poorer research, | begin theset ofclasses on quality with the debate over
geographic variation in the use of services. Although this class is primarily focused on
methods, the variation in use and qualityikely implies that all areas of the US do not have
optimalquality. | put Al i kelyo in the prior sentence be
variation can be explained by health status differences. How much can be explained by health
status is a topic in the liteature below, but the bulk of the literature shows considerable
variation even accounting for health status. (The Sheiner Optional reading is something of an
exception.)

As you will see however,there is controversy aboutboth methods and substance in
this domain; | will ask you in class where you come out in the debatbetween the Dartmouth
researcherswho started the variation literature and their critics. Note that to keep this
introductory discussionin this syllabuscoherent, there are a number breadingsincluded in it
that are NOT required. So you are clear on what | expect you to readhave left the optional
reading in ordinary (not bold) font.

The vast literature about geographic variation within the United States began with
studies of variation inuseand cost(quality variation was only implicit) , much of it coming
from John (Jack) Wennberg, Elliott Fisher, and others at Dartmouth over the pasfour
decades. Much of the Dartmouth work can be found in thBartmouth Atlas in the Optional
reading; the slide from Class 1 on variation in Medicare spending, which is repeated in the
slides for this class, is from thétlas. In explaining variation the Dartmouth group has
emphasized the role of the phgsyarcasafmedicngd t he p
although why physician decision making should cluster geographically was (and | would say
remains) somewhat murky.
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As noted above, geo@phic variation relates to quality because if areas that are
otherwise homogeneou®r, more realistically, vary only modestly in factorsthat affect use
such as the age distribution, many of the areas must not have the optimal rate of use. Many of
the writings of the Dartmouth group go further, however, and interpret the data as saying
that the high spending areas buy very little if anything of value for their incremental spending
(see for example,the Fisher, et al. Part 2 paper in the Optional reading)This leads the
Dartmouth group to the conclusion that the US could save a lot of money if all of the US
looked like the low spending areas. Atul Gawande, in a wethown 2009New Y orkerarticle
that was picked up by theNew York Timesand featured on page 1 in the Sunday paper,
furthered this line of thinking. (Neither theNew Yorkearticle nor thelimesarticle is required,
but if you want to read the Gawande article it is at
http://www.newyorker.com/reporting/2009/06/01/090601fa_fact gawaligeu have acces®
theTimes you can get th&imesarticle at
http://www.nytimes.com/2009/06/09/us/politics/09health.html?scp=37&sg=medicare&¥t=nyt
have excerpted the beginning of th&imesarticle about Gawande ontwo slides.

A representative Dartmouth paper isElliott S. Fisher, David E. Wennberg, Therese
A. Stukel, Daniel J. Gottlieb,F. L. Lucas, Hhedmplicaiontof ReBionalder , i
Variations in Medicare Spending. Part 1: The
Annals of Internal Medicine, 138(4), February 18, 2003, pp. 27387.
http://search.epnet.com.ezpl.harvard.edu/login.aspx?direct=true&db=aph&an=9116419&I
oginpage=Login.asp&scope=site

The Dartmouth work on geographic variation,
precipitated a very delayed counter reaction that Wwill want to discussn class, as much for its
methodological interest as for its substantiventerest. | have relegated some of the challenges
to the Dartmouth view of the world to the Optional reading list, not because I think they are
unimportant but because the reading for this class is already long! If you delve into the
Optional reading, | suggest especially Romley, et al. (the slides for this class have one chart
from this paper), Doyle on Florida, and Franzini, et al. on McAllen and El Paso. The first two
both challenge the Dartmouth view thalueethe add
Franzini, et al. showed that commercial data for McAllen and El Paso, the two Texas cities
that Gawande had described, look very different than the Medicare data Gawande used. The
I nstitute of Medicine (IOM) report and the Newhouse and Garber paperbelow showed why
this was.

On the political front, the variation in Medicare spending so amply documented by
Dartmouth arguably led to the floors in Medicare hospitalwage adjusters and in Medicare
Advantage reimbursement(recall classe$ and8). This, however, may simply have come
from members of Congress in low spending districts becoming aware of more supplementary
benefits in Medicare Advantage plans in high spending districts rather than from the
Dartmouth work (class 5). In any event, a part of the debate over the ACA, the geographic
variation in Medicare spending led the Congress to support two Institute of Medicine (I0OM)
studies of the issue, one of which | chaired; the following are two short papers that summarize
t hat | OM c o orinthetfull epoidis in theeOptional reading. As already noted,
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IOM reports are copyrighted, but you can download a pdf for your personal use for free by

going tohttps://nam.edul/, searching for the report you want and registering. Some of the
slides are taken from the committeebs report.
about the Dartmouth view of the world?

Joseph P. Newhouse and Al an M. Garber, @Ge
S e r v i New BnglandJournal of Medicine, April 18, 2013, 368(16):1468. This paper
summari zes the committeebds findings on geogra
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1302981

Dartmouth always focused on geographic variation in spending in Medicare Parts A
and B because Medicare data allowed estimation of spending at a faidyanular level of
geographic detail. The IOM work attempted togo beyond Medicaredata to get an altin or
total measure of spendingn a geographic areathe following paper summarizes thdOM
C 0 mmi tconelesions.

Joseph P. Newhous e GGengdaphic Variationvh. HeaBlaGatee r , i
Spendingin the United States dAMA , September 25, 2013, 310(12):12:8(
http://jama.jamanetwork.com.ezp-prodl.hul.harvard.edu/article.aspx?articleid=1735200

Turning to some of the methods issues that have arisen in the literature and that are
taken up in the reading below, the Zuckerman, et al. paper beloas well aghe MedPAC
report in the Optional reading argue that the map you saw in Class 1 looks considerably
different after making adjustments for various covariates; Dartmouth has fired back at
Med PAC. Bach chall enges nwithenwageneithand met hods f
Dartmouth has responded. Cooper has gotten into a debate with Baicker and Chandraho
at one time were both at Dartmouth;that debatealso bears on the issue of workforce which
we come to in Class 2

The Dartmouth map you saw in Class 1 (and that is regated in the slides for this class)
shows variation in input-price adjusted Parts A and B Medicare spending across the
Dartmouth defined 306 market areas (Input-price adjustment, sometimes called facteprice
adjustment, means adjustment for the wage ineik and the GPCI, see classes®4 Sometimes
in Dartmouth publications the data are inputprice adjusted; sometimes not. The map you
saw on the slide is adjusted. After adjusting for factor prices and taking out Graduate
Medical Education and Disproportionate Share payments (class 5), the remainingriation in
Parts A and Bis essentially a quantity indexbecause Medicare sets prices that are uniform
nationally except for these factors Note that since the Dartmouth data are just Parts A and
B, they exclude spending on Medicare Advantage (Part Gilass § and on drugs (Part D, class
19).

The Fisher, et al. article above (as well as the companion Fisher, et al. article in the
Optional reading) carried the Dartmouth group past many of their earlie studies that
simply documentedgeographicvariation in use. Fisher, et al. ty to show that the high use
areas  not buy much for their additional spending, i.e. their findings are consistent with
fiflat -of-the-curved medicine(class 1) In particular, Fisher, et al. relate variation in
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Medicare spending on enebf-life care across regiongo variation in five-year mortality
rates, functional outcomes, and satisfaction for Medicare patients with hip fracture, AMI,
or colorectal cancer. They find no relationship. Much of this material is in the companion
article that is Optional, although there are also two slides from Elliott Fisher on this point.
Bach (below), however, challenges them on whether their method yields interpretable
findin gs, as does Cooper (also below).

The next five readings starting with Cooper can all be found at
http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/webexclusives/index.dtl?year=2008Go to the December 4 date
when you get to the web siteThe sixth reading (Sutherland, et al.) continues the exchange
between Dartmouth and Cooper.Focus on the methodological questions at issue; | will ask
you about them in class.In order to keep the amount of reading for this class down, | have not
assigned the original Baick€rhandra paper that set off the exchange with Cooper, but if you
want to see it, it is Kat heicaredgendB@ The Rhgsiciarmand A
Wor kforce, And Benef Healthaffairse2808, WetuExdlusiie:y¥4Of Car e
184-197. http://content.healthaffairs.org.ezp
prodl1.hul.harvard.edu/content/early/2004/04/07/hlthaff.w4.184.full.pdf+html

Richard A. Cooper, fAStates -Quahi MprHdHde®hiybi Cana:
Health Affairs, web exclusive, 28(1):w9102http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/28/1/w91.abstract

Kat herine Baicker and Amitabh ChaHedltha, fACoope
Aff airs, 2009, web exclusive, 28(1):w11718 http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/28/1/w116.abstract

Richard A. Cooper, fAStates with -QualitydHealreal t h C
Care: Lessons AlbatihuAffairdeab exclasives 28@):w1063
115http://content.healthaffairs.org.ezpprodl.hul.harvard.edu/content/28/1/w103.abstract

Jonat han Skinner, Amitabh Chandr a, David Good
Connection Between Heal t hHe@lh Aflairs Sweleexcidsivea,g and Q
28(1):w119123. http://content.healthaffairs.org.ezp-
prodl.hul.harvard.edu/content/28/1/w119.fullpdf+html?sid=ef321a59c6a64cf1-96¢c5

b678612b5738

Richard A. Cooper, AMore | s More aHedthLess | s
Affairs , web exclusive, 28(1):w124ttp://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/28/1/w124.extract

Jason M. Sutherland, EI'l i ott SngP&siDeraé The and Jo
Hi gh Cost of Heal th GavEeglandiouindl & Mddininet ed St ates,
September 24, 2009, 361(13):1230. Sut her | and, et a&le. u(pi CCaorotpnea wtst
objection that some of the variation across regions is due Yariation in factor prices

(Dartmouth: true, but only someof it), health status Dartmouth assertsvery little is due to
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health status, but this is disputed; see Zuckerman, et al. below as well as the MedPAC
reading, both of which take a different view, and poverty (Dartmouth: very little).

Dartmouth believes te latter two factors mostly balance out acrosslospital Referral Regions
(though 1 would add that they do not mostly balance out across the smallBrartmouth

defined Hospital Service Areas, which arenested within Hospital Referral Regions and are
about 10 times as numerous)The two Fisher, et al. Annals of Internal Medicine papers one
of which isrequired, are representative in this respectThe Sutherland, et al. paper is at
http://content.nejm.org.ezp-prodl.hul.harvard.edu/cgi/reprint/361/13/1227.pdf

As a side note, two New Yorkimesreportersalsodecided to take on Dartmouth in articles
that were run on the front page of the newspaper. Ihgve access theTimes you can
download these articles for freetuip://wwwnytimes.com/2010/06/03/business/03dartmouth.html
This reading, however, is optional.

Others besides Cooper and the New YorKimes have climbed into the ring with
Dartmouth:

Stephen Zuckerman, Timothy Waidmann, Robert Berenson, and Jack HadlefiClarifying

Sources of Geographic Differences in Medicare Spendingdlew England Journal of

Medicine, July 1, 2010, 363(1):542. http://www.nejm.org.ezp-
prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMsa090925% ontrary to Sutherland, et al.,
above,Zuckerman, et al.argue that adjusting for health status matteramportantly to the

amount of variation. MedPAC analysts reached roughly similar resagtZuckerman, et.al

Medi care Payment Advisory Commission, f@ARegi on
January 2011.

http://www.medpac.gov/documents/reports/Jan1ll RegionalVariation_report.pdf?sfvirae=0

MedPAC report is not required reading, but | listed it here begaogper comments on it also.
Cooperb6s comment on MedPAC is not required ei
you can see Richard A. Cooper, fAResponse to M
http://buzcooper.com/2011/01/07/medypavertyandgeographievariationin-healthcare/

Dartmouth, however, argues that adjusting for health status in the mannethat
Zuckerman and MedPAC do (and also Zhang, et al. in theslides) is illegitimatebecause the
health status adjustment is based on diagnoses on claims forms and the intensity of coding
diagnoses varies by regionin particular, t hey showthe likelihood of recording diagnoses on
claims formsvaries by region Given the Dartmouth result, can one adjust the observed
amount of variation for the differential coding propensity from the data they presen®
That is, can one get a figure that reflects the amount of variation net of any differences in
coding intensity agoss region? The following reading wasOptional for class 8 but if you
di dn 6 it yau shautl do so nowsinceit is a key article in the argument about whether
the data should be adjusted for health status/hen health status iglefined as diagnosesro
claims forms. Yunjie Song, Jonathan Skinner, Julie Bynum, Jason Sutherland, John E.
Wennberg, and EIlIliott S. Fisher, A Revgi onal V a
England Journal of Medicing, 6 Jul y 1, -230hipd/wwwhéB.drdleyp: 4 5
prodl.hul.harvard.edu/doi/full/10.1056/nejmsa0910881
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Anot her focus of debate ar spendimgr ®gir o mo ud dd 3t

get much benefit has been how Dartmouth treated the potential endogeneity of use, meaning
regions that were sicker in unobserved ways would both use more and have worse outcomes,
thus biasing Dartmouth toward finding a less positive relatioship between use and outcomes.

A flavor of this debateisin:Pet er B. Bach, nAdA Hddata EfficencyBad Pol i c
Measures i n t he htiéwww.nepnurtg/Hoi/fllifld.1856/NEIMp0909947

and
For

Jonathan Skinner, Douglas Staiger, and EI I
w a httt/Amndw.nejm.org/doi/full/10.1056/NEJMp1000448 and their responses to each

other. New England Journal of Medicine February 18, 2010, 362(7):5694.

OPTIONAL:

The Dartmouth Atlas of Health Car@hisjustly famous publicatiopresents all sorts of
variation in care in great and colorful detail. You saa itfor free at
http://www.dartmouthatlas.org/

Jonat han Skinner, fACauses and Consequences
Handbook of Health Economics, vol.éds. Thomas G. McGuire, Mark V. Pauly, and

Pedro PitdBarros; AmsterdamElsevier, 202. An excellent summary of the literature

by an eminent Dartmouth economisittp://ac.elscdn.com.ezp
prod1.hul.harvard.edu/B9780444535924000022.BB9780444535924000025
main.pdf?_tid=eeb5aci&fal-11e49ac?

00000aach35e&acdnat=1419888818 3627da9fb98d05&423857211cd

Elliott S. Fisher, David E. Wennberg, Therese A. Stukel, Daniel J. Gottlieb, F. L. Lucas,
Etoile L. Pinder, AThe I mplications of Reg
Heal t h Out comes an dAnBat ofinterhabMedidcinell38(4yi t h Car e
February 18, 2003, pp. 2&898. The companion article to Part 1 in the required reading.
http://seach.epnet.com.ezpl.harvard.edu/login.aspx?direct=true&db=aph&an=9116425
&loginpage=Login.asp&scope=site

ElI'liott S. Fisher, Julie Bynum, and Jonat ha
CareCostsLessons from Regi onal NewEnglandJdoormal, 6 Febr
of Medicine 360(9):849%2. Goes beyond the Sutherland, et al. paper on thegedjstr

which in effect argued that money could be saved on dimedbasigo argue that

emulating low growth rate areas would reduce the ststty growth rate.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp0809794

Il nstitute of Medicine, APur s WMakngNVal ue i n F
Geography, 6 eds. Joseph P. Newhouse, Al an M
McCoy, Michdle Mancher, Ashna Kibria, July 2013,
http://nationalacademies.org/hmd/reports/2013/variatidrealthcarespendinetarget
decisionmakingnot-geography.aspxin case you want to dip into the report that the two

Newhouse and Garber papers above are based on.

John A. Roml ey, Anupam BHosplta Spandingamdd Dana P
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Inpatient Mortality: Evidencerébm California Annals of Internal Medicind-ebruary 1,

2011, 154(3):164 .http://www.annals.org.ezp
prodl.hul.harvard.edu/content/154/3/160.shShows gains from atitional spending at

the hospital level. How do you reconcile thirding with Fisher,etabs concl usi ons

Joseph J. Doyle, JiiReturns to Localrea Healthcare Spending: Using Health Shocks to

Patients far fronHome American Economic Journakpplied EconomicsJuly 2011

3(3):221243 Shows, contrary to the Fisher papers above, that areas of high spending

may have some positive returns. Despite D
evidence behind the conventional Dartmouth conclugianthe high Medicare spending

areas get little for their extra spendimguch of itis in theDartmouth Atlas
http://www.nber.org/papers/w13301

Michael E. Chernew, Lindsay Sabik, Amitabh Chandra, Tefeszibson, and Joseph P.
Newhouse, fAnGeographic Correlation between
Medi car e Anercandoumal of Managed Cakebruary 2010, 16(2):131
8.http://www.ajmc.com/media/pdf/AJIMC_2010febChernew_131t0138.Adif early

exploration of the relationship between Medicare and commercial spendiing the

IOM report above goes intouchmore fully.

Dartmouth seems to agree witie IOM and withChernew, et al. that variation in
commercial insurance looks different. In the following paper, which-sutlored by
Jonathan Skinner, they find the (in)famous difference between McAllen and El Paso,
Texas that Atul Gawande highlightedhis New Yorkerarticle does not hold up in
commercial data. Luisa Franzi@sama |. Mikhailand Jonathan S. Skinn@vicAllen
and El Paso Revisiteddedicare Variations Not Always Reflectauthe UnderSixty-

Five Population Blealth Affairs Decembe2010,29(12): 23029.
http://content.healthaffairs.org.epoodl1.hul.harvard.edu/content/29/12/2302.short

Given the role of posticute care in the Medicare differen¢sse the IOM reporgnd

that postacute care is not that important in the under 65, this lack of a relationship is
perhaps not surprising, but I think at the time the result surprised maple fiecause

there had been so little done with data from commercial insurance and because the usual
Dartmouth interpretation had been that the variation came from doctor discretion, which
most assumed carried over to theatment of theinder 65.

