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HOSPITAL PROSPECTIVE PAYMENT SYSTEM

THURSDAY, FEBRUARY 17, 1983

U.S. SENATE,
SuBCOMMITTEE ON HEALTH, COMMITTEE ON FINANCE,
Washington, D.C.

The committee met, Sursuant to notice, at 9:35 a.m., in room
2221, Dirksen Senate Office Building, Hon. David Durenberger
(chairman) presiding.

Present: Senators Durenberger, Dole, Baucus, Bradley, and Long.

Senator DURENBERGER. The hearing will come to order.

Good morning, everybody, we are here today at this relatively
early hour for Washington to continue our examination of the Sec-
retary of Health and Human Service’s proposal for prospective pay-
ment of hospital care under the medicare program.

On February 2, we heard the Secretary outline his proposal and
discuss the needs for change away from the present cost based
system and toward a system which rewards efficiency. We also
heard from the hospital associations, representatives of those insti-
tutional providers directly affected by the proposed changes, and
from States, which have experienced similar change as part of
their efforts to control rising hospital costs.

Today we will hear from those groups and individuals who either
directly or indirectly participate in providing quality care in the
hospital setting. We look forward to hearing their concerns and
their suggestions for improvement of the proposed prospective pay-
ment system.

The first person we will hear from is Dr. Jerald Schenken, repre-
senting the American Medical Association. He will be joined at the
table, I understand, by Dr. Joseph English, chairman, Council on
Standards of Practice and Economics of Health Care of the American
Psychiatric Association, and chairman of the Department of Psychi-
atry, St. Vincent’s Hospital and Medical Center, New York, on
behalf of the American Psychiatric Association. And by Dr. Primich,
the Medical Society of New Jersey, Lawrenceville, N.J.

And I understand Dr. Schenken will have a statement. Your for-
mal statement will be made part of the record. You can read it,
summarize it, as you choose, Doctor. And that Dr. English and Dr.
Primich will be available for our questions. )

Mr. Chairman, do you have any comments that you feel inspired
to make?

Senator DoLE. I will put them in the record.

Senator DURENBERGER. Great. Thank you.

[The opening statement of Senator Dole follows:]

)
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OPENING STATEMENT OF SENATOR BoB DoLE

I welcome the witnesses who join us today and look forward to continuing our
discussion on the Administration’'s prospective payment proposal.

I found to the first hearing on this same subject which was held on February 2 to
be particulary helpful to me in identifying the problems and difficulties with the
prospective proposal. A number of excellent recommendations were provided to us
by the witnesses that day, recommendations whicl. we have continuetr to evaluate. I
231 hgpeful that all of you who will present testimony today will add to this knowl-

ge base.

As I indicated at the outset of these hearings, it is in all our best interests to try
to reach a consensus on the issues before us. Clearly, cost-based reimbursement is a
system whose time has come and gone, but that doesn’t mean that we intend to

simply jettison that system for another that won’t work. Sure, I'm in support of the
principfe of prospective payment—but not if is means doing irreversible damage to
the institutions in this country.

There are differences between institutions, legitimate differences that must be ac-
counted for in any payment system. But that doesn’t necessarily argue for maintain-
inﬁ‘ the status differences and to adjust for them.

he differences in the severity of patient’s condition is of concern to us. The
impact on the nursing labor force of a prospective system, and on the quality care,
is also of concern. We need some answers, not simply more questions.

I'm anxious to hear some of your answers.

Senator DURENBERGER. Dr. Schenken, please.

STATEMENT OF DR. JERALD R. SCHENKEN, AMERICAN MEDICAL
ASSOCIATION, CHICAGO, ILL.

Dr. ScHENKEN. Thank you, Mr. Chairman.

Mr. Chairman, and members of the subcommittee, my name is
Jerald Schenken, M.D. I'm a physician in the practice of pathology
in Omaha, Nebr., and I am vice chairman of the AMA's €ouncil on
Legislation.

With me is Ross N. Rubin who is director of the AMA’s Depart-
ment of Federal Legislation.

The American Medical Association is pleased to have this oppor-
tunity to testify on the issue of prospective pricing for hospital
services furnished to medicare beneficiaries. In the interest of time,
I won’t read my entire prepared statement.

The American Medical Association supports the development
and exploration of systems for payment to institutions on the basis
of predetermined rates or other payment systems that create incen-
tives for facilities to be more cost conscious. In early 1978, the
AMA adopted recommendations of the National Commission on the
Cost of Medical Care calling for the exploration of systems for pay-
ment to institutions on the basis of predetermined rates, or other
payment systems that create incentives for facilities to be more
cost conscious. In accepting this recommendation, we pointed out
that such systems should be implemented on a broad scale only if .
they prove to be effective.

It would be inappropriate to institute a radical change in the
medicare hospital reimbursement system without assurances that
quality of care can be maintained. To this end, we strongly caution
against the implementation of any full scaled prospective pricing
system without experimentation, and until ongoing projects have
been analyzed to determine their effects on cost and quality.

Mr. Chairman, we have numerous concerns about the adminis-
tration’s proposal. Without question, a system can be devised to
achieve any targeted level of cost savings within an existing
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system. We are concerned that any proposal, including the admin-
istration’s, could reach that point where there would be an adverse
effect on access and quality of care for medicare beneficiaries.
Upon our review of the administration’s proposal, a number of
readily apparent problems relating to quality of care are raised.

The proposal fails to specify the methodology for establishing the
uniform national rate. The proposal, unlike the New Jersey pro-
gram, fails to recognize the legitimate variations in different insti-
tutions.

The proposal’s use of DRGs as the case-mix adjuster fails to rec-
ognize variations in the intensity of the illness and the impact of
complications with each of the DRGs, and the variations in services
needed to address these cases.

The proposal does not contain any explanation of the methodolo-
gy for determining outliers and it does not discuss the level of re-
imbursement for such cases.

The proposal would provide windfall reimbursement levels to
some hospitals by providing them with reimbursement above the
cost of providing services while causing substantial disruption of
services in those hospitals whose actual costs were above the na-
tional average.

While the proposal does call for annual updates of DRG reim-
bursement, factors pertinent to the provision of care and central to
maintaining and improving quality such as changes in intensity
and new technology may not be considered.

The potantial also exists for the Secretary of the Department of
Health and Human Services actually to dictate practice standards
of care for medicare beneficiaries by arbitrarily setting DRG rates
at a level that fails to recognize changes and advances in medical
practice.

The proposal fails to incorporate or allow for any appeals. To op-
erate a prospective pricing system most efficiently, hospitals will
require a sophisticated reporting and accounting system. As the
proposal does not cover hospital outpatient services, will hospitals
attempt to unbundle services by having services performed through
their outpatient departments? Would hospitals have an incentive
to bill separately for services previously performed on an inpatient
basis and considered part of a normal course of treatment if those
services are furnished in an outpatient setting prior to admission?

Finally, the proposal is planned for implementation without
thorough testing and evaluation.

The American Hospital Association has also proposed a plan for
prospective pricing under medicare for hospital services. The AMA
has some of the same concerns about the AHA proposal as it does
about the administration’s. There is merit, however, in experimen-
_ tation with the program, including tne prospective pricing based on
individual hospital experience.

This method for establishing base line price determinations can
avoid the problems arising from use of nationally applied DRGs.
We are concerned, however, that the AHA plan would create seri-
ous inequities and disparities among hospitals and beneficiaries.
The plan has the potential for creating a two-class hospital system
with disruption in the patient-physician relationships.
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We are also concerned with the proposal to reimburse outpatient
departments on a charge basis, using the hospital cost of providing
such a service as a basis for reasonable charges. This proposal
would not create an incentive for use of the least costly appropriate
setting for furnishing outpatient services.

Mr. Chairman, the American Medical Association endorses ex-
perimentation with prospective pricing methods. We recommend
that this committee reject the administration proposal to impose
an untried system across the Nation. The American Medical Asso-
ciation recommends that this committee authorize the administra-
tion’s proposals and other prospective pricing proposals to be dem-
onstrated on a limited scale in various States. Analyses of these
proposals of present demonstration projects and the New Jersey
program will help in assessing the feasibility of implementing a
new nationwide system for hospital reimbursement.

In recommending the continuation of ongoing demonstration
projects and institution of new demonstration projects for prospec-
tive pricing for hospital services, we realize that the immediately
sought goal of program savings may not be fully achieved. In call-
ing for further demonstrations on prospective pricing, we realize
that many hospitals could suffer adverse effects if the section 223
limits now in place are allowed to rachet down over the next 2
years. As tightening of the section 223 limits could adversely effect
the quality of care available, we recommend that the Congress
either repeal the provision of TEFRA that would lower the section
223 limits from 120 percent of the means to 110 percent of the
means, or delay the scheduled timetable for reaching the 110 per-
cent level.

We also recommend that during this period the target rate incen-
tive remain in place, and that it be modified to allow ajustments
and waivers necessary to meet the unique circumstances that hos-
pitals in various regions or various categories might face.

While these program changes would not result in the same level
of cost savings projected in TEFRA, the section 223 limits would
still apply to all inpatient hospital services, and the incentive
target rates for determining maximum allowable operating costs
would continue to be in place.

The American Medical Association recognizes the tremendous
task that is before you. On one hand is the huge budget deficit and
the compelling need to find means by which to reduce the deficit.
On the other hand, it is your responsibility to maintain the quality
of care available to the American people.

The AMA is opposed to the rationing of needed medical care for
cost containment purposes. We are equally opposed to restricting
access to advances in technology that can be demonstrated to save
lives, alleviate suffering, prevent disability and enhance the quality
of life. A radical restructuring of the payment methodologles for
hospital care could cause these negatwe results.

Mr. Chairman, the administration’s proposal has no track record.
No appropriate experiments have been undertaken. There are no
assurances that it will be effective, and it creates the significant
possibility of providing windfalls to some hospitals, and diminish-
ing the quality of health care available to medicare beneficiaries as
the program progresses. Continuing demonstration projects and
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thorough analysis can lead to the development of a responsible and
effective prospective pricing methodology. While this may not im-
mediately reach the desired cost savings, it will not place the medi-
care_beneficiaries at risk of facing a loss of quality of medical care.

Mr. Chairman, I thank you very much for the opportunity to be
here, and I would be pleased to respond to any questions.

Senator DURENBERGER. Thank you very much.

[The prepared statement of Dr. Schenken follows:]



STATEMENT
of the
AMERICAN MEDICAL ASSOCIATION
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Subcommittee on Health

Committee on Finance
United States Senate

RE: Prospective Pricing for Hospital Services under Medicare

Presented by
Jerald R, Schenken, M.D. )

February 17, 1983

Mr. Chairman and Members of the Subcommittee:

My name is Jerald R. Schenken, M.D. I am & physician in the practice
of Pathology in Omsha, Nebraska, and I am Vice Chairman of AMA's Council
on legislation. With me is Ross N. Rubin, Director of AMA's Department
of Federal Legislation. The American Medical Association 1is pleased to
bave this opportunity to testify on the issue of prospective pricing for
hospital service; furnished to Medicare beneficiaries.

Mr. Chairman, the American Medical Association fully recognizes that
today’s hearings to discuss a new methodology for determining payment for
hospital services is taking place not only because of rising costs but
beceuse of spevere economic pressures and & rapidly growing federal
deficit. I think 1t is safe to say that given increased economic growth,
lower unemployment and higher federal revenues, the pressure would not be

as great to restructure hospital reimburgement so radically. The radical



nature of the proposed restructuring cannot be stressed too strongly
because the changes proposed will have a long-term effect on health care
delivery beyond the Medicare program.

There is no doubt that the American people now spend & very signifi-
cant amount on health care services. This is becsause the Medicare pro-
gram was created in 1965 as a vehicle to increase resources devoted to
health care for the elderly by improving access to high quality care.
The prograw has been a tremendous success in providing health care ser~
vices which are unparalleled anywhere in the world. However, the
economic problems facing this country are real, and you are faced with
many difficult choices. 1In order to look at rising hospital costs under
Medicare, Congress mandated the Secretary of the Department of Health and
Buman Services (HHS) to develop for presentation to the 98th Congress a
proposal- for prospective pricing for hospital services.

In appearing before you to discuss the proposal presented by the
Secretary, we ask that you keep two thoughts in mind:

(1) the principal purpose of prospective pricing is not to improve

access to or the quality of health care in the United States; and

(2) the Administration's proposal, slated for implementation on a

nationwide scale by October 1, 1583, has never been tried, even
on a limited scale.

While the American Medical Association 1s concerned about the
increase in hospital costs, we are also concerned about the huality of
care that would be available to Medicare beneficiaries under the extreme
modifications proposed. Short-term b;dgetary solvtions that do not

assure co?tinued availability of quality health care should not be viewed



as viable alternatives if the program goal is to maintain a single system
of health care that offers all Medicare beneficlaries access to quality
health care.

The American Medical Association supports the development and explor-
ation o{ systems for payment to iunstitutions on the _basié of pre-
determined rates or other payment systems that create incentives for
facilities to be more cost-conscious. The American Medical Association
has recognized the need to consider alternative forms of hospital reim-
bursement. In early 1978 the AMA adopted a recommendation o} the
National Commission on the Cost of Medical Care calling for the explora-
tion of systems for payment to institutions on the basls'of predetermined
rates or other payment systems that create incentives for facilities to
be more cost conscious. In accepting this recommendation, we pointed oug
that such systems should be implemented on & broad scale only if they-

prove to be effective. It would be inappropriate to institute a radical

change in the Medicare hospital reimbursement system without assurances
that quality care will be maintained. To this end, we strongly caution
against the implementation of any full-scale prospeccivé pricing system
without experimentation and until ongoing projects have been analyzed to
determine their effects on costs and quality.

DEMONSTRATION PROJECTS

“Prospective reimbursement” experiments have now extended over a
period of some ten years, and the prospective systems have been both
criticized and extolled ove} the years. Depending upon the forum, these
characterizations have varied in degree. What has become apparent,

however, is the lack of adequate analysis of the various “experiments”

.
.



that have gone on to date. Moreover, studies of the various state
systems with prospectively determined payments have examined only the
question of possible program"savings; they have not examined the impact
of the payment methodology on the quality of care.

For example, an analysis of the hospital payment programs in the
states of Arizona, Connecticut, Indiana, Kentucky, Maryland,
Massachusetts, Minnespta. New Jersey, New York, Rhode Island, and

Washington in the Winter 1981 issue of Bealth Care Financing Review (a

publication of HHS) pointé to varying levels of savings generated in each
of these states. However, this very study also points to a most signifi-
cant flaw in the research to date on prospective pricing: the research
fails to answer the important questions concerning how the reimbursement
mechanism has affected the quality of care available. The study con-
cluded with the followinsAstatement:

We have examined only part of the evidence that deals
with the effects of prospective reimburgement programs,
and the results we presented in this paper are prelimi-
nary. In later phases of the national hospital rate-
setting study, better data will be available for
analysis, and we will undertake a much more comprehen-
sive examination »f program effects. Until an analysis
has been made of the effects of prospective reimburse-
ment programs on the quality of care, on the accessi-
bility of hospital services, and on the financial
viability of hospitals, the Information necessary :or
sound policy decisions 1is not complete. (Emphasis
added.)

It is thus clear from this statement that the HCFA study 1s still
ongoing even as to costs, In addition to the fact that the existing
demonstraticn projects and studies have failed to measure changes in
quality, recent statistics raise questions about the ability of pro-

" spective pricing systems to maintain program snvingg. As reported in the
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April 16, 1982, issue of Hospitals, the percentile change of annual
hospital expenditures per capita has shrunk from a 4.3 point spread in
1978 between states with mandatory rate contyols and other states to a
mere 0.1 point spread in 1980 in favor of states with mandatory controls.

While prospective pricing programs in various states appear to have
had some success in holding down the rate of increases in the cost of
hospital care in comparison overall vith states without prospective
pricing, this one factor does not tell the whole story. In reality,
states that have already imposed rate-setting schemes did so largely
because of unacceptable costs experienced within thosc states. Those
states, therefore, had high costs built into their prospective systems.
By way of illustration, per capita hospital expenditures for states with
mandatory programs was $250 in 1976 versus $196 for all other states. In
1980 the mandatory states had a rate of $373 compared to $329 for the
other states.To compare only the rate of increases in mandatory states
with those in other states is inappropriate, Yet this has been the
primary measurement.

Iﬁ addition to these concerns, recent statements from the Department
of Health and Human Services indicate a puzzling lack of consistency of
view on prospective p;icing systems. As noted above, HCFA on the one
hand has stated a need to examine further these programs to ascertain
their effect on costs and on the quality of care. On the other hand,
Secretary Schweiker on October 8, 1982, published a notice in the Federal
Register expressing his view that no more demonstrations are needed
except for prospective pricing systems with reimbursement based on

.Diagnosis: Related Groups (DRGs).
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Mr. Chairman, from these seemingly contradictory statements it is
apparent that none of these former projects would be viable for nation-
wide implementation at this time. Instead, it appears that HHS has pro- -
posed a new systen; — the only system, however, that by its own admission
needs further demonstration.

It should be noted that states with mandatory review programs have
not all experienced satisfactory results. Massachusetts, one of the
;arly rate-setting states, has now been forced to create a new system
because the costs were too high. A rate review system was totally
scrapped in Colorado. Illinois, after preliminary development, also
scrapped its program. After the implementation of strict rate-setting in
New York, a rash of hospital bankruptcies and closures has taken place as
hospitals exhaust endowment funds, defer bill paying and take other
drastic measures. As a result of operation of the New York system for
over a decade, 81X of that state's hospitals were operating at a loss in
1980. The combined operating losses for that year totalled $256 million
\compared to a combined surplus of $16 million for the remaining hospi-~
tals. Conditions in New York City deteriorated to the point that the
federal government had to step in to bail out failing hospitals that
served large inmner-city populations.

THE ADMINISTRATION'S PROSPECTIVE PRICING PROPOSAL

The Administration has not presented its proposal for prospective
pricing for hospital services in legislative form. These comments are

bagsed upon the report to Congress by the Secretary of HHS in response to

the Tax Equity and Fiscal Responsibility Act of 1982 (TEFRA), P.L. 97-248.
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Rate Setting and Payment

Under this proposal, prospective rates for inpatiemt hospital ser-
vices to Medicare beneficiaries will be set in advance and fixed for all
inpatient services on an annual basis. These rates will serve as payment
in full for inpatient hospital services, with program beneficiaries being
responsible for only statutorily-set deductible and coinsuraﬁce amounts.
When hospitals receive & payment that is greater than the costs of treat-
ing Medicare beneficiaries, they will keep that "bonus,"” and they will be
at risk where treatment costs are greater than the payment rates.
Payment amounts would be updated annually,

Payment will b; on a per-discharge basis. The initial year payment
figure will be determined by a‘”}bfmula where base year costs are
established for all hospitals "on a national representative Medicare cost
per discharge.” This will establish a single national representative
cost per discharge. The report from tﬁ; Secreta;;-}ails to state at what
level this “"representative” cost will be set. To recognize hospital case
mixes, actual payment rates will be determined by adjusting the national
cost-per-discharge rate by a factor assigned to each of 467 Diagnosis
Related Groups (DRG). For example, if the national discharge rate is
$3,000, and the DKG intensity factor for the diagnosis is 3, then the
hospital's Medicare reimbursement will be $9,000. This will therefore
create 467 national reimburgsement rates. Adjustments will “be allowed
only for regional variations in labor-related costs.

Excluded Costs

Capital costs and direct costg of medical education will continue to

- be separgtely reimbursed on a reasonable cost basis, and outpatient
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department costs will be calculated separately from the DRG system.
Indirect educationdl expenses (expenses related to additional tests and
the particular types of patients attracted to teaching hospitals) will be
reimbursed to the Bospital on a8 lump-sunm basis.

DRG Classifications

The Dﬁc classification system will be the 1981 methodology developed
at Yale University. This system groups patients into 467 categories
derived from 1.4 million discharge records; Additional payments above
the DRG rate will be authorized for extremely long~stay cases based upon
"outlier” "trim points.” Trim pointe will be determined by a review of

patient stay data.

Exceptions

The proposal will not cover hospital services for those health
maintenance organizationse operating on a risk basis. In situations where
a community is served by a sole hospital provider, the SeFretaty will be
authorized to make appropriate exceptions and adjustment to the DRG rates
for these hospitals. Payment amounts, exceptions, adjustments, and rules
to implement the system would not be subject to any form of judicial
review, Psychiatric, pediatric, long-term stay hospitals, and skilled
nursing facilities would not be covered by the proposal.

SPECIFIC CONCERNS OVER THE ADMINISTRATION'S PROPOSAL

Mr. Chairman, we have numerous concerns about the Administration's
proposal. Without question, a system can be devised to achieve any
targeted level of cost savings over the existing system. The General
Accounting Office pointed this possibiiity out in a letter report to

Senator Packwood on May 10, 1982 (No. HRD-82-73). This report stated:

17-992 0 ~ 83 - 2
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A prospective system can be designed to achieve almost
any level of program savings desired by selecting the
appropriate set of rules. However, there is a point
when a reduction in reimbursement could adversely
affect access to and/or quality of care for benefici-
aries. Also, if the prospective reimbursement does not
apply to all payors, a facility can have an incentive
to shift costs to non-covered payors.

.

We agree with the GAO's conclusion that any proposal, including the
Administration's, could reach that point where there will be an adverse
effect on access to and on quality of care for Medicare benefitiaries.
From our review of the Administration's proposal, a number of readily
apparent problems relating to quality of care are raised:

o The proposal fails to specify the methodology for the
establishment of the national uniform rate. What is to assure
that this rate will be adequate? Will this rate be arbitrarily
established baaea on a predetermined cost savings figure?

o The proposal, unlike the New Jersey program, falls to recognize
legitimate variances in different institutions. This could
result in situations where individual hospitals will have to
operate at tt~1e lowest common denominator. '

o The proposal’'s use of DRGs as the case-mix adjuster fails to
recognize variations in the intensity of illness and the impact
of complications within each DRG and the variations. in services
needed to address these cases. While the proposal recognizes
“outlier” cases, it does not contain any explanation of the

methodology for determining outlier cases, and it does not

discuss the level of teimbutsemel-at for such cases,
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The proposal would provide windfall reimbursement levels to some
hospitals by providing them with reimbursement above the costs of
providing services while causing substantial disruption of ser-
vices in those hospitals whose actual costs are above the
national average, ‘

- While the proposal does call Ior annual updates for DRG reim-
bursement, factors pertinent to the provision of care and central
to maintaining and improving quality such as changes in intensity
and new technology may not be considered. The potential also
exists for the Secretary of HHS actually to dictate practice
standards of care for Medicare beneficiaries by arbitrarily
setting D.RG rates at a level that fails to recognize changes and
advances in medical practice. By way of example, we wonder
whether the Secr;tarf would alter the DRG payment in a situati'on
where a new care regimen is developed that may better meet the
needs of the individual patient but may be more expensive than
the previous regimen of care.

The proposal fails to 1ncor_porar.e or allov for any appeals. We
must question what recourse hospitals will have {f DRG rates
prove inadequate to meet their actual needs. -

To operate a prospective pricing system most efficiently, hospi-
tals will require a sophisticated reporting and accounting
system. Will small hospitals be at a disadvantage? Will

start-up money be authorized to develop techniques needed to

manage the system?
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o As the proposal does not cover hospital outpatient services, will
hospitals attempt to “"unbundle”™ services by having services
performed through their outpatient departments? Would hospitals
have an incentive to bill separately for services previously
performed on an inpatient basis and considered part of the normal
course of treatment if those services are furnished in the out-
patient setting prior to admission?

o The proposal is planned for implementation without thorough

testing and evaluation.

AHA PROPOSAL

The American Hospital Association (AHA) has also proposed a plan for
prospective pricing under Medicare for hospital services. It has many
features similar to the Administration's proposal, including a fixed cost
pec discharge and case weighting based on the use of DRts. However,
there are major differences that include the use of each hospital's cost
base for establishing the reimbursement rate, the ability of hospitals to-
bill patients for charges not covered by Medicare in addition to Medicare
mandated copayments and deductibles, and coverage of the hospital's out-
patient department under a usual, customary and reasonable charge basis
using each hospital's outpatient department costs as the basis for
charges.

The AMA has some of the same concerns about the AHA proposal as it
has about the Administration's. There is merit, however, fn experimenta-
tion with the proposal, including the prospective pricing based on indi~_

vidual hospital experience. This method for establishing base-line price
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determinations could avoid the problems arising frouw use of nationally
applied DRGs. We are concerned that the AHA plan would create serious
inequities and disparities among hospitals and beneficiaries. The plan
has the potential for creating a two class hospital system, with disrup-
tion in the physician-patient relationships.'

We are also concerned with the proposal to reimburse outpatient
departments on a charge basis using the hospital cost of providing such a
service as tl';e basis for reasonable charges. This proposal would not
create an 1ncen-tive for use of the least costly appropriate setting for
furnishing outpatient services. The Omnibus Budget Reconciliation Act of
1981 called for similarity of payment for similar services furnished in

hospital outpatient departments and physicians' offices.

THE NEW JERSEY SYSTEM

We realize that some will point to the New Jersey hospital payment
experiment and indicate that this 1is adequate proof that the health care
system in this nation will not be harmed by a system of prospective
pricing based on a DRG :oncept. However, we must point out that the
system in place in New Jersey is just now being fully implemented and
starting to be evaluated. Furthermore, regardless of the outcome of the
analysis of the New Jersey program, it is important to realize that this
system is very different from the Administration's proposal. First of
all, the New Jersey system covers all payors, with all payors being
responsible for approximately equal payments for similar services. In

addition, the New Jersey system was implemented in a state that does not

_h'ave a single small hqspital with & bed populetion.under 100. The New
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Jersey system also has oth?r significant differcncos between it and the
Administration's proposal. By way of example, the New Jersey system is
based on a statutory commitment to cover all reasonable hospital costs,
and the New Jersey system recognizes and allows for increased hospital
compensation 1f the initial DRG rate determination provides inadequate
revenue. To date, not a single hospital has accepted the initial DRG
determinations as final payment for services. The Administration's
proposal, on the other hand, sets & fixed price with no basis for appeals
and is not concerned about the financial viability of the natioun's
hospitals.

The-"0verview" of a study being conducted by the Health Research and
Educational Trust. of New Jersey indicates that “there is considerable
uncertainty regarding the system's ability to contain costs.” While this
study is just in its initial stages, as is the New Jersey reimbursement
systen itself, it hopes eventually to ansﬁér the following questions:

o Is the system properly designed and does it work as anticipated?

o Does the system .make a difference in terms of the hospitals’
overall performance, effectiveness, and efficiency in providing
medical care?

o What i{s the system's potential as a regulatory device, management
information or date-based planning mechanism, and wutilization

review tool?

o What are the advantages and disadvantages associated with DRG
reimbursement for hospitals, third-party payors, and others?

We note that the Congressional Budget Office is now conducting a
detailed study of the Administration's proposal and that any actions

should await the release of CBO's report.:
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We are concerned that the Administration's proposal would create an
inadequate reimbursement system that would foster a two-tiered system of
health care in this country, with one level of care for private-pay
patients and a8 lower le;él of care for Medicare patients. The proposal
contemplates that Medicare will not bear zits fair share of financial
responsibility for indigent patients, and the potemtial would exist for
some hospitals to discourage acceptance of such patients. Such a payment
system will place hospitals with large indig;nt patient loads in a_
situation where they will find it increasingly difficult to stay open.

Given the fact that the Administration's proposal is dissimilar from
any of the ongoing demonstration projectg and even from the New Jersey
program, we believe it would be highly imprudent to go forward and
implement a totally new‘national system of prospective pricing for all
in-hospital care furnished to Medicare bemeficiaries.

RECOMMENDATION OF THE AMA

Mr., Chairman, the American Medical Association recognizes that the
rationale behind moving toward prospective pricing for §ospita1 services
is to reverse incentives that fail to encourage hospitals to deliver care
in the most efficient manner possible. As previously stated, the
American Medical Association endor;es experimentation with prospect}ve
pricing methods. However, we firmly believe that such methods should not
be implemented on a broad scale unless they prove to be effective. We
urge you to consider this reasoned approach, and we recommend that this
Committee reject the Administration's proposal to impose an untried

systenm across the nation.
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It is important to remember that decisions made in the near future
concerning how hospitals and other providers under the Medicare program
are reimbursed will have long-range implications on access to and the
quality of care for years to come. We fully expect that hospitals,
through their boards, administrators, and medical st\affs, will all
respond to changes in the reimbursement system in order to try to main-
tain access to and quality of care, In our view, if a system under
Medicare and Medicaid under-reimburses hospitals, we can ;axpect adapta-
tions to such under-reimbursement by shifting costs to other payors,
deferring costs such as maintenance (often leading to higher long-term
costs), reducing nursing and other essential patient care gtaff, and
postponing or eliminating necessary modernization and technological
improvements (depriving patients of the highest quality of care). 1In
extreme cases hospitals providing essential care could be forced to close,

Complex problems and complex systems should not be addressed with
untried solutions. The American Medical Association recommends that this
Committee authorize the Administration's proposal and other prospective
pricing proposals to be demonstrated on a limited scale in various
states. Analyses of these proposals, as tested, the present
demonstration projects, and the New Jersey program will help in assessing
the feasibility of implementing a new nationwide system for hospital
reimbursement.

In recommending the continuation of ongoing demonstration projects
and instituting new demonstration projects for prospective pricing for
hospital services, we rgalize that the immedfately sought goal of program

,savings way not be fully achieved. Ho&;ever. ‘considering that the



21

Medicare program 1is one designed to provide health care to millions of
American people, we feel it appropriaste that the quality of that care be
placed shead of potential dollars to be savéd. In calling for further -
demonstrations on prospective pricing, we realize that many liospitals
could suffer adverse effects if the Section. 223 limits now in place are
allowed to be ratcheted-down over the next two years. As tightening of
the Section 223 limits over the next two years could also adversely
affect the quality of care available, we .recommend that the Congr{ess
either repeal the provision of TEFRA that would lower the Section 223
limits from 120% of the mean to 110% of the mean or delay the scheduled
timetable for reaching the 110X level. We also recommend that during
this period the “target rate” incentive remain in place, and that it be
modified to allow adjust.ments and waivers necessary to meet the unique
circumstances that hospitals in various regions or categories face.

While these program changes would not result in the same level of
cost savings projected in TEFRA, the Section 223 limits would still apply
to ell inpatient hospital services, and the incentive target rates for
determining maximum allowable operating costs would continue to be in
place,

CONCLUSION

The American Medical Association reco.gnizes the tremendous task that
is before you. On one hand is the huge budget deficit and the compelling
need to find means by which to reduce that deficit. On the other hand is
your responsibility to maintain the quality of care avatlable to the
American people. The AMA is opposed to- the rationing of needed medical

care for‘cost containment purposes; and Wwe are equally opposed to
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restricting access to advances in technology that can be demonstrated to
save lives, alleviate suffering, prevent disability and enhance the
quality of life. A radical restructuring of payment meéhodologies for
hospital care could cause these negative results.

Mr. Chairman, the Administration's proposal has no track record. No
experinent; have been undertaken. There are no assurances that it will
be effective, and it creates the significant possibility of providing
windfalls to some hospitals and diminishing the quality of health care
available to Medicare beneficiaries as the program progresses. )

I point out the above to stress that with the validity of the
Administration's prospective pricing as an appropriate ﬁationwide'reim—
bursement system so seriously in question, the nation cannot afford the
rigks involved. We strongly urge that further demonstrations go forward,
before any attempt is made to alter so radically the manner in which pay-
ment is made for hospital care. .

We urge you to consider carefully the questions raised in this
testimony in your consideration of prospective pricing proposals.
Continued demonstration projects and thorough analysis ;an lead to the
development of a responsible and effective prospective pricing
methodology. While this may not immediately reach the desired cost
savings, it will not place Medicare beneficiaries at rigk of facing a
loss of quality medical care. A moderate, reasoned approach in the
development of a new payment methodology for the future that will create
incentives toward cost savings could have the desired effect of
preserving the quality of care that "has been promised to Me icare
) beneficiaries, while concurrently resulting ia effec;ive cost savings,

I will be pleased to respond to any questions the Committee may have.

0798p
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Senator DURENBERGER. 1 am going to ask the chairman of the
committee, who has to be at another committee meeting simulta-
neously, to take the first round of questions.

Senator DoLE. I don’t want to interrupt the panel, but we have
Rules Committee hearings on our budget, so if we don’t have any
money,-we can’t meet, which would probably be all right with ev-
erybody here.

The last time the AMA testified before this committee I indicat-
ed our desire to begin a reexamination of medicare reimbursement,
physician reimbursement in particular. At that hearing we were
told that you were going to get busy on that and have us some rec-
ommendations on physician reimbursement. Is anything happening
in that area?

Dr. ScCHENKEN. The AMA has embarked on an aggressive pro-
gram to develop a national health agenda, and it is in the final
stages. But we do not yet have from that particular program specif-
ic recommendations. We still have a variety of outstanding recom-
mendations from before, including the ones today which we think
will help bridge the gap.

Senator DoLE. Our problem is that medicare is going to sink one
of these days if everybody comes up here and tells us not to do any-
thing this year, do it next year, or don’t do it at all. If we think
social security is in trouble, we ought to take a look at the medi-
care trust funds in the next 4 or 5 years. We have a very heavy
responsibility on this committee to try to somehow get a handle on
health care costs. They are about to eat us up. And we would hope
that those who are directly involved would do more than suggest
that we delay it for another year. We can’t delay it for many more
years. We won’t be around—medicare won’t be around.

At the same time we are also concerned that we don'’t shulfle off
mental health priorities in the process, as I indicated in the speech
I made to that group in Florida recently.

I have a number of questions for when I come back. But I know
we are going to be asking about budget resolutions to address
health care costs. I assume that we will act responsibly in this com-
mittee as we have tried to do in the past, but we really need help
from the people who are out there providing the care. I don’t say
you are doing anything wrong, but we have got to restrain the
growth of health care costs. Inflation is going down, while the
health care cost index is going up.

A lot of us went along with the voluntary effort. We were per-
suaded by the AHA the AMA ‘and others that that was the best
way to go, but the costs kept going up. We helped fight off cost con-
tainment, mandatory cost containment. We are always told they
are going to suggest something next year. I think it’s about time
-that we do it.

Dr. SCHENKEN. Mr. Chairman, I think it would be fair to say that
the American Medical Association would agree with you. And I
think we have as much a concern as the committee about the in-
tegrity of the program, and the care of the people. And, quite
frankly, while we are not totally happy with 1t we feel reasonably
pleased that the rate of increase in physicians’ fees over the last 5
years have been less than those for all services. But I don't think
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that takes away from your obligation or ours. And we would agree
with that.

However, we do feel that representing physicians and patients in
front of you, we are also obligated to advise you to the best of our
ability as to what we think the impact of these proposals could be
on quality. And, therefore, I think it gets down to we have to work
together on this program, and we are willing to do what we can.

Senator DoLE. I don’t quarrel with that. I just say that the fuse is
getting fairly short. And if we are going to work together, we ought
to start working together. I mean we ought to do it this year in-
stead of saying, well, let's put it off and let’'s have some experi-
ments for 1 year or 2 years or 5 years. That’s only my view. It may
not be shared by others on the committee, but I know the Budget
Committee is looking at medicare. It’s a big, fat target out there
like the defense budget. In a different way, it’s big so it is easy to
notice. And they are going to say “Why aren’t you doing more on
redicare?”’

We did quite a bit in 1982, as you know, on TEFRA. We are still
hea]ring from pathologists—one offered me a free autopsy. [Laugh-
ter.

Senator DURENBERGER. You had better go to Rules.

Dr. SCHENKEN. I wasn’t one of them, sir.

STATEMENT OF DR. FRANK J. PRIMICH, MEDICAL SOCIETY OF
NEW JERSEY, LAWRENCEVILLE, N.J.

Dr. PrimicH. I am Doctor Primich from New Jersey. And I am
representing the Medical Society of New Jersey.

nator DURENBERGER. Right.

Dr. PrimicH. The question was asked, which was an excellent
question primarily because of my own inability to properly ex-
press—it got lost in the shuffle. And I have prepared an answer to
it. The question was, Why have health care costs escalated at a
greater rate than other general costs? And what, if anything, could
we do about it?

And if you would just bear with me a moment, I would like to
give you my reasons and my proposed solutions. .

Senator DURENBERGER. About how long might it take? That’s an
enormous question.

Dr. PrimicH. I know. This, again, does not address all the factors,
but just some of the major ones.

Senator DURENBERGER. All right.

Dr. PriMicH. The first one is the high cost of compliance with
government overregulation. The solution here, I feel, would be de-
rDeI%alation or at least minimizing additional regulations such as

S.

The second point is excessive demand for service when it is per-
ceived as free. And the solution here is already in the works in this
concept of deductibles and copayment. Not only for medicare, but I
think this program should be advanced for all insurers, private and
otherwise, because one of the major reasons for this escalation, of
course, is first dollar coverage-wherein the patient demands the
coverage that they have paid for. And a physician is in a very diffi-
cult position to deny this, which brings us to the third item. And
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that is the cost of essentially unnecessary services to defend
against costly litigation.

And the solution here goes in a different direction. A realistic ju-
dicial restructuring of current malpractice criteria. Because in the
case where we do not do all these exorbitant things like CAT scans
for sinus headaches, if that patient turns out to be that one in a
million who has a brain tumor, we, the hospital, will be sued for $1
million. And particularly under the structure as it stands now,
since it will be paid for by the third party payer, the patient thinks
it is a wonderful thing that they had this technique used upon
them.

The fourth is that there was a continuing catch-up of salaries to
traditionally underpaid hospital workers. And as far as a solution,
recent increases, which are reflected in these numbers that we are
hearing, have stabilized this situation. And the projection right
now for those who have been studying it is that hospital personnel
salaries will not increase by anything more than the common de-
nominator or whatever it is in the rest of the economic field.

Senator DURENBERGER. I thought you were against regulation.

Dr. PrimicH. I am, sir.

Senator DURENBERGER. All right.

Dr. PriMicH. I said stabilized. I said nothing about regulating it.
This has caught up. And as I said, it will not, right now—it is de-
batable as to what portion of that excess increase that is represent-
ed, but it was a factor, which we now at least for the reasonable
future will not have to contend with.

The fifth one is major technological advances. This means high
cost equipment and high operational costs. And the solution here is
a very difficult decision. We either pay the cost or declare a mora-
torium on progress. And that’s the tough decision that you gentle-
men are going to be forced to make—what direction we go on that.

The last one is waste inefficiency, assorted rip-offs, such as will-
ful cost inflation. And this is among the minor things. A relative
small component, as far as I am concerned, already being ad-
dressed by peer review on a voluntary and mandatory basis. If pa-
tients had a greater financial responsibility and cost consciousness,
the free market control system would get a fairer opportunity to
operate. This would be more effective, and certainly less burden-
some or costly than further regulations.

Thank you.

Senator DURENBERGER. Thank you very much.

[The prepared statement of Dr. Primich follows:]
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Franx Joun Prmicu, M.D,
5401 BouLevarp, East
West New Yoxk, New jersix 07093

Puone: (201) 8643152

Mr. Chafrman, members of the Committee, interested parties, innocent bystanders;

My name is Frank J. Primich, M.D. I have been a practicing physician {n New Jersey
for over thirty years. Throughout that time I have firmly believed that it was my
responsibility to my patients, not merely to diagnose and prescribe, but to protect

them against external forces which would adversely effect their health and welfare.

P :
1 am testifying formally on behalf of the Asscciation of American Physicians and
Surgeons, a national organization dedicated to the preservation of the patient-
doctor relationship of private fee-for-service practice, and resistance to intrusion
into that relaticaship by any third parties, particularly government. Formally, I
am also representing the Medical Society of New Jersey, the oldest state medical
society in the nation.

1f these hearings follow the format of comparable state-level hearings in New Jersey,
the preponderance of testimony will be submitted by those who see themselves as
"winners" in this issue, I beg your indulgence, to permit me to also speak, as one
of them, for the certain '"losers"; the over 2,000,000 New Jersey Blue Cross sub-
scribers, the even higher number of New Jersey tax-payers, and the more than seven
million potential patients in my state.

I would like to acquaint you with the New Jersey '"experience". Note that I do not
refer to it as an "experiment", the common: heard misnomer. What has been perpet-
rated in New Jersey meets none of the moral, ethical, nor scientific criteria of an
experiment. As is so often the case, a well-intentioned plece of lepislation has
been distorted in its bureaucratic implementation to the point where the results
are worse than the originai problem.

In evaluating some of the other testimony you will hear, particularly statistical
material, you should be reminded that prior to the institution of the present New
Jersey program, our state was already among the most over-regulated regarding
hospital rates.

New Jersey Public Law, 1978, Chapter 83 proposed to resolve the perceived inequity
in hospital costs to the various catagories of bill payors, and to further resolve

the "uncompensated cost component" of hospital billing; over $100,000,000 annually.
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Diagnosis Related Groupings (DRGs) were seen as a bizarre disruptive innovation

with only one '"valid" favorable aspect. Federal regulations would not permit the

necessary alterations in Medicare and Medicaid rates, except in conjunction with

an innovative "experiment”. At that point in time the term was certainiy applicable.

Its sponsors convinced the Health Care Financing Agency that their methodology would:
1. facilitate the rate-setting process

2. accomplish cost containment
3. improve quality of care, and upgrade physician performance
4, demonstrate the value and validity of "prospective payment"

5. correct the pre-existing "cost shift" inequities
DRGs HAVE NOT, AND CANNOT, ACCOMPLISH ANY OF THE ABOVE!

DRGs were introduced in New Jersey as a voluntary limited experiment. As such,
~despite misgiving regarding the outcome, MSNJ gave CONDITIONAL APPROVAL to the
program. VOLUNTARY was the first word to go. The program started in 1980 with 26

hospitals. Only ten volunteered, so sixteen others were "selected" to give the
"necessary case-mix". LIMITED didn't last much longer. Before the initfal group
was even organized, It was announced that an additional 40 hospitals would be added
to the program {n 1981, with all the res- scheduled for 1982 entry. EXPERIMENT, is
the term which best fllustrates the insincerity of the bureaucrats. An experiment,
of any type, must be evaluated by the results, before claims can be made of success.
The New Jersey program was expanded statewide uitﬁZut any evaluation. It {s now
being projected nationally as a successful model to follow. Its only success, to
date, is that the people haven't risen up in rebellion. They can thank the press
and media which mindlessly pass along the false optimistic claims of the Department
of Health.