LouseShei ner, fAWhy the Geographic Variation i
Much About the Efficiency oBrookingaHRapetsgn of Our
Economic Activity Fall 2014. Takes on the Dartmouth view that geographic differences in
Medicare spending can be mostly accounted for by individual physician practice style and
suggests that statevel socioeconomic differences are important rather than the conclusion

of the Sutherland, et al. paper in the required reading that individeahkesith variation is
unimportantvhen trying to explain variation across large areas
http://www.brookings.edu/~/media/projects/bpea/fdlll 4/fall2014bpa_sheiner.pdf

Amy Finkelstein, Matt he wSddrees of Gdographic and Hei d
Variation in Health Careevidence from Patient Migratipnd0 mi me o,
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http://economics.mit.edu/files/9732)sedMedicare data on those who move to show that
40-50% of the geographic variation in Medicare is attributable to demand factors rather than
supply factors, whereas the Dartmouth view of the world has focused on supply factors
rather than demand factors

Ami t abh Chandr a aRraluctvity Smllbvarsin Healtla Cage:eEvidencé

from the Treatment of Heart Attackgiournal of Political Economy-ebruary 2007,
115(2):10340. Argues that regions may specialize in one type of treatment and #nerefor
may not be able to obtain the same results as another region if spending were to change.
Thus, contrary to what some of the Dartmouth group have written, if high spending regions
were to have their Medicare reimbursement cut, outcomes could suffer.
http://www.jstor.org.ezp
prodl.hul.harvard.edu/stable/pdf/10.1086/512249.pdf?acceptTC=true&jpdConfirm=true

CLASS 157 QUALITY ,ITS MEASUREMENT AND IMPROVEMENT :
APPROPRIATENESS, GUIDELINES , PUBLIC REPORTING AND
PAYING/PENALIZING USING MEASURES OF QUALITY (October 24

This class has dot of reading and slides, but somef the material isdescriptive and
you should be able to gathrough that material relatively quickly.

OPTIONAL:
Overviews

Institute of MedicineCrossing the Quality ChastWashington: National Academy Press,
2001, Executive Summargp. 222. This callto-action report, though nowell over a

decade old, is still often cited and is a good starting point for this tlpgcsuch a good
starting point that | used to have it on the required list, but have taken it off to lighten the
required load.Although much of the monograph does deal with the economics of

quality directly, note the text about payment policies around recommendations 10 and 11.
The push for financial incentives for quality performance subsequweetitforward under

the banner of pay for performance (P4Rdre orthat below
http://www.nap.edu/catalog.php?record _id=10027

Institute of MedicineJo Err Is HumanWashington, DC: National Academy Press, 1999,
Executive Summary. This IOM report put theus of patient safety and error in medicine

on the public agenda. It made the point, which is made even more strongl@umelig
Chasnreport, that improving quality is a systems probleme rEport makes a dubious (in

my view) extrapolation to thengre US of studies of deaths from error in New York,
Colorado, and Utah, but this extrapolation now seems to have made it into urban legend (see
the Supplementary reading list Class 1). Nonetheless, whatever the number of deaths
medical erroactualy causess, there can be little doubt that itaigargenumber This IOM

report was the subject of a Presidential news conference when it was released, and it
sufficiently impressed President Clinton that he returned to the subject in his general press
conference the following dayttp://iom.nationalacademies.org/Reports/199% is-
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HumanBuilding-A-SaferHealth System.aspx

Especiallyif you are aphysicianor a medical student | suggest you read A
2011 Harvard Medical School commencement address, which emphasizes the need for
physicians to change the traditional views they have had of themselves in order to make

delivery system reform successful in terms of batproving quality and lowering cost.

You can find this afittp://www.newyorker.com/online/blogs/newsdesk/2011/05/atul
gaware-harvardmedicaischoolcommencemerdddress.htmllf you are a Gawande fan

(I am), another Gawandgew Yorkerarticle whose themis related to the Cowboys and Pit

Bulls article ishttp://www.newyorker.com/reporting/2012/08/13/120813fa_fact gawande

Quality of Care Measurement

As per the slides, the traditional measures of quality are classified into structay
process, and outcome. The first reading gives a now dated assessment of the state of qumlity
the USusing process measures, and the next reading takes up the relationsbighe lack of it
between process and outcome measures.

Elizabeth A. McGlynn,St even M. Asch, John Adams, et al .,
Delivered to Adul tNewlknglant JownalbiiViedicemal348R6)altne s , 0
26, 2003, pp. 2632645.http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa022615T his classic paper gave a rather

dismal overall assessment of the quality of care in the US at the tim@nly 55 percent of

patients whose charts were sampled reised guideline level care, although if the medical

record were incomplete, the results would understate the quality actually being delivered (but
failure to document is itself a quality problem). You may also want to read the editorial on this
subject byearl Steinberg in the same issue, but that is Optidhab follow-on papers from this

study are in the Optional reading; one shows little variation across demographic groups, the other
shows little variation across geographic regidnsshort, the poor performance seemed to extend
across the boardl'he slides document improvement in several of the measures since the time

of these data, but there still appears to be scope for substantial improvement.

Although process measures are wely used to assess quality, outcome measures are
almost universally conceded to be what is desired if only they were more feasible. The
following paper is about the weak relationship between process and outcome measures.

Ashish Jha, AiM&Qasal iJEMAGJOlKS 2006, 296(1)):997. A short, clear
exposition of the relationship- or the lack of it - between process and outcome measures. To
keep the amount of required reading down, | have not assigned the two articles that Jha is
discussingin this editorial, but of course you are welcome to pursue thodetp://jama.ama-
assn.org.ezgprodl.hul.harvard.edu/content/296/1/95.short

OPTIONAL:

Each year the federal government issulsi#onal Health Qualitand DisparitiefReport
with data ovetime on many measures of quality. The4£0érsion can be found at
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http://www.ahrg.gov/sites/default/files/wysiwyag/research/findings/nhgrdr/nhqdr14/2014n
hadr.pdf

Rodney A. Hayward, fAPeaf oh mafNewEndbad b uo ement
Journal of Medicing356(9), March 1, 2007, pp. 9953. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMe06828bnilar to the Jha, et al. paper on

the required list, maditorial commenting on an article in which improvement in process

measures did not translate into outcome improvement.

Eve A. Kerr, Elizabeth A. McGlynn, John Adams, Joan Keesey, and Steven M. Asch,
AProfiling the Quality of Care in Twelve Co
Health Affairs May/June 2004, 23(3), pp. 2256. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/23/3/247.abstrBotlow on from the McGlynn 200Rew

England Journadf Medicinepaper on the required list. Shows relativitie variation

across 12 cities in overall quality measures.

Steven M. Asch, Eve A. Kerr, Joan Keesey, John L. Adams, Claude M. Setodji, Shaista

Malik, and Elizabeth A. McGlynn AiWho | s at Gr eat &udlity Ri sk f o
He al t h Ne@Bngland dournal of Medicin®arch 16, 2006, 354(11):114A56
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMsa044464ther

follow-on papefrom the McGlynn papeshowng that the variation across demographic

subgroups is low.

Peter S. Hussey, et alCqmpgidroev iDro eSedltn e C duwratl
Affairs, May/June 2004, 23(3), pp.-89. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/23/3/89.f@luality of care is variable across countries and

there is relatively little correlation among measufést is if a country looks good on one

measure, it does not necessarily look good on another.

And if you want to read an anecdotal accarmund quality that brings to mind Ralph
Nader 6 s fUmnsafeatany $pegsie e Ashi sh Jhads bl og post
http://cognoscenti.wbur.org/2013/04/05/medieabrsashishjha

(In)Appropriateness and Guidelines

Mark R. Chassin,Jacqueline Kosecoff, R.E. Park, Constance M. Winslow, Kherine L.

Kahn, Nancy J. Merrick, Joan Keesey, Arleen Fink, David H. Solomgrand Robert H.

Brook, A Does I nappropriate Use Explain Geographic
Services? A St udyJAMA, 258(8): Bleemliberld, t9874 2b3263., 0

This paper follows from their 1986 paper the results from whichare in the slidesfor Class 14

This classic study formulated a definition of appropriatenesghat was a main contributor to

the guidelines movement of the 1990w&hich is now termed evidencebased medicineThat is,

guidelines were formulated that could support efforts to increase the proportion of

appropriate procedures How does the RAND groupbés definit
wi t h an ec on o nNotice tBasthedesultsi ofthistpaper nofflict with the general

view of the Dartmouth group (class 14}hat the low-rate regions havethe optimal rate.
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http://jama. ama-assn.org.ezgprodl.hul.harvard.edu/cgi/reprint/258/18/2533

OPTIONAL

Mary Beth Landrum, Ellen R. Meara, Amitabh Chandra, Edward Guadagnoli, and Nancy L.
Keating, Als Spending More Al ways Wasteful ?
among Col or ect aHealthCAfargJanuaryR@08, R7¢1n 1tH88. ,Shows

that high Medicare spending regions for colorectal cancer patients do more of both
appropriate and inappropriate caraerpsssi mil ar
regionsare similar, suggesting the negative effects of the inappropriate lcaeel dne

beneficial effects of the appropriate care, similar to my interpretation of the RAND

Experiment results in cla8shttp://content.healthadfrs.org.ezp
prod1.hul.harvard.edu/content/27/1/159.full.pdf+html

Carrie H. CollaNancy E. Morden, Thomas D. Sequist, William L. Schpanal, Meredith
B.Rosenthafi Choosing Wisely: Pr evwalleddeathe and Corr
Care Services in the Urd State ,Jaurnal of General Internal Medicirfeebruary 2015,

30(2):2218. http://downloaev2.springer.com.ezp
prod1.hul.harvard.edu/static/pdf/272/art%253A10.1007%252Fs10668070
z.pdf?token2=exp=14301558~acl=%2Fstatic%2Fpdf%2F272%2Fart%25253A10.1007%
25252Fs1160614-3070
z.pdf*~hmac=697bb6c3bec23678af7eb97563efeb112e97cf8b5a067379cc9581edbd1f8359
Many American specialty societieaveestablished guidelines for avoiding low value

services, which thelgavenamed Choosing Wisely. This paper looks at the national

prevalence and regional variation in 11 of those services. The range of prevalence is

from 1% forupper urinary tract imaging in men with benjgostatic hyperplasia to

46.5%for preoperative ardiactesting for lowrisk, noncardiac proceduresThe

estimated waste from these 11 procedures is around $1.2 billion using@DD@ata.

$1.2 billioni s obviously a tiny fraction of the |
waste in American health caspendingand of the $2+ trillion in total spendingHow

much that difference is attributable to sp
account for a lot of theime mb eevende and how much it is attributablétth e | OMO s
30% being too large a number is an open question.

Harl an M. Krumhol z and Tholmplicatiohs.of Recered, fi Rede
Cl i ni c aNew Hnglana Jarsal obMedicineJune 12, 2008, 358(24): 2597

Discusses two weknown trials the results of whichmply thatthe simple targets of many

guidelines such as Hbalc < 7 for Type 2 diabétenxsd the associated public reporting,
pay-for-performance, rzd network tiering effortthat have beebuilt around these

guidelines are not sufficient, and that the existing guidelines specifying a &rgetas

Hbalc < 7also need to account for how the target was reached. Right now they do not do
S0.http://content.nejm.org.ezprodl1.hul.harvard.edu/cgi/reprint/358/24/2537 .pdf

Robert H. Brook, MfnAAssesslitng Tihme ARMY oo mea,t G
Septembr 2, 2009, 302(9):999 . Advocating the RAND groupbob
appropriateness as an explicit method for rationing servittgs//[ama.amaassn.org.ezp
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prodlhul.harvard.edu/cqi/reprint/302/9/997

Lisa Rosenbaum and Dani el TeachngPysciansfoCenkt s an
About Mew&rgland dournal of Medicinduly 12, 2012, 367(2):9801. Two

young physicians point out how mediealucation and culture militate against consideration

of cost in treatment decisions.

You may also want to refer back to the Garber and Skinner paper assigned for Class 1.

If you would like to read a journalistic account of why additional services atdihgin may
have negative value, fhedayvYdkeMaylGalismande, 0Ov
http://archives.newyorker.com.eppodl.hul.harvard.edu/#folio=C1

Coordination Failures

Thomas Bodeoondmatimg&€ared A Perilous Journeythrough the Health Care
System Blew England Journal of Medicine March 6, 2008, 358(10):10641.
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMhpr0706165 The
American delivery systemwhen compared with other industrialized countrieshasa high
proportion of specialists treating the same patient, which raises the problem of coordination
among the physicians.This is especially true among the elderly, who more frequently have
multiple comorbidities and are therefore being treated by diffeent specialists The
coordination issue will also surface in Class2when we take up the health care workforce.
This article describes the coordination issue and some possible remedies.

Laura L. Sessums, Sarah J. McHugh, and Rahul R
Advanced Primary Care: New DireciAMA,AweZBor Car e
2016, 315(24):266%®. A policy response to coordination problems.
http://jama.jamanetwork.com.ezp-prod1.hul.harvard.edu/article.aspx?articleid=2513625

OPTIONAL:

Andrew B. Bi ndman, Jonat han D. Bl um, and Ri
Care PaymeritA St ep Towar d tNewEndand Jownallof Medicime , 0
February 21, 2013, 368(8):692 http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1214 P earlierpolicy response to

coordination problems. For a followup to this paper see the paper by the same authors in the
Optional reading.

Andrew B. Bi ndman, Jonat han D. Bl um, and Ric
Chronic Care Delivered ina Patisite nt er ed Me JAMA, Sdpterhberrh& , 0

2013, 310(11):1126. A followup paper describing the rule implementing the proposal
described inhe required readingbove http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/article.aspx?articleid=1725744

Care coordination is a lot of work and not well rewarded by the FFS system. For a short,
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readabl e description by a primary care phy
Press, fnlihAtQunar Repbagkds Vi eMewérfglamCar e Co 0|
Journal of MedicingAugust 7, 2014, 371(6):4891. http://www.nejm.org.ez{
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1406033

For aprominenthealth carejoua | i st 6 s account of her person
s ee Sar HrpaidkSressed, an@amfusedPatientsAre theHealthCareSystem's

FreeLabor 6 Vox bl og, June 1, 2016,
http://www.vox.com/2016/6/1/11712776/healthcéwetprint? hsenc=p2ANgiz
9uNIYLecEdJbI2QoC5TgA2zRDIEYL4ql7AzakWZ G1laldU7PZ8xQJ3gmtP5JFMM
Hyd3xB0aTJXNvg 574UJMZB5Y[60IW6RWtSQ9XO0I8TvPJIcimQ& hsmi=30188607

There are a number of not mutually exclusive policy instruments that a policy maker
can use to improve quality. The remainder of this class is given over to threéthem, public
reporting, paying on quality measures, and greater use of health IT.

Public Reporting

Giving consumers better information about the quality of care delivered by various
providers (think Yelp or Trip Advisor for health care providers) is one often proposed
instrument to improve quality. Lee shows the upside of quality reporting, bubranove, et al.
show that public reporting may induce selectionwhich is analytically similar to selection
from greater transparencyin insurance plans(class7). Hofer, et al. show that we may never
have good quality measures at the level of the individugkimary care physician, though this
iS a contested view.

Thomas H. Lee, nEul og\WewFEnglandaJouthal afIMedicimpe Measur e,
September 20, 2007, 357(12): 1175 A short piece demonstrating (in my view) the upside
of measurement and public reporting. Administration of beta blockading drugs, a
treatment that should have been routine following heart attacks but was far from rotine

in the early 1990s, was one of the first measures of process quality developed by the
National Committee for Quality Assurance (NCQA). The original measure was whether
the patient got the drug within 7 days of discharge, but use got so close to 10@ter
several yearsof measurementthat the NCQA changed the measure to whether the patient
was on a betablocker 6 months after the heart attack; see the notes to the slides on
improvement. http://content.nejm.org.ezp-
prodl.hul.harvard.edu/cgi/reprint/357/12/1175.pdf

David Dranove, Dani el P. Kessl er, IsN\Marek McCIl el |
| nformati on Better? The Eff ecRrsowifdanmiRdgb®drt Ca
Political Economy, June 2003, 111(3), pp. 55588. This paper, which provides evidence of
discrimination against severely ill patientsafter NY and PA establishedreporting systems

on mortality rates of individual cardiac surgeons, Bows (what to me is) convincing

evidence that the New York and Pennsylvanigublic reporting schemes induced selection

against higher risk patients and possibly raised mortality among AMIheart attack)

patients. The selection described in this paper isdiscouraging result for reporting
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outcomebased measures, let alone paying on them, because risk adjustment for cardiac
surgery was, and probably still is, the most advanced system of risk adjustment for health
outcomes that we have, and the results heseiggest to me that the cardiac surgeons did not
believe it was good enoughNonethelessthe welfare gains from the provider actions in

New York described in Marshall, et al.in the Optional reading may still have outweighed
the welfare losses from the dection that Dranove, et al. describgso the net effect on
welfare is ambiguous Several more recent studies of public reporting in this domain are in
the Optional reading; they generally accord with the Dranove, et al. findings.
http://www.journals.uchicago.edu.ezpprodl.hul.harvard.edu/doi/pdf/10.1086/374180

Timothy P. Hofer, Rodney A. Hayward, Sheldon Greenfield, Edward H. Wagner, Sherrie

H. Kaplan, and Willard G. Manning, AThe Unr el
Cardso6 for Assessing the Costs aJAMA,Qq1@2)i ty of
June 9, 1999, pp. 2092105. This paper shows the difficulty of assessing the quality of care

at the individual physician level even for a common disease (diabetes). Although there is a

division of opinion on whether individual providers can be meaninfylly profiled, this

paper is rather discouraging about the prospectsSee Dimick, et al. and Nyweide, et al. in

the Optional reading for more on the issue of sample size at the individual providefiese.

is some material from Dimick, et al. in tBkdes.http://lama.ama-
assn.org.ezpl.harvard.edu/cgi/content/abstract/281/22/2098

OPTIONAL:

Stephen W. Wal do, James M. Mc CaKaenE. Cas hel
Joynt, Robert W. YejAssociation Between Public Reporting of Outcomes With
Procedural Management and Mortality for Patients With Acute Myocardial Infarction
Journal of the American College of Cardiolo@915, 65(11):11126. A later study wih
similar findings to Dranove, et aklthough interestingly the authors seem unaware of the
Dranove, et al. studyPrimary percutaneous coronary intervention (PCI) is now the
standard treatment for acute myocardial infarction (AMI). This study compares rates of
PCI in two public reporting states (New York and Massachusetts) with six control states
(Connecticut, Rhodksland, Maine, New Hampshire, Vermont, Maryland). The authors
not only find less PCI among sicker patients but also highleogpital mortality.
http://ac.elscdn.com.ezgprodl.hul.harvard.edu/S0735109715001432D
S073510971500143ain.pdf?_tid=336add88a0el1e5891b
00000aab0f01&acdnat=14473110 cb185496599af7eb5f811bae4fe49e9d

Karen E. Joynt, Daniel M. Blumenthal, E. John Orav, Frederic S. Resnic, and Ashish K.
J h &ssociation of Public Reporting for Percutaneous Coronary Intervention With
Utilization and Outcomes Among Medicare Bengdries With Acute Myocardial

Infarction &AMA, October 10, 2012, 308(14):1480 Anotherstudy with similar

findings to Dranove, et al. This study compdhesrate oPercutaneous Coronary
Intervention (PCland mortality among heart attack patientshree public reporting

states, New York, PennsylvanandMassachusetts, witkevencontrol states(Waldo,

et al. above excluded data from Pennsylvania because of potential inconsistent data
reporting.) As in the Dranove, et aand Waldo, et aktudiesthere is less PCI in the
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public reporting statesnd the reduction occurs among the sickest patiatit®ughn
this studythe authors find no effect either way 8daymortality rates
http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/Issue.aspx?journalid=67&issuelD=25308&direction=P

Mar k R. Chassin, Edward L. Hannan, and Bar
of Reporting Medi c Bdw Emnglarddaunmmedf MedicoinEébrudry i c | y 0
8, 1996, 334:394898. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJM199602083340614 paper argues that

public reporting had beneficial effectaw mortality from CABG fell and risk adjusted

mortality fell even more aftgyublicizing hospital and surge@pecific mortality rates in

New York State.A paper in the same vein as this one is Hannan, et al. on the

Supplementary reading list.