The Health Research & Education Trust (HRET), the supposedly impartial evaluation
organization, currently rates the available information as INCONCLUSIVE! This is
a group composed of and supported by those whom I contend fancy themselves as among
the "winners". There is no representative of those who pay healthcare insurance
premiuns, nor those who pay their own bills., There is no representative of patients
who will be subjected to sub-standard care and de facto rationing. There is no true
representation of practicing physicians who saw, now see, or will eventually see

the devastating effects this abysmally impersonal approach to hospital care fosters.
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To any individual who prides himself in being open-minded, it is Efrustrating to

hear repeatedly, from supposedly authoritative sources, that the DRGs have good

and bad features. This implies that final judgpement of their merits must await

some retrospective evaluation in the distant future, hopefully, beyond the statute
of limitations which might hold those responsible who initiated this stepping-stone
on the road to Socfalized Medieine. The non-judgemental approach implies a balance
between good and evil., When the gocd accrues to relatively few, and the damage is
spread over all the rest, the scales of justice tip precipitously. 1In a Socialistic
or Totalitarian society such actions are commonplace. If they are tolerated here,
our other cherished liberties shall be further endangered.

Let us first look at the supposed good features. No one can deny that {t is a boon
to the computer industry. It would appear to help alleviate the unemployment problem,
since more people become necessary in the business offices of hospitals, not to
mention the bureaucrats needed to play out the charade. It offers the statisticians
on both sides of the discussion an almost infinite supply of numbers to play with,

so varied and abstract as to permit any conclusions imaginable. It should absolutely
identify those providers who grossly overutilize hospital facilities. It is hoped

to have an educational impact upon those physicians who practice bad medicine., It

is projected as the only regulatory vehicle which meets the bizarre requirements

for the Medicare-Medicaid waver, without which N.J.P.L.,1978, c.83 would be doomed.
It, therefor, would permit the equalization of hospital billing intended by the
Legislature, and eliminate "cost shifting". It is one approach to assuring survival
of inner-city hospitals and those institutions whose inept management has placed

them in jeopardy.
Now, let's examine these suppositions in reverse order:

Subsidization of ineptitude can only lead to its perpetuation.

Inner-city hospitals have arrived at their deplorable state, in large part, because

of the false promise of high quality care for all, projected by politicians who had
little appreciation or concern for the ultimate cost. To bail them out by increasing

taxes would be very unpopular and politically hazardous.

Cost shifting, the problem supposedly addressed by N.J,P.L.,1978, C.83, turns out to

be replaced by a more onerous cost shift.
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Discounted rates for Blue Cross, Medicare, and Mcdicaid had made it necessary for
hospitals to raise their rates to commercial insurers and self-pay patients in order
to break even. Though the theory overlooks some significant factors, it would seem
fair that all payors pay the same amount for the same service. This loses its element
of fairness when the factor of the annuval $100,000,000 plus in uncompensated costs

is brought into the equation. These costs, which Big Brother had benevalently pro-

posed to underwrite, were to now be pro-rated among the various payors.

Blue Cross, with over 2,000,000 subscribers in Nev Jersey, has been forced to raise

its premiums in 1982 by over 40X, with the threat of more to come. The taxpayer is
being "Spared" by paying out of his other pocket as a health insurance subscriber.

This is not merely a "cost shift'. It turns out to be a "blame shift' as well.

The hostility of the victims of this shell game is focused upon the insurance companies
and the healthcare providers who are charging such "unconscionable fees”.

This same scenario applies to all other "prospective payment" proposals, not just DRGs.

The Medicare-l'edicaid waver deserves condemnation in passing. It permits the Federal

government to pay "a little more" than prior rates, but stipulates that Lf costs are
higher than under the old system, the hospitals will be responsible for return of the
difference. There is no such protection available to insurance subcribers or self-
payors. Preliminary reports show most New Jersey hcspitals exceeding their Medicarve
caps. They have been told not to worry. If the Federal government doesn't press
Poland and Mexico regarding their Indebtedness, why would it pick on our own hospitals?
I tried that logic with the IRS, and it didn't work!

Gross overutilizers and bad practitioners are well kaown and easily recognized in

any institution. Fortui¥ately, they are few in number. If there were a genuine
desire to weed them out, there are far simpler ways of doing it than mandating "cook-
book" medicine for all physicians and patients.

Increased employment and camputer utilization sounds facetious. Any humorous over-

tone fades when you realize that simple economy dictates that more clerical help be
teflected in less employees directly involved in patient care. Computerization
means that you, as an individual, will be converted to a number. Not even your
Soclal Security number, if you are not exempt from that scam, but your DRG disease
dosignation. Faced with the need for expert medical treatment, wouldn't you prefer
the doctor of your choice, and the assurance that your care would be determined by

his, or her, best judgement?

17-992 0 - 83 - 3
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Since the primary concern of thls Committee is the feasibility of prospective
payment programs which might contain Medicare corts, let me dwell on that subject
for a moment. New Jorsey's current experience suggests that any paper savings
regarding Medicare costs would require unmedical doctoring of the figures. In the
event that such evidence is offered to you, I contend that any "saving" would be
minuscule compared to the increased costs of repuiatfon, conversion & compliance,
and the already mentioned new ""cost and blame shift', The average taxpayer can be
deluded by references to his money, local moncy, state monev, and federal money.

You are well aware of that shell game which diverts attention from the major issue.
1f we are to be concerned about the cost of healthcare, and we certainly should,

it is the overall cost that must be addressed. Disrupting the entire healthcare
system to achieve an unrealistic cosmetic effect would be a gross disservice to your
constituents. Applying any of the proposed programs only to Medicare patients would
be costly to everyone, Extending the process to all patients, an inevitable next

step, In the name of cost containment would compound the travesty,

MSNJ fell into the early trap of trusting bureaucrats. We have recovered, and have
a remarkable unanimity of agreement regarding the hazards of prospective rate-setting

as practiced in New Jersey., We are desparately alerting the rest of the country.

The New Jersey Hospital Association originally opposed the program. It shifted to

a position of neutrality because of inner conflict, and then chose to support DRGs
with the misguided delusion that they would have better bargaining power, It has
taken a few years to show their folly, and will take a few more before they admit
their error. Inftial allowances, the carrot, were fairly reasonable. Loopholes
abounded, and most hospitals showed a "profit". Then came the stick. Tightened
rates and coersive threats regarding appeals changed the picture drasticly. One
hospital showed.a profit of $3 million in 1981, broke even in '82, and projects a
loss for '83. Another made over two million in '81, lost a little in '82, and s
concerned about insolvency ln '83., These are not exceptions. They are the rule.
Jersey City Medical Center, which was to have been one of the major beneficiaries
of the program declared bankruptsy. The courts have declared them ineligible for
that escape route, but none the less the hospital is broke. There will undoubtedly

be a batlout, not surprisingly at the taxpayers expense.

The appeals process was {nitially overwhelmed by largely justifiable complaints.
Even cursary attention to those complaints rendered the whole concept of prospective

payment fnoperable. Final reconctliation for the original 26 hospitals which entered
the program in 1980 were concluded for three in December of '82, bringing the total

to six of twenty six at last count.
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The quick fix for this problem is rather significant as to what can be expected.
The 198) proposed rates are accompanied by an offer of a 1% bonus if accepted.

At a seminar attended by fiscal officers from most of New Jerscy's hospital in
November 1982, Jeff Warren of the rate-setting Commission informed the audience
that the Commission was annoyed by appeals, would be inclined to reject most, and
suggested that they grab the 1% bonus whiie they could. They were further told
that if they®chose to file appeals, the Coﬁ;ission reserved the right to withdraw
the original rate package, and submit a new proposal, calculated by a different
formula, which could be expected to average out to several oercentage points lower
than the initfal offer. This highhanded attitude threatens to wipe out thé appeal

process, making the rate-setting process dictatorfal, without recourse.

Lest anyone think that the 1% bonus should be adequate to correct any minor over-
sights, let me present the following case. Middlesex County Hospital entered the
program in 1982, They appealed $9,000,000 in assorted items. At last count, the
"unfriendly"” rate-setters had approved $7,000,000, disapproved $500,000, and were
still negotiating the remaining $1,500,000. h

After hospitals had spent montﬁé calculating their 1983 budgets, the stringent 1983
proposed rates arrived. Since retrospective calculations showed the projected COLA
type allowances for 1982 to have been in error (7%. rather than 9%}, the 1983 rates
were to be lowered by that 2% difference. The fact that 1982 amd 1983 expenditures,
particularly salary increases had been based on the Commission's erroneous estimate
apparently doesn't matter, The hospitals are to be held accountable for the error.
The silver lining to that cloud is that 1t should prove to those who need concrete

evidence that central regulators are incapable of accurate projection.

In addition to my other duties I am President of the Medical Staff of Riverside
Ceneral Hospital in the Hackensack Meadowlands. Riverside is the sole remaining
proprietary hospital in New Jersey. The rate-setters refuse to permit any further
allowance for return on investment, As a result this highly succes%ful and highly
respected institution will be forced to sell. So much for conpetition and Free
Enterprine in New Jersey. Meanwhile, the altered cilculations make it imperative
that the 1983 budget be cut by $500,000., We are being asked to cut services to
whatever degree is possible, think twice about potential cost-overrun admissions
and discharge marginal cases early. Next year thesgpressures can be expected to

be stronger. In other institutfons, they already are. Orwell's 1984 comes next.
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MSN.J has repeatedly requested fn writing ro he Informed by the state Department
of Health and the HRET evaluation team of any evidence that the quality of care

has been improved. For obvious reasons, there has been no response.

[ trust that you have been given copies of Volume 1 of the HRET DRG Evaluation.
Despite my misgivings regarding the composition of the organization, their report

is most enlightening, in a negative way. Don't be overwhelmed by its bulk. It

can be catagorized best as underwhelming. 33 of the B0 pages are devoted to the
bibliography. Most of the references are technical, theoretical, and questionable.
14 additional pages are tables which report on 3 serial survevs of participating
hospitals. Failures of response and high "no opinion" percentages make the statist-
ical validity suspect. My favorite Is the question as to whether the DRG method of
allocating costs is reasonable. 23 1981 entries into the system answered as follows:
30.4% Yes, 30.4% No, and 39.1% No Opinion! If that had been an election, "none of
the above' would have won.

The double-spaced text 1s an easily readable 31 pages. The conclusions, half of

page 31, are all that 1s really significant. As I have already noted, they are
inconclusive. A vital question is raised as to whether the costs of compliance and
implementation may not be greater than projected claims of cost savings. No mention
is made of the regulatory costs. It is my belief that once total costs are computed,
there will be a tremendous negative balance. As a cost containment program [t is
not~ cost- effective. The {nterminable wait for absolute confirmation of that fact
will permit irreparable damage to the traditional concepts of healthcare firancing.

State Senator Carrett Hagedorn best summerized the program when he asked a Department
of Health witness, " Are you telling me that you want the health insurance subscribers
to subsidize the costs of Welfare?" There was no denial.

Hospitals, in every catagory, are coming to realize that they will not be among the
ultimate "winners'", but the; are still trying to make the best of a bad situation.
Commercial-lnsurers see the system as giving the a competative edge vis a vis Blue
Cross, and Blue Cross {s afraid to complain. Rates for both must continue to rise.-
The only real winners are the bureaucrats and the politicians, They continue to

make a comfortable living, screwing up other people's liives.

1'11 survive, because I'm tough. The hospitals will survive, because they must.
The aged and the infirm are the biggest losers. They will succumb to what will be’

referred to 2s fiscal euthanasia, but, unfortunately, it will be far from painless.

ARkRkkkhkhhkhk
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Senator DURENBERGER. Dr. English.

STATEMENT OF DR. JOSEPH ENGLISH, M.D., CHAIRMAN, DEPART-
MENT OF PSYCHIATRY, ST. VINCENT'S HOSPITAL AND MEDI-
CAL CENTER, NEW YORK, ON BEHALF OF THE AMERICAN PSY-
CHIATRIC ASSOCIATION

Dr. EncgLisH. Mr. Chairman, I am Dr. Joseph English, director of
Psychiatry at St. Vincent’s Hospital, which is a voluntary teaching
hospital in New York City. We provide 60,000 inpatient days of
care to psychiatric patients, and 100,000 outpatient visits a year. I
am representing those patients and those physicians. For the
27,000 American psychiatrists, it is a pleasure to be here this morn-
ing to discuss with you this new prospective reimbursement propos-
al, and to identify with your previously expressed sentiments, and
those recently expressed by Senator Dole, concerning the implica-
tions of this and other prospective reimbursement methodologies
for the mentally ill.

We identify with your problem because if the medicare program
goes broke, it is the psychiatric patient who is very often affected
first in this kind of a fiscal dilemma.

So I want to say first of all that we support changes in reim-
bursement under medicare or any other system that is more effi-
cient and more effective in providing incentives to hospitals to be
more cost effective than the current system. I mean to give you one
example of this that we have been concerned about for a long time.
The fact that the medicare outpatient benefits for psychiatric pa-
tients is still limited to $250.00. It still is in 1983. Our estimate is
that the current benefit in 1983 dollars is worth about $62.00. And
I mean that is an enormous disincentive through the reimburse-
ment system to more cost-effective care of the medicare patients.
Now that is not precisely what you are discussing this morning,
but we have been on record for better retmbursement and what I
would like to do is raise with you just a couple of particular con-
cerns relative to the present proposal before you that are specifical-
ly problems for psychiatric patients.

The first is the fact that the Secretary has exempted private psy-
chiatric hospitals from this reimbursement approach. And we en-
dorse that. And we commend the Secretary for that because he had
a very good reason for exempting them. And that is the fact that
he points out in his submission to you that this methodology has
not been studied in private psychiatric hospitals. That the 14 DRGs
that apply to psychiatric patients have not been tested there. We
would welcome the opportunity to see that occur, but it has not.
We welcome that exemption.

But our concern is that the 32,000 inpatient psychiatric beds in
general hospitals, such as ours in New York, the largest provider of
psychiatric services is included despite the fact that the study has
not been done there or in private psychiatric hospitals or in gener-
al hospitals with scatter beds. And we feel that is an unfortunate
problem, and we would appreciate an exemption there until those
studies could be done. And we would welcome the opportunity to
participate in that.
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“Second, we have concern about the impact of this approach on
something like liaison psychiatry, which has begun to prove its cost
effectiveness. For example, if patients in a general hospital for
other reasons—for example, some studies that we want to submit .
with our formal testimony—that are there for hip fracture surgery,
have the advantages of liaison and consultative psychiatry—studies
indicate that the length of stay of those patients lzlras been reduced
from 42 days to 30 days compared to patients without those consul-
tative services. That's a 28.6 percent reduction, and has enormous
dollar implications. We are not sure how liaison psychiatry would
be affected under this DRG methodology.

We also share concerns relevant to cost shifting. And I know you
have heard a great deal about that so let me not repeat it.

But in addition to that, we are concerned about the tensions that
could be created between the administrator of the hospital and the
practicing physicians around such issues, for example, as arbitrar-
ily shortening length of stay. In order, for example, to help the hos-
gital offset its uncovered costs. The patients that have no reim-

ursement at all. We would anticipate that kind of pressure.

We would anticipate pressures for other patients to lengthen
their stay so that they become outliers and become cost reim-
bursed. That may be true of any patient, but psychiatric patients
and their physicians would be particularly vulnerable to that kind
of pressure from administration.

We also share some concern from a State where prospective re-
imbursement has been underway for a long time in that it can
spawn an enormous bureaucracy. Perhaps you have seen the stud-
ies that have been done in New York State that now indicate that
$.25 out of every dollar spent in New York State for health care
supports that regulatory bureaucracy. We understand the need for
some regulation, but we see the potential in this system for ex-
panding the dollars that go to the support of that kind bureaucracy
rather than patient care.

We are worried about the impact of this new prospective reim-
bursement approach on new technology, and new biomedical re-
search and its application in the hospital. This is particularly true
in psychiatry. Three of the last Nobel Prize winners have received
those awards as a result of brain research. This means that in rela-
tionship to the treatment of dementia, the treatment of Alzheimers
disease. The CAT scan’s equivalent for psychiatric patients, the
PET scans are going to become increasingly important and very
used. Where is the front end money, the incentive, to the hospitals
to make that kind of equipment available as an application of new
research findings going to be within this particular reimbursement
methodology? We don’t see that clearly. )

Finally, Mr. Chairman, I would like to suggest as a part of our
support, and wish to help you with this shared dilemma, that you
look at some other things that the American Psychiatric Associ-
ation has done, which we believe is less arbitrary than this particu-
lar method of prospective reimbursement. For example, the effect
of our peer review program, which I know you are well aware of,
that we now have underway with commercial insurers that have
saved substantial amounts of moneys by good and adequate review
of care. We do not believe that the possibilities of that approach,
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not only for quality of care, for savings in the cost of care have
been explored.

We have mentioned to you some chaages in medicare in terms of
incentives to outpatients care that could be helpful.

I think we would want to end by saying that whatever method-
ology you adopt, we want it to be applied to the psychiatric patient
as well. We do not want a different system of reimbursement
worked out for the psychiatric patient because wherever that
occurs, the psychiatric patient loses. The psychiatric patient is a
patient like any other so we would endorse whatever approach you
come out with, but we think that the psychiatric patients ought to
have the equivalent study. We appreciate the current exemption
for private psychiatric hospitals. We would like to see it extended
to general psychiatric hospitals, but only until equivalent studies
can be done there because we recognize that things have to be done
to change the current reimbursement system.

Thank you, Mr. Chairman. ,

Senator DURENBERGER. All right. Thank you very much.

[The prepared statement of Dr. English follows:]
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Mr. Chairman and members of the Subcommittee:

My name is Joseph English, M.D., and I am Chairman of the Council on
standards of Practice and the Economics of Psychiatric Care of the American
Psychiatric Association. I am also Chairman of the Department of Psychiatry
at St. Vincent's Hospital and Medical Center in New York City.

I am pleased today to have ‘this opportunity to testify on behalf of the
American Psychiatric Association, a medical specialty society representing
over 27,000 psychiatrists nationwide, on the issue of prospective payment for
hospital services, an issue which affects -- directly or indirectly --
countless numbera of individuals now diagnosed or to be diagnosed as mentally
111 and many more individuals with a serious physical illness and a
complicating mental disorder

At the outset, it is important to note that the APA shares Congress'
concern with the spiraling cost of both public and. private sector health care
delivery, particularly in this time of budgetary crisis in the Social Security
system and high unemployment. We believe, as does the AMA, that the public
and private sectors must seek answers not only to the question of medical care
cost, but also to the equally pressing question of access to quality medical
care., It is incumbent upon us to reconcile both of these 1ssues, without
compzomiéing either.

We recognize that the propsective payment approach outlined by the
Secretary before the Committee just two weeks ago is one solution to run-away
Medicare costs, just as "catastrophic health insurance" plans were several
years ago, or "hospital cost containment" was in the not-too-distant past.
However, as then, we must urge caution. Implementation of a nationwide
program -~ whether uader uod{we and/or Medicaid, or stretching further to an

"all-payor" approach -~ withoaut a full evaluation of an adequate number and
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range of demonstrations is imprudent. We urge evaluation to include looking
at the impact of the demonstrations' payment methodology on the quality of
ca:e,lnot looking simply at cost-efficiency studies. We note, for example,
last year's Government Accounting Office letter report to Senator Packwood
(May 10, 1982) which noted: “There is a point when a reduction in
reimbursement could adversely affect access to and/or quality of care for
beneficiaries.” ihe cnly recent data bearing on this issue and cited in the
Secretary's Report on prospective payment, are preliminary at best, and ianple
only 59 DRG categories. The preliminary findings of the Abt Associates report
did not address the question raised in the GAO report, nor do other
evaluations of prospective payment systems to date.

Thus, Mr. Chairman, we do not, today, know what that turning point of
reimbursement versus quality of care is,

We commend the Secretary for his thoughtful and deliberate exclusion of
private psychiatric hospitals (and a number of other facilities) from the
proposed DRG prospective payment system. We are gratified that he has
recognized that DRG data were not “"developed, tested, or applied in these
types of facilities, nor do the DRGs group the case types and associated
resources expended by these types of institutions.”

There 18, however, an anomoly here. While psychiatric hospitals per se
have been excluded -- at least until an appropriate DRG profile can be
developed and tested -- psychiatric units of general hospitals are clearly
part and parcel of the proposed system. They are included notwithstanding the
apparent admission by the Yale team that the 14 psychiatric diagnostic
groupings contained in the Yale-developed DRG listing to be utilized under the
measure, were themselves never validated in any setting, whether general

hospital, general hospital psychiatric unit, or private psychiatric
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facility. We understand further that these 14 groupings have neither been
subject to serious scrutiny in the New Jersey prospective payment experiment,
or any others utilizing the Yale schema.

How, then, can this listing be seen as a valid and reliable measure of
either the nature of a psychiatric diagnosis made in a general hospital, or a
tool from which the Administration can calcuiate a fee schedule?

The validity of this’/nsting is particularly critical for psychiatry
where diagnosis per se is not always a good predictor of utilization and
therefore of cost. 1Issues such as the severity of illness, not necessarily
adequately encompassed by the DRG system, are of particular import in treating
the psychiatric patient. 1In short, to badly quote Gertrude Stein, it is not
always the case that "a psychotic is a psychotic is a psychotic."

Data have recognized wiae disparities in length of stay -Eor psychiatric
patients -- both across type of facility and across diagnosis. This can be
attributed to a variety of causes, including those regional variances cited by
' the Secretary, but also including the severity of the illness itself, We
know, for example, that there is a significant difference between the length
of stay for the psychiatric patient between the general hospital psychiatric
unit and the psychiatric bed in a smaller general hospital. The DRG system
would utilize an average length of stay to calculate payment. This does not
appear to be a clinically sound reimbursement practice. It could be likened
to providing the same base payment to a hospital which provides treatment to a
coronary patient in a coronary care unit as contrasted to treatment in a
general ward capable of providing coronary care. They are simply not
comparable.

Yet another aspect of the length of stay issue as it affects the
psychiatric patient relates to the availability of an outside support system
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for the patient. 1In New York, for example, absent such a support system, a
patient may require a greater length of stay until either an appropriace home-
based care system can be found, or a long~term care facility bed becomes
available. The lower the level of outside support, as a whole, the more
likely the onger the stay. The DRG system ostensibly factors in "routine
treatment” with "complications." However, at what point does the routine
become a complication, and moreover, at what point does a “complication®”
become an example of an ‘outlie}' case; and therefore reimbursible at cost?

These questions are difficult to answer with respect to those portions of
the DRG listing which have been tested and validated adequately. They are
nearly impo.sible to determine with accuracy for the 14 psychiatric categories
which have not necessarily been subjected to appropriate validation to date.

Without such validation; we:wculd urge extreme caution and recommend
against applying the DRG system at this time to psychiatric patients in any
getting, not just those now proposed for exemption under the Administration's
program.

We understand that the Administration plans to study how to bring
psychiatric hospitals and other exempted categories under the proposed DRG
plan in the future. We believe that treatment patterns for psychiatric
patients as a whole including serious review of the "severity" issue --

regardless of their treatment getting -- should be reviewed carefully before

being includéd under the DRG p;an. -

At the same time, we recommend that the Administration specifically and
carefully scrutinize the so~called "outliers®" within the proposed program ~--
the high-cost users of hospital~based services -- with an eye toward
developing a more responsible, cost-effective means of managing such

patients., We note, for example, that the costs of what has become known as
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"liaison psychiatry* would not necessarily be factored into a DRG
reimbursement scheme, yet liaison psychiatry has been found in a growing
number of studies to be a cost-effective, length-of-atay-r2ducing pattern of
practice. Levitan and Kornfeld, for example, have found that in a year-long
comparison of the post-operative course of a group of 24 elderly patients who
had undergone surgery for repair of hip fractures and who had available
liaison psychiatric services with a similar group of 26 patients who had the
same kind of surgery but did not receive the liaison services, the group
receiving psychlatric liaison cars required an average of 12 fewer days of
hospitalization (30 versus 42 days -- a 28.6 percent reduction). This
resulted in an estimated savings of $193,000 over the course of that year
(with the liaison services costing §$10,000 for the same year). Moreover,
twice as many patients who had psychiatric liaison services were able to
return home rather than to nursing homes or other less cost-efficient
institutional settings,

Similar findings were made by Mumford, Schlesinger and Glass in a review
of 34 controlled studies investigating the effect of psychotherapy
interventions on recovery from surgery and heart attacks. Their review found
that on the average, psychotherapeutic intervention reduced hospitalization
approximately two days below a control group's average of 9.92 days.

Mr. Chairman, I have appended these studies to my testimony and ask that
they be made part of the hearing record.

We believe that interventions, such as provided by liaison psychiatry,
could be lost as thée result of the imposition of the DRG system which would
not include such costs as part and parcel of routine medical treatment for a
physical disorder. They are found to be cost-effective and a factor in

legitimately reduced lengths of stay. They should have a place within the



42

system, if it is to be enacted.

Yet another aspect of the "outlier® or high utili.er concept which has
been identified in the literature is the fact that patients with untreated
mental disorders are high users of medical care and that a secondary diagnosis
of mental disorder often leads to an increased utilization of other medical i
care -- more often than not, repeated hospitalization. Under a DRG system, a
hospital would have the opportunity to charge for treatment of a primary
illness (the one for which the patient was actually hospitalized) or for the
treatment of the secondary mental illness. Clearly, the higher-priced code
would be chosen -- the physical disorder, again notwithstanding the fact that
the treatment of and therefore reimbursement for the secondary mental illness
could have actually saved other hospital-based health care costs.

I will turn to issues suéh as those implied by the foregoing paragraph,
including issues of code manipulation, cost-shifting, multiple admissions,
;tc., in a moment. However, there is one potentially pernicious impact of
DRGs which needs to be addressed in somewhat greater length: its impact upon
technology development and health research.

Secretary Schweiker noted in his Report on Prospective Payment that PPS
"will encourage hospitals and physicians to develop convincing evidence that
costly new technologies are both efficacious and cost-effective... allowing
new or more costly patterns of care to be introduced in a more systematic and
deliberative fashion.”™ The fallout from such a policy could be seriously
damaging to this nation's biomedical and behavioral research community, and
ultimately to the patients who migh benefit from such breakthroughs in
technology. 1In the past, psychiatry has not been in the vanguard of
technological advances, However, today, we are upon the threshhold of major

breakthroughs in the diagnosis and treatment of dementia, of Alzheimer's
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disease. The PET scan -~ the brain related relative of the CAT scan -- is now
in prototype form. As both research outcomes and technology become
inzreasingly available in our field. how can we be certain that these
breakthroughs will have their appropriate and necessary impact upon the
hospital-based practice of psychiatry under the current DRG proposal? Who
will weigh the value of successful treatment against the cost of equipment?
Who will determine a particular new technology's "cost-efficiency?"

Much of the current technological advance being made in psychiatry is
aimed directly at the most chronic of the mental illnesses -- schizophrenia,
organic brain syndrome, dementia. Many persons suffering from these disorders
are treated more frequently in the general hospital setting ~~ particularly
those suffering from organic brain syndrome and dementia. This burgeoning
technological explosion is aimed at appropriate diagnosis of these disorders
and charting clinical progress. New technology can help modify treatment
costs downward, notwithstanding its initial costs for procurement.

Worst, if the system is set in place solely for Medicare populations,
more often than not, those who could benefit to t@e greatest degress from
these impending breakthroughs, could we not be establishing a two-tiered
system of care, where the technology is available for those privately insured,
and prohibited for the Medicare beneficiary?

Other issues which arise as the result of the proposed system hive been
mentioned by other witnesses before this Committee, but bear repesiing, since
they affect the Medicare psychiatric patient in the general hospital setting
in as lmnediat; a way as they do other Medicare patients in such facilities.
They have a potentially pernicious effect upon matters such as quality of
care, abuses of the system, privaie insurance carriers (including the insured

population they serve) and ultimately the Medicare beneficiary him or herself.
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In order to assure a positive-cost benefit to the hospital for the
Medicare benficliary receiving treatment under a DRG system, hospitals have a
number of options. Some of these may be decidedly positive, such as ensuring
that unnecessary testing and services are not provided, or ensuring that, to
the maximum extent possible, individuals are not kept in the hospital beyond a
responsible recovery period for their specific illness (including some-
recognition of the severity issue). However, other methods of ensuring a
*match" between Medicare patient and DRG reimbursement are potentially fraught
with problems. ‘

These include:

(1) arbitrarily shortening hospital stays by a day or two. This has the

ironic effect, particularly in the elderly Medicare population, of 11ke1§
leading to rehospitalization, Obviocusly, the hospital could then be
reimbursed for each stay at the DRG-appropriate reimbursement level, in
lieu of simply bearing the cost of an additional day or two of care beyond
the DRG level, if warranted, This is clearly cost-ineffective, and also

has repercussions for the beneficiary and his or her family.

(2) DRG code manipulation. This is a variant on the above-cited

problem, In this case, a patient has several serious problems. The
hospital may choose to treat all of them and be reimbursed for the most
expensive DRG category. Alternatively, the hospital could choose to treat
one illness, discharge the patient, readmit for a second diagnosed
illness, treat, etc., and thereby be able to collect payment for each of
the multiple diao:dera from which the older patient is suffering., Such a
*revolving door" approach to hospital-based treatment is not only cost-

inefficient, it is not good medicine.
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(3) shifting Part A costs to Part B. 1In order to hold costs below a
particular DRG reimbursement level, a hospital may require that tests and
other diagnostiq practices be completed on an outpatient basis, in lieu of
the hospital setting. The patient is then admitted with the diagnostic
charges being made to Part B, and therefore not applicable to the DRG
reimbursement. This ia a cost-ghift within the Medicare syateuritself
which, while not necessarily inappropriate, should be recognized for what

it is: a shift, not a szvings.

(4) extending hospital stays to the extent that a patient would qualify
as an "outlier,"” and therefore be reimbursed on a cost basis, Short of
such obviously extended stays, a hospital simply could shift cost above
that provided by the DRG reimbursement level to other p:ivatély insured
patients -- the “cost-shifting" about which this country's insurance
industry is deeply concerned. The APA shares that concern, particularly
since such cost-shifting could ultimately have a damaging effect upon

private insurance benefits,

We believe that good utilization review -- peer review of the care
rendered Medicare beneficiaries -- could help resolve some of these
problems. However, we also believe that physicians alone do not bear the
responsibility for the spiraling costs of hospital care for the Medicare
patient. Hospitals and their administrators share in that responsibility.
The setting of physician against hospital administration in an adversarial
relationship rather than a partnership to render quality health care is a

serious and real danger of this system if it is not carefully drawn,

17-992 0 - 83 - 4
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Ultimately, the group which could suffer most seriously from such a situation
ia the Medicare patient.

what the Department of Health and aumanmServices plans to set into motion
is a highly complex and regulatory system: complex but not enough to account
for the severity of a patient's illness; and one which, notwithatanding the
Secretary's comments to the contrary! will pose a requlatory nightmare of
paperwork, both at the hospital level and at the level of DHHS. This is
particularly true if, as has been proposed by some who have testificd before
the Committee, states are allowed to experiment beyond the Medicare
population. How, under such myriad of experiments, can the Federal government
ensure that Medicare Part ; costs are not actually increasing, other than
through detailed data-gathering far in exceas of what we experience today?

Both the medical profession and the government want an efficient, cost-
effective system of quality health care for the nation's elderly and disabled
now under or scon to be under the Medicare program, We posit that some of the
problem is inherent in the Medicare system itself which cofitinues to place its
emphasis on short-term acute-care hospitalization (and I emphasize
hospitalization), in lieu of lower cost outpatient alternatives to that
care, 1If, as the Secretary's Report notes, some hospital-based activities
will and should be shifted to the out-patient sector, then Medicare Part B
should be looked at carefully for gaps in such less costly outpatient care
which leave no alternative to the medical profession but to hospitalize the
patient.

Notable emong these is the continued capping of benefits for the
outpatient treatment of mental illness to a $250 Federal shaia, matched by a
similar patient copayment. We know that the cost<§E elderly Medicare

beneficiary outpatient charges (reasonable charge per enrollee) has increased
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more than fourfold since 1967 up t;om an average of $103.44 in 1967 to $416.92
in 1981)., Yet there has béen no recognition of the gmpact of such increased
cost upon the treatment of mental illness. If we were to assume the same
increase for the treatment of mental illness over the same 14 year period, the
$250 limit is ‘now worth 1/4 of what it was in 1967, or $62.501 That is hardly
cost~efficiency. Little or no effective intervention for depression or other
treatable, reversible disorders of the elderly can be p:ovided-at such a
level. The alternative is more expensive, not always necessary,
hospitalization,

As we have articulated before this Committee in the past in far greater
detail, it has been demonstrated widely that there is a positive cost-benefit
to the provision of outpatient psychiatric care, both in terms of offset
physical health care costs, and in terms of productivity. In the context of
the DRG hospital cost system and its potential diversion of patients from the
inpatient to the outpatient setting, its cost-enhancing and medically
appropriate benefits are shown in even bolder relief,

The implications of the limited outpatient psychiatrig benefit under
Medicare are evident as they relate to the DRG issue. They are even more
difficult when one seeks to impose a "competition® health insurance proposal
on the Medicare program. At the risk of repeating testimony presented
previously before this Committee, I must note that it is true that people are
not clamoring for better psychiatric benefits under Medicare., 1In part, this
i8 based upon misperceptions about the nature of mental illness and its
treatment; in part on an individual's denial of becoming the victim of mental
illness; and in part, it i{s based upon stigma. Since mental illness, as all
other illnesses, more often than not strikes in a random fashion, many of

those not suffering now from such an illness are llkely not to be thinking
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about insuring against such an illness in the future, particularly when they
deny ever falling victim to mental illness despite epidemiological evidence of
the incidence of mental illness. People often do not or cannot think about
what level of benefits they may require at some point in the future under a
particular health plan, and, unless they are insured against such an jllness,
the likelihood of greater costs -- both in less appropriate but insurable
care, and in lost productivity -- is irrefutable.

Before I close, Mr. Chairman, I would like to pose a basic question
regarding the philosophy underlying the DRG-prospective payment program. I
wonder how fixing costs across facilities represents any movement toward the
"competition" model proposed by the Medicare voucher concept and ultimately as
proposed by members of the House and Senate and the Administration as a plan
to encompass all health care. We find it difficult to reconcile these two
proposals, and thus difficult to reconcile the prospective payment system with
other proposed changes in the Medicare, Medicaid and private health insurance
systems now pending before this Committee.

In»sun, the APA urges extreme caution: caution in applying the DRG
system to inpatient psychiatric care in the general hospital setting; caution
with respect to the damages to biomedical research and technology development;
caution with respect to the potential for abuse of the system, whether
internally or as shifted to the private insurance sector; caution with respect
to the shift to greater reliance on a severely restrictive outpatient
psychiatry benefit; and caution with respect to the potential regulatory
nightmare the proposal as now developed could create, The APA believes that
there 1s a need to rein in runaway hospital costs under Medicare, but
recommends that appropriate testing and validation of several methods be
completed before launching a nationwide uniform program -- methods that look
at both cost efficiency and its impact on the quality of care.

The APA looks forward to working with the Committee in developing
appropriate responses to these critical issues. We appreciate the opportunity
to have appeared before the Committee on this issue of such critical

importance to medical care for the Medicare population.
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Clinical and Cost Benefits of Liaison Psychiatry

BY STEPHAN J. LEVITAN, M.D., AND DONALD S. KORNFELD, M.D.

A ligison psychiatrist participated in the
postoperative care of a group of elderly patients who
underwent surgery for fractured femurs. Clinical
outcomes for this group were compared with a
control group of patients who were not treated by a
liaison psychiatrist. Length of siay for the treatment
group was 12 days shorter than for the control
group, and iwice as many patients in the treatment
group returned home rather than being discharged to
a nursing home or other health-related institution;
therefore, a substantial reduction in the cost of their
medical care was effected. The authors suggest that
psychiatric liaison services should be viewed as a
potential cost containment mechanism for general
medical care.

-The field of liaison psychiatry has undergone great
.growth in_the past decade. Reifler and Eaton (1)
report that no less than SO adult consultation liaison
programs requested federal grant support for fiscal
year 1977. While it is generally assumed that liaison
services contnibute significantly to improved patient
. care, few studies have been conducted to confirm this
assumption. A review of the evaluation literature by
Cohen-Cole (2) revealed only two studies of patient
outcome. Dubovsky and associates (3) found a de-
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crease in mortality on a coronary care unit where =
liaison psychiatrist met regularly with the nursiny
staff. Adsett and Rudnick (4) found a decrease in the
number of psychiatric hospitalizations and emergen-
cies in a community-based family medicine practice
after the addition of a liaison psychiatrist. The impact
of liaison psychiatry on the cost of medical care has
not been studied; however, one study of short-term
oulpatient mental health interventions found reduc-
tions in the utilization of medical :are services as a
result of these interventions (5). The cost of these
programs appeared to be at least partialty offset by the
savings from the reduced medical care utilization.

Our liaison relationship with the orthopedic surgery
service at Presbyterian Hospital afforded an excellent
opportunity to study the clinical and cost benefits of
liaison psychiatry. Elderly patients undergoing emer-
gency surgery for fractured femurs are at high risk for
postoperative psychopathology. Thomas and Stevens
(6) studied the social effects of fractures of the neck of
the femur in older patients and noted that such frac-
tures frequently resulted in prolorged increased de-
pendence. .

Our study was designed to test the hypothesis that a
liaison psychiatrist could improve clinical outcome
and reduce the cost of medical care by favorably
influencing the postoperative course of patients aged
65 or over undergoing surgery for fractured femurs.
We predicted a reduction in the length of hospital stay
and an increase in the number of patients who could
return home after discharge.

METHOD

A liaison psychiatrist (S.J.L.), working part-time (10
hours per week), followed all patients aged 65 and over
admitted to a female orthopedic surgical unit for
emergency surgical repair of a fractured femur during
a &-month period (April-September 1977). Patients

_were seen within 72 hours of admission and fotlowed
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and treated by the psychiatrist until discharge. The
liaison psychiatrist, as a member of the treatment
team, worked closely with the house staff, the nursing
staff, the social service department of the hospital, the
attending stafl, the physiotherapy department, aides,
volunteers, and family and friends.

Clinical outcomes were defined as 1) length of
hospital stay, and 2) discharge disposition (the number
of patients who were '‘discharged home'' as opposed
to the number of patients who were discharged to a
nursing home or other health-related facility). Out-
come data were obtained from the hospital record of
each patient.

We will refer to the 24 patients followed by one of us
(S.J.L.) as the liaison group and the 6-month interven.
tion period as the experimental time period. The
clinical outcores in the liaison group were compared

. with the cliniczl outcomes in 26 patients who were nol
followed by a liaison psychiatrist but had been admit-
ted to the same orthopedic unit during the same
calendar months | year ecarlier for the emergency
surgical repair of a fractured femur. We will refer to
these patients as the control group and to their 6
months in the hospital as the control time period.
Comparison of liaison and controt groups revealed no
significant differences in age distribution (1 test) or
preoperative levels of functioning (Mann-Whitney U
test). All patients were ward patients. The same surgi-
cal technique was used for the repair of the fractured
femurs of patients in both the liaison and control
groups. To the best of our knowledge, with the excep-
tion of normal staff turnover, conditions on the unit
were the same during the experimental and the control
time periods.

To control for the possibility that any observed
significant decrease in the lengths of haspital. stay
would be due to some factor other than the interven-
tions of the liaison psychiatrist, we needed additional
comparisons. If.some factor was causing a decrease in
hospital stays in general, one would expect a decline in
the average length of stay for all patients admitted to
the surgical unit. Therefore, the average lengths of
stay for all patients receiving knee and hip surgery
(excluding fractured femurs) during the experimental
and control time periods were compared. The average
lengths of stay for all patients receiving total prosthetic
joint replacement (total knee and total hip) during the
experimental and control time periods were also com-
pared.

We used DSM-I1{ criteria to formulale psychiatric
diagnoses for patients in the liaison group. The follow-
ing are brief clinical examples of psychopathologicat
situations and typical interventions by the liaison
psychiatrist,

Postoperative Delirium

An §7-year-old widow, living alone with some as-
sistance from a neighbor, fell on a scatter rug. After
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surgery she was disoriented and delusional and had
visual hallucinations. The liaison psychiatrist started
her on thioridazine and her sympioms improved; he
helped the patient and her family to understand that
she was not senile (as they had feared). The family
wondered if they should give up the patient’s apart-
ment, but they were reassured by the psychiatrist that
her mental status would not deteriorate again. She was
sent home after discharge, and a home health care
attendant was provided.

latrogenic Organic Brain Syndrome

A 78-year-old retired actress, who lived with her
partially blind sister and employed a part-time house-
keeper, slipped on her newly waxed kitchen floor.
After surgery she was mentally dull, lethargic, and
somewhat ataxic, and her ambulation progressed very
slowly. Postoperative orders for 30 mg of flurazepam
at bedtime and § mg t.i.d. of diazepam bad been
renewed continually. Afier both drugs were discontin-
ued on the recommendation of the liaison psychiatnist,
her symptoms improved. The patient was discharged
home to the care of her housekeeper and arrangements
were made for a visiting nurse.

Postoperative Anxiety

An 80-year-old retired woman, living with her hus-
band, fell while getting out of her bathtub. Postopera-
tive attempls at ambulation were unsuccessful because
the patient was extremely afraid of falling. She cried,
required continuous reassurance, and refused to relin-
quish her special duty nurse. The liaison psychiatrist
prescribed diazepam with the strong suggestion that it
would help her to overcome her fear of walking.
Gradually her fear abated and she was able to walk.
Her daughter agreed to live in the patient's home
temporarily, after which a housekeeper would assist
the patient.

Famity Counseling

An 85-year-old widow, living alone, slipped while
getting out of the tub. After surgery she was frequently
confused and disoriented in the mornings. Her son
feared that she had become senile and prepared to give
up her apartment and request permanent placement in
an old age home. The liaison psychiatrist reassured
him that the elderly often react to surgery in this
manner and that it was usually temporary. The patient
had been receiving chlordiazepoxide for sleep regular-
ly since surgery; soon after jt was discontinued and
thioridazine substituted on the recommendation of the
liaison psychiatrist, the patient's disorientation and
confusion abated. The son agreed to the original plans
to discharge the patient to her home.