Jesse Green and Neil Wintfeld, AReport Card
Sat ebds ANgwEman dourtal of Medicind32, May 4, 1995, 1229232.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJM1995050113Fa 2

The risk adjustment effect on mortality may have been largely coding rather than real. We

have already encountered a coding issue with risk adjustment {&]&ssng, et al.).

R. Tamara Konet zka, Dani el Pol slksteadofand Rac
Shaping Up: Rehospitalizations from Nursing Homes as an Unintended Effect of Public

R e p o r fourmabof Health EconomicMarch 2013, 32(2):3452. Public reporting

induced nursing homes to rehospitalize high risk patients so the nursing tvoule

look better. Readmission penalties on hospitals, however, give hospitals an incentive to

push back to keep such behavior in cheukp://ac.elscdn.com.ezp
prod1.hul.harvard.edu/S016762961200183 1D S0167629612001816
main.pdf?_tid=92bf512039311e28793
00000aab0Of6b&acdnat=137106433546801e9716ac255f76f0931ae339a02

Martin N. Mar shal l , Paul G. Shekell e, Shei
Public Release of Performance Data: What Do We Expect to Gain? A Review of the

Evi deJANA 288(14), April 12, 2000, pp. 18674,http://jama.ama
assn.org.ezpl.harvard.edu/cgi/reprint/281/22/2098d t he edi t or i al APub
Performance Datao by Arnol d -MB8. Epstein in
http://jama.amassn.org.ezpl.harvard.edu/cgi/reprint/283/14/1884

Consumers do not appear to respond to information, although providers do; note

especially the results grage 1872 with respect to the exodus of-lamume surgeons in

NY. See also supportive results in the Cutler, et al. reading on the supplementary reading
list. The literature reviewed in this paper is now quite dated, but the conclusions still
mostlyhald.

Rachel M. Wer ner RaenldatBroincs hTi.p BBreatdweoewn, Mie di c
Compare Performance Me dAMA, December b3d20080r t al i t vy
296(22):26942702. http://jama.amassn.org.ezp
prodl.hul.harvard.edu/cgi/reprint/296/22/268Rows that hospitals that rank higher on the
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CMS Hospital Compare process measures havgimadly lower riskadjusted mortality
rates for AMI, CHF, and pneumonianother demonstration of the weak association
between process and outcome measures

Rachel M. Werner, Edward C. Norton, R. Tama
Consumers Respond to Publicly Reported Quality Information? Evidence from Nursing

H o me Joyrnal of Health Economic3anuary 2012, 31(1):581. http://ac.els
cdn.com.ezgprodl.hul.harvard.edu/S016762961200002PDBS016762812000021
main.pdf?_tid=819b75dfb07ea27b306429362092a53f&acdnat=1339070594 84bb2c0635c¢
32df661658bdea2189c4a he answer is yes, but minimally.

Matthew P. Muller and All an S. Detsky, d@AaPub
Compliancd Helpful or Harmti | PAMA, September 8, 2010, 304(10): 1116
http://jama.amassn.org.ezprodl.hul.harvard.edu/content/304/10/1116.extrdw

authors believe the reportedprovement was not real but an artifact of measurement.

ShinYi Chou, Mary E. Deily, Suhui Li, Yi Lu,
Hospital RJayrnaloftHeathaEcomanickdarch 2014, 34:438. After report

cards went online, hospls in more competitive local markets used more resources per

patient and achieved lowerospital mortality rates for patients undergoing CABG.

Similar result to Romley, et al., clak4 Optional reading, with respect to resources used and
inpatient matality, though Romley, et al. do not study CAB@p://ac.elscdn.com.ezp
prodl.hul.harvard.edu/S01676296130017E2DBS0167629613001719
main.pdf?_tid=7761d448fal-11e48a99

00000aach35e&acdnat=1419888618 07ad9bb5929d23c8933afcd9876c243a

Gautam Gowrisankaran, AdACoampeéetHobspntal nQoalmia
Incentives and Choice in Health Cages. Frank A. Sloan and Hirschel Kasper; Cambridge:
MIT Press, 2008A review written from the perspective of an economist.

Justin B. Dimick, H. Gil ber alMiteltyasan and Joh
Il ndi cator of Hospital Quali tJMA Augustl®r obl em
2004, 292(7): 84-B51. http://jama.amassn.org.ezp
prodl.hul.harvard.edu/content/292/7/847 .st®mbwing that even at the hospital level

obtaining adequate sample sizes to detect differences in surgical mortality across individual
hospitals is a problem. A few slides are frims paper.

John L. Adams, Ateev Mehrotrd, William Thomas, and Elizabeth A. McGlynn,

fiPhysician Cost Profilind Reliability and Risk of Misclassificatig®New England

Journal of MedicineMarch 18, 2010, 362(11):10424. A paper similar to the Hofest

al. and Dimick, et al. papers showing varying reliability in the measurement of a
physiciands costliness (using allowed char
specialties). The authors used two years of data from four Massachusetts insurers on t

1.1 million persons who had been continuously enrolled for the two years. Their

summary number is that 22% of physicians would be misclassified if, arbitrarily, the

lowest 25% of physicians on cost for the two years were classified into a lower cost or
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preferred tier by the insurer&ittp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsa0906323

David J. NyweideWilliam B. Weeks Daniel J. GottliebLawrence P. Casalin&lliott S.

Fishet A Rel ationship of Primary @asureamer®dfysi ci a
Quality and CHA, Déeembdr 9, 200 306(22).2484. Like Hoferet

al., Dimick, et al., and Adams, et ahn article making the point that sample size is a

problem. http://jama.amaassn.org.ezprodl1.hul.harvard.edu/content/302/22/2444.abstract

Paying/Penalizing for Quality/Performance

Whereas public reporting or the provision of informationabout providersis a
demandsideintervention to improve quality, ipay f or perHFi®ismsupplred or
sideintervention. Many, especially noreconomistsbelieve demandsideinterventions to
improve quality are ineffectual because patients cannot judge quality, but see Redelmeiet,
al. in the Optional reading for Class6 for evidence that there is a demand response (though in
that particular case almost certainly not a socially optimal one).The UK has put much more
P4Pmoney on the table than the US and has seen what perhapssveaonceand-for -all
improvement; see the Roland and Campbell paper and thalides If you want more on the
UK, see Kristensen, et al., Doran and Roland, and Campbell, et al. in the Optional Reading.

The Optional Norton 1992 paper in Class 20 treats thigpic in the nursing home context.

One concern about existing P4P measures is that they reward being above or below a
given cutpoint, for example systolic blood pressure below 140 mmHg, whereas patient welfare
may be improvedto a much greater degredoy changes in therapy that leave the patient still
above the cutpoint and so go unrewardeth the cutpoint method see Eddy, et al. in the
Optional reading if you want to pursue this. Unfortunately, almost all P4P schemes including
Medi car eds inimethodt he cutpo

Martin Roland and Stephen Campbell, ASuccesses
Uni t ed K NewdEdgtaml Jaurnal of Medicine May 15, 2014, 370(20):19449. If you

are going to write your testimony on this topic, e text and the citations give you both a

review of the literature and an assessment of how pay for performance has worked out in the

UK. Maybe the UK put more than an optimal amount of money into P4P
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMhpr1316051

Jordan M. VanLar e an\lueBased Purchiesingd . NatOralProgrgms i

to Move from Volume to Value, Blew England Journalof Medicine, July 26, 2012,

367(4):2925 . A thumbnai |l des c rbaspdtpurahasinganitiative di car ed s
While value-based purchasing involves provider groups taking financial risk, there is also an

element of quality bonuses, which may takeéhe form of no shared savings or other type of

reward if quality is not above a certain level. This reading and the next one are also relevant

to the next class.http://www.nejm.org.ezp-

prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1204939

Jordan M. VanlLar e, Jonat han D. Bl um, and Patri
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Payment: Implementing the Physician ValueBa s e d P ay me nJAMAMNodember e r , O

28, 2012, 308(20):20890. http://lama.jamanetwork.com.ezp-
prodl.hul.harvard.edu/article.aspx?articleid=1389756&resultClick=1 A short description

of Medicareds first foray into P4P for physici

Robert A. Berenson and Deborah RThe Kaye, AGradi
Mi sapplication of Pe NéwEngaadnaumal diiedisine Nevenmdert , 0

28, 2013, 369(22):20781. http://www.nejm.org.ezp-
prod1.hul.harvard.edu/doi/pdf/10.1056/NEJMp1312287 Why Medicarebs i mpl
paying for quality may not succeed.

OPTIONAL:

Following on the VanLare, et al. papers ab&exretary Burwelih 2015announced goal
of 50% of Medicare reimbursement being vabased by the end of 2018
http://www.hhs.gov/new/press/2015pres/01/20150126a.html

The next paper describes where Medicare is gaitigrespect to value based paymafter

the Medicare and CHIP Reauthorization Act of 2015 (MACRBR)ut it 1 sndt goi I
until 2019, which is why this reading is t@mal. The short answer is to more P4P

although details remain to be worked out, by law feerformancelomains are included:

guality of care; resource use; meaningful use of electronic health records; and participation

in clinical practice improvemedatctivities. This short paper describes some of the
challengesespecially in the measurement of the first two of the four domains

Meredith B. Rosenthal, fAPhgsNewaMeNe®Yy mentcw
England Journal of Medicin&eptembe?4, 2015, 371(13):1189.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMpl1507757

The following thregoapers discuss the Medicare penaftieseadmissions, which the slides
also discuss.

MichaelL.Barnet , John Hsu, and RBatentKhaadiesistidsanc Wi | | i &
Differences in Hospital Readmission RatéB\MA Internal MedicineNovember2015
175(11)18031L2. Patient related chacteristics that are omitted from the risk adjustment
model explain much of the difference in the readmission rate across hogpitalsthe

a b s t Pasticipants adimitted to hospitals in thighest quintile had higher HCC scores,
more chroniconditions,less education, fewer asset®rse seHreported healtstatus,

more depressive symptoms, worse cognition, waingsical functioning, and more
difficulties with ADLs andIADLs than paiicipants admitted to hospitals in the lowest
quintile 0 http://archinte.jamanetwork.com.ezp
prodl.hul.harvard.edu/solr/sebresults.aspx?q=barnett&fd JournallD=71&f JournalDi
splayName=JAMA%?20Internal%20Medicine&SearchSourceType=3

Karen E. Joynt and Ashish K. Jha,Newi A Path F
England Journal of Medicin®arch 28, 2013, 368(13):117/5 http://www.nejm.org.ezp
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prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1300T2i& authors argue that readmission
measures used for financial reimbursement should acfmstciceconomic status (see
also the slides), should be weighted for days since discharge, and should account for
mortality (competing risks).

Karen E. Joynt and Ashish TKuthhandi Chinrstey ule
New England Journal dfledicing April 12, 2012, 366(15):1368.
http://www.nejm.org.ezprod1.hul.harvard.edu/doi/pdf/10.1056/NEJMp1201S8§gests

not penalizing hospitals for readmass because relatively few are preventable by the

hospital. Note that the MedPAC data on the slide on potentially preventable readmissions
disagree with Joynt and Jha.

The slides also cover the next two papers on the Premier demonstration:

Ashish K. Jha, Karen E. Joynt, E. John Or av
Ef fect of Premier Pay f orNeREngldnoJoumaimfc e on Pa
Medicine April 26, 2012, 366(17):160865. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsall1123bdetabs r esul t s ar e i |
slides; theyfind no effects on mortality from a large Pgroject in the US when compared

with simple public reporting. The P4P was based on process measures. An earlier

evaluation of this demonstration, whichithe next readingLindenauer, et al.) had shown

modest improvement in process measures, and mapad on those results, the ACA

mandated Value Based Purchasing for Medicare. The Jha, et al. results are consistent with

the tenuous connection between process and outcome measures.

Peter K. LindenaueDenise Remus, Sheila Roman, Michael Rothtievgn M. Benjamin,

Al l en Ma, and Dal e W. Bratzler, APubl ic Rep
Qual ity | nNew Englamddeunntl of dledicin@56(5), February 1, 2007, pp.

486-496. Gains in quality at a set of hospitals with pay for perdoce and public

reporting relative to a set with only public reporting. The P4P scheme was a 1 or 2 percent

bonus for hospitals in the top two deciles of hospitals that applied; note that the group of
applicants wereotrandomly selected. Underperfdarmg hospitals, however, were subject

to penalties in the third yedttp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa064964

David MEddy,Josha Adl er, and MaedoGladbhalMoOuti co més
Quality Measure, Baseamh Health Outcomes, That Compares Current @ead arget

Levelof Care Health Affairs November 2012, 31(11):244D. Describes an

improvement in how to administB4P that uses a continuous and well validated measure of
outcome rather than being above or below a cut point on a given measure, as in the

Medicare Advantage Star systedaés § and also in commercial insurance P4P programs.

Meredith B. Rosenthal, Rih ar d G. Frank, Zhonghe Li, and
Experience with Pafjor-Per f or manc e : Fr o nJANIAQ 204(E1)) Octolteo P r ac
12, 2005, pp. 178&793. htip://jama.ama

assn.org.ezpl.harvard.edu/cgi/reprint/294/14/1E8@luates a program that rewarded
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physicians who met targets on cervical cancer screening, mammography, and hemoglobin

Alc testing. Finds little effect on quality; the rewandsntto those wb were already doing

well. This paper was very influential in dampening some of the early enthusiasm for P4P.

What does this paper tell you about the most appropriate design of a P4P pitbgmam?

would rather read an economics journal article thatmsge complete data from the same

P4P program (but reaches the conclusion that there is a positive but quite modest effect),
read Kathleen J. Mull en, Ri ch@anWYouGetWHhatr ank,
You Pay For? Pafor-Performance andthe@d i t y of HealRANDcare Prov
Journal of Economi¢s$Spring 2010, 41(1):691. http://onlinelibrary.wiley.com.ezp
prod1.hul.harvard.edu/doi/10.1111/j.175671.2009.00090.x/abstract

Meredith B. Rosent ha l-for&#erfdmaRce: WAldhalmatest Dud | ey,
Payment Trend Improve Car@2MA, February 21, 2007, 297(7): 740 http://jama.ama
assn.org.ezprodl.hul.harvard.edu/content/297/7/7@Er table gives a concise summary

of key dimensions of a P4P plan and points to literature on evidence.

For a summary of a large scale US effort to pay for performance in California, go to
http://www.iha.org/pdfs_documents/p4p_california/P4PWhitePapen22009 FullReport

df

If you want more on the UK, several readings follow

| suggestmringwiththeDepar t ment of Heal th, AA Simpl e |
November 2012,
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/156241/PbR
SimpleGuide FINAL.pdf.pdf

Soren Rud Kriggnsen, Rachel Meacock, Alex J. Turner, Ruth Boaden, Ruth McDonald,
Martin Rol and, an dTerMé&ffectt bf elogpit®d Pay forderformanteo n g
on Mort al i tNew EnglandEJougnbl af MddicipAugust 7, 2014, 371(6):54)
Largely negatie results; mortality in control hospitals fell more than in hospitals
participating in the P4P prograrhttp://www.nejm.org.ezp
prod1.hul.harvard.edu/doi/pdf/1036/NEJM0a1400962

Tim Doran and Martin Roland, ALessons From
I n The Uni tHeakth AffairsiMag 2010, 26(5):10289.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/29/5/1023.abstract

mixed but on the whole upbeat assessment of various British reforms starting in 1998,

including the P4P initiative.

Stephen Campbell, David ReevEsangelos Katopantelis, Bonnie Sibbald, and Martin

R o | amEffdcts offday for Performancen theQuality of Primary Care in Englancdiew
England Journal of Medicinduly 23, 2009, 361(4):368 http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa0807®bik article shows modest gains in
two of three quality indicators (with the third indicator trending in the right direction) used
to compensat British GPs, albeit there was a prior favorable trend so it is not clear the P4P
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was causal. The i mprovement, however, came
Treasury, and the improvement appeared to be-afbegent.

Stephen Campbell, David Ress/Evangelos Katopantelis, Bonnie Sibbald, and Martin

Rol and, fAQual ity o fwithkEeIntnoduction ofadgpfore i n Engl and
Performance New England Journal of Medicinduly 12, 2007, 357(2):1840.
http://www.nejm.org.ezprod1.hul.harvard.edu/doi/full/10.1056/NEJMsr065990

Rut h McDonald and Martin Rol and, APay for F
California: Comparison of Unintended Conseqeesd\nnals of Family Medicing

March/April 2009, 7(2):1247. http://annfammed.org/content/7/2/121.fuiiterviews of 20

PCPs in England and California. California MDs report forced disenroliofient

noncompliant patients.

Clemens S. Hong, Steven J. Atlas, Yuchiao Chang, S.V. Subramanian, Jeffrey M.
Ashburner, Michael J. Barry, et al., #ARel at
Primary Care Physician JAMA, Septeraber8RP@l0,f or manc e
304(10):110713. Using HEDIS measures to gawvidersappeas to discriminate against

MDs with more low SES patient$ittp://jama.amaassnorg.ezp
prodl.hul.harvard.edu/content/304/10/1107.short

Institute of MedicineRewarding Provider Performance: Aligning Incentives in Medjcare
Washington: National Academies Press, 2007. See especially chapter 4 on structuring the

P4P scheme, as well ahapter 5, pp. 11830 on the accountable unit, IT, and statistical

issues. Also Appendix B has an annotated bibliography as of 2006 .skonzary, see
El'liott S. FisheriRifsFkasy ianngd fRoerdNeRr&nghtmotrant ai nocnes
Journal ofMedicing November 2, 2006, 355(18), pp. 184547
http://content.nejm.org.ezpl.harvard.edu/cqi/reprint/355/18/1845. pdf

J. William Thomas and offiagtofPhysi@an Spétalistd: Usefi Ec 0 n o
of Outlier Treat ment dnguity FaIP200S,d3AFH:27-R82.t r i but i o
http://www.inquiryjournalonline.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.5034/inquiryjrnl_43.3.Zhgrehas been and remains

pressure from purchasers to drive accountability to the level of the individual physician.