Behavioral Management Problem

An B3-year-old widow, living with a friend, fell one
night while wandering out of bed in & confused and
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agitated state. After surgery the patient became so
noisy and agitated every night that she had to be
wheeled into the hallway so that other patients could
sleep. The steff and her friend became discouraged. A
conference was held to formulate a vigorous treatment
plan: 24-hour special duty nursing care was ordered,
and the patient began taking haloperidol. The social
service department of the hospital contacted the pa-
tient's sister, who agreed to visit regularly, and sug-
gested that the friend bring in familiar objects from
home. Soon, although still confused during the day,
the patient was quiet and able to sleep at night. She
was discharged home and continued to take mainte-
nance doses of haloperidol.

latrogenic Depressive Reaction

An 82-year-old widow, living alone with the help of
a part-time housekeeper, fell at home. After surgery
the patient became apathetic and lethargic and experi-
enced some loss of appetite. She admitted to feeling
depressed and apprehensive. Previously unknown de-
tails of her history included successful treatment with
imipramine within the past year for atypical facial
pain; she had been receiving maintenance doses of
imipramine until the time of admission. After surgery
she became apprehensive that her maintenance imi-
pramine had not been reordered, but she did not
communicate her fears to the staff, Although aware
that her mood was becoming more and more de-
pressed, she did not associate this with the discontinu-
ation of the imipramine. The patient was relieved
when we discovered the oversight and restarted her
imipramine immediately. Before long her mood im-
proved, her appetite returned, and she looked forward
to going home. v

Liaiscn with Nursing and Physiotherapy Slaj ’

A 73-year-old woman, living with her sister, slipped
in the street. After surgery she was afraid to walk. Her
ambulation proceeded so slowly that her nurses began
to blame the patient and the physiotherapists avoided
her. A conference was held at which the staff ventilat-
ed these feelings and formulated a treatment plan;
after this the staff became enthusiastic about helping
the patient. Staff members began to spend more time
with the patient and learmed much about her early life.
The social worker contacted the members of the
church choir in which the patient had sung and some
began to visit her regularly. The program was a
success, and the patient began to walk again. She was
able to retur home to her sister's care, which was
supplemented by the visiting nurse service.

Depression Masquerading as Organio.; Brain
Syndrome (Pseudodementia)

An 8l-year-old widow, living with her daughter for
the past 4 months, feil while visiting her own apart-
ment. After surgery she appeared confused, distant,
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and apathetic and experienced a memory deficit for
recent events. Her daughter and the staff were con-
vinced she was becoming senile. The daughter consid-
ered giving up the patient’s apartment and Jooking for
an institutional placement. Closer scrutiny of the case
revealed that the patient’s husband had died 4 months
previously. The liaison psychiatrist considered a diag-
nosis of retarded depression. After he met with the
patient several times, she was able to cry and express
her grief at the death of her husband; she aiso ex:
pressed guilt for having become a burden to her
daughter. The staff was encouraged to offer attention
and support. Efforts were made to have the grandchil-
dren visit. The patient started taking amitriptyline,
after which her thinking accelerated gradually and her
memory for recent events improved. She was dis-
charged to her daughter’s home, and her retumn to her
own home in the near future with help from a home
health aid was planned.

Exacerbation of Schizophrenia

A T7-year-old woman was admitted to the neurology
service for evaluation of confusion and agitation.
Although restrained in a chair because of her agitated
state, she fell to the floor. She was transferred to the
orthopedic service. After surgery she experienced
hallucinations and delusions. An interview with the
family revealed a history consistent with paranoid
schizophrenia. Haloperidol was effective in relieving
her symptoms, ard the patient was discharged 10 a
rehabilitation facility.

Liagison with Social Service

A Tl-year-old widow, living alone, fell at home.
Because her medical history included a diagnosis of
chronic schizophrenia, her application to a nursing
home was rejected. The social service department
conveyed the psychiatrist's opinion to the nursing
home staff that the patient's schizophrenia was well
controlled with haloperidol and that she would not be a
management problem. As a result the application was
accepted.

RESULTS

In the liaison group 17 patients demonstrated psy-
chopathology, and 9 received more than one psychiat-
ric diagnosis: organic brain syndrome, N = 10; adjust-
ment disorder with depressed mood, N =8; adjustment
disorder with anxious mood, N = 7; major depressive
episode, N=1; and schizophrenia, N=1. Because
there was one death in the liaison group and three in
the control group, for statistical analysis the sample
size for each group was 23.

The lengths of hospital stay were compared by
computing the difference between group medians. The

\
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median was 30 days for the liaison group and 42 days
for the control group. The difference between the

groups was significant (Mann-Whitney U = 185, p<.05).

In the liaison group 16 patients went home and 7
went to a nursing home or other health-related institu-
tion. In the control group 8 patients went home and 15
went to a nursing home or other health-related institu-
tion. The difference between the two groups was
significant (x? = 4.27, p<.09).

We found no significant difference when we com-
pared the lengths of stay for all patients receiving knee
and hip surgery (excluding fractured femurs), even
when an extremely liberal a=.1 was used (Mann-
\hitney U= 697, n.s.): during the control time period
there were 33 patients who had a median stay of 17
days; during the experimental time period there were
44 patients who had a median stay of 19.5 days. The
siight difference that existed was in the direction of
longer hospital stays during the experimental time
period.

We also found no significant difference when we
compared the lengths of stay for all patients receiving
total prosthetic joint replacement (Mann-Whitney
U=119, n.s.): during the control time period there
were 18 patients who had a median stay of 21 days;
during the experimental time period there were 19
patients who had a median stay of 25 days. The
difference that existed was in the direction of longer
hospital stays during the experimental time period.

The greater number of deaths in the control group,
three as opposed to one in the liaison group, was not
stziistically significant.

DISCUSSION

As predicted, we found significant dlﬂeu«nces in
both measures of clinical outcome between the liaison
and control groups. The median length of hospital stay
was 12 days less for the lisison group than for the
control group, and (wice as many liaison group pa-
tients were dnscharged home. Addmorul compansons
for control purposes d d no g
cy toward shorter hospital stays dunu the upenmen-
tal time period. In fact, if anything, these comperisons
suggest a general trend toward longer hospital stays
during this time period. It is, therefore, unlikely that
some unrelated variable produced the reduced length
of stay in the liaison group. We conclude with reason-
able certainty that the observed decrease in length of
hospital stays was attributable to the interventions of
the lizison psychiatrist. Of course, shorter hospital
stays in the liaison group may be in part a function of
the enhanced ability of these patients to return home.
Patients who are unable to return home may stay
longer because they have to wait for a bed to become
available in another institution.
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The current average daily rate for hospitalization in
the New York metropolitan area is greater than $200 a
day. At $200 a day, an average reduction of 12 days
per patient, for 23 palients, would amount to a savings
of $55,200 over a 6-month period, or $110,400 per
year. In the New York metropolitan area, the average
costs for institutional care of the elderly vary from
$300 t0 $500 a week, and the cost of home care
averages no more than $200 a week. Therefore, home
care offers & minimum savings ot $100 a week. Eight
more patients in the liaison group than in the control
group were able to retum home; assuming that all
patients in our sample lived 1 year after discharge, a
savings of $41,600 would accrue. If the study had been
conducted for a full year, thus doubling sample size,
the savings would have been $83,200. Hence, we
estimate that the work of one liaison psychiatrist
resulted in a projected savings of $193,600 over the
course of | year. At the time of the study the psychia-
trist’s annual part-time salary was $10,000.

Psychiatric research in the general hospital presents
well-known problems for experimental design. Metho-
dologic considerations for defining independent vana-
bles, assigning controls, and measuring changes in
dependent variables are difficult when studying pa-
tients who have complex medical or surgical illnesses.
Therefore, a note of caution seemns prudent. Although
the observed differences in clinical outcomes of our
two patient groups seem to be the result of the
interventions of the liaison psychiatrist, it is possible
that other variables may have contrbuted to these
results. Additional studies of this kind are needed to
confirm these findings.

Our results support the hypothesis that a liaison
psychiatrist can improve clinical outcome and reduce
the costs of medical care by favorably influencing the
postoperative course of patients aged 65 or over
undergoing surgery for fractured femurs. We hope that
this study will serve as a stimulus for further research
to demensimate the clinical and cost benefits of liaison
psychiastry in other settings.
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The Effects of Psychological intervention on Recovery
From Surgery and Heart Attacks:
An Analysis of the Literature.

EMiLY MUMFORD, PHD, HERBERT J. SCHLESINGER, PHD, AND GENE V. GLASS, PHD

Abstract: A quantitative review of 34 controlled
studies demonstrates that, on the average, surgical or
coronary patients who are provided information or
emotional support to help them master the medical
crisis do better than patients who receive only ordi-
nary care. A review of 13 studies that used hospital
days post-surgery or post-heart attack as outcome
indicators showed that on the average psychological
intervention reduced hospitalization approximately

two days below the Zontrol group's average of 9.92
days. Most of the interventions were modest and, in
most studies, were not matched in any way to the
needs of particular patients or their coping styles.
Beyond the intrinsic value of offering humane and
considerate care, the evidence is that psychological
care can be cost-cflective. (Am J Public Health 1982,
72:141-151.)

Introduction

Most studies of the effects of psychotherapy on utiliza-
tion of medical services have cozsidered ambulatory pa-
tients in office practices and health maintenance organiza-
tions (HMOs). However, there is aldo evidence that the
patient’s al status < vy infl the time it lakes to
recover from acute episodes of severe illness or from sur-
gery. Such findings have obvious relevance for hea)@n care
planning and financing.

The literature documents many ways in which psycho-
logical factors can influence health and the use of medical
semces. and lhrce of these have puucul:r reievance for

in medical crisis: 1) ional factors may influence
lhe course of existing disease and recovery from medical
crisis;'-* 2) the patient’s emotional response to hisher dis-
ease may influence prescribing by the physictan;s ’and 3) the
patient's resp 10 symp and to medical advice can
influence the patient’s subsequent management of hisher
own diséase. -1

Impact of Emotions oo Disease and Recovery
Kimball found that, of 54 adult patients admitted for

who had been identified as ''depressed™ prior to surgery,
although these patients were not al more risk on the basis of
age, rating of cardiac functioning, or duration of illness."
Sime studied 57 women admitted for abdominal surgery and
found that high levels of preoperative fear were associated
with slower recovery, greater use of analgesics, and more
negative emolions."

Low morale was a significant predictar of death in the’
study by Garrity and Kletg that assesséd- 48 patients for
anxiety, hostility, and depression as comparéd“With calm-
ness and cheerfulness five days following admission to
intensive coronary care. Of the 12 patients who died within
six months of discharge, 10 had been characterized as
suffering from unresolved emotional distress, and previous
»hysical status did not explain the excess death rate among
the depressed patients.”

Zheutlin and Goldstein studied 38 panenls suﬂeruu
major cardiac insult and reported that the of
one Minnesota Multiphasic Personality Inventory (MMPD

“scale and a cardiac status index predicted more than 70 per

cent of the variance in pniepl recovery as assessed in a
cardiac work evaluation unit.'* Bruhn, Chandler, and Wolf
found that 17 patients with myocardm! infarctions who

open heart surgery, mortality was highest among p
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ty died had signifi 1y higher MMPI depression
scores than did survivors.??

Physician's Decision about Trestment

Kinsman, Dahlem, ef al, have studied the patient’s style
of emotional response to asthma as it influences medical

" decisions about treatment.%’ Patients who scored high on 3

scale of “'panic-fear symptomatclogy'’ tended to be kept in

cmr Psychology Service, Denver VA Medical Center, and profes-
Depu\menx of Psychiatry, Umvemly of Colondo School of
Medicine. Dr. Glass is profi hool of E
of Colorado School of Medicine.
Editor's Note: See also related editorial. p 127 this issue.

AJPH Fabruary 1982, Vol. 72, No. 2

the hospital longer than low-scoring patients although objec-
tive measures of airway limitation did not incicate greater
physiologic distress. These patients were often seat home on
higher d of medication than were p who had
scored lower on the ‘‘panic-fear’ scale. The differences in
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were not exg ble by objectively determined
physical statys.&* ngh panic-fear paln:nls may intimidate
doctors into allowing y hosp i Patients.
extremely !ow on panic-fear may, in denying sympioms,
seek medical care only when in acute distress and at a point
when hospitalization is required.”"

Patient’s Respoase to Medical Advice
Clinicians believe that a hopeful and cooperative patient

tends to have a smoother and swi recovery than a
depressed and uncooperative puienl.J:;!he hospital expe-
rience, a3 it is currently structured, may interfere actively
with the patient's willingness and ability to cooperate effec-
tively to achieve recovery. Not told what to expect next, and
sdmonished to rely on the experts, patients and their families
are disadvantaged when they strive to cooperate. Some
benefits from psychologically-informed intervention in the
studies to be reviewed may reflect correction of defects in
the social system i which recovery and recuperation are
expected Lo take place. Preparatory education and restruc-
turing delivery experiences enhance the ability of obstetrical
patients to cooperate with their physicians.®3' The litera-
ture we analyze here suggests similar benefits from emotion-
al and social support for patients recovering from medical
and surgical crisis

" P

Materials and Methods
Meta-Analysis of Psychological Intervention

With the help of a Medlars search (1955-1978) and
subsequent pursuit of key references through the Citation
Index, we located 34 controlled, experimental studies in the

blished and unpubdlished i e that tested the effects of

pmvndml psychological support as an adjunct to medically
required care for patients facing surgery or recovering from
heart attack.2.e.2-33

The term ''psychological intervention’> covers a wide

range of activities performed by psychiatasts, psychologists. ._

surgeons, anesthesiclogists, nurses, and others intended to
provide information or emotionat support to patients suffer-
ing disabling iliness or facing surgery. These activities range
from special programs to quite simple and inexpensive
modifications of, or additions to, required medical proce-
dures.

For example, in a study of the influence of psychologi-
cal preparation for surgery, the evening before surgery 25
male patients discussed their concerns and fears in a small
group led by a nurse. They were 10ld what to expect and how
to aid in their own recuperation. This group was contrasied
with a randomly selected control group of 25 male patients
who underwent similar surgical procedures with only the
routine care. The experimental patients slept bettet, expeni-
enced less anxiety the morning of surgery, and recalled more
details but fewer fearful or unpleasant images from the day -
of surgery. They suffered less postoperative urinary reten-
tion, required less anesthesia and pain medication, returmed
more rapidly to oral intake, and were discharged sooner than
the controt patients.

142

In each of the studies reviewed, the recovery of patients
who received information or emotional support in prepara-
tion for surgery, or during recovery from surgery or from
heart attack, was compared with that of a control group not
provided the special intervention. The Appendix Table sum-
marizes the circumstances and findings of each study with
the following information:

@ patients sampled

@ medical or surgical problem

© nature of intervention and provider

® sampling method used in the study

® size of experimental and control groups

® description of the outcome indicators

® effect size (ES) of the outcome mdmlon
The effect size (ES) of the is a standard
ized measure, the average difference between Lhe treatment
and control group on the qutcome variable divided by the
stendard deviation of the control group. The ES can be
interpreted in terms of the improvement or fuss that the
average member of the control group would experience if
given the experimental treatment. A positive ES in the
Appendix rables signifies the difference favors the group
receiving the psychological intervention.®

Results

The ESs for all 210 outcome indicators in the 34 studies
average +.49; the intervention groups do better than the
conu'ol poups by about one-half standard deviation. These

across ies; oaly 31 (15 per cent) |
of the 210 outcome comparisons were negative u@ 8 of the
negative ESs are contribufed by one study. -

Tabdle 1 is based only on the 180 ESs derived from well-
controlled studies that reported standard deviations. We
exclude measures from studies that did not either randomly
assign or carefully match experimental and controt patients.
We also exclude measures from studies that provided neither
standard deviations nor statistics that allowed for their
estimation.

Table 1 analyzes the ESs within 10 oulcome categories
segregaung psychological self-reported ''pain’* variables and

. other-rated, physiological or ‘'medical’’ variables. The ESs

based on external indicators are, for the most part, larger
than those for the self-ratings and average +.45 compared
with +.35. The highest ESs are for coopenation with treat-
ment, speed of recovery, and fewer post-hospital complica-
uons (events). One can conclude that in geaeral cooperation
with treatment influences both speed and ureventfulness of
recovery, an observation also made by Ley in his review of
studies of the effects of different types of pre-operative
communications on various outcome variables.%

The “psychological interventions'' described in the
Appendix Table can be categorized in terms of their intended
mode of action. Some studies lested educational methods
and approaches designed to provide patients with informa-
tion about their conditions and whal to expecl Other studies
tested vanous psych i ded to
provide reassurance, to sonen m:uanal beliefs, or in geseral
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TABLE 1—Average Effect Skes within 10 Outcoms Categories

Mesn S0 L
SeM Raungs
1. Pre-op anx., psin. +.32 73 6
2. Post-op anx., pain. + 38 59 32
330 +35
Other Rating and External Indicators
3. Cooperaton with reatment + 3¢ 40 1"

4. Pre- & Posl-0p pan-disiress
(other rated)

Post-op physiogical B
ndicalors

Post-hesp course (everts)

Days n hospal
Grand E =

g
g
g
4
§

3
s
&

+28 Lo . 2% '
+a7 42 13

+ 80 50 17

+ 28 47 13

+.60 34 10

+.25 28 10

+.45 N = 180
+.43

* Mot studus iciuded More than 0ne OUICOMe INKICIN CRINGOTY

to offer emotional support and relieve anxiety. Some studies
offered interventions of doth types In the Appendix Table,
reading down the turd column “"Nature of Expenmental
Group Intervention.’” one observes that psychotherapettic
approaches (ES = 41. sgs .65. N 87) seem rather more
eflective than educational approaches (ES +.30; sgs .S1; N
56) which are also effective. A combjnation of both ap-
proaches seems clearly superior to either alone {ES +.65;
sgs .45. N 40).

A subset of the outcome indicators is particularly impor-
tant for its cost implicauons. Thirteen studies repored 14
comparisons of the number of days hospitalized for the
ntervention and control groups. Ten of these studies pro-
vide adequate data for meta-analysis. The average difference
in days of hospitalization for the 10 comparisons weighted
equally 15 about two days in favor of the intervention group.*
Table 2 summanzes these findings [t can be argued that
studies with larger numbers of patients should ve given more
weight in deriving a composite. Reasoning also that a mean
should be weighted inversely to its vanance error, weighting
each by the sample size would be appropriate. The average
difference weighted for sample size and size of standard
error equals 2.37 days, slightly higher than the unweighted

. average. Hence a reasonable estimate of the true difference
between intervention and control groups favors the intecven-
tion group by more than two days.

Is this difference statistically reliable? The estimate of
about two days shorter hospitalization for patients having
psychological intervention is based on data from approxi-
mately 2,000 intervention and control patients across the
four comparisons. Seven studies gave the standard deviation
of hospital stay. The average standard deviation is 4.75 days
and ¢ = 7.32, significint at any ble level. If we

*One study not included in the analysis reported simply
“shorter stay " for patients givea information compared with control
patients.s’
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analyze the findings using the study as the unit of analysis a
significant 1 of 3.42 results.

We attempted to include the eatire population of inter-
*s1, i.e., all publiched and unpublished controlled experi-
mental studies of the ¢ffects of psychological interveation in
medical crisis.** One might suspect that unpudlished studies
would be more likely 10 contain negative results than would
published studies. Smith attempted to study whether pub-
lished studies aze biased in favor of positive findings. She
four.d that the average ES obtained by meta-analysis of data
from published articles is abdut one-third larger+midThe ES
from theses and dissertations that used comparable outcome
indicators and subjects.’* Two of the studies included in the
Appendix Table are unpublished.! 42 The effect s:zes for one

are siphtly negative, for the other quite positive.

Discussion

It is important to recognize thal these favorable effects
prevail even though the interventions were mostly modest
and not taifored to the needs of any individual patient. Since
patients differ in the way they cope with emotional and
physical threat, they might be expected to benefit most from
inters entions designed to complement their particular coping
styles The apparent superiority of providing both education-
al and emotional support may simply reflect increased
chances of meeting the needs of more patients when two
different types of intervenuion are offered.