This article uses a simulation to derive best detreating outliers and attributing services

to an individual physician. The best methods differ by specialty, and the authors say they

were unsuccessful in identifying casefficient physicians.

Sheila Leatherman, Donald M. Berwick, Debra llesjeta, A Maki ng the Busir
Qu a | Health Affairs 22(2), March/April, 2003, pp. 130. Someearlycase studies of

what happened, or perhaps more accuratbbtdid not happen, when various delivery

organizations tried to improve quality throygglyment
reformshttp://search.epnet.com.ezpl.harvard.edu/login.aspx?direct=true&db=aph&an=933
2346&loginpage=Login.asp&scopetesi

Paying health care providers on quality measures is analytically similar to paying on
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performance measurement in elementary and secondary education, a domain where there is
considerably more literature than in health care services. | list both etiteland

empirical paper from this literature in the supplementary reading if any of you want to

pursue this further.

Health Information Technology (Health 6F HIT)

One of the hopes for increag thequality of health care is greater use of &ind
Ameani ngful wuseo of | T is one .dékedptherequirech | i ty n
reading downl have not required any reading on this topic, although there is some material in the
slides. For those of you interested in this subjébiave included someeadingbelowandof
course you cafollow thecites if you are interested in more. | personally think one of the more
likely places to look for gains from more widespread HIT is greater use of clinical decision support
software, buthe meaningful use regulations do not (as yet) require it. The retwiok that
clinical decision support will help summarized inhe title of a 2010 paper PLoS Medicine
ent it e-lve Trisleanccbtetey Systematic Reviews a Day: HowWd Ever Keep Uy
(Hilda Bastian, Paul Glasziou, and lain Chalmers, September 2010, 7(9):e100032&)a{&fss
not on the Optional list;justlistt he ti tl e here as a Afactoid. 0)
conclusion is that the numberdainical trials and systematic reviews need to be reduced, which is
not the conclusion | would dravSee also Hussey, et al., below.

Peter S. Hussey, Justin Wimbie, Lane F. Burgette, Neil S. Wenger, David J. Nyweide,

and Kat heri ne tenesskféAtivanced Diagpoptic Imaging Qrdering Before

and After I mplementation ofJAMB)Juna2, 20859, Deci si
313(21):21812. Shows improvement in imaging orders rated appropriate and decrease in

those rated inappropriate afterplementation of clinical decision support.
http://jama.jamanetwork.com.egpod1.hul.harvard.edu/article.aspx?articleid=2300591

The following threearticles from the August 2013 issueHt#althAffairs give the state of
play as of a few years ago.

ChunJu Hsiao, Ashish K. Jha, Vaishali Patel, Michael F. Furukawa, and Farzad Mostashari,
A Of fBasedd’hysicians Are Responding to Incentives And Assestay Adopting and
Using EI ect r on Health Affaies IAugust 2818 (32(8): 8D, 0
http://content.healthaffairs.org.eppodl1.hul.harard.edu/content/32/8/1470.full.pdf+html

Michael F. Furukawa, Vaishali Patel, Dustin Charles, Matthew Swain, and Farzad
Mostashari, A Hospital El ectronic Health In
1 2 Health Affairs August 2013 (32(8):13454. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/32/8/1346.full.pdf+html

Catherine M. DesRochd3austin Charles, Michael F. Furukawa, Maulik S. Joshi, Peter

Kral ovec, Farzad Mostashari, Chant al Wor z al
Health Records Grows Rapidly, But Fewer Than Half of US Hospitals Had at Least a Basic
System in 201eath Affairs, August 2013 (32(8):14785.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/32/8/1355.full.pdf+html
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Julia AdlerMil stein Claudia SalzberdgCalvin FranzE. John OrayJoseph P. Newhouse
andDavid W. Bates DdiElectronic Health Records Save Mon&ytdence from
Community Practices Annals of Internal Medicineluly 16, 2013, 159(2):9Y04. The
authors found negligle savings with community wide adoption of health IT in three
communities compared with three control communitgsp://annals.org.ezp
prod1.hul.harvard.edu/aste.aspx?articleid=1709804

Leila Agha, AThe Effects of Health I nformat
Me d i c a r murfalafrHealtroEconomicMarch 2014, 34:130. Finds no

relationship between hospital adoption of IT and cost savings feyears after

introduction), although there is an effect on billed charges (codBitg.also findso effect

on one year mortality, adverse drug events, or readmissitips/ac.elscdn.com.ezp
prodl.hul.harvard.edu/S01676296130017A2BS0167629613001720
main.pdf?_tid=3ec315d8407%11e3904d-

00000aach361&acdnat=1397502294 ae5520d559547a37c2ad2d19a5d4cb3b

Melinda Beeuwkes Buntin, Matthew F. Burke, Michael C. Hoaglin, and David Blumenthal,
AThe Benefits of Health I nformation Technol
Predominantly B s i t i v eHe#tk Affairls Masch 2011, 30(3):4641. Note the

contrast with theonclusions of the papers abova my view thisdifferencecould reflect

at least two weaknesses of the earlier literature that they review, namely that resfiks are o

either confined to one institution or that the data used are eosenal.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/contéd/3/464.full.pdf+html

Mary Readl, Jie Huang, llana Graetz, Richard Brand, John Hsu, Bruce Fireman, Marc Jaffe,
fOutpatient Electronic Health Records and the Clinical Car®ancbmes of Patients With
Diabetes Mellitus Annals of Internal MedicineOctober 2, 2012, 157(7):482 Some
encouraging results on blood sugar and cholesterol control from implementation of HIT at
Kaiser Northern Californiahttp://amals.org.ezp
prod1.hul.harvard.edu/article.aspx?articleid=1363513

Jonathan C. Javitt, James Rebitzer, and Lon
Medi cal Mi ssteps: Evi ddaumaof Health Fcormmigdayn d o mi z e
2008, 27(3): 58H02. Shovga 6 percent savings from the use of decision support delivered
electronically http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/ssice/article/pii/S016762960700077X

David Blumenthal, AWiring the Health Care S
Feder al P r lmgementatjomm of taerFdderdl Health Information

Technology Initiative New England Journal of MedicinBecember 15 and 22, 2011,

365(22 and 23):23239 and 242631. The rationale and early implementation of the federal

Health IT initiative of 2009 by the person who was at that time in charge of it, looking back

on the first two yearshttp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsr1110&0dhttp://wwwnejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsr1112158
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Julia AdlerMi | st ein and Ashish K. Jha, fASharing C
Chall enge for Fi xi nJ\MA, Apal 25,12082| 307(16)026E6. e Sy st en

As advertised http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/article.aspx?articleid=1148205

David Bl ument hal and Mar il yn afien foreErectrenic, AThe

Heal t h RewdEngtantdgdaguroal of MedicinAugust 5, 2010, 363(6):564.
http://www.nejm.org.ezprod1.hul.harvard.edu/doi/pdf/10.105&NMp1006114A short
summary of the final regulations on meaningful use.

David Blumenthal, AStimulating thHewAdopt
England Journal of Medicinépril 9, 2009, 360(15):1479. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp09015®3ummary of the Stimulus Act of

200906s (aka ARRA) provisions to spur the

Ashish K. Jha, Catherine NDesRoches, Eric G. Campbell, Karen Donelan, Sowmya R.

i on

ad

Rao, Timothy G. Ferris, Alexandra Shiel ds,

Records i n WNewEnglahidaeumal df Mddisinagril 16, 2009,

360(16):162838. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa09009% title might more accurately
have belsaof@BddtmmcRecordsinUS. Hosplt s, 6 at | east as

Guideline Developmeiaind Antitrust

John D. Kraemer and Lawrence OJAMEosti n,
February 11, 2009, 301(6):665 http://jama.am&assn.org.ezp
prodl.hul.harvard.edu/content/301/6/665.ft editorial excoriating the Connecticut
Attorney General, Richard Blumenthal (how Senator Blumenthal), for bringing an antitrust
case against the Infectious Diseasesi&y of America for its guidelines in treating Lyme
Disease.This is an example of tension between the law and professionalism.

A Speculative and Somewhat Pessimistic Overview of Some Causes of Poor Quality:

Joseph P. NewhouseWhy | s Ther e &ealhinfalrsi21(4), Chas m? 0
July/August 2002, 1-25. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/21/4/13.f8bme fundamental hurdles to good
performance in medical care, though admittedly there is no ready measure by which to
compare quality in medicine with quality in other industries.

CLASS 1671 PAYMENT AND DELIVERY SYSTEM REFORM : MANAGED CARE AND
ACCOUNTABLE CARE ORGANIZATIONS ( October 26

Historically the organization of the American delivery system was predominantly

around independent physicianseither practicing alone (solo practice, or in small groups,
with admitting privileges at one orsometimesmore hospitals. The physicians operated
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largely autonomously, essentially ordering for their commercially and Medicare insured

patients any covered service they thought was likely to benefit their patients. As we saw in the

last class however, the resuing quality left a lot to be desired, in part because physicians

often did not coordinate with each other. In addition, seeking preventive care was largely left

to an individual patientoés initiative., Hospit
which is to say revenue, and therefore generally catered to what physicians wanted in

decisions on capital spending, especially to those physicians in more lucrative specialties, such

as the surgical specialties, radiology, and cardiology (clas€eand 21). The hospital

admini stratoro6s mindset Hs@argallythe finarciagloficgre thah e ad s i
is to say insurance, andhe delivery of care were two distinct industries with little integration.

Insurers were largely passive, essealiy reimbursing any service a physician ordered

provided the insurancecontract or policy coveredthe serviceand subject to any cost sharing

in the insurance policy (Aindemnity insurancebo

Although some of you may think the foregoing description athe delivery system is
just history and irrelevant to the present day, there are still parts of the US, especially in
smaller towns and rural areas, where this traditional organization is dominant.Furthermore,
Parts A and B of Medicare (TM) were designe for this type of financing and delivery system.
When Medicare was enacteth 1965,commercially insured patients essentially had free
choice of physician, meaning patient paid about the same amount oubf-pocket for a given
service irrespective of whth physicianor hospital he or shechose. TM largely continued in
that vein for decades a hospitalized patient, for example, pays a fixed deductible that is
independent of the hospital the patient usesand TM hasfor the most part reimbursed any
coveredservice a physician orders This descriptionof the historical US delivery systenalso
appliesto delivery systems oomeother countriessuch as Canadawhere public insurance,
like Parts A and B of Medicare, functions largely as a passive reimbursef eervices and there
are numerous small scale physician practices. Only in the past few years &g taken steps
toward moving away from its historical passivity; as we saw in clast5, it now pays
mar ginally more for bettemgda@luadnd ymdmg/ian alel B als
(readmission penalties)and, as we take up in the class, it is starting to seek ways to shift
financial risk away from it and toward providers by encouraging Accountable Care
Organi zat i and mitia(ing @ Eed payment demonstrations

In contrast to insurance that passively reimburses whatever services a physician
orders or delivers, managed cargwhich is now the dominant model irAmerican commercial
insurance,in Medicaid, and in Medicare Advantagefries to integrate, at least partially,
insurance/financing with the delivery of care. In other words, managed care insurers now
actively attempt to affect the quantity and quality of services relative to a passive indemnity
insurer. In a favorable interpretation such integration or care management would reduce
moral hazard and improve quality, but whether it does so is an empirical question.
Supporters think the effect is positive; many singlgayer advocates, who often have a
Traditional -Medicare-for-all scheme in mind, think it is negative. Many physicians are also
negative, feeling that manage care challenges their professional autonomy, though my sense
is that the oppositionhas somewhataded as managed care has become more established and
more ophisticated in how it operates and also as more physicians aremployees and/oin
medical groups that are taking financial risk.
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Most patients tend to like the passive insurer, at least until they are faced with the cost
that it generates. (Ofcou se, the bul k of TM6és cost falls on
hospitals have more mixed viewabout TM; although most like the autonomyit offers relative
to a managed care insurer, they are less enamored of lissver rates compared to those of
commercial insurance.

Although managed care has evolved in some settings into a sexooperative
relationship between insurers and physicianer delivery systems especially in commercial
Accountable Care Organizations, bargaining betweeproviders and managel care plans over
prices inthe conventionalfee-for-service context is zero sum and thus frequently contentious.
The distortions in feefor-service reimbursement (Classs 46) also affectthe delivery of
services in Medicare Part C andn Accountable Cae Organizations, since even if a delivery
system is takingfinancial risk, individual physicians at the point of careare still likely to be
reimbursed in some fashion on a fetr-service basis (see the Ginsburg reading in claSp
Also rememberthatap hy si ci an group6s reservinaNMedicarepr i ce |
Advantage planis likely to be at least what it can earn irTM. MACRA , however, starts to
push physiciansaway from T M 6psire-FFS-no-financial-risk world (see the slides from class
6), albeit slowly and gingerly

This class takes up the effect of thactive or non-passive insurer on quality and cost
and Medi car e o6tsencowrageirctc oaifnft abtl €« Car e Orlitgani zat i c
builds on class 8 which covered thereimbursement of managed care plans in Medicare Part
C or Medicare Advantage Class 8 however,focused on selectioand risk adjustment,
whereas this class focuses on how shifting financial risk toward providers affects cost, use, and
the quality of care. The clas also takes up implementation issues around shifting risk toward
providers.

Empirically, efforts to ascertain how managed cargor an active insurer, affects
guality and cost face many methodological difficulties, starting with the dominance aictive
insurers other than in Traditional Medicare, which makes it impossible to find a credible
contemporaneous comparison group among the under 6%5:or that reason almost all the
reading for this classcomparesMedicare Advantage and TM. Furthermore, he effects of
managed care presumably depend upon the specific techniques the insurer uses to manage
care or affect utilization. Those technigues have changed over time, in particultire early
command-and-control techniques have diminished in their intesity, and now tend to be less
intrusive at the point of service. For a review of the older literature on these issues, see the
Glied Handbook chapter in the Optional reading.

What about autside the U Other developed countries have developed methods to
deal with moral hazard, though those arrangements are not generally termed managed care.
For example, certain drugs may not be on the formulary, or the MD may ration because
certain facilities are not available or are fully booked for the relevant timerame.

Much of the American quality improvement literature (e.g., the IOM Quality Chasm
book, Optional reading for class 19 argues that there must be an organized system of care to
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improve quality. Is an organized system possible in the US contextWwib ut fAmanaged ca
and/or without a group of medical providers taking at least some financial riskNote the rest

of the world varies in the degree of M@Aorgani za
on one hand(e.g., the UK)to decentralized small scaleoffice practices on the other(e.g.,

Canada, Australia).

When managed care enrollment started to grow rapidlyn the USin the 1990s there
was a backlash On the policy front it took the formofl egi sl at or s i ntroduci ng
ProtectonAct s, 06 the intent of which was to gut man
financing and delivery systens, meaning passive reimbursement of whatever physician
ordered. The McDonoughbook on the ACA (Optional reading, Class 9 has a flavor of that;
see his discussion on pages 29 and 30, which notes Huaheof the patient protections that
failed | egislatively in t he cdl@8lsothadbathoaghreostpart of
people, including megither use the shorthand of the ACAor call it Obamacare, the
legislation passed byoth the House and Senate in 2008nd 2010was entitled thePatient
Protectionand Affordable Care Act (italics added). Title | of the ACA contains its patient
protection language which included the provisions on guaranteed issue and guaranteed
renewal that ended medical underwriting Thesewere major changes and very important.
My judgment at this point, however,is that the remainder of the patient protection provisions
in Title | around approvalsof coverage coverage denials for uncovered services, and appeals
have had little real effect either way, but | have not seen systematic data. The number of
appeals has grown, but the absolute number of appeals is still not large (those data are not
public).

As noted above, managed car@nd active insurers arenow dominant in both
commercial insurance and Medicaid.Many American commercially insured are in Preferred
Provider Or gani z athdinsureshag afigh®©rdosich thanunlidealthe
Maintenan c e Or g a ni z a;tfor example, PRON&Iénts tan generally setefer to
specialists and HMO patients cannot.The broadproviderc hoi c e t dndmanyP POO s
H M O 6offer, however,is starting to change withthe advent ofnarrow network plans in the
exchanges Relative to managed care in commercial insurancé/edicaid managed care tends
t o be i himgrh ontMedicaichniClags D). A potentially important and relatively
recent change in the US delivery system ike increasing number ofemployed rather than
selfemployedphysicians (clases6 and 21, meaning presumably less physician autonomy
than historically was the case The siteof-service differentials that we talked about in clas$
are an important reason for the shift toward employment, but so are the scale demands of IT

The key innovation in shifting from the passive insurer towardmanaged care, as the
slides say, was ending freedoof-choiceof provider provisions, although a variant of
freedom-of-choicelives on in thedebate over anywilling -provider legislation and to some
degree in the advocacy of Medicaréor-all. The formation of a network can be viewed asm@a
i nsur er 0 spuahading agent fa the cansumer. But consumers atreeterogeneous in
their preferences for providers, and some consumers will have high valuations for eat-
network providers. The tensions created around this are implicit in the letter to Ronald
Williams that | posted on the course website. What the letter does not sagnd | am guessing
that the signatories did not know- was that the hospital in question was seeking a 40%
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increase in rates. Shortly after the letter was sent, the 40% figure was negotiated downward,
and the hospital became an imetwork provider, so the issue the ginatories raised became
moot. Nonetheless, the tension about cof-network providers - or for that matter providers

in a non-preferred tier - is inherent in the role of the insurer as purchasing agent for a
heterogeneous group of consumers since the netik is a local public good. In the current
debatethis tension has surfaced ircontroversy over narrow network plans and network
adequacy regulation the subject of he first two readings, which emphasize that pre
provider is not necessarily praconsumer.

David H. Howar d, AAdverse Effects of Prohi
New England Journal of Medicine August 14, 2014, 371(7):593. Suggests a light touch
with respect to network regulation. http://www.nejm.org.ezp-
prodi.hul.harvard.edu/doi/pdf/10.1056/NEJMp1402705

David Dranove and Craig Garthwaite, ANarrow
http://thehealthcareblog.com/blog/2014/07/29/narrownetworking/

OPTIONAL:
Narrow Networks

Jonat han Gr uber &ontollirfg bldalihiCardviCodsthrogdn timitedhi
Network Insurance PlanEvidence from Massachusetts State Emplgyeeserican Economic
Journal: Economic Poligay 2016, 8(2)21%0. They find a very large (40%) reduction in
spending from a narrow network plan, but interestingly spending on prinrarynceeased.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/pol.20140335

Network Formation and Tiering

The slides refer to tiering physicians based on cost and quality. If you want to see how
Aetna does this, go to
http://www.aetna.com/plansandproducts/Heatiedical/Aexcel _Methodology v3 2010.

pdf

What follows are three papers in economics journals about the economics of network
formation. See also the Gaynor, etlaluirnal of Economic Literatugaper and/or
Handbookchapteiin the class 10 Optional readj.

Keith Marzilli Ericson and Amanda Starc, AaNM
Provider Networks, o Cambridge: NBER Wor ki ng
http://www.nber.org/papers/w20812.pdilshg data from the Massachusetts public
exchange, the authors show that consumers Vv
hospitals in them (in this case Massachusetts General Hospital), and that older persons value
broader networks more than youngerspas presumably because they use more

physicians
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Katherine HofinsurerProvider Networks in the Medical Care Markdimerican
Economic ReviewMarch2009 99(1): 393430, Presents a model of insuterspital
bargaining over price in the context of whether the hospital will be prefeHedpitals in
systems can command higher prices (more market power) and hospitals that are more
attractive to patients get higher pscélote this latter finding is somewhat discordant with
MarkShepar dos ruealessiriskadjustment fanstiens welkcause Shepard
finds attractive hospitals may be differentially attractive to sick patients.
http:/pubs.aeaweb.org.eppod1.hul.harvard.edu/doi/pdfplus/10.1257/aer.99.1.393

KatherineHo and Ariel Pakesi H o s @hoitea, Hospital Prices and Financial Incentives
to Physiciang® American Economic Revieidecember 2014,04(12):384184. Looks at
network formation in California for birthd4o and Pakes finthsurers with more capitated
physiciansare more responsive mspitalprice. Capitated plans send patients further

to utilize similar quality, lowepriced hospitalsandthe costquality tradeoff does not vary
with capitation ratesittp://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.104.12.3841

Managed Care and Spending

Sherry GIlied, HaMboolkofHealth Ec@nongosds. Arithony J. Culyer

and Joseph P. Newhouse; Nektblland, 2000.A review d all the literature on managed
care as of the | ate 199006s.
http://www.sciencedirect.com.ezpl.harvard.edu/science?_ob=PublicationURL& tockey=%
23TOC%2324609%232000%23999989999.7998%23584858%23FLP%23& cdi=24609&
pubType=HS& auth=y& ateC000014438& version=1& urlVersion=0& userid=20969
0&md5=a27d303a142408c7e6fe06be6bdd9bca

Laurence C. Baker, AAssociation of Managed
for Feefor-Ser vi c e Me d iJAVEFebudy3t1D98,1281:43270
http://jama.amassn.org.ezprodl.hul.harvard.edu/content/281/5/432.shuateases in

HMO market share (Medicare and rAgledicare) are associated with lower growth

Medicare fedor-s er vi ce spending (Aspillovero).

Kat herine Baicker, Michael AamilloverEffeetsohew, and
MedicareManagedCare: Medicare Advantage ahtbspitalUtilization, @ournal of Health
Economics December 2013, 32:128300. Like Baker, increases in Medicare Advantage
share are associated with shtp#atesr hospit al
cdn.com.ezgprodl.hul.harvard.edu/S01676296130011:320S0167629613001124
main.pdf?_tid=dbb299849ealle5a43d
00000aach35f&acdnat=1440371056_c55f7926f2c7c15klinc8e06478

David M. Cutler, Mar k McCl ell an, and Joseph
| t RABID Journal of Economi¢c81:3, August 2000, pp. 528. http://www.jstor.org.ezp
prodl.hul.harvard.edu/stable/10.2307/2600Sbdws that the main effect of managed care

for heart attack patients in Massachusetts is on unit prices paid to hospitals and physicians.
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Managed Care and QualityDisease Management

A place to start with the effect of managed care on quality isages 375382 ofthe
Newhouse and McGuire papethat you read for Class 8 If you want toreview those seven
pages the referenceisl oseph P. Newhouse and Thomas G. Mc C
Medi car e A dhedMibank Quartedy , June 2014, 92(2):31-94.
http://onlinelibrary.wiley.com.ezp-prod1.hul.harvard.edu/doi/10.1111/1468009.12061/pdf
Those pagesummarize recent results on use and quality of care in Medicaredvantage
which | define as Part C excluding the Private Feor-Service option, compared with
Aunmanagedo Traditional Me d i c a+oeSefvieeaptibngs A and
touched on in the slides, but you can essentially ignorelibth because it wasiot managed
care at all and becausé is now a trivial part of the program, though that was not the casén
the 20032010 period) On the whole, Part C comes out looking relatively good, although the
number of comparisons of quality that one can make arlimited.

One claim of managed care organizations is thaheir diseasemanagementprograms
can reduce health care costs. This claim is supported in the first paper below but not the
second. The third paper contains a critique of the design of theiéd reported by McCall and
Cromwell; I am interested inwhat you make of the difference in results between the first two
studies. In assigning thesdhree articles | am interested inboth substance and in methods.

David E. Wennberg, Amy Marr, Lance Lang, Steph
Randomized Trial of a Telephone CaretMa n a g e me n t N8w EnglandeJguynal of

Medicine, September 23, 2010, 363(13):1245. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsa0902321

Nancy McCall and Jerry Cromwell, AResults of t
Management Pi NewEnglnd dogrmabdriviedicine, November 3, 2011,

365(18):170412. http://www.nejm.org.ezp-

prodl.hul.harvard.edu/doi/full/10.1056/NEJMsal011785

Michael S. Barr, Sandra M. Foote, Radall Krakauer , and Patrick H. Mattingly, A Leasons f
the New CMS Innovation Centerfrom the Medicare Health SupportProgram, 0

Health Affairs, July 2010, 29(7):130%. http://content.healthaffairs.org.ezp
prod1.hul.harvard.edu/content/29/7/1305.shorExcluding the introduction and the concluding

sectionwh i ¢ h y o u todead tbigis arc@mendntary on the Medicare Health Support
Demonstration described inthe prior reading. Does it make an effective critique?

OPTIONAL:

Mark Duggan, Jonathan Gruber, and Boris Vabsoh,bh e Ef fi ci ency Conseq
Health Care Privatation: Evidence from Medicare Advantdgedts, 6 Cambr i dg e, N E
Working Paper 21650, October 2015. Studies effects on MA beneficiaries in New York

who switched to TM because all MA plans in their county exited the market (so the change

was exogenous). ifkels hospital use went up by about 60 percent, consistent with MA plans
restricting elective admissions. The increased rate did not die out over time, suggesting it
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was not from pent up demand. Moreover, the chance of having a readmission and a
preventake hospitalization rose after the MA plans left the market. In general, these results
are consistent with the Newhouse and McGuire results.

In case you want to go deepée following are three of the papers that are summarized in
the Newhouse and Mc@a paper showing gains from managed care:

Bruce Landon, Alan M. Zaslavsky, Robert Saunders, L. Gregory Pawlson, Joseph P.
Newhouse, and Joh nOf KedicafeyAdvantagerHMOsTCAmparédy s i s
With Traditional Medicaré&Shows Lower Use Of Many Services, 2093, Health Affairs
December 2012, 31(12), 26A9. Shows some benefits of integration in Medicare
Advantage vdraditional Medicarehttp://content.healthaffairs.org.ezp
prod1.hul.harvard.edu/content/31/12/2609.full.pdf+html

John Z. Ayanian, Bruce E. Landon, Alan M. Zaslavsky, Robert Saunders, L. Gregory

Pawl son, and Joseph P. MdieavelAdvansage anddd@ana | i t y o
Medicare Bealth Affairs July 2013, 32(7):12285. Like the Landon, et al. study,

Medicare Advantage on the whole looks as good or betteftlagitional Medicarg

although the ability to compare is perhaps surprigiingited to a few dimensions.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/32/7/1228.full.pdf+html

David Stevenson, John Eyanian, Alan M. Zaslavsky, Joseph P. Newhouse, and Bruce E.
Landon, fAService Use at the Hradtionalf Life in
Medicare Medical Care2013, 9317. Shows greater use of hospice, lesser use of the

hospital, and markedly lesise of the Emergency Department among decedents in MA
compared with matched decedents in Tip://ovidsp.tx.ovid.com.ezp

prodl.hul.harvard.edu/sp
3.12.0b/ovidweb.cgi?QS2=434f4ela73d37e8c1d085c12c2e0a0e4dd9f69663859b31fe073de
d8f22700f3be968c8ec16862826256a6che1049396f0c4bd744ch902b14413e12f388086hb
b53ede133a753933b18ch2e0db8042e2027d6d7bd9944e2ddch5bb988c8e55ef6428d31693a
b5aa4b96f09741869646bbbce2eclbe03e103cdd7dd582cfeeac8100a053cc2aedfl3bcb31ch2
5da6l4aaal3ee3545077a4e5fb83180ad21e0656f26efa7ba3t8ZEB®hec20593c4d87ff
b76ede453e606834e393f48c618dda753d96334a7b48923bb2fa2eb73b3bb09fca4a40d62b43
4h39086b3c2878f482e1d35953cf4e5fh2f289b9abf164989e5a9d20e03a64163c985d36d16e
b9393985720b39f53444759a46f82b89c36366ad4703b73737d99126f8f608f7d5d94e136abl
246d9eT384b67456dab46501806821dfce0d59c9fb43c3cel58f7649593c9fh90883afa3867
71243d591ffdefc02fa235a4f310eb0cc82d180f898563e5eb14de3d294c243808ead32c3826f
069bc935ce4b1579c879ffe7f704296126111ff5f3a65a03cceb2dcd38141ecdc7bel33d87d2fc
dc02a6ae73bbc767caef65e77alba®Ad6a09cectfb4f63692e4e9bb84d75c5f08d590f8cfb
7bc31c297bdf1c2186b90cee766802fe00da96e50b0138e5fd2734bbfb6d86875012e7eb043b
4092f79551167f8f3cl4ad6¢c22ac4 7f0904729270fc5e89711cdd129f6be1266e23b8c35€9214
f9ab31d9a0f4fcb17f72ca

And there is one additionphper from our group that came out after the Newhouse and
McGuire summary:
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Bruce E. Landorilan M. Zaslavsky, Robert Saunders, L. Gregory Pawlson,

Joseph P. Newhouse, and John Z. Ayaniar@omparison of Relative Resource Use and
Quality in Medicare Adantage Health Plangersus Traditional MedicayeAmerican

Journal of Managed CarAugust 2015, 21(8):5566. For diabetics and those with
cardiovascular disease resource use is less and quality measures are better in MA than in
TM. http://www.ajmc.com/journals/issue/2015/26d&21-n8/A-Comparisorof-Relative
ResourcdJseandQuality-in-MedicareAdvantageHealthPlansVersusTraditionat

Medicare

Jayasree Basu and Lee Mobley, ADo HMOs Redu
Medi car e B éMedicél CareiRasedrch an@ Review, October 2007, 646544
http://mcr.sagepub.com.eppodl1.hul.harvard.edu/content/64/5/544.full.pdf+hthhie

answer to the question in the title is yes for the sickEse. slidedor the clashave two

figures from this paper.

At eev Mehrotra, Arnold M. Epstein, and Mere
Groups Provide HigheQu al i ty Medi cal Care than Individ
Annals of Internal MedicineDecember 5, 2006, 145(11263 3 . The aut horsbéo
yes. http://annals.org.ezp
prodl.hul.harvard.edu/issue.aspx?journalid=90&issuelD=20127&direction=P

DanaB.Mukarel| , David L. Weimer, Jack Zwanziger,
Cardiac Surgeons and Man aHpathiSe@ices Rese@chnt r act i
October 2002, 37(5):11248. Shows some tendency for managed care plans in New York

State to contraavith higher quality cardiac surgeons. This is one of the few papers in the
literature on hoveor even whethemanaged care plans weigh quality in their network

contracting decisions. Most of this small literature finds favorable or no effects for manage

care contracting decisions with respect to quality, but the next study finds a negative effect.
http://onlinelibrary.wiley.com.ezprod1.hul.harvarédu/doi/10.1111/1476773.10212/pdf

Lars C. Erickson, David F. Torchiana, Eric C. Schneider, Jane W. Newburger, and Edward

L. Hannan, AThe Rel ationship between Manage
Mortality Hospit aAMA, Aprd 29,2@0, B83(15319788. Eindg , 0

that those insured with managed care plans use hospitals with higher mortality for CABG

surgery than those with unmanaged plans, the opposite of Mukamel, et al. above, though

this study concerns hospitals rather than surgeBoth Mukamel, et al. and this study, as

well as other studies in the literatuosge data that are naather old.
http://jama.jamanetwork.com.eppod1hul.harvard.edu/article.aspx?articleid=192605

Andrew Bindman, Arpit&Chattopadhyay, Dennis H. Osmand, William Huen, and Peter
Bacchetti, AThe I mpact of Medicaid Managed
Car e Sensi t iHeakth Sénacesdseardhieebrigary 2005, 40(1): 137.
http://onlinelibrary.wiley.com.ezprodl.hul.harvard.edu/doi/10.1111/].1475
6773.2005.00340.x/fulmbulatory care sensitive conditions are those for which proper
ambulatory care can reduce hospitalization and are a widely used measure of quality.

Results show a 29 percent reduction in ambulatory care sensitive hospitalizations in
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mandatory managed eacompared with traditional fder-service Medicaid.This result is
on one of the slidder the class

Anna Aizer, Janet Currie, and Enrico Morett
from Medi c &Review & Bcortoraies and Statistidaugust 2007, 89(3):3899.
http://www.mitpressjournals.org.eqwodl.hul.harvard.edu/doi/pdf/10.1162/rest.89.3.385

Shows thatichange to Medicaid manatjeare in certain California counties lowered

prenatal use and increased low birth weidfttis is one of the few papers that fratlverse

effects of managechreon outcomes

The following two papers are on the patient centered medical, vdmeh | regard asafirst
step toward active management of care

George L. Jackson, Benjamin J. Powers, Ranee Chatterjee, Janet Prvu Bettger, Alex R.
Kemper, Vic Hasselblad, Rowena J. Dolor, R. Julian Irvine, Brooke L. Heidenfelder, Amy
S. Kendrick, Rebecca Gray,n d J o h n W. The/PdtidnfCemtared Medical,
Home:A Systematic Reviey Annals of Internal Medicing=ebruary 5, 2013,
158(3):16978. A review of the rather weak evideraof early 2018n patient

centered medical homdstp://annals.org.ezp
prodl.hul.harvard.edu/article.aspx?articleid=1402441

Mark W. Friedberg, Eric C. Schneider, Meredith B. Rosenthal, Kevin G. Volpp, Rachel

M. Werner, RAAssociation Between Participat
Il ntervention and Changes i n JAMA,IFebtuary Ut i | i
26, 2014, 31(8):81525. Negative results with respect to utilization, cost, and quality of

care (except for 1 of 11 quality measures) in a comparison of practices adopting medical
homes with matched practices that did not in southeastern Pennsylvania.
http://jama.jamanetwork.com.eqpodl.hul.harvard.edu/article.aspx?articleid=1832540

Jon B.Christiansom nd Do u gl #mviderBagpmemt dndncdntives @ The
Oxford Handbook oHealthEconomics SherryA. Glied andPeterC. Smith eds,
Oxford: Oxford University Pres@011 pp. 62448. A review of provider response to
taking financial risk.

John K. lglehart, AThe Nat i New&rglanGdoommal t t ee f
of Medicine 335, September 26, 1996, 9999. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJM199609263351B22cribegshe NCQA, a

private effort to rate the quality of health plans. You should think about the extent to

which regulation of health plans should remain a private activity.

Devolving Financing Risk Toward Provider8undled, and Global Payment
andAccountabl e Care Organizations (ACO6s)

The Center for Medicare and Medicaid Innovation has established numerous bundled

payment initiatives, for example in postacute care and in oncology care. It has also
established Accountable Care Organizations (AC®s ) , taken up bel ow, and
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Advantage, which is full capitation, has grown. All of these initiatives move some of the
financial risk away from the financing entity, Medicare in this case, and toward organizations
of providers or health care deliverysystems. The next readingdescribes arearly influential
demonstration in Massachusett&n commercial insurancealong those lines | have put this
material here rather than in class 8§ which dealt with capitation in the Medicare program,
because of itdink to the reorganization of the delivery systemand because it is in the
commercial insurance context

Zirui Song, Sherri Rose,Dana Gelb Safran, Bruce E. Landon, Matthew P. Day, and Michael
E.Ch e r n €hanges inh Health Care Spending and Quality 4 Yas into Global Payment 0
New England Journal of Medicine October 30, 2014, 371(18):17644. Reports on a large
scale effort to shift providers from feefor-service reimbursement to taking risk. Importantly,
the effort was voluntary (why is that important?). Cost reduction was cumulative, and was
achieved n part by shifting referrals away from high-cost outpatient facilities (why is that
important?) Who was the beneficiary othese cost reductions? 10% of revenues were at
stake for achievement of quality standardsand quality did improve.
http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsa1404026

OPTIONAL:

Paul Mar kovich, AA Gl obal Budget Pilot Proj
of California Led t o &eakhiAfiagssSeptembet20l®, 3K9):19689t T wo
76. http://content.healthaffairs.org.eppodl.hulharvard.edu/content/31/9/1969.full.pdf+html
Describes a project similar to tAdternative Quality ContradiSong, et al., abové)volving an
insurer, a physician group, and a hospital chain in the Sacramento area. Results showed savings,
roughly of thesame magnitude as the Alternative Quality Contract.