A few studies offer evidence that the benefits of inter-
venlion are enhanced when the type of support provided is
matched to the individual coping style of the pa-

S*Afler we had completed our analysis, snother siudy was
published finding & 12-day shorter hospilal stay for a trestment
proup compared with # control group of eldecty patients operated on
for repair of fracturea femurs. Twice as many patients in the
treatment group returned home rather than to another institution *
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TABLE 2--Duration of Hospltaltzation for intervertion and Control Groups for Fourteen Studies

Intervenbon Group Control Growp
Mldcd') _Anr days Aversge days A
Prodiem w* d N hospratied N Orference (8) Sunderd Em,*
Archuleta, Plummer
& Hopking' (1377) 7.49 248 690 267 ~-59 43
Major surgery
Foﬂm & Kirouac™ {197€) 8.44 37 835 32 -0 50
ajor surgery )
LU\oor Janis & Wotter®s (1875) 5.64 AL 7.60 i5 1.96 - 37
Mapr surgery .
Gruen® (1975) 2.5 38 4.9 EC) 240 143
Myocardial infarction
= Surman, ot &% (1974} 13.40 -] 17.00 220° 380 e
Cardiac surgery
Schmit and Wooldridge* (1973) 9.70 25 11.80 25 210 1.07
Elective surgery
Undeman and
glmu' (1973)
lective Surgery
6.70 90 665 88 ~-05 45
Children 211 19 300 n & 69
Lindeman and
Van Astnam® (1971} 653 128 LYY 135 191 62
Mayor surgery
Delong* (1979) 8.17 31 7.18 3 101 50
Abdorninal
Andrew* (1970) 891 2 678 18 13 95
Hemia surgery
Healy>* (1968) - 181 - 140 500 b
Abdominal surgery
Egbart ot &/ (1964) - s1 - T8 270 1.08
Abdomingl Surgery
Kolouchs® 2 (1962, "64) 8.08 197 1240 “many 554 10
Elactive Surgery ~ " thousands™

Wsnumﬂummnmmgx
~ Data nsulficent 1o caiculate Sundary Error,

tient. 41022 A patient who copes reasonably well with,

the help of denial may find detailed explanations about
impending surgery or cardiac damage burdensome while
another patient who copes with stress by seeking informa-
tion and mastery could be reassured and helped by the same
explanation.a

Surgical intervention or treatment on a coronary care
unit may be viewed as a crisis as Whitehead defined it, “a
dangerous opportunity.'* Analogous to the risks and benefits
of medical and surgical interventions, the hospital experi-
ence itself may also be a dangerous opportunity for the
patient’s survival and subseq social and ional ad-
justment. The patient regaining hisher balance following a
medical crisis can change direction and assume new and
potentially better patterns of adaptation.*+! On the other
hand, if the dangerous opportunity is not seized, needless
incapacity may result. Survivors of heart attack range from
the cardiac cripple to those whose emotional and social lives
have been turned for the better.

The elaborate services provided in the surgical recovery
room of the coronary care unit leave litte to chance. They

144
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contrast markedly with the
provided to educate patient and family for rc:upcnuon
following hospitalization. In an action-oriented society, re-
potts of the considerable effectiveness of modest interven-
tions may command less attention than reports of ihe modest
effects of more Aamboyant interventions.

It is often argued that the medical care sysiem cannot
afford to take on the emotional status of the patient as its
responsibility. Time is short and costs are high. However, it
may be that medicine cannot afford to ignore the patient's
emotional status assuming that ‘it will take care of- itself.
Anxiety and depremon do nol ;o away by being lgnored
The psychological and phy gi pressions of
al upheaval may be th Ives d for the delicatel
balanced patient or may lead to behavior that needlessly
impedes recovery when surgery or medical treatment was
otherwise successful.

Usually advances in medical knowledge catl for large
invesiments in training, personnel, and equipment if patients
are 10 benefit. 1hus, a measure that promises to benefit
patients and to save money at the same time is newsworthy.

AJPH February 1962, Vol 72, No. 2
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APPENDIX
APPENDIX TABLE--The Effects of Psychologically-dnformed intervention on Recovery from Medical Crisie®
Samping Outcome
Method: Effect
n = szeof Sue (ES)
Swdy: Nature of Expen- {+ tevors
Aurors Padents Sampied mental Group inter- group® Expent-
" Prodlem venbon, Oursbon, = saeol Outcome ments
Cate o Procedurs . Provder control group® Inscaiors Growp)
Flagherty & Adults: Maor '. Reiaxation lechnique af 1st Random. - &. Post-op. Demerol +.78
Fizpalick® (1978)  surgery attampt 10 got out of bed, no=21 b. Incision Pain
POSt-0p. Nurse Ny =21 .
1 c
<
. Change in puise rate + 27
0. Change in raspiration + 80
Finesilver™ (1978) Aduits: Cardisc Specific information and Random: 4. Medication sdrivmsiered during
catheterization emotional support, 2 Ny = 20 2
and corotiiy 3953IONST ny =20 b. Mood adjectve checkiist
cneangiography 1. Af admission 1. Well-being + 04
2. Day before surgery: by 2. Happiness + .4
investigator 3. Fow + .31
4 Helplessness + .99
+ .18
. [ Qstrlss during hospitakzation
{nurse’s rating) T4
d. abon during catheterization
(nurse's rating) - ¢ a7
.. -cathetenzation rating by
patents of how “upset” they were
by proceduts + 24
Archuiets, Plummer  Aduhs: Major Prooporlvv- :nehnng by Randorn: a. Days hospralized -5
and Hopking' sutgery nurup'u A, = 248~ b. Ansigesics used - 08
{19 Wmm ny = 267 ¢. Forced vital capacity - .10
in d. Maximal midexpiratory fiow + 02
hospitals #. Forted expirabon volume at 1
second - .08
Fellon, Huss, Adults: 1at time 1. Preoperative information Randomn: 8. Days hospiaiized® s
Payne of a1l major surgery by nurse, photographs and 0y = 25 b. Ventitatory function
{1978) under general fims, average time 88 min. ny = 2§ 1. 24 brs. post-op + 05
anesthesla 2. 48 hrs. post-op - .38
3. 72 hes. post-op. -2
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APPENDIX TABLE—Continued
Outcome
Method. Efect
n = sz of Sue (ES)
Sudy: Nature of Exper penmental (+ tavors
Authors Pabents Sampled: mental Growp Inder- growp® Expert
and Medical Probiem venbon; Durston, Py = 220 of Outcome mental
Date or Procecurs Provder conol groug® indicaion Group)
€. Hear or arculatory comphcationss + .60
d. Muitiple affect adjective chackiist
(anuety) . + 28
o. Personal orentation inventory
1. Inner-directedness +1.53
2 Seff-regard + &7
3. Abceplance of sggression +.23
2. Ther Random: a. Days hospitakized 0.00
communication approsch ny =12 b. Ventiatory functon
by nurse, average time ny = 25 1. 24 s, post-op. 0.00
s 2. 48 hrs. post-op. - 048
3. 72 hrs. post-op -n
c. Heart or circulatory complications  +1.45
d. Muyltipie affect adjective checkist
(anxely) + a7
. Personal Onentation lnventory
1. Inner-directedness 0.00
2. Set-regard - .53
- 3. Acceptance of sggression - 85
Fortin and Agutts. Map? Preoperative education and RAangom- & Inpatient ambulatory activity + 43
Kirouac (1978) surgery raning by nurses 1 session n =37 5. Actrvities of daily iving
per wesk staring 15-20 days 0y = 32 1. 10 days post-op. + 8
before hosprahzanon 2. 33 days post-op + 79
¢. Days befora return 10 work or ysual
T level O actvity + 42
d. Anaigesics + 83
. . 0. Absence of pain and nauses at
' discharge + 89
1. Satslacton with hospitaization® -,
0. Days hosprtalized - + 05
] h. D-vsbuhmwkhxwucp‘
- days* -
Exper. = 23 8 days
Control = 260 days
1. Readmission or desth 0.00
Averbach, Ki . Aduits: Dental Audio-tape of specrfic Randons: 4. State anxiety
Cutter, ot o177 surgery information sbout surgery by 0, = 29 1. immediately aker inlervention - 38
(1978) dental student ny = 19 2. immediatety after surgery + 22
Gruen? (1975) Adults: Eclectic Verdal: Psychiatrist, Random. a. Days hosprahized + .23
Myocardia Y . & dey for 5-8 days “to n, = 3% b. Oays in intensive care + .49
Infarction awaken hope” ng = 35 €. Days on monitor + .36
d Number of patients with congestive
hean taiure + &
.. coogoslm hean failure, days per
-
1 waudpanmmnmmu + 50
1. Ventncuiar + .5
2. Supraventricular + .88
¢ Nurse ratings
1 Chest pain + 09
2 Other pan - 4
3. Depression + 25
o 4 Andely -8
5 Refusals of treaimen -
6. Weakness, exhaustion + 48
h. Physician ratings
1. Depression +.33
2. Anxiety - 05
3 ;:_u;lsmq Score + 08
4 ioty + .14
5. MAACL Anxl',':qm + .14
I. Nowls Adjective Checklist :
1. Andety + 00
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APPERDIX TABLE—Continued
Samping Outcome
Nethod: Efoct
N n, o= sae of Sze: (ES)
Sudy: Nature of Expert (¢ favors
Authony Pabeny Sampied: mental Group intec: * Expers-
and Medical Probiem yention; Duration; = sze 0l Outcome mental
Oete o Procedurs Provider ootrol group® inScators. Growp)
2. Surgency + 85
3. Elaton + 32
4. Affecion + 54
5. Sadness + R
- 3. Vigor + 30
j. Fout-month follow-up
1. Anxiety +n
: 2. Retarded activity 42
A ond Adults: Major Combination RET (Elis) and Random: 8. Nurses' rstings
Woller® (1975) Surgery lsaming theory (Kanter), n, =15 1. Amdiety + 85
peychologist, 20 minutes ny = 15 2. Abity 10 cope +1.15
b. Par cent of subjects requiring®
1. Sedatives + 0
2. Pain relievers +1.18
¢. Days hospeaiized* -—
Exper. = 564 days
Control = 760 days
Aduhts' Magor Preparatory information Random: & Nurses' rangs
Surgery only, psychologist 20 LSCRL] 1. - 8
minutes ny =15 2. Abikty o cope - 30
b. Per cont of subjects requiring*
1. tves + .8
2. Pain refievers + 42
c. Days hospriakzed® .
_. Exper, =724ays
Conlrol = 7 6 days
Melamed Chiidren: Fiim: “Ethan Has an Matched: 4. Measures taken post-niervention,
(1975) Tonais, hemnia. Operation™, 12 min,; Actors n = 30 but immediatety pre-op.
urinary surgery np= 30 1. Anxety scale of Personality
. for Children + a7
M 2. Bahavior Problems Checkiist
(not Laken) _—
4 3. Pamnar Sweat Index . + 75
. _ 4. Hosprial Fears Ratng Scale .., «+ 75
: s. of Arudety woaii=+ .60
- Obaerver Rating of Anxiety 0.00
- Ratng of Anxiaty 0.00
b. Measures taken 20 days Post-op.
1. Anxiety Scale of Personality
Inventory for Chiliren + .50
2. Behavior + .80
3. Paimar Sweat index + 50
4. Hospital Fears Rating Scale +.75
5. Ovsarver Rating of + .80
Mhum:mry 0.00
2 0.00
Voller and Childron: “Psychologic prepasation and  Random. 8. During blood lest
Visntsner' Electve surgery  Support” by same nurse | Ny = 48 1. Anuety + .10
{1975); Visintainer howr 2Cross 8 points in e hy = 3§ 2. Cooperstion + 80
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Johngon and Childran: Puppet therapy 1 time pre- Random: 4. Palmar Swest index Change Score
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for 19 expenmental subjects; ¢. Posl-op blood pressurs +1.10
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APPENDIX TABLE—Continued
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EDITORIAL COMMENT ON THE MUMFORD, SCHLESINGER AND GLASS ARTICLE

In thewr article. “"The Effects of Psychological Interven-
tion on Recovery from Surgery and Heart Attacks: An
Anatysis of the Literature.”” published in this issue of the
Journal.! Mumford. Schlesinger, and Glasy have made an
important couribution to our understanding regarding the

_ role of interpersonal skills in medical and surgical care Most
residency training programs have been designed so that
knowing when und how to perform a procedure or which
medicine 1o prescribe are adequate abihities. Skills in com-
municating with patients have generully been viewed as
n Y. but uni tant or placebo aspects of patient
care which are learned through expenence. As the “"ant’’ of
medicine, such techniques cannot be scheduled nor taught.
or so the stereotype goes: and they have no particular
influence on patient outcomes. Thiy cureful review article
sheds senous doubl on such notions.

The authors have drawn on a widely distributed htera-
ture for their review. Reports came from journals which

" serve primary cufe physicians. pediatricians. internists. sur-
geons. prychiatrists. immunologists, psychosomatic medi-
cine. anesthestologints, deatists, nurses. prychotugists, and
medical social seientists. The isolation of these investigators
inavariely of ficlds has probably impeded their influence on
medical and surgical practice.

tee either that they will acquire interpersonal sklls adequate
10 their 1asks. or that they will understand the importance of
such skills on patient outcomes. In this regard, the National
Board of Medical Examiners has recently established an
Interpersonal Skills Task Force to geperate test items which
address this important area.? It appears that. at least at the
level of certification and licensure. there is a growing aware-
ness regarding the importance of these skitls for prq’essvonal
competence “

An important corollary issue involves the assignment of
chinical responsibility for interpersonal skills in health serv-
ices. [t seems hikely that in time both consumers as well as
admimsirators of health services will recognize the impor-
tance of such trunsaclions 10 patient oulcomes. If heahh
professionals do not discharge these responsibililies dunng
their provision of services. it seems likely that others witi be
hired and trained 1o meet them. This can only add to Lhe cost
of medical care. as well as to the frugmentation and deper-
sonalization of health services

Ancther implication of 1his report concerns economics
The authors have demonstrated that the provision of educa-
tion und driefl psychotherapies tended 1o reduce cost. while
also reducing morbidity und mortality. Yet. the recent trend
In “health care insurance has been 1o reduce or refuse
recompense for such services. It is not [iKely thui a fee
submitted by a physician or surgeon for counseling or
education would be honored. nor that a hospital adminisira.
tor would permil nursing ume to be devoted to, similar
endeuvors. Thus, our current economic. political. and ad-
ministrative struclures obstruct the implementation of these
findings.

As with most Innovalive sudies, these findings raise
new issues for us. In particular, further attention should be
paid 10 the minority (15 per cent) of the findings which Jo not
support the hypothesis. As the authors 1adicate, we should

Another valuable contnbution by the authors has been
1o subdivide the general area of interpersonal skills manage-
ment into: 1) education and 2) to-one i . such
as discussion regarding the patient’s questions and con-
cermns—sometimes referred 10 as counseling or (in mental
health jargon} supportive psychotherapy. 1 umping all inter-
personal skifls into one broad category serves oaly to
obluscate the complex issues involved. It is of micrest that
the data support the utility of applying both approaches,
rather than employing just education or just a psychothera-
peutic modality. . .

.. What are the implications of these findings for the health
field? First, we must be much more concerned about training
health professionals in imerpersonal skills. such as educa-
tion, counseling. and retaxation techniques. This is especial-
ly true for those fields in which the primary emphasis has
been on the acquisition of biomedical information and tech-

_ nical skills. These disciphnes include dentists, most physi-
cians and surgeons, and many nurses. This is no1 10 say that
these professional groups must become “compleat’” psycho-
therapists: however, they must be able 1o educate and
counsel patients about the inedical interventions and techni-
cal procedures which they perform. Merely exposing stu-
dents and trainees to expenenced clinicians does not guaran-

not assume that education and counseling are necessanly
good for everyone despite general trendy. We need 1o know
when the application of these inlerpecsonal skilly is either
unnecessary or even counterproductive. So-called Haw-
horne effects, from such ific fuctors as
increased staff-patient interactions, may account for much or
all of the obServed differences. There remains the possibility
that other data supporting Ih¢ null hypothesis haye not béen
‘published. given the difficully in publishing YR feports.
Many humanistic and/or experienced clinicians will
view these data as merely exphicating the obvious. For many
others invotved in the provision of heaith services. the
results are not so obvious. As the Chinese-American medical
anthropologist Francis Hsu has observed. “'The Chinese
accept science if it is clothed as magic, while Americanrs
accept magic if it is clothed as science.” Many health
praclitioners view the application of interpersonal skdls in
clinical nteraclions as evidencing more of the magic of
medicine rather than its skillful and scieatific application.
We need such studies as these to provide enlightened and
effecuve health services which are both humanistic and
scienufic.
Joseptr Westersievew, MD. MPH, PuD

Address reprint requests to Dr. Joseph Westermeyer. Profes.
sor, Department of Psychiatry, University of Minnesats. Umiversity
Hospitals. Bov 393 Mayo Memonal Building 424 Delaware Streel
IS E . Minneapolts, MN §5455 Dr Wesiermeyer is als0 3 member of
the Journal's Editoriul Board
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Senator DURENBERGER. Are either of the two associations repre-
sented here on record with this committee in support of any pro-
spective reimbursement proposal for part A as we sit here today on

ebruary 17? We have geen at this now for a year or more. The
Chairman of this committee has been making that speech he made
this morning for at least that period of time. We mandated in
TEFRA an analysis of prospective reimbursement. We got the Sec-
retary to come out with recommendations in a relatively brief
period of time. We had hearings last summer on this. There is no
question that at least this committee—and 1 think the Ways and
Means Committee and other people on the House side—are headed
for the prospective payment. And the question before us is what form
should it take.

This hearing is for reaction to the administration’s proposal. But
my question is are either of these two major associations of health
care providers on record currently with a prospective reimburse-
ment pro .

Dr. Iéchenken.

Dr. SCHENKEN. Senator, we are not in the hospital business quite
clearly. We are physicians taking care of patients, and lots of them
in hospitals. We are on record as supporting the consideration of
g:ospective reimbursement. We have just testified that we would

willing to exist within the 223 limitations, but I think we must
be assured that any prospective reimbursement program leads to
the type of care that you and we want. And, therefore, I think our
suggestions have been toward that end, but probably not such that
we would present a plan for hospital reimbursement per se as that
is not our primary focus.

Senator DURENBERGER. Well, what is it then, Dr. Schenken, that
is in the final stages that you have indicated in response to the
Chairman’s questions?

Dr. ScHENKEN. Well, the American Medical Association devel-
oped last year a plan to develop a national health agenda that is
multifaceted involving business and labor and many other major
groups, including the physicians and hospitals. We hope when they
come up with their final program, at the end of this year, that
there will be guidelines that will help us and you in charting the
course.

Senator DURENBERGER. Well, maybe when you said the end of
the year, that answered my questions because by the end of the
year we are going to have some form of prospective payment. It
doesn’t make any difference whether you have a component in
there on part A financing or not.

Dr. ENcLisH. Mr. Chairman, I welcome the question because 1
think the American Psychiatric Association would recommend a
different approach to you based on our own experience. We would
consider prospective reimbursement to be an arbitrary methodolo-
gy that you may be forced to embrace. In contrast, a good peer
review.

Our own experience with peer review shows that the adequate
review of care can have majo: cost effective implications as well as
qualitative ones. That’s been our experience.

Senato: DURENBERGER. You are talking about _?eer review in con-
nection ‘with a cost based reimbursement system?

Dr. EnGLisH. That’s correct, sir.
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Senator DURENBERGER. All right. Dr. Primich.

Dr. PRIMICH. Sir, you will have to excuse me for being relativel
negative, but my purpose in being here was to express the experi-
ence of the New Jersey physicians who, we feel, are perhaps better
able as a group to judge what is happening with the New Jersey
system. N )

Now it has been projected without any substantiation, the major
impartial evaluation group, HRET, has—as of now, their conclu-
sions are inconclusive. So, quite obviously, there is nothing of sub-
stance that this experiment can be judged on, as yet.

The initial front loading of the system put the hospitals in a
pretty good position. And, I am constantly hearing about how well
the hospitals did last year, publicly. Privately, from the hospitals I
am hearing about how tight things got this year and the threat to
their survival next year. And, this whole approach where the New
Jersey Hospital Association went from opposition to neutrality to
support, back to neutrality—and my prediction is that if you can

-just be patient, you will find them back to a very strong opposition
cause this program—the built in ratchet is going to be very, very
detrimental, and its effect is already being felt by the physicians
where we are being mildly, at this stage, pressured to discharge
marginal pati: its ahead of time to save that day, to not admit—
and this is the big one as far as I am concerned. It's what I refer to
as de factor rationing—don’t admit that patient that your knowl-
edge of the DRG system tells you is going to cost us a rost overrun.
The little old lady, the poor—what’s the word? I'm sorry. In other
words, just those people that these whole programs were designed
to protect are going to be the first to suffer.
nator DURENBERGER. Where is that pressure coming from that
you talk about?

Dr. PrimicH. It's a very benign pressure at this point. It is just
saying, ‘“Look, doctor, you work in this hospital. It’s a nice hospital.
We want it to survive. You want to have a place to take your pa-
tients.” We are faced with a problem where we are being arbitrar-
ily told, and my written testimony—I won’t belabor the point—doc-
uments exactly what is happening.

In other words, in New Jersey, the ratesetting commission has
made a farce of the appeals process. They have told us, for all
intent and dpurposes, that appeals will be unfavorably considered,
and you had better grab what you can and forget it.

Senator DURENBERGER. I am curious. Is the pressure coming from
hospitals? That seems to be the implication. Or is it coming from
the ratesetting process?

Dr. PriMicH. No; the ratesetting process puts the hospital at risk.
The hospital that I worked at had worked out a budget on the basis
of the projections at the time. The ratesetting commission arbitrar-
ily came along and, after the rating had been essentially set, not
only for that hospital, but for all the others, knocked down 2 per-
cent on the basis of, by their reasoning, what the hospitals had
been overpaid the previous {ear. The year that they are telling us
about how much the hospitals made.

Now, on this basis, the budgets that were already set have to be
reduced. In other words, the budget was already in operation. This
was in January of this year that the rates came out. And according
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to my hospital, we had to cut another $500,000 from the budget
that we thought we were operating under.

Now, there were a few things here and there that could be cut
that didn’t come close to it. Now, how is the hospital going to sur-
vive unless the doctors will be cooperative and do these things?
And, as I say, right now it is a very soft, very pleasant request.