My take at this point is that much if not most ofthe American health policy world (but
not necessarily the American publichas accepted that decentralizeddelivery systemwith
feefor-servicereimbursementfrom a passive insureris inefficient i or at least that any give
up in quality and outcomes frommoving toward greater centralization of the delivery system
and shifting financial risk toward provider groups and away from feefor-service
reimbursementis worth the saving in cos{decentralized small practices can handle very little
if any financial risk). As a result, there is now golicy push toward reorganizing into larger
groups and devoling some financial risk toward providers

How rapidly those who actually have to carry out this reorganization, meaning
physicians and hospitals, act and how successful they will be are open questions. Almost
surely, however, the reorganization that seems to be underway wiglke many yearswith
some failures along the way|n the short run most of the savings are likely to accrue to
providers i not purchasersor consumers l ndeed, i f they dondét accr
not likely to be much reorganization of the delivery system since praders have to lead the
reorganization effort and the effort is going to requirethem to makesome upfront
investment

The traditional managed care arrangements in the US, with a few notable exceptions
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such as Kaiser Permanente, had armiength contracts between insurers who tooknancial
risk and providers who did not take financial risk and were paid feefor-service by the
insurer. Despite the current push toward reorganizing and devolving financialisk toward
provider groups, feefor-service continues to play an important role. To begin withas noted
above,individual physicians, even if they are in groups taking some financial riskare still
paid largely or entirely on a feefor-service basis.Furthermore, for now and probably for
several more years delivery systen@ groups that take some financial risk have to be
somewhat schizophrenic because a good part of their business is still reimbursedfiae
service, including TM beneficiaries that @e not attributed to them and commercial insurers
who are paying feefor-service. In the feefor-service part of the business, the financial
incentive is to deliver more services than in the part of the business where they take riskae
transition is difficult, since investments that would be sensible in a fder-service world may
not be in a world in which the provider is at risk and conversely.In short, the transition is
difficult, since investmentsand modes of practicahat would be sensible in deefor-service
world may not be in a world in which the provider is atfinancial risk and conversely.

As the proportion of feefor-service reimbursement declines, however, provider
incentives changein particular the incentives toinvest in tools tointegrate and coordinate
care among various providersby adding care managers, disease management, and other
services that are underprovided in thedlominant fee-for-service systen{see the Bodenheimer
reading in Class 15) Likewise,the volume ofsome sevices that are highly profitable in the
feefor-service system may be reduce generate savings to be shared

Medi care ACOOs a orehysicah drganzatignstratyase teinbussed
at Traditional Medicare rates for all services for an attibuted population but share in
decreases from a spending target. Thapendingtarget is an estimate of what spending would
have been if the group had not taken risk and were simply reimbursed by Traditional
Medicare at its usual ratesfor the set of patents attributed to it. The attributed patients are
those receiving the plurality of their primary care from physicians participating in the ACO.
One key issdedidos (ipse de only, the AGSOdedad®s not
risk (the delivery system owes the government money if spending goes over the target).

ACOOGs are something of a hlaaset buadied payonens e bet w
that includes MDs, for example, a lump sum paid to the hospital for all the care involved in a
given surgical procedure, and fultblown capitation, a fixed per member per month payment
with full sharing by the entity taking the capitation in upside and downsiddinancial risk; this
| atter i s the Kaiser model . AQGS)espeaalyo se i n pa
Elliott Fisher at Dartmouth and Mark McClellan at Brookings, who were seeking ways to
improve quality of care and to lower cost, came to the realization that not only were cost
reduction and quality improvement probably not going to comebout without the delivery
systemébs evolving toward more organized for ms
autonomy, but that trying to move from the present system to organizations that would accept
full financial risk (or more accurately havinga large proportion of patients in such
organizations) was a bridge too far in the short run. Hencehey began anovement for
Account abl e Care Organizations (ACOO6s), which
opt to become Medicare Advantage plans, wbln take full risk (Class §, although Medicare
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rei mbursement is currently not neutral bet ween
between either of thoséwo programs and Traditional Medicare. As a result it may or may

not be in the financial interest of a successful ACO to transition to MAImportantly, for

political reasons Medicare does not require patients to enroll in or otherwise select an ACO

which complicates care management for the delivery stgsn.

Of course, it does not make much sense for an organized delivery system to invest in
the infrastructure required to manage care when taking financial risk and then limit its
patient population only to Medicare patients in an ACO. Thus, many of tedelivery systems
opting into the Medicare ACO program also have or plan to have commercially insured
patients and in some cases Medicaid patients for whom they share risith private insurers.
Commerci al ACOG6s, however, dsethéyeanusk metvarksMe di car
and differential cost sharing (lower for within-ACO providers)t o r educe @Al eakageo
to non-ACO providers; in that sense, they are like standard commercial insurance plans with
the key exception that the risk is shared lbe/een a delivery system and the insurer rather
than being solely with the insurer (or with the employer in a selinsured plan). Unlike
Medicare ACOpscommer ci al ACOOGs bydahg consuneeroasometinces i ve c
the employer)

Governance ofprovider organizations that take financial risk is in my view a large
issue. h my mind it is still an open questionwvhether the governance of ACOs will ultimately
be dominated by: a) hospitals with largely employed physicians; b) by physician groups that
will contract with hospitals and other providers such as home health agencies for services; or
c) will be genuinely joint ventures among hospitals and physicians or some joint entity that
sits above both (the last is essentially the Kaiser Permanente mdeThe slide on hospital
mar ket power (near the end of the slides) make
i ntegratedo npaithbegh the LeavitHanners readingbelow makes it look like
a more equal splitand the McWilliams, et al. reading below supports primary care physician
or gani z e Reg&dleSs)aslot of hope maybetoo much hopei for cost reduction is
being placed in these effortsThe general assumption among the advocates of more
assumption of risk by providers is tha whatever entity is takingfinancial risk can successfully
manage it. There were some spectacular failures to do so in California in the 1880~vhich
the Burns and Pauly article describs.

The slides cover some key design issues that CMS faced ia Medicare ACO
demonstration (the original program was called the Pioneer program; it has been
di scontinued and most Medicare ACOO0s are now ¢
there are al so Ne x tlsth®assignMentlor attrdbbuti@nof paettdts ) .
ACOG6s retrospective (based on PCP use in the c
in the prior year)? This seemingly minute detail turns out to have important consequences.
CMS decided that attribution would be retrospectiveforShar ed Savi ngs Progran
though the organization receives quarterly updates owho is likely to be assignedThe Next
Generation ACO program, however,is using prospective attribution. A second design issue is
whether the assignment of patients tproviders is made based on a PCP who accounts for
maj ority of a patientds use or just the plural
considerably higher if a plurality rule is used, which is how Medicare chose to do it.
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Tianna Tu, David Muhl estein, S. Lawrence Kocot
Accountabl e Care Organizations, 0 Leavitt Partn
ACOOb s . Meant to be ski mmed.
http://www.rwif.org/content/dam/farm/reports/issue briefs/2015/rwjf420213

J. Michael McWilliams, Laura A. Hatfield, Michael E. Chernew, Bruce E. Landon, and

Aar on L. BahhPRerformanze of Atcountable CareOrganizations in Medicare 0

New England Journal of Medicing June 16, 2016, 374(24):2356. Analyzes results from the

first two years of operation of 220 Medicare S
along with improvement on a few measures of qudyl, but most quality measures did not

differ from those of a control group. Finds the improvement in spending concentrated in

ACOG6s that are i ndepe n chtharthan pmongwertically integrated pr act |
multispecialty groups or hospitatbasedA CO6 s . No t eending &dtugsHsanott D s
included, and ACO6s do not control the drug pl
(class 19)http://www.nejm.org.ezp-prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsal1600142

Lawton R. Burns and Mark V. Pauly, #AAccountabl
Avoiding the Failures of | nt e gdedthAdfairs,Del i very N
November 2012, 31(11):24046. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/31/11/2407 .full.pdfA skeptical view of the current enthisiasm

for ACOb6s and a reminder t ha tAlthdugh thispaperwassy st e m
written several years ago, the subsequent McWilliams, et al. papers (one above, one below)

appear to justify their skepticism. The appendix to the online ver®n is an excellent

bibliography on several different techniques of medical management and other topics bearing

on the organization of the delivery system, including care coordination, disease management,

patient centered medical homes, health IT, clinicalecision support, computerized order

entry, electronic health records, PCP&6s, physi
experience with strategic and organizational change, retail clinics, specialty hospitals (cl&$s
ambulatory surgery centers (clas5) , transitional care progr ams,
lengthy list!
OPTIONAL:
J. Michael McWilliams, Michael E. Chernew, Bruce E. Landon, and Aaron L. Schwartz,
APerformance Differences in Year Newof Pione
England Journal of Medicin®lay 14, 2015, 372(20):19236. First results from the
Medi care Pioneer Demonstration: Modest (1.2

Year 1 with little change in quality of care. Note that neither this paper nor the Nyeteide,
al. papebelowincludes spending on drugs (Part Djtp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMsal1414929

David J. Nyweide, Wooltohee, Timothy T. Cuerdon, Hoangmai H. Pham, Megan Cox,

Rahul Raj kumar, and Patrick H. Conway, ARAsSS
Organizations vs Traditional Medicare Fee for Service with Spending, Utilization, and

Pati ent BAMAeJune 2, 216,813@1):21581. The CMS evaluation of the
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Pioneer ACO demonstration. | have made this Optional because the required McWilliams,

et al. paper covers the same grousithgroughlysimilar methodsind reacheseasonably

similar overall conclusionsnYear 1 spending al t hough this paperos
more favorabl e t o ACQbes aremahods differdficdsthata ms, et
presumably account for thiShis paper also has Year 2 results, which are not as favorable

t o ACOIi8 pae a ¥eartl hesults, whereas McWilliams, et al. only have Year 1

results. This paper also has similar results on patient experiemce A @s@nh@ fllowing

Optional McWilliams, et al. paper. In this papesre is a 5% differencm treatment and

control group spendinig the baseline period thigtnot duplicated in McWilliams, et al.

(the difference %1% in McWilliams, et al.) This seems a bit odd, since in principle much

the same method of choosing a control group was beingansed why have put

McWilliams, et al. on the required lishttp:/fama.jamanetwork.com.ezp
prod1.hul.harvard.edu/article.aspx?articleid=2290608

J. Michael McWiliams, Bruce E. Landon, Michael E. Chernew, and Alan M. Zaslavsky,
iChanges in Patientsd Experiences Newn Medi ca
England Journal of Medicin®ctober 30, 2014, 371(18):1728. Using differencem-

differencesthis pgershows improvements the patientreported measures timely

access to care and their PCP being informed about their specialpefareand after

attribution to an ACO Other consumeeported measures were unchanged.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsal1406552

Hoangmai H. Pham, John Pilotte, Rahul Rajkumar, Elizabeth Richter, Sean Cavanaugh, and
Patrick H. Conway, AMS¢gist & me RenEddlamd, on f or L
Journal of MedicineSeptember 10, 2015, 373(11):9870 . A statement of C
principlesfor the ACO programhttp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1507319

J. Michael McWil liams, Bruce héhgesihdealthon, and
Care Spending and Quality for Medicare Beneficiaries Associated with a Commercial ACO
Cont rJAMAt August 28, 2013, 310(8):8285. http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/article.aspx?articleid=173318ws positive spillovers from the

Alternative Quality Contract onto Medicare beneficiaries.

The slides allude to the tension between the potential for greater efficrehbgiter

outcomes from increased vertical and horizontal integration in health care on the one hand,
and the potential for pricing abuses in the commercial market from the accumulation of
market power. If you want to read more on this, the followingrigdu.

Robert Berenson, Paul B. Ginsbur g, and Ni c
California For eshadows HeditaAffairg Apgl@0,t o Heal t
29(4):699705. They raise concern about A@®narket power raising prices to piiea

payers, and, based on what they see as the recent ineffectiveness of antitrust policy, they
propose regulatory approaches such as price capspayat rate setting. | view the

recent experience antitrust experience as more mixed than Berensqre.gt,dhe

Evanston Hospital casetp://www.ftc.gov/opa/2007/08/evanston.stdmd also the
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Michigan Blue Cross cagelass 10)which resulted in settlemesfor the government
and forprivate paintiffs.

Kat herine Baicker and Helen Levy, fACoordi na
R e f o New Ergland Journal of MedicinAugust 29, 2013, 369(9):7&4.. Describes

the tension between the policy goals of greater coordinaticatiehpcare and greater price
competition. http://www.nejm.org.ezp
prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1306268?query=featured home

Gary E. Bacher, Michael E. Chernew, Daniel P. Kessler, and Stephen M. Weiner,

ARegul atory Neutrality |Is Essential to Est a
Car e Or g aHealtlz Affairg August 204.3, 32(8): 14282.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/32/8/1426.full.pdf+html

Points out need for neutrality between Medicare Advantage and Accountable Care

Organizations in antitrust, solvency, governance, and reimbursement. Although some
envision that successful ACO6s taking part.i
plans that take full risk, the current apautral regulatory environment may inibithis.

Carrie H. Colla, David E. Wennberg, Ellen Meara, Jonathan S. Skinner, Daniel Gottlieb,
Valerie A. Lewis, Christopher M. Snyder, an
Associated with the Medicar e JAMAESppemimer Gr ou p
12, 2012, 308(10):10183. http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/data/Journals/JAMA/24854/joc120071 1015 1Q23.pdf

Substantively, the Prepaid Group Practice Demonstratiothibgtaper describegas a

forerunner of the ACO demonstratiditss referred to in th&u et al. paper)although the
Prepaid Group Practice Demonstrationdés init
also the Iglehart papenmediately beloy as one can see in the paper, the overall results

were nonetheless sufficient for the Caegy to authorize the Medicare ACO demonstrations

in the ACA.Although the authors carried out a standard correction for wgttaap

clustering, their standard errors are probably importantly understated because of few

clusters; setheLi andRedderpapercited in the Optional reading for class 3.

John K. I glehart, AAMdsciscamgdanP RO @iran oGy
De mo n s t New Erigland Joornal of Medicindanuary 20, 2011, 364(3):1280.
http://www.nejm.org.ezprodl1.hul.harvard.edu/doi/full/10.1056/NEJMp10138Bds is

related to the priorpapeSE k ept i cs of ACO6s as aupporbst cont
here. They point to the fact that half of the 10 practices in the demonstration did not

demonstrate savings and that the participating organizations were those best able to carry

out the managementahACOproponents envision. On the other hahd,proponents

might say these organizations were already high up the curve and could not do much better.

(The target for cost comparisonslsditional Medicardeneficiaries in the same service

area.)

Sara Singer and St ep hlgdccounable Gane®rgangdtidns: Tefi | mp | e
Potential Mistakes annAMAHwgust17p02011,8@6¢/78Bf r om Th
http://jama.amaassn.org.ezprodl.hul.harard.edu/content/306/7/758.sho8ome
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cautionary notes

El'liott Fisher and Stephen Shortell, AACOOGs
http://www.commonwealthfund.org/Blog/2012/Apr/ACO&EKiIng-SureWe-Learnfrom-
Experience.aspx?omnicid=20 A short bl og posting from tw
(Fisher coined the term) that I think accurately describes the challenges and haw little i

known, despite the current enthusiasm (which the authors have done much to create).

Francois deBrantes, Meredi th B. Rosent hal ,
Fragmentation to AccountabiliyT he Pr omet h e u s New&nglerel domal Mo d e |
of Medicine September 10, 2009, 361(11):1683ttp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp0906 D&kcribes a model for episode

based payment.

CLASS 177 COMPARATIVE EFFECTIVENESS RESEARCH ( October 31)

I n the | ate 1980s and early 1990s nAoutcomes
treatment methodsaffected outcomes, wasvidely touted as a silverbullet to improve quality
and/or lower cost. Outcomes research has now been renanf@mparative effectiveness
researchp which in principle is to lead to greater knowledge of what is effective treatment and
thereby enhancei e v i dasadanediciné and fivalue for moneyo in health care. ARRA,
the stimulus bill of 2009, substantially increased the funding for comparative effectiveness
research, and the ACA established the Patierfentered Outcomes Research Institute
(PCORI, see slides) to continue this wk.

The McClellan, et al. papernicely illustrates what | think is the main methodological
hurdle that comparative effectiveness or outcomes researtdices namely selectioror the
non-random allocation of treatments in observational data, together wit a way to address it
in some cases but most assuredly not in all casesThe pervasiveness of selection in
observational datahas limited progress in comparative effectiveness research. | think
progress likely will continue to be slow, although slowaks not mean no progressee for
example Sanghavi, et al. in the Optional readingTheinstrumental variable methods
McClellan, et al. useillustrate how one canmake causal inferencesvith observational data if
certain conditions are satisfied This part of the clasghus relates back toClass 3on methods
used to study demand for medical care. Many of the slides for this class go over the
McClellan, et al. article, focusing on its methdology, as well as problems in the alternative to
the use of observational data, the randomized controlled trial.

Mar k McClell an, Barbara J. McNeil, and Joseph
Treat ment of Acute Myocar di AMA RRAY, Septembern Re duc
21, 1994, 85866. This was tle first attempt to take the econometric technique of

instrumental variables and apply it in a health services researchontext. http://lama.ama-
assn.org.ezgprodl.hul.harvard.edu/content/272/11/859

Randall S. Stafford, Todd H. Wagner, and Phil/
Incorporating Comparative-Ef f ect i veness | nf or mBAdwiEmglandi nt o F DA
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Journal of Medicine, September 24, 2009, 361(13):1230http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp0906490Advocates for active comparator
versus placebo controlled trials; seéhe slides.

Ruth R. Faden and Kalipso Chal kiTheBylvingiDet er mi n
British ENewé&nglane doareal obMedicine April 7, 2011, 364(14):128D1.

Whatever costeffectiveness means in theory, in practice it turns out not to be fornhaic.
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1101047

OPTIONAL:

Prachi Sanghavi, Anupam B. Jena, Joseph P. Newhouse, and Alan M. Zaslavsky,

AOut comes of Basi c ver s udHospdalMedicaled Li fe Sup
E me r g e Amalsefsintetnal MedicindNovember 3, 2015, 163(881-90. Like

MccClellan, et al.,hiis papeillustratesthe application of instrumental variables (IV) in
comparative effectiveness analysisthis case the outcomes with basic and advanced life
support ambulances. Interestingiythis application IV is probably not necessary because
there appears to be little selection even in the observationahdatdyanced life support
ambulance would typically be dispatched for the medical problems studied if it is available,
and availability should be independent of any unobserved sevettity widividual caseln
addition to a propensity score analysis, the paper shows results frorthesimgfrumental
variable of the proportion of cases treated by advanced life support ambulances in the
countyto infer that basic life support ambulances lgetter resultan advanced life

support ambulancegThe propensity score analysee qualitatively similato the IV

analysedor all diagnoses except AMIThe main idea is to use the proportion of advance
life support ambulances serving othgrday of medical problentkan the problem the

individual person has (this is strongly related to the proportion of advanced life support
ambul ances i n the c qsomhatwany snobsearvedeséverity bftha mb ul a n
i ndi vi duroiassacited witk the likelhood of using advanced life supporthis

or her caself you read this paper, it is importafior youto understand why the quantitative
results are not the same with the propensity score methods as with the IV methods.
http://annals.org.ezp
prod1.hul.harvard.edu/issue.aspx?journalid=90&issueid=934638&direction=P

Laura Faden Garabedian, Paula Chu, Sengwee Toh, Alan MvZasland Stephen B.

S 0 u me Rotential Bids of Instrumental Variable Analyses for Observational
Comparative Effectiveness Researdhinnals of Internal MedicineJuly 15, 2014,
161(2):1318. These authors make the point that IV has been overusedreiprecisely

used in situations where the assumptions are unlikely to hold. Moreover, although they
are critical of the use of distance as arbBtause of potential confoundjigam not

much concerned about that criticism in the context of McClediaal. sincéheart attack
patients are generally rushed to a nearby hospital and treated there, and the distribution of
severity of heart attacks, the principal determinant of a fatal outcome, is probably not
strongly associated with soeazonomic varialds. But the paper should serve as a
reminder that every methodological approach has potential weaknesses and needs to be
evaluated on the degree to which those weaknesses apply to any specific study.
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http://annals.org.ezp
prodl.hul.harvard.edu/article.aspx?articleid=1887030&resultClick=3

David Cutler, AThe Lifetime Cdamnaofldenlthti Benef
Economics December 20026(6): 10811100 Cutlerupdates the McClellan, et al. 1994

paper using 17 years of followup. After 17 years, revascularization and/or its associated
treatments with circa 1987 technology look like a good deal.

http://www.sciencedirect.com.ezp

prodl.hul.harvard.edu/science/article/pii/S0167629607000586

MaryE.Tinet i and Stephanie A. Studenski, fACompa
Patients with Mul tNewEngan€JourralrofiMedicdume®0, t i ons, O
2011, 364(26):24781. http://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp11008R%ad this paper if you want to

focus on the difficulties of handling comorbidities in CER.

The next several papers take up the relationship of the clinicdikénature and
comparative effectiveness research.

Justin Timbie, Eric C. Schneider, Kristin v
Many Comparative Effectiveness Studies Fail to Change Patient Care and Clinical

P r a c Heakh&\ffaibs Octobe 2012, 31(10):21685. Deals with why clinical trials

frequently do not change practice; their first reason is economic incentives.
http://contehhealthaffairs.org.ezprodl.hul.harvard.edu/content/31/10/2168.full.pdf+html

David HowardandY¥Chu Shen, AComparative Effectivenete
Technol ogi cal Abandonment, 06 National Bur eau
WP17371, August@L1.http://www.nber.org.ezprodl.hul.harvard.edu/papers/w173&1

natural followon to Timbie, et ahlthough many have touted the expected benefits of CER,

Howard and Shen finlittle effect in one example.

Kat harine Cooper Wulff, Franklin G. Miller,
Vertebroplasty: Can Coverage Be Rescinded When Negative Trial Results Threaten A

Popul ar RealtrcAdfairgiDeeember 2011, 30(1226976.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/30/12/2269.full.pdf+html

A rather dark view of the possibilities fbenefit from CER.

Adam El shaug and Al an M. GarnimgghtsfromHow CER C
Vertebr al Fr aNewé&ngland Joureabof Medianapsil 14) 2011,

364(15):13968. http://www.nejm.org/doi/pdf/10.1056/NEJMpl11014A5sunnier view of

the same set of facts as in the prior paper.

David M. Kent and Rodney A. Hayward, dALiIimit
Clinical Trials to IndividuallJAMAaSeptemmher s: The
12, 2007, 298(10):12692. http://jama.am&aassn.org.ezp
prodl.hul.harvard.edu/content/298/10/1209.sEorphasizes that an estimate of the
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average treatment effect may not be useful to the clinician.

Dani el F. Martin, Maureen G. McGuire, and S
Roadblocks to Comparatikeffectivenessk e s e aNew England Journal of Medicine

July 8, 2010, 363(2):103. http://www.nejm.org.ez{p
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp10012R4ssing a law and appropriating

funds is hardly the end of the story when it comes to getting comparative effectiveness

research actually caed out. This short paper comes from a group carrying out a high

priority CER trial and describes the roadblocks they encountered from the government.

CLASS 181 THE LAW OF TORTS AND PROFESSIONAL LIABILITY/MALPRACTICE
(even the terminology here is loaded{(November 2.

The American plaintiffés bar believes they
Much of the public seems to agree, although virtually all physicians feel otherwise.
Whichever view one takes, | believe it is important to understand thiole that the law of torts
plays in US health care.The law of torts is part of American civil law, which derives from
English common law, so similar law applies in the UK and British Commonwealth countries
such as Canada.

Most of the reading and theslides arearound professional liability or malpractice,
whichever term you prefer,but tort law in health carealso encompasses the issue of product
liability of drug and device makers including the liability of manufacturers for adverse
reactions to vacanes. There have beerSupreme Court cases owhether FDA approval to
market a drug or device should exempt the manufacturer from tort liability (other than for
poor manufacturing process) In two different cases the Supreme Court determined that it
should exempt device manufacturers but not brand drug manufacturers (Riegel vs.

Medtronic, 2008, Wyeth vs. Levine, 2009); the decisions differed because of different wording
of the underlying statutes. In a subsequent decision, however, the Court did exempt gga

drug manufacturers (Pliva vs. Mensing, 2011). There have been (to date) unsuccessful efforts
in the Congress to make device and generic drug manufacturers also liable. Almost all of the
following reading is on professional liability/malpractice, butl have alsancluded one short
reading on liability for drugs and devices.

Dani el Kessler, AEvaluating the Medical Mal pr a
Journal of Economic PerspectivesSpring 2011, 25(2):93L10.
http://pubs.aeaweb.org/doi/pdiplus/10.1257/jep.25.2.92 good introduction to this topic.

David M. Studdert, Michele M. Mello, Atul Gawande, Tejal K. Ghandi, Allen Kachalia,

CatherineYoon, Ann Loui se Puopol o, and Troyen A. Br
Compensation Payments i n MEewiEmlandJohNaalopr acti ce L
Medicine, 354:19, May 11, 2006, pp. 2022033. The legal system does a reasonable, albeit

expensive job odistinguishing negligent and noAnegligent cases, once cases are filed, and

filing is oftentheonlyway f or a plaintiffds attorney to det
http://content.nejm.org.ezpl.harvard.edu/cgi/reprint/354/19/2024.pdf
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Thomas L. Schwenk, i JANMA , Fdbouanell, 2014 311(8):6748.tAh , O
short note describing the stress of a physician who is a defendant in a malpractice suihe
stress is undoubtedly a main reason why tort reform is a high priority of organized medicine.
http://jama.jamanetwork.com.ezp-prodl1.hul.harvard.edu/article.aspx?articleid=1829688

Gregory D. Curfman, Stephen Morr iSeoalgWornand Jef f
About Pr eNemgrngland dourdal of Medicing July 3, 2008, 359(1):B.
http://content.nejm.org.ezpprodl.hul.harvard.edu/cqi/reprint/359/1/1.pdf Takes up the issue

of whether FDA approval of a drug or device should exempt the manufacturer from tort

liability if safety problems arise downstream.

OPTIONAL:

If you want some empirical evidence on state dependent utility beyond what is indgbe slid
read one or both of the following:

Amy N. Finkelstein, Erzo Luttmer, and Matthew Notowidigid/hat Good Is Wealth
Without Health? The Effect of Health on the Marginal Utility of Consumption N B E R
Working Paper 1408ftp://www.nber.org/papers/w140B89A shorter discussion of the
issue by the same authors is in the May 2808 rican Economic Reviev®9(2):11621

wi t h t Approathesttd BEstiméting the Health Stagpendence of the Utility
Function bttp://search.proquest.com.ezp
prodl.hul.harvard.edu/docview/855744318/fulltextPE¥B433E1EB4843CAPQ/18?acc
ountid=11311

Moshe Levy and Adi Ri zansky NiJaurmmalat The Ut i |
Health EconomigsMarch 2012, 31(2):3792. This paper shows that data from cancer

and diabetes patients support a utility functiothefform U = health * log(wealth),

which is consistent with the Finkelstein, et al. finding that better health increases the

marginal utility of wealth.http://ac.elscdn.com.ezp
prod1.hul.harvard.edu/S01676296120001821DS0167629612000100
main.pdf?_tid=a6613d2222211e4a684

00000aach361&acdneit407849474 66fac669b1718c75d43333004e6bf301

The next two readings are books that go into malpractice in much greater depth than the
requiredreading | used to require one of the two books, but the length of the reading list
together with the availdliy of the Kessler survey has led me to make them Optional. Even
though they araowmany years old, tort law has matichchangegdand foranyof you

writing testimony on malpractice/professional liability, it would be a good idea to at least
dip into ane of these books, as well as into some of the articles that follow.

Paul C. WeilerMedical Malpractice on TriaHarvard, 1991. A noetechnical book that
covers the subject.

Patricia DanzonMedical MalpracticeHarvard University Press, 1985hapters 4, 7, 8,
12, 13. Those who want a more for mal econo
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(Weiler is a lawyer, Danzon is an economiktt be warned, the writing style is
considerably harder goi ng.chaptarinthélandboakofst i | | €
Health Economigs v ol . 1. The slides make some use

Paul C. Weiler, Howard H. Hiatt, Joseph P. Newhouse, Troyen A. Brennan, Lucian L.
Leape, and William G. Johnsolh Measure of Malpractice: A Study bfedical Injury,
Malpractice Litigation, and Patient Compensatidambridge: Harvard University Press,
1993 This book summarizes the methods and results from the Harvard Medical Practice
Study to which Kessler refers and from which many ofalewing papers are derived.

David M. Studdert, Marie M. Bismark, Michelle M. Mello, Harnam Singh, and Matthew J.
Spittal, OPrevalence and CharacterNewtics of
England Journal of Medicindanuary 28, 2016, 374(4):362. Some evidence for the

Abad appled theory; about 1% o fOvepdlPgearci ans
period 84% of physicians with a claim had only one claim; 4% had at least 3 claims.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMsal506137

A. Russell Localio, et al., fARelation Bet we
t o Ne g |NewEnhgandJpubnal of Medicing25:4, July 25, 1991, 2451.
http://www.nejm.org/doi/full/10.1056/NEJM19910725325040t tort system is noisy,

though the later egdence from Studdert, et al. in the required rea¢angl reproduced in the

slides)is that it is less noisy than this paper suggests, probably because Localio, et al., is

based on a much smalEamplethan Studdert, et alNot surprisingly, the risk adiny claim

and of multiple claims was strongly related to specialty.

Troyen A. Brennan, Car ol M. Sox, and Hel en
Adverse Events and the Outcomesof MedM@ | pr act i cMewErnglandgat i on, 0
Journal of Medicing335, December 26, 1996, 198ttp://www.nejm.org.ezp
prodl.hul.harvard.edu/doi/full/10.1056/NEJM19961226335X#xed on a small sample,

outcome at torappears in practice to depend uploa severity otlisability rather than

negligence on the part of the physician

H. Benjamin Harvey and I . Glenn Cohen, #fAThe
Accountabl e Care Organi z 3AMA,Julys0,2018d What t o
310(2):14%2 . Lays out issues of potential [|iabi

http://jama.jamanetwork.com.eppodl.hul.harvard.edu/article.aspx?aeidE1697985

Al l en Kachalia and Michell e M. Mel | o, A New
New England Journal of Medicinapril 21, 2011, 364(16):15642.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMhpr1012881

summary of the empirical literature as of early 2011.

Michelle Mello, Amitabh Chand a , At ul Gawande, and David St
the Medi cal HeeadthhAlffdirg SeptemBey 2010,e2849): ©569.
http://contemhhealthaffairs.org.ezp

prodl.hul.harvard.edu/content/29/9/1569.full.pdf+hRebches an estimate that
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malpractice system accounts for 2.4% of total health spending. Sategab relevant
literature. Note that both this study and Kessler say thaeasidence on the deterrence
effect(but see Currie and MacLeod below)

The nextfour papers are some of the stronger papers in the literature on defensive medicine.

Dani el Kessl er and Mark McClellan, fADo Doct
Quarterly Journal of Economidslay 1996, 111(2): 3590.
http://gje.oxfordjournals.org.ezprodl.hul.harvard.edu/content/111/2/353.full.pdf+html

Findsthat danges in liability law appear to affect the cost of treating AMI without

measurable effects on outcomes. More geneth#ycost oflefensive medicine is

notoriously hard to pin down. This paper offers some evidence of it, but in a limited area.

Dani el Kessler and Mark B. McClellan, AHow
Journal of Health Economic81(6), November 2002, pp. 9355.

http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S016762960200FDstronger evidence of

defensive medicine than in the preceding paper.

Kat herine Baicker, EIlIliott S. FiyyCQossrand and A
the Practice of Medi cHealteAffairg May/buse 200é,di car e Pr
26(3):84152. Another paper on defensive medicine, using a-eftltts model with states

as the unit of observation to explain growth in Medicare spendinfuasten of growth in

malpractice premiums. They estimate an elasticity of total Medicare spending with respect

to malpractice premiums of 0.1. On the basis of their estimate, they conclude that the 60%
growth in malpractice premiums between 2000 ariB20ight have caused total health

care spending to rise 6%. This three year period, however, was a period of very rapid

growth inmalpracticepremiums; from 1992001 real premiums only rose about 1% per

year. They also find imaging and evaluation andagament services are the most

responsive to variation imalpracticep r e mi u ms . Al t hough they don
imaging and to a lesser degree on evaluation and management are helpful because they
strengthen a defensive medicine interpretatiBacause areas with higher rates of

procedures will have more patient injuries and likely more claims, causality could go from
procedures tmalpracticepremiums, but this will not be the case for imaging and mostly

not for evaluation and management fvttieimportantexception of claims for failure to
diagnosehttp://content.healthaffairs.org.ezp

prod1.hul.harvard.edu/content/26/3/841.abstract

Ronen Avraham and Max Schanzenbach, AThe I n
Treat ment: Evi de n doarna of Health Etenamiddanuarg 2015e nt s, 0
39:27388. Finds that capsianorreconomic damages decre#ise frequency of

angioplasty o€ABG, which the authors interpret as a reduction in defensive medicine, and

shift the mix of the two toward CABG, which is the riskier procedackteence more likely

to lead amalpractice claimhttp://ac.elscdn.com.ezp
prod1.hul.harvard.edu/S0167629614000982.BS0167629614000988
main.pdf?_tid6870eebébal311e4973e
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00000aab0feb&acdnat=1424727303 8c4cdd43ce7eab68a520405fh6247e36e

Janet Currie and W. Bentley MaclLeod, ndFirst
Out c o Guaretrlydournal of Economidsiay 2008, 123(2):79830. Shows deterrence

appears to work for obstetrics. Reform of the joint and several liability rule to say that a
defendant must be responsible for some minimum share of the harm to be liable (this is

modeled as an increased share of the liability the obstetrician faces)detetacians to

perform fewer @sarearsections and fewer inductions, which results in fewer

complications, whereas damage caps cause the opgusjité/gje.oxfordjournals.org.ezp
prod1.hul.harvard.edu/content/123/2/795.short

Laurence RTancrediand RandalR. Bovbjerg ifiCreatingOutcomesBasedSystems for
Quality andMalpracticeReform: Methodology ofAcceleratedCompensation
Events(ACEs) Mlilbank Memorial Fund Quarter]y1992;70(1)183216.
http://www.jstor.org.ezjprodl.hul.harvard.edu/stable/33500&3ne type of ndault
alternative to tort.

Mi chell e M. Mell o and Thoma8Opportunieaforl agher ,
Leadership by Heal th Car eNewimlandJournailobns and
Medicing April 15, 2010, 362(15):1358 . Sketches t hrando fuerrsdi on s
models, in which the health care institution admits gapologizes, offers compensation,

and uses the results to improve safety going forward. This approach has the virtue that it

can be implemented by health care institutiitsout legislatiorand may be a way around
thelegislativeimpasse over tort refim. Kesslein the required readingpmments on this
reform.http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMp1001603

Allen Kachalia, Samuel RKaufman, Richard Boothman, Susan Anderson, Kathleen Welch,
Sanjay Saint, and Mary A.M. Rogefkjability Claims and Costs Before and After
Implementation of a Medical Error Disclosure Progradnnals of Internal Medicine

August 17, 2010, 153(4):24&L. Both claims and compensation fell from a dischrse

offer programhttp://annals.org.ezprodl.hulharvard.edu/article.aspx?articleid=745972

David M. Studdert, Matthew J. Spittal, Michelle M. Mello, A. James O'Malley, and David

G. Stevenson, fARelationship between Quality
H o me ew Bngland Journal of Medihe March 31, 2011; 364, 124.
http://www.nejm.org/doi/pdf/10.1056/NEJMsal0093B®orly performing nursing homes

are more likely to be sued, but not much more likely thanpestbrming homes.

Aaron Kesselheim, fAnfategwnpti Supphy, Newed VSgici
England Journal of Medicindpril 21, 2011, 364(16):148%. http://www.nejm.org.ezp
prod1.hul.harvard.edu/doi/full/10.1056/NEJMp11021B2scribes the néault system in

place for vaccingelated injuries and why the Supreme Court distinguished vaccines from

its earlier decision on devices in Wyeth vs. Levine.

The Profession versus the Market
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http://www.nejm.org/doi/pdf/10.1056/NEJMsa1009336
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1102182
http://www.nejm.org.ezp-prod1.hul.harvard.edu/doi/full/10.1056/NEJMp1102182

Thomas H. Lee and Tr o-to-€onsufer M&8ketaa af High- ADirect
Technol ogy Sc Nesw&mgland Jourhat of Meslicine 346(7), February 14,

2002, 529531. http://content.nejm.org.ezpl.harvard.edu/cqgi/reprint/346/7/529.pdf

| have put this article, which raises issues around quality of care, on the reading list for you

to think about, although it is a departure from the oher reading in the past several classes

on quality of care and is unrelated to tort law. Lee and Brennan argue that medical care

should not be like any other consumer good and specifically that consumers should not be
allowed to spend their own money on the tests that they discuss in the pap&etting aside

issues of enforceability, the case that the consumer should not be allowed to make a mistake

is clearly strengthened by the argument that in the specific cases they take up there is really

no advantage to the consumer (and several disadvages) to buying the good in question.

The authors, however, go on to argue that the profession of medicine is different than other
suppliers of goods and services and that i1t
criti calwhichhioterprette mean consumer sovereignty can be trumped by
professionalism. How would this argument be applied (or should it apply?) if there were

some small, but real benefit to these tests?
medicine should be exapt from antitrust laws? (On my reading of American law, it is

now settled law that professions are not exempt, so this last question is very much a
hypothetical.) Even if medicine should be exempt, is it at all realistic to think that 700,000+
American physicians would act in a unified fashion on decisions to administer a nen

invasive test where the likelihood of a malpractice claim is much lower than the likelihood

of a false positive? More generally, how does a profession with its own norms and etHits

into a market system?