Senator DURENBERGER.- How do you perceive your relationship?
Do you work for the hospital, or does the hospital work for you?
How should that little old lady that you talked about perceive that
relationship?

Dr. PrimicH. The hospital provides certain facilities. The physi-
cian, hopefully—and if some changes that are in the works right
now don’t go through—is the one who makes the determination of
diagnosis, treatment, and so on. And, in that sort of structure, we
work together. In other words, the medical staff should be responsi-
ble for the quality and the caliber of care. And, our own voluntary
peer review—

Senator DURENBERGER. The little old lady would be happy to
hear you say that, because she doesn’t choose her hospital. She
chooses you because she likes you and she is used to you and you
always give her good advice. So, now she is relying on you to make
a choice of hospitalization. Take it from there.

Dr. PrimicH. Yes, sir.

Senator DURENBERGER. The hospital is telling you that the hospi-
tal setting is a very meaningful place for you, doctor. You can’t
really have much of a practice without us. Start early discharge
planning or do something else to keep us in business. Is that the
implication?

Dr. PriMicH. No; my concern for my patients extend not only to
my treatment, but where I would hospitalize them. And, I have
chosen to work in hospitals where I felt that these patients had the
" best of quality care. I personally have long, in the inner workings,
opposed many of the things that became factors in cost, such as
routine anything. I am a very firm advocate that the physician
should have the right to make judgments. He should not be told by
the hospital or anyone else that every patient must have a chest-
-X-ray, every patient must have a certain type of blood test, and so on.

Senator DURENBERGER. I take it, you have been on the losing end
of some of those. .

Dr. PrimicH. Well, I have been on the losing end of a lot of it,
but I have come out on the winning end because now I am being
told that everything I said was correct. It was just my poor way of
saying it that didn’t affect the change. I hope that I have improved
my way of saying what I just said to you, Senator.

Senator DURENBERGER. And, I appreciate the response because I
think we could spend the morning exploring this, and I would
enjoy exploring it with you because you are not here in the same
kind of representative capacity as some of these other people. You
have dealt with the DRG system and with prospective payment.
You obviously see the value in peer review and utilization review
and some of the quality review processes as long as they are not
overregulatory and deal with the realities.



68 B

Can we, as a society, afford to let the hospitals decide what the
level of care is, or are we going to get physicians and patients in-
- volved in that process?

Is this form of prospective reimbursement the best way to do it?
Are there things that we should change in it or add to it?

Last week I raised the question of peer review and utilization
review with the Secretary of Health and Human Services. His re-
sponse, in effect, was that the intermediaries will handle this proc-
ess, or that the medical liability process—your point No. 8—will
handle it. I don’t necessarily trust either of these processes to
handle quality assurance, and feel fairly strong about adding a
peer-review element. But, I don’t seem to be able to get a lot of sup-
pAol\? Afrom the budgeteers around here and, in many cases, from the

But we really need to hear from physicians about how best to do
quality assurance, or, in this case, I think, particularly, quality in
conjunction with utilization.

So, maybe Dr. Schenken can respond to that.

Dr. ScHENKEN. Senator, I think the American Medical Associ-
ation has a consistent record of supporting medical peer review. I
think we have differed from time to time, with perhaps you and
perhaps others, on the method by which this should be done. But,
it is an unbending and consistent record. And, we think, actually,
medical peer review and willingness of physicians to participate
with this or any other system to try and see if we can make it
work, has and will continue to be our policy in the future. I guess
what we are concerned with is, we don’t feel that the New Jersey
experiment reflects in toto the administration’s proposal. There-
fore, we don’t think you can translate the one to the other. And we
would like to see how these various DRG’s do, in fact, impact.

We think most hospitals and most physicians are going to act in
an ethical, cooperative fashion through their peer review. But
there are just enough questions about it to cause us to say, “Well,
let’s try it for a while and maybe we can learn——

Senator DURENBERGER. We haven’t got peer review. Would you
say that if we are going to do some kind of DRG-based prospective
payment system, by all means make sure that there is medical peer
T&izvg built into the process? Would that be a position of the

Dr. SCHENKEN. Yes; I would be assured of that.

Senator DURENBERGER. Dr. English.

Dr. EnGLisH. Mr. Chairman, could I just comment on the New
Jersey experiment as we have had a view of it from across the
river? Because we were, quite frankly, surprised, those of us who
practice in hospitals in New York, to read the reports of many of
our colleagues in the New Jersey hospitals that were more positive
about this system than we would have really imagined they would
be from at least our understanding of the way the system might
operate. So we invited some of them to come over and visit with us,
including some representatives of the hospital association. And we
learned something rather interesting that I think the committee
ought to take into account as it evaluates that methodology being
applied in New Jersey in line with the Secretary’s proposal.
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They don’t feel that the impact of the DRG methodology is yet
being felt in New Jersey; that it is going to take a while before the
real impact of that methodology is going to be felt; that what has
everyone, or many of the hospitals, rather happy about this ap-
proach is something totally unrelated to this methodology. The fact
that, concurrent with the application of that methodology, the
State worked out a way of covering the hospital for the patient
that has no insurance of any kind, public or private. And so, that
what has made many of the hospitals that were under the greatest
financial strain appear to be enthusiastic about this methodology is
from a totally different effect to it—a way of working out coverage
for unreimbursed patients.

Now, I can understand that in our hospital which is just across
the river. We spent, last year, $5 million for the care of patients
that we physicians were permitted to admit to the hospital, and
put very much at risk, because that is a $5 million deficit for the
hospital. There is no way of recovering the cost of providing that
care to uncovered patients. So, obviously, if this methodology were
confused with the way of taking care of the uncovered patient, we
would be ready to endorse it. So, I think it is very important to
tease out two very important things that have happened in New
Jersey while evaluating that.

Senator DURENBERGER. Thank you. I yield to Senator Baucus.

Senator Baucus. Thank you, Mr. Chairman. )

Gentlemen, I am a little confused as to the reasons why different
sized hospitals charge different amounts for roughly the same serv-
ices. Perhaps its the end reason the GAO study shows that hospi-
tals with fewer than 100 beds can care for comparable patients. It’s
21 percent less than hospitals with 299 beds, and 29 percent less
than ?hospitals with more beds. What's the reason for that vari-
ation?

Dr. SCHENKEN. Senator, I don’t think the entire reason is known.
But, if I might refer to my own State of Nebraska, the vast major-
ity of Nebraska hospitals have less than 50 beds, and they are lo-
cated in cities other than Omaha and Lincoln. And, a wide variety
of reasons relative to availability of personnel, general cost of
living, and so forth, relate to hospital basic costs not directly relat-
ed to the medical care. So, I think studying those might reveal ad-
ditional information. But, at least, in a rural, urban, split State
like Nebraska, location and intensity of patients that are treated
there has the greatest impact because the bulk of complicated pa-
tients are referred either, in our case, to Omaha and Lincoln, or
from the northern half of the State up to the University of Minne-
sota or the Mayo Clinic from our particular location.

Senator Baucus. Did the DRG proposal then give a windfall to
those hospitals with fewer than 100 beds? DRG-266?

Senator DURENBERGER. Can you think of a better word than
“windfall”’? [Laughter.]

Dr. ScHENKEN. Without responding, Senator, to the term “wind-
fall,” in TEFRA there was a proposal that also did that. Perhaps,
there would be a way to look at smaller hospitals’ problems unique-
ly. We are concerned, however, that the national rates could, in
fact, do that. And we are not alone. A representative of the CBO,
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in front of Ways and Means, made the same observation on small
hospitals just 2 days ago.

Senator Baucus. How might this committee modify DRG-based
rOSpect‘i?ve reimbursement proposals to take account of those dif-
erences? .

Dr. ScHENKEN. Well, the American Medical Association hasn’t
looked at that specifically. We supported exclusion of the smaller
institutions in treating them differently under TEFRA, and would
Probably do the same until you had a look at how these rates work.
t is also possible that the proposals to do regional variations in the
DRG rates might also handle that same problem. That would be
one of the benefits of experimentation.

Senator Baucus. Either of you. '

Dr. ENcLisH. Senator, I think you have raised a very important
question. And may I attempt two answers to your first question?
Using our only hospital as an example, our rates would be higher
at St. Vincent’s than some of the smaller hospitals. We are just
under 1,000 beds.

Part of the reason that our rates are high is because we are very
often referred the patients that those other hospitals can’t really
adequately provide for. The patients that we treat are, for the most
. part, enormously complicated cases, which, therefore, requires our
intensity of care to be greater; our rate is therefore higher. So that,
if you look closely enough at the case mix, you will see that com-
paring our patients with those patients in that small hospital is
comparing, in many instances, apples and oranges. It is a different
case mix. -

But, second, and I think less well understood, is the fact that the
rate of our hospital is an all-inclusive rate, which means that the
rate of the psychiatric patient includes the cost of caring for the
open-heart surgery patient, too. If Kgu teased out the psychiatric
rate separately, it would appear to be more competitive even with
the smaller hospital. '

I think that too often the prospective reimbursement methodolo-
gies are simplistic in their approach to those kinds of questions.
And, for example, if this methodology were endorsed, let me tell
you what the effect could be at a hospital such as ours. The admin-
1stration would put us under great pressure not to expect, not to
accept, such complicated patients because, obviously, they would
have a powerful financial incentive to make the case mix at our -
hospital look much more like that of the smaller hospital.

Setr;ato;' Baucus. Where would they go? Where would those pa-
tients go?

Dr. EncurisH. I think that’s an important question for you, sir,
and it’s an important concern for us. There would be a continuing
disincentive to find a way of extruding those patients. And I think
that would be very bad. .

Senator Baucus. Dr. Primich.

Dr. PrimicH. Well, in order for any of these ideas to really work,
you have to, in a sense, individualize all the specific variables that
pertain to each hospital. Now the New Jersey program—one of the
things that diffused our opposition to it initially was that they
were going to take this into consideration. By and large, everyone
of the 100 and a few hospitals in New Jersey has individually had
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its rate set on the basis of that hospital’s experience, its essential
financial requirement, and so on.

Now, in so doing, it was obvious that the ratesetters would not—
or at least it has become obvious—that they couldn’t hit the ideal
solution. So, the way the process worked is, there was a proposed
rate schedule. The process of appeal was going to make it fair. The
whole program was inundated with appeals so that literally, as of
now, the hospitals that went into this program in 1980—there were
26 of them—they have had final reconciliation for only 6 of those
26 hospitals. That means 20 of those hospitals still do not know
what their bottom line was for 1980. And this, of course, absolutely
renders the concept of prospective payments in relation to this pro-
gram as inoperable.

In other words, against now we are constantly—the supposed
benefit is that you are going to know what you are going to make
in the coming year in time to make yourbudgetary judgments.
This whole system is fa!'ing apart. There have been all sorts of ex-
cuses. The New Jersey Department of Health has to wait until the
Traffic Bureau has their computers free in order to—it’s a long sad
story.

But the point of it is that it does not work, sir. That’s the all-
important thing. And, to try to project this to the rest of the coun-
try with some concept that this is a very fine operating system that
has all sorts of benefits is totally untrue.

Senator Baucus. What's your reaction to the proposal to date?
Let’s assume we pass this bill at the same time, or at about the
same time, to also provide for an independent body of physicians,
hospital administrators, representatives from a cross section of
medical groups that would get the baseline data, if it was available,
and analyze what the effects are with respect to reimbursement.
This independent body would aid this committee, this Congress,
HCFA, the hospitals and physicians, and so forth. What would your
reaction to that be? And, could that be a help? We have got to do
something. Dr. English said the present system is not the best and
he can almost accept anything. I am wondering whether that out-
side group could make some worthwhile suggestions.

Dr. ScHENKEN. If I understand your question, this would be a
very logical step. However, it would be time consuming. Since I
have been down here these few days, all I keep hearing about are
fast tracks, and greasing the sluice ways, and so on, and a number
of statements were made by apparently responsible people who
said that there really isn’t much time to think about this; let's do it
first, and we will think about it later. Now, I don’t think that
should be done that way. In other words, there are many things
that can be done along the way to try to——

Senator Baucus. Maybe there’s a mid-position where we can do
something. The point is for us to move and to keep moving along at
a reasonable rate, but, at the same time, have the assistance. I'm
looking at the aid that the National Commission of Social Security
provided to this Congress. They were successful in putting together
some solutions, and I think probably by-and-large those recommen-
dations will be enacted fairly quickly. That's not the best model so-
lution, but at least perhaps is a guide.
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Dr. ENcGLISH. Senator, I think that is an enormously creative idea
because it could conceivably address this kind of question. I know
that when we, as physicians, bring you the issue of quality of care,
that that has sometimes been interpreted as our reluctance to ap-
proach new methodologies that really can have us, as well as the
hospital, participating in cost effectiveness. I would agree that
there is a case for that.

But, let me tell you, there is another case that we understand
very well in New York. We are a State that has been on the brink
of bankruptcy. You are worrying about the future bankruptcy of
medicare. We were on the brink of bankruptcy. We see what that
can do to the regulatory apparatus under that kind of pressure
when the bottom line is that money must be saved. What that can
do, Senator, to the quality of care in a hospital, what that can do to
the exclusion of patients who need care, what that does to the
death of patients and to the closure of hospitals, is something we
know a great deal about because the pressures of that regulatory
apparatus, regardless of what the balance considerations ought to
be, are driven in a direction that we understand, and we have ex-
perienced.

If there were an outside group that could somehow both legitima-
tize the cost-effective concerns, but could monitor that quality of
care in the way that you, as well as all of us, have to be concerned
about, that would be a value. For example, we are puzzled that the
Secretary would apply this methodology—32,000 beds in general
hospitals—where there has been no study, by his own admission, of
its applicability. We believe that is an example of this overpower-
ing drive related to the fiscal dilemma. We understand it. But we
think that there has got to be some kind of a monitor against that
kind of application that will have unintended but very real effects
that New York and other regulated States have already experi-
enced. Some way of balancing that, that this committee might con-
sider, I think we would welcome it.

Senator Baucus. Dr. Schenken.

Dr. SCHENKEN. Senator, without prolonging this, good minds get-
ting together and working on a problem is always helgful except to
the extent that it might delay the solution of the problem acciden-
tally. And, while we, ourselves, are doing just the same thing right
now—trying to get together and think this out—before it should be
done, and we figure we might as well get on with it, it has got to be
tried in its entirety and find out by trying how it works. And, the
New Jersey experiment has so many other features that are unre-
lated to the administration’s or other proposals that we don’t think
they are related. So, sure, we would support any sort of approach
that’s a high-level approach to try to think these out. But certainly
would not be any more supportive of that without making sure
that it would worﬁ and not to the detriment of patient care. )

Senator Baucus. The key question for such a group would be
that its actions have credibility, whether it is an outside group or
whether it’s an AMA group or professional group or whatever.

Dr. SCHENKEN. Yes, cregibility, of course, but in the end, as far
as patient care, it’s also accuracy of their conclusions.

nator Baucus. That’s better than credibility. Thank you all
very much.
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Senator DURENBERGER. Yes, thank gou. I have one or two com-
ments. In the absence of Senator Bra lﬁr, I hate to say this, but I
don’t know that the Secretary is using New Jersey as our model. 1
mean, obviously, they spent a lot of time looking at the pros and
cons of the New Jersey system, and we had testimony last summer
about it. And so, all of us have tried to find the flaws with that
g’stem, and we appreciate Dr. Primich with his experience and Dr.

n’ﬁ!.ish with his proximity adding a dimension to it.

e other observation that I aiways bristle at a little bit, because
I am guilty of it like everyone else, is when we talk about making
policK and cutting costs at the same time. I am a hospital trustee
and have been for a number of years, and I am very proud of my
hospital. But, I can also recall my experiences over that period of
time with respect to who really runs the hospital. Over the last
‘recess, I spent some time reading a variety of reviews of the hospital
system in America, way back to the early roots. It’s a fascinating
study, and it comes to one conclusion. And that is that you and I are
today in the grips of a system that costs an awful lot of money. But
there aren’t any easy ways to change it. Hospital administrators
are trying their darndest to contain costs, and so are trustees and
physicians and politicians. We have built, into this system, a large
commitment to bricks and mortar and a whole lot of other things
in the name of quality health care. Some part of that increased
cost reflects inflation and third-party payment systems. And some
gart of it reflects the failures of the re;:ulato;_y grocesses that now
ave us by the throat. And, we are trying to find a way out of this
mess. That is about as fair a statement as I can make about where
we all come from in trying to find a solution for the little old ladies
as well as on the taxpayers. The pressure for cost control is also felt
by the institutional provider system with its obligations to investors,
and its obligations to communities.

Where we look to physicians for leadership is, in telling us how
we can address the cost issue and the quality-of-care issue differ-
ently, because the way we have been doing it is a failure. One way
or the other it isn’t working out.

And so, if we seem impatient, it’s only because we see, for every
billion dollar increase in the cost of sick care in this country, that
means somebody is going without a home, or going without a meal,
or going without some education, or something. That's the condi-
tion this country is in today. We all are part of that driving force
that is depriving people of other things that they need. We have to
look to all of you for answers because ({ou are the people that are
making the decisions for the little old ladies and everybody else
about institutional care. .

Thank you all very much for your testimony.

Dr. ENGLisH. Thank you, sir.

Senator DURENBERGER. Our next witness will be Lucille Joel. I
hope I pronounced that correctly. It is Dr. Lucille Joel who is presi-
dent of the New Jersey Nurses Association from Trenton, N.J.

I wish Bradley would get heie. We have got all these New Jersey
folks testifying.

Dr. Joel is testifying on behalf of the American Nurses Associ-
ation. What did I do to your name today?

Dr. JokL. It’s Joel. .
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Senator DURENBERGER. Joel.
Dr. JokL. Right. _
Senator DURENBERGER. Close to Christmas.

STATEMENT OF DR. LUCILLE JOEL, PRESIDENT, NEW JERSEY
NURSES ASSOCIATION, TRENTON, N.J., ON BEHALF OF THE
AMERICAN NURSES ASSOCIATION, KANSAS CITY, MO.

Dr. JokL. I thank you for the opportunity to be here today. I'm
Lucille Joel. I'm president of the New Jersey State Nurses
Association. And I am testifying on behalf of the American Nurses
Association.

I am also professor and director of clinical affairs at Rutgers Col-
lege of Nursing in New Jersey.

I bring an additional dimension to my testimony since I have
served in an advisory capacity for the past 4 years to the nursing
portion of the DRG project in the State of New Jersey. -

Mr. Chairman, I would like to highlight some of our concerns,
the ANA’s concerns, about the administration’s proposal for pro-
spective payment for medicare, and make several recommendations
regarding this legislation.

We agree with the premise underlying the administration’s plan
that until recently under the current retrospective cost reimburse-
ment systems hospitals had no incentive to deliver services in a
cost efficient manner. We believe that prospective payment is a
promising alternative. However, there are other important con-
cerns that must be addressed in designing a major revision in the
medicare program if cost efficiency is to be encouraged while qual-
ity maintained. Both the prospective payment system in general
and the DRG mechanisms specifically have implications for the
quality and cost efficiency of health care not only in the medicare
program but for the entire national health delivery system.

We seem to constantly create payment mechanisms and then at-
tempt to mold our health care delivery system to fit them. It would
seem desirable to create an efficient health care system; then de-
termine the reimbursement mechanisms or at least prepare the
system to receive them.

And I think Senator Baucus alluded to this before. That there
can be preliminary phase-in steps in a program.

Although neither the issues nor options are simple, we feel that
there are three essential principles to which the solutions must
adhere. Within these principles, there are proposed solutions which
policy can take, which will maintain the integrity of the medicare
program

o. 1, the medicare program must be preserved as a system
which provides the elderly and disabled with appropriate, high
quality and cost effective protection against the expenses associated
with poor health, rather than a system which increases the burden
of these vulnerable populations. The health of our aged and dis-
abled citizens is vital to the overall well-being of our Nation. We
cannot afford, nor is it desirable, to erode the quality of health care
we provide these people. In fact, it is crucial that solutions concen-
trate on exploring options to expand and improve the benefits and
coverage of the medicare program. Cost efficiencies can be realized
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through accessing reimbursement to ultimate settings for delivery
of care, and to midlevel health providers that are not currently
reimbursable.

No. 2, the changes must insure the future financial integrity of
the medicare program, as an insurance program whose major
beneficiaries are patients. Changes in the financing of the medicare
program must address the fact that the health care delivery system
which has been fostered under the medicare program is provider
dominated. The sick must not be allowed to suffer to benefit any
payer, provider, or vendor of health care.

0. 3, although changes to the medicare program should not be
used to accomplish all of the Nation’s health cost containment
goals, any changes made must be within the context of the entire
national health care delivery system. Such a system must include
all payers, providers, and vendors. Otherwise, changes will merely
shift costs from the medicare program to other sources, not affect-
ing the overwhelming problem of escalating national health ex-
penditures, and presenting a real danger of creating a three-tiered
system of health care delivery. Internally to any one system or
model of reimbursement or part of it, solutions must take into ac-
count all of the major sources of cost escalation, including pharma-
ceuticals and medical supply industries, as well as the actual
health care providers.

It is against these standards that the administration’s proposals
or any health cost containment system should be evaluated. Both a
prospective payment system in general and the DRG mechanism
specifically have many implications for the quality and cost effi-
ciency of health care, not only in the medicare program, but for
the entire national health delivery system.