OPTIONAL:

Donald M. Berwick A The Epi t a @Bhtishalourn® of &éneral Bractiom , 0
publication. This short essay is something of a counterpoint to Lee and Beamthian
strongly recommendedfor mid-career MDs. Berwick, an international leader in quality
improvement effortsyas Acting Administrator of CMS in the first Obama

administration anevas knighted by the Queen for his efforts to improve care in the
National Health Service (one ofdoAmericans to have been knighted at the time he was
knighted).http://www.ncbi.nlm.nih.gov/pmc/articles/PMC2629825/pdf/bjgp59
128.pdf/?tool=pmcentrez

Troyen A. Brennan,i Malk k»xur yf nProivrmdrn ynCamre Thr
New England Journal of Medicin@pril 11, 2002, 346(15), 1165168.
http:/www.nejm.org.ezgprodl.hul.harvard.edu/doi/full/10.1056/nejm200204113461513
Another paper taking up the tension between professional ethics and the market. Read

this if you are interested in the issues raised by the Lee and Brennan paper.

CLASS 19 THE ECONOMICS OF PHARMACEUTIC ALS AND MEDICARE PART D
(November 7

This class covers both the economics of pharmaceuticals and the Medicare drug
benefit, Part D. Private insurance companiesnay administer the Medicare drug benefit in
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house orthey may contract out negotiating with pharmaceutical companiesover price to

phar macy benef i t.Thedhmealger ge tPBAMBM)s a,IC¥S-EXpr es s
Caremark, and Optum. The same method of negotiating prices with drug manufacturers is

used by insuers for their commercial business, but state run Medicaid systems have a

complex system for purchasing drug$or Medicaid-only patients (i.e., not those eligible for

both Medicare and Medicaid)and by law they obtain lower priceshani nsur er s or PBN
pay in Medicare. (The Veterans Administration gets even lower prices than Medicaid but

has a much more restrictive formulary.) The slides touch oiMedicaid, but to keep the

complexity andthe amount ofinstitutional detail down, | say relatively little about the

Medicaid drug benefit and focus onthe economics of drugs and/edicare Part D.

|l f you havenét already read idbcumeptonu s houl d
Part D Payment Basicshttp://www.medpac.gov/documents/paymenbasics/partd-
payment-system15.pdf?sfvrsn=0

John F. Hoadl ey, Juliette Cubanski, and Patr.i
Benefit at 10 Year s: Fi r ml Nealth affaies pOctober?@18,, b u't
34(10):16827. A shortcurrent description of Part D.

Ernst R. Berndt, Thomas G. McGuire, and Joseph P. NewhousB,A Pr i mer on t he
Economics of Pharmaceutical Pricingn Health Insurance Markets, &orum for Health

Economics & Policy, 2011, 14(2), (Prescription Drug Insurance),

Article 10 http://www.degruyter.com.ezp-prodl.hul.harvard.edu/view/j/fhep.2011.14.issue
2/15589544.1301/1558544.1301.xml?format=INT. After reading this you should

understand the interaction between supplyrices and demand pricesin the American
pharmaceutical market.

John Hsu, Vicki Fung, Jie Huang, Mary Price, Richard Brand, Rita Hui, Bruce Fireman,
William H. Dow, John Bertko, and Joseph P. N e
Coverage That Prompt Insurers To Avoid Lowl n ¢ o me P Healih Affaitss , 0
December 2010, 29(12):233%3. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/29/12/2335.shortHow administered pricing can go awry in
what is often touted as a radelfor how to introduce moreprice competition into Medicare.
The particular problem discussed in this article igisk adjustment for the Low Income
Subsidy LIS) group that should have been easily fixed a year or two after the program
began becausanuch beter data to estimate the adjustment were readily availablat that
point, but CMS did not re-estimaterisk adjustment weightsuntil 2011. That did fix the
problem described in this paper see the Kauter, et al. paper in the Optional readingif you
want to know aboutthe fix 1d o n 6 t whyiit mak so long although CMS was (and
remains) strapped for resources, this adjustment is easy to estimatand theinitial
misestimation caused many beneficiaries to have to change plans (and formulas), so one
would have thoughtfixing it would have had a high priority.

Ri char d GMedi¢are ®mdPricesiand the Deficit Blew England Journal of
Medicine, November 3, 2011, 365(18):165. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/full/10.1056/NEJMp1109926The design of Part D assumes
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competition among drug manufacturers will be effective, butt also designatesix

protected therapeutic classes, which effectively eliminates competition in those classes
drugs. What, if anything, should Medicare do about this?CMS proposed rules in January
2014 that would have cut the number of protected classes from 6 to 3, hatose not to go
forward with a final rule in part because of pushback from disease advocacy organizations.

Troyen Brennan and William Shrank, ANew Expen
| nf e cJAMA rAugast 13, 2014, 312(6):598. Some context for pricing around

Sovaldi, an effective medication for Hepatitis C.http://jama.jamanetwork.com.ezp-
prodl.hul.harvard.edu/issue.aspx?journalid=67&issueid=930643&direction=P

Robert Kocher and Bryan Ro lNewEngland Journalef Cal cul u
Medicine, April 17, 2014, 370(16):147%. This paperby two venture capitalistslays out the

investment calculus of venture capitalists with respect to drugs. The implications for policy

are to reduce the threshold for initial approval in terms of efficacy and fundamental safety

and to increase postnarketing surveillance. http://www.nejm.org.ezp-
prodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1400868

OPTIONAL:

Fiona Scott Morton and Margaret iKKyle, fAMark
Handook of Health Economics, vol; 2ds. Thomas G. McGuire, Mark V. Pauly, and

Pedro Pita Barros; Amsterdam: Elsevier, 201tp://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/B978044453592400@ &ference work

coveringjust about everythingne wouldwant to know about the pharmaceutical industry,

both in the US and worldwide.

Dana Goldman and Daru s L a k bhtellactudl Praperty, finformation Technology,
Biomedical Research, and Marketing of Patented Pradiittdandbook of Health
Economics, vol. 2eds. Thomas G. McGuire, Mark V. Pauly, and Pedro Pita Barros;
Amsterdam: Elsevier, 201ttp://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/B9780444535924000h8AHlectual property
protection is very importdnn the pharmaceutical industry; this chapter surveys the topic.

Patricia M. Danzon and Sean Nicholson, €dse Oxford Handbook of the Economics of
the Pharmaceutical Industifew York Oxford University Press, 2012.nather reference
work with seveal chapters on various aspects of the industry
http://www.oxfordhandbooks.com.ezp
prodl.hul.harvard.edu/view/1@33/oxfordhb/9780199742998.001.0001/oxfordhb
9780199742998

F. M. Scherer, A The HamdbhookwbHeatluBconamgosds. | ndust ry
Anthony J. Culyer and Joseph P. Newhouse; Amsterdam: North Holland, 2000, pp. 1297
1336.http://www.sciencedirect.com.ezp
prodl.hul.harvard.edu/science/article/pii/S1574006400808883verall description of

the economics of the pharmateal industry by a distinguished economist of industrial
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organization. Not very technical.

Mar k Duggan and Fiona Scott Morton, AThe Ef
Pri ces an dAméfitan Econoraid Revierviaroh2010, 1001):590' 607.
http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.100.1.590

Shows that the basic architecture of PaitiBcrease the price elasty facing

manufacturers for Medicare beneficiaries without prior drug insuiianceked in the sense

that prices fell at least 24 percent. Alkeir Table Ssupports the notion that there is a

potential problem for drugs facing little or no praz@mpetition ¢n this pointsee thd=rank

paper in the required reading and Enank and Newhouse paper below); price declines did

not appear in the categories in which there were few substitutes.

Yuting Zhang, Julie M. Donohue, Judith R. Lave, Geraddo nnel | , and Josep!
Newhouse, AThe Effect of Medi caNewEnBlandt D on
Journal of MedicingJuly 2, 2009, 361(1):5@1. Part D lowered spendirigr services

covered byParts A and B foMedicare Advantage participamdo werepreviously

uninsured for drugs (presumably from better compliance) and spseding for Parts A

and B servicefor those who were reasonably well insured (perhaps from polypharmacy).
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/NEJMsa0807998

Jason Abal uck a mHeterdgeneity in Ehoine InGangistercies amdng the
Elderly: Evidence from Prescription Drug Plan Chgic&merican Economic Review

May 2011, 101(3):3781. Only 12 percent of beneficiaries chose plans that minimized

their cost, and the excess expected payment was about $300. Beneficiaries overweighted
premiums about which there is no uncertaintglative to epected cost sharingn other
wordsbeneficiaries didndét process probabilit
under uncertainty in Class 2jttp://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.101.3.81@nger version is available
asinChoice I nconsistencies Among the Elderly
Medi car e P arAmeriéan BEcononga Revieyl01(4), Jua 2011, p. 1180

121Q http://pubs.aeaweb.org.ezp

prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.101.4.1180

FIl orian Heiss, Adam Leive, Dani el Mc Fadden
Part D: Evi dence f rJoumal & HealthiEcosomicBedembhere Dat a,
2013, 32:132514. A paper consistent with Gruber and Abaluck (above); only about a
guarterof consumers appear to choose the plan that minimizes their ex ante cost

according to the CMS PlanFindetike Abaluck and Gruber, Heiss, et al. find that o

average consumers appear to spend about $300 too imtici/ac.elscdn.com.ezp
prodl.hul.harvard.edu/S01676296130009AR B S01676296130@P1-
main.pdf?_tid=d091ce6al17911e492f0-

00000aach35e&acdnat=1421850709 99e1376c6270f9a57a48838d56d958hb8

Jeffrey R. Kling, Sendhil Mullainathan, Eldar Shafir, Lee C. Vermeulen, and Marian V.
Wrobel, AComparison Frictioar eEDpegi Péanal
Quatrterly Journal of EconomicBebruary 2012, 127(1):1986. This paper describes
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an intervention that was a letter sent to a random group of Medicare Part D beneficiaries
with personalized cost information on the cost of alternati@espl The intervention

group had an 11 percentage point increased rate of plan switching, which saved the
beneficiaries on average $100. Evethd CMS website offers goadformation on Part

D plans(in my view), encouraging persons to use it makedfardince.
http://gje.oxfordjournals.org.ezprodl.hul.harvard.edu/content/127/1/199.full.pdf+html

Jonat han D. Ketcham, Claudio Lucarelli, an
or Paying Too Muc Amdrican BdendnmicRaviedanlg 215, D, 0
105(1):20433. Contrary to the choice overload hypoth&sisn behavioral economics,

which says that too many options freeze the consumer, these authors find the Part D

market functions as standard theory predicts. For example, in 201@ealirollees

were not in the plans they chose in 2006, and larger choice sets increased plan switching
unless the additional choices were relatively expensive. Neither switching overall nor

price responsiveness declined over tiforeover, on net therwas no substantial effect

on price from switching friction. http://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/aer.20120651

JasonAbal c k and J o n BvwlWing ChoiGer Incdngstenciediin Choice

of Prescription Drug InsuranceAmerican Economic Reviewl 06(8):214584.
https://wwwaeaweborg.ezpprodl.hul.harvard.edu/articles?id=10.1257/aer.20130778
Contrary to Ketcham, et al., Abaluck and Gruber find that the welfare loss from
suboptimal plan choice grows over time from consumer inertia.

Keith M. Mar zil |1 Ericson, AConsumer | ner
Prescription Dr ugdgAmérinas BcormicJeurnalxEcoamanic @aicy 0
February 2014, 6(1):384. Givenswitching costs, economic theory predicts that firms

would respond by raising prices for existing consumers while introducing cheaper new

plans. Ericson finds that older plans have roughly 10 percent higher premiums than
comparable new plans. Note this result somewhat conflicts with the results in Ketcham,

et al. http://pubs.aeaweb.org.eppodl.hul.harvard.edu/doi/pdfplus/10.1257/pol.6.1.38

Joseph P. Newhouse, AHow Muc HealthAffairg,|l d Medi c
23:1, Jauary/February 2004, pp. 89D2.
http://search.epnet.com.ezpl.harvard.edu/login.aspx?direct=true&db=api®x4 04
&loginpage=Login.asp&scope=sit&€Covers some basic economics of the drug industry.

The December 2003 legislation establishing the Medicare drug benefit precludes price
controls. For reasons explained in the subsequent paper | do not thiddsigishas

worked altogether satisfactorily.

Richard G. Frank a ShbuldDaugRrigetBe NRegotiahkedmdero u s e
Part D of Medi c aHeelt Affaing danularf/FeBroary BOO8y 27¢),
pp.3343. http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/27/1/33.short
The answers to the two questions in the title in my view turn out to be more gray than
black or white. See alsbe DuggarScott Morton optional reading for some empirical
support.

3t
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David H. Howar d, Peter B. Bach, Ernst R. B
Mar ket f or A nJournalaffEcoromic Perspegtig&gigter 2015,

29(1):13962. http://pubs.aeaweb.org.ezp
prodl.hul.harvard.edu/doi/pdfplus/10.1257/jep.29.1. 83@®ws a high correlation (0.9)
between drug pricing and incremental survival bensfitgesting a rational model of

pricing by manufacturers with market powe€ontrolling for survival benefits, however,

there has been about a 10 percent annual increase in the launch price of cancer drugs per
life year gained even if drugs were not clalisubstitutesneaning they wermdicated

for different types of cancerd he authors infer from this finding thiaunch prices may

not be profit maximizing but rather set somewhat above immediately launchgdrices
recently introduced cancer drugs @tlg for other sites of cancer)rhe authors call this a
reference price model of demand, with consumers taking the price of observed past price
as a reference point. (This notion comes from behavioral economics.) This behavior
however s also consigint with pricing so as to not attract a lot of negative publicity

and/or regulatory attention.

The slidegouch onthe 340B program, but if you want more see Rena M. Conti and Peter B.
Bach, AThe 340B Drug Discount xpandngtoam: Hosp
Reach More Af f | Health Affai§ @ctonar 2014 33(&0317SR.
http://content.healthaffairs.org.eppodl.hul.harvard.edu/content/33/10/1786.full.pdf+html

The slidesalsocover patienassistance or coupon programs, but if you would like to read
something about therhlist three papers next.

David H. H&Cwampd,ni ieBsSistghce ProgeanisHelping Patients or
Pr o f Netv Ergland Journal of Medicinguly 10, 2014, 371(2):99.
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1401658

David Grande, AThe JAMAsSIunedd 20125 330722) QW5 Ao Nns , O
two page economic analysis of the coupadmisp://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/Issue.aspx?journalid=67&issuelD=24193&direction=P

JosephRosand Aar on Kes s eiDugCGoappns NePSuendtung aspat i o n
Fr ee LNew Eniiland Journal of Medicin8eptember 26, 2013, 369(13):1188

Another, similar (to Grande) two page analysis of coupons with more data than Grande.
http://www.nejm.org.ezyprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1301993

Thomas H.-Taee@, Pidléu ct s NewlEnglared dalirnad of Mdélioiree ? 0
January 15, 2004, 35Q:8p. 211212.
http://content.nejm.org.ezpl.harvard.edu/cgi/reprint/350/3/21 1Apstiort paper making

the point that m&oo products are the mechanism that price or prioclimpetition can

work for improving welfare (though Lee eschews this piece of economic jargon).

The slides also touch on biosimilars; if you want to read moreanetgoshort papes:
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Ar meet Sarpatwari, Jerry PrAgressnchHurdlasfod Aar on S
Followo n b i oNew griglansgl Joornal of Medicindune 18, 2015, 372(25):2320
http://www.nejm.org.ezprodl.hul.harvard.edu/doi/pdf/10.1056/NEJMp1504672

Amitabh Chandra and Jacquilene VanderpOyee gl e, A Competi ti on i n
Bi o s i ndAMAaJulg 21,2015, 314(3):225. http://jama.jamanetwork.com.ezp
prodl.hul.harvard.edu/article.aspx?articleid=2397842

Al an M. Gar ber anS$atisidcioniGuatanteédd® @ly enlelnan byl Re s L
for Bi ol oNewEnglandeumal af MedicineOctober 18, 2007, 357(16): 1575

1577 .http://www.nejm.org.ezprodl.hul.harvard.edu/doi/full/10.1056/nejmp078204

Johnson and Johnson and the British National Health Service agreed thatuddnly be

reimbursed for a biotech agent to treat multiple myeloma if the treatvasstuccessful.

As best | know, howevethis method of reimbursememts not muckpreado other agents

or other purchaserdf it did, it would represerd large change in incentives for

manufacturers and potentially improve efficiency. The article explains why.

DaronAc e mo gl u a n dMaiket Sireundnnavation:nTheoryiand Euvnde from

the Pharmaceutical Industry@uarterly Journal of EconomicAugust 2004, 119(3):1049

90. http://gje.oxfordjournals.org.ezprodl.hul.harvard.ededntent/119/3/1049.full. pdf

Using the aging of the population as an exogenous change in market size for various drugs
and exploiting the differential use of various classes of drugs by different age classes, they
find a large response of innovation to keirsize.But see the next reference.

Pierre Dubois, Olivier de Mouzon, Fiona Sco
and Phar mac e uRANDadurndl of BconoraigiMinten201646(4)844-71.

Like Acemoglu and Linn ey also find aesponse of innovation to market size but a

considerably smaller ortban Acemoglu and LinnMoreover, they estimate that there is a

threshold of an expected $2.5 billion in revenue to bring a drug to market.

Amy Finkel stein, fSotfatHeca latQurtdipymniraaiyf,co Ef f ect
EconomicsMay 2004, 119(2): 5284. http://gje.oxfordjournals.org.ezp
prodl.hul.harvard.edu/content/119/2/527 .fdlf. pngenious use of clinical trial data to show

effects of increased demafut better resulten research (sdeerTable 1). Uses three case

studies to show potentially large dynamic effects in one case, negative but small effects in

the two others.

l ain Cockburn, Jean O. Lanjouw, and Mark S
Diffusion of New Drugs 0 NBER wor king paper 20492.
http://www.nber.org/papers/w20492.p&hows that diffusion of drugs faster (launch

dates are earlier) in countries with less price regulation and stronger patent regimes.

Richard G. Frank, APrescription Drug Price
Health Affairs March/April 2001, 20(2): 11828. http://content.healthaffairs.org.ezp
prodl.hul.harvard.edu/content/20/2/115.full.pdf+htExXplains in greater detail the price
discrimination point maelin the slides.
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