A major shortcoming of the pr(‘)‘yosal for prospective payments is
that it applies only to medicare. We believe that it is absolutely es-
sential that any cost containment mechanism apply to all payers.
Without uniformity among payers, the system is open to a tremen-
dous amount of gamesmanship to shift costs, rather than encourag-
ing improved management efficiency. A system which applies only
to medicare provides greater incentives for shifting costs than for
controlling costs. Moreover, the lack of uniformity, coupled with
cutbacks in medicaid, will result in the development of the three
classes of health care I alluded to earlier—the private, the public,
and the medicare system.

I realize that this is not—there is no simplistic solution because
you are here dealing with issues of State versus Federal preroga-
tive. So we are drawing your attention to the fact, though, that
until the rules of the game are the same for all of the players,
there will be inequities and cost shifting which ultimately is going
to hurt the sick.

It is also crucial that a prospective payment system apply to all
providers, not just hospitals. Any incentives for cost efficiency must
apply also to physicians who make by far the majority of health
care decisions. And I would add these prospective principles should
apply to nursing should nursing be costed out eventually separate-
ly on a patient specific basis.

The administration’s pro 1 has failed to provide for an ade-
quate system of professional standards review. And has also failed
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to develop an enforcement mechanism to assure a certain level of
quality care. Without strong Federal deterrents, cost can be expect-
ed to continue to spiral with subsequent diminution of patient
access to quality services. We maintain that regardless of the
method chosen to encourage cost efficiency an effective enforce-
ment mechanism provides the best incentive to providers. It should
be added here that the phenomenon of skimming, dumping, revolv-
ing door types of syndromes that are noticed with the DRG meth-
odology are eventualities in any system. Once a system is in place,
the ways to circumvent and manipulate that system are learned by
the people involved in it. So I don’t feel these arguments are ones
to throw out an entire system, but rather to address and to be sen-
sitive up front to.

The DRG mechanism, itself, has many limitations. The DRG
methodology was ostensibly selected by HCFA because of the rela-
tive success of the study in New Jersey. However, the administra-
tion’s proposal ignores major factors pertinent to that New Jersey
experience. The most obvious factor in that experience being that
the New Jersey program was part of a statewide rate setting pro-
lg)rl%an which applied to all payers. It’s a total model. It’s not just

In essence, DRG methodology is only one commonality between
the administration’s proposal and the New Jersey program.

I would like to focus on that for a moment. The diversity of the
papulation and the situation in New Jersey, the demographics and
density of population, the environmental characteristics provide a
unique testing ground for -policy, which there are plans for applica-
tion to a broader population or an extended geographic area. The
case in point today are the DRG’s, the rate setting, reimbursement
methodology.

We have experienced some success in New Jersey. I would refute
some earlier speakers. There has been success. And we hope for
greater cost efficiencies as the program is refined within the State.
The success that we have experienced—and I am not prepared to
say whether that success is minimal or maximal, and I think exter-
nal review should be considered to try to identify the nature and
the extent of the success and the successful pieces within the
system. But the success required support to the providers and to
the industry as they learned that cost efficiency and quality care
are not mutually exclusive.

And the departure point for success and cooperation is often to
resolve their philosophical arguments. There had to be a tremen-
dous investment in education of medical staff because the physi-
cian is the gatekeeper. And the prescriptive prerogatives of the
physician are involved in the DRG system.
- %here had to be a tremendous amount of effort involved in rate

blending so that there could be equity from hospital to hospital or
beginning equity. The system in New Jersey requires a total model
that makes special accommodations for escalating cost of waiver
because, indeed, we do have very retrogressive salaries for employ-
ees in health institutions in select parts of our State.

The program in New Jersey requires systems of DRG coordina-
tion and utilization review to address quality assurance. And effi-
ciency in the appeals mechanism process so that there is a positive
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cash flow. I am not saying the appeals mechanism is refined at this
point, but there is a need to evolve toward that.

Additionally, success in New Jersey is contingent on sophisticat-
ed computer technology, and refined and complete information
that flows from hospitals. This was not easy to come by, and prom-
ises continued l%rowing pains. The New Jersey system is evolving
though. And taking pieces and applying them out of context can be
treacherous.

Other factors aside from the instrumentation of reimbursement
are important to look-at if we are going in some way to super
impose the New Jersey experience on a national model. New
Jersey has also had clinical resources ready to compliment the ex-
pected repercussions of a prospective case mix incentive based
system. We have home health care and community nursing serv-
ices that are sophisticated and strong, though they are not ade-
quately reimbursed. And this is another issue to come to task with
in a total model.

Our diversity as a nation has been our strength, but when we get
to looking at levying rules of gamesmanship on a nation it signals
us to proceed cautiously and with flexibility. There are regional dif-
ferences in practice and resources which may exist and which may
well be justified.

Let me comment more on the nature of——

Senator DURENBERGER. How much more?

Dr. JoeL. Not too much more. Let me comment a little more on
the nature of the problems that have evolved within New Jersey.
Cost-efficient hospitals become characterized by complex case mix,
high volume of patients and decreased length of stay. This creates
tremendous intensity in nursing resources uses, which are not ade-
quately addressed by the administration’s proposal. The need for
support and assistance from nursing personnel is an individual de-
termination, and influenced by a whole range of variables that the
proposal is not sensitive to. Recognizing these differences and al-
lowing them to be actuallg costed out can lead to more complete
restoration and self-care ability and cost saving on the part of the
patient. :

The DRG schemer assumes that emergency treatment and elec-
tive treatment require equal amounts of resources. This is another
inequality. With respect to nursing services, there are allocation
statistics pending rate setting in New Jersey which actually, sig-
nificantly stratify for differences in the admissions status as far as
nursing resource use.

Let me say, Mr. Chairman, that we call your attention to the
concluding specific recommendations in our written statement. We
believe more study and evaluation must be undertaken, not only of
bRG's, but other classification systems. And more study is needed
on how they will be implemented and interact with State pro-
grams.

Second, medicare coverage should be broadened to allow for more
comprehensive based in-home and community health care services,
and for direct reimbursement to nurses as primary providers. Ear-
lier discharge from hospitals is only desirable if there is sufficient
community and home health care capacity to meet the problem.
Any changes in medicare to accommodate the increased need for
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community services should be accompanied by similar cost contain-
ment provisions to prevent increased and uncontrolled costs in
other areas of the health care system.

The American Nurses Association does have alternate proposals.
A recently introduced bill sponsored by Senator Packwood address-
es these important goals and provides for community based nursing
services, and is an alternate to very costly institutional care and
direct access to the consumer to these prerogatives.

I thank you for the opportunity to testify today. And I would be
pleased to answer any questions. And I hope I have focused in on
those pieces I can best serve as an expert to address.

Senator DURENBERGER. You definitely have.

[The prepared statement of Dr. Lucille Joel follows:]
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of the

AMERICAN NURSES' ASSOCIATION

The American Nurses' Association is the professional assoctation representing
the nation's registered nurses. We are pleased to have this opportunity to present
our views on the Administration's prospective payment proposal for Medicare.

The American Nurses' Association is and has been gravely concerned about the
rapid escalation in health care costs which threaten not only Medicare, but also
the quality and access to care for the entire population. _It is clear that policy
makers must act to slow this rapid escalation in order to improve both the financial
outlook of the Medicare program and the quality of S;d access to the nation's health
care delivery system.

We would 1ike to comment on the Administration's proposal for a hospital pros-
pective payment mechanism for Medicare, based on the Diagnostic Related Groups (DRGS}).
Under this system, Medicare would establish the hospital payment rates fa advance,
rather than, as under the current system, paying hospitals for whatever costs they
incur in treating patfents. The established rates would be based on a patient's
diagnosis, using one of 467 ORGs to classify a patient's illness or treatment. All
hospitals would be paid the same rate for treating a given diagnosis, although rates
would be adjusted for variations in local labor costs. Hospital capital costs would
be treated separately and separate provisions would be made for hospitals where costs
are higher due to medical education.

We agree with the premise underlying the Administration's proposal that until the
enactment of TEFRA (Tax Equity Fiscal Responsibility Act) unﬁer the current retro-
spective cost reimbursement system hospitals had no incentives to deliver services

in a cost-efficient manner. Because hospitals are reimbursed for the costs they incur,
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this method actually rewards excessive costs and inefficiency. We agree, therefore,
that in the efforts to control health care costs and improve the Medicare program, it
is important to focus on incentives and disincentives for providers.

However, there are many other important concerns which must be addressed in de-
signing such a major revision in the Medicare program if cost-efficiency is to be
encouraged while quaifty is maintained. We would 1ike to address what we believe
are essential coﬁponents of any cost-containment effort, and, thus the factors
that must be considered in establishing a prospective payment mechanism. Within
this framework, we be[jeve that the Administration's proposals fail to address ade-
quately, many important factors.

T It is clear that policy makers must act quickly to resolve both the benefits
and financing dilemma facing the Medicare program. Although neither the issues nor
options are simple, we feel that there are three essential principles to which the
solutions must adhere. Within these principles, there are proposed solutions which
policy can take which will maintain the integrity of the Medicare program.

First, the Medicare program must be‘preserved 3as a system which provides the

elderly and disabled with appropriate, high quality and cost effective protection

against the expenses assocfated with poor health, rather than a system which increases

the burden of these vulnerable populations. The health of our aged and disabled citf-

zens s vital to the overall well-being of our nation. We cannot afford, nor is it
desirable, to erode the quality of health care we provide these people. In fact, it
s crucial that solutions concentrate on exploring options to exﬁand and improve the
benefits and coverage of the Medicare program.

Second, the changes must ensure the future financial integrity of the Medicare

program, as an insurance program whose major beneficiaries are patient populations.

Changes in the financing of the Medicare program must address the fact that the
health care delivery system which has been fostered under the Medfcare program, is

provider-dominated.
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Third, although changes to the Medicare program should not be used to

accomplish all of the nation's health cost-containment qoals, any changes made

must be within the contert of the entire national health delivery system. Such

a _system must include all payors, all providers and all vendors. Otherwise, R

changes will merely shift costs from the Medicare program to other sources,

not affecting the overwhelming problem of escalating natfonal health expenditures,
and presenting a real danger of creating a three-tiered system of health care
delivery. Solutions must take into account all of the major sources of cost
escalation, including pharmaceutical and medical supply industries, as well

as the actual health care providers.

THE ADMINISTRATION PROPOSAL

It is against these standards that the Administration's proposals or any
health cost-containment system should be evaluated. Both a prospective
payment system, in general, and the DRG mechanism, specifically, have many
implications for the quality and c'ost efficiency of health care, not only in
the Medicare program but for the entire national health delivery system. The
Administration's proposals, however, fail to take into account the many crucial
factors which affect both the cost-effectiveness and quality of health care.
Furthermore, we are concerned that the systém which will be implemented in
a major, national program, is patterned after a state experiment for which
the experience i1s 1imited. Moreover, the A&ninistratfon's proposal will come
on top of already major changes recently implemented in the Medicare program,
the effects of which are not yet known.

A major shortcoming of the Administration’s proposal for prospective
payment is that it applies only to Medicare. We believe that it is absilutely

essential that any cost-containment mechanism apply to all payors. Without
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uniformity among payors, the system is open to a tremendous amount of gamesmanship
to shift costs, rather than encouraging improved management efficiency. A

system which applies only to Medicar{{révideé great:r_ incentives for shifting
costs tnan for controlling costs. Moreover, the lack of uniformity, coupled

with cutbacks in Medicaid, will result in the development of three classes of
health care: private, public and Medicare. It is also crucfal that a prospective
payment system apply to all providers, not just hospitals. Any incentives for
cost-efficiency must apply also to physicians who make, by far, the majority

of health care decisfons, and, therefore, are crucial to the success of any
cost-containment efforts.

The Administration's proposal does not provide any credible safeguards
aga{nst skimming, dumping and manipulation of patient mix. Clearly, this
will lead to a tremendous burden on the public and voluntary non-profit
hospitals, particularly, which will end up assuming the responsibility for
treating the most il1t, and, therefgre, most costly patients.

The Administration's proposal has failed to provide for an adequate
system of professional standards review, and has also failed to develop an
enforcement mechanism to ensure a certain level of quality care. When cost
containment requirements are placed on the health care industry, the need
for quality assurance, peer review, appropriate use and distribution of
resources increases.

Without strong federal deterrents, costs can be expected to continue to
spiral with subsequent diminution of patient access to quality services. We
maintain, that regardless of the method chosen to encourage cost-efficiency,

an effective enforcement mechanism provides the best incentive to providers.
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The DRG mechanism, itself, has many limitations. It is not, as seems to
be assumed, a panacea and when used as the sole categorization for determining
payment, ignores may important variables.

The DRG methodology was obstensibly selected by HCFA because of the
relative success of the study program in New Jersey. However, the Administration's
pmpos—al ignores major factors pertinent to the New Jersey experience. The
most obvious factor being fhat the New Jersey program was part of a statewide
rate setting program which applied to all payors. In addition New Jersey
has in p1§ce several mechanisms to prevent skimming and dumping. In essence
the DRG metnodology s the only commonality between the Administration's
proposal and the New Jersey program.

The DRG proposal provides no way to measure qualitive differences in
care and, therefore, may rewa-d providers for substandard care and may penalize
those who provide appropriate high quality care instead of penalizing high-
cost inefficiency. The Adminstration's proposal, by averaging the cost of care,
would pay all prpviders the same whether certain services were provided,
whether adequate staffing levels are maintained, and for care which may be
substandard. The DRG proposal, by not providing any definition of the product
which Medicare {s purchasing, is leaving a tremendous amount of discretion
to hospitals to determine what Medicare will pay for, subject to enormous
varfations and regrettably, but most assurdly, abuse.

The DRG mechanism does not adequately reflect the intensity and variety
of necessary support and assistance required by a particular patient and family
or by the grouping. The need for support and assistance from nursing personnel
is an individual determination that 1s influenced by a variety of factors

including the patient's ievel of knowledge about the diagnosis and the impact
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on his or her life-style and future capabilities, the capacity of th_e patient
and family to participate in the care-giving process, and the presence of
disabling conditions associated with the aging process, prior i1ncidences of
disease, debilitation or trauma, and the patient/family's cultural background.
Even in some states where measurement of the relatjve intensity of services
have been-attempted, the result has been a retrospective determination of the

costs of services provided but not of the care and services needed by the patient

or the grouping.

Use of the DRG inappropriately assumes that medicine and nursing have
established proven methods of treatment of all medical diagnoses and combinations
of diagnoses. The DRG mechanism is insensitive to the amount of time that may
be needed to determine the proper treatment approach for an individual when
physiological imbalance s complex, severe, and unstable. To relegate these
individuals to the "outlfe:" group 1s to be blinded to the true costs of care.

There are, of course, "easier” cases requiring relatively less service.
Unfortunately, most hospitals do not have the mixture of easy and difficult
50 as to be equitably treated by an "average”.

The cost-savings in the DRG propasal is based, partially, on the premise
that length-of-stay will oe reduced. As length of stay in the hospftal decreases
and as more medical and surgical treatments are performed outside the hospital,

_the numbers of patients sho can be described as having complex, severe, and
unstable conditions in the hospital will increase. The "outlier" group may
become rhore the norm than the exception in future years and the prospective
payment mechanism must be able to accommodate this. Moreover, where length-

of-stay s already relatively short, such as, for example, in the Pacific
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Northwest, this mechanism may force hospitals to put patients at risk by
premature discharge.

The DRG schema assumes that emergency treatment and elective treatment
require equal amounts of resources; with respect to the use of nursing services,
the patient and family need for support and assistance varies widely with this
varjable. Additionally, the DRG approach assumes that individuals within any
grouping with the same diagncsis present themselves for treatment under the
same conditions. Whether the treatment that is required is elective wil?
influence the condition of the patient but other factors, such as the patient's
nutritional status and hydration level, are important determiners to response
to treatment as well as to the use of resources.

Because of the use of the number of procedures in calculating payments,
the DRG mechanism favors surgical treatment over non-surgical treatment of a
condition. Such a bias in payment will do nothing to curtail the number of
surgical procedures performed and will do less to encourage research and
continued clinical exoloration for non-surgical solutions to health problems. .
We do not wish to suggest that all surgery is unnecessary but rather we wish
to stress that surgical intervention is but one of a variety of modes of
treatment for many conditions. To encourage surgical interventions through
a payment mechanism is unwise.

In summary, the DRG mechanism does little to recognize the reality of care
and services provided by professional nurses to hospitalized patients or to
recognize the varying needs and conditions of the patients. Although the DRG

mechanism may appear as a manageable, logical approach for payment, the

problems cited earlier will diminish any savings or cost control anticipated.

We urge your consideration of other classification schema that tnclude the
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patient's and family's need for support and assistance as well as the overall
condition of the patient for determining the payment to hospitals for care
and services rendered; such classifications do exist.

CONCLUSIONS

In light of these serfous concerns we urge the committee to consider the

following recommendations in the development of legislation encpmpassmg a
prospective payment mechanism.

- An eva!uat;on of the effect of reimbursement changes enacted under
TEFRA should be initfated to determine the impact of those changes on public

~and voluntary non-profit hospitals, patient care services, utilization of
services, patient care staffing and, if possible, the quality of care.

- A rate-setting mechanish should be developed which would extend
to all providers, professional as well as institutional.

- The prospective payment system shoutd include mechanisms which would
effectively contain costs for capital equipment and other vendor costs.

- Calculation of DRGs in second and subsequent years? Does averaging
include non-reimbursable excessive costs for a given DRG?

- In states where rate setting programs apply to all payors, the federal
Medicare prospective payment program should accept the rate established by the
state for beneficiaries regardless of classification system used. In addition,
the federal government should undertake a study to evaluate the effectiveness
of the arrangement.

- - Hospital ctassification should allow for legitimate justifiable differences

such as geagraphic areas, size of hospital, type of institution, i.e. university
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medical center, community hospital etc., unfon contracts, as well as case mix.

- In as much as the ORG mechanism is still in an experimental stage,
early legislation should address implementation of DRG's and other classification
systems on a trial basis. Consideration should be given to the severity of
illness index such as the one under study at John Hopkins University and
the relative intens{ty measures (RIMs) which are being ‘evaluated in New Jersey.
Other mechanisms for prospective payment such as per diem, per capita rates
should also be evaluated. There is no strong evidence to support the URG
methodology as being superior to other classification mechanisms.

" - In recognition of the fact that the availability of nursing services
in a hospital is the major reason why patients are admitted for care, any
future system for Medicare payment must include the recogniton of the need
for and the cost of the services of‘professional nurses through a classif\cacion
and accounting system. The present system hides nursing services under the
general rubric of routine operating costs. This has the effect of making
reductions in quality of care under the guise of overall cost-efficiency. -
Nursing services are placed in a highly vulnerable position and are a prime
target for the budget cutting ax.

- Medicare coverage should be broadened to allow for more comprehensive
community based and in home, health services. Earlier discharge from hospitals
or even non-admission to hospitals are only desirable results {f sufficieat
outpatient clinics and community and/or home care service capacities exist.

In addition any changes made fn Medicare to accommodate the {i.creased
need for community services should be accompanied by similar cost containment
provisions to prevent increased and uncontrolled costs in other areas of the
health care delivery system. A recently introduced bi1l (S410), addresses

these iinportant goals and provides for community based nursing services.
- Finally, it is imperative that an effective enforcement mechanism be

implemented to ensure adherence to certain standards for the delivery of
health care services and to curb the natural tendency to skim, dump, and to
maniputate patient mix and admissions.

We thank you for this opportunity to present our views and will be happy
to work with the Committee in fts further deliberations on this matter.
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Senator DURENBERGER. I have six questions that I am going to
submit to you and ask you to respond to in writing. And I will defer at
this time to Senator Baucus if he has any questions.

Senator Baucus. First, could you expan brieﬂ‘\;oon cost shifting,
which you mentioned? That is, you are worried about the potential
cost shifting. What do you mean? -

Dr. Joer. Well, I think that came out of two points in my state-
ment. First of all, what I am saying is that any model, anK total
gackage you put into place, can be manipulated eventual?v. 11 you

ave to do is live with it long enough and you will find how the
system can be worked to maximize the benefits to you.

Senator Baucus. Where do you think cost will be shifted?

Dr. JoerL. What I am saying is that there will be a tendency for
hospitals to be most fiscally sound, catering to complex case mixes.
And impacting—like decreasing length of stay. And these are the
internal mechanics I think you have to be aware of. And you have
seen it through some of the reports of dumping and skimming. Is
this what you are alluding to?

Senator Baucus. Whatever you have in thé back of your mind
that you mean by cost shifting.

Ms. Jones. I think the biggest issue that we are dealing with cost
shifting—when you are dealing with only one payer such as medi-
care, I think there would be a tendency to shift the cost immediate-
1¥1 to the other payers, the other private payers. And this would be
the biggest area. But I think there would also be a tendency to._
shift costs to other areas that perhaps may not be covered under
the DRG itself—outpatient costs. Why not in the area of your capi-
tal equipment and all those costs. .

Senator Baucus. Would there be a tendency for hospitals in per-
haps larger hospitals to reduce staff; the number of nurses? Would
that be a possibility?

Ms. JoNEs. It's a possibility.

Dr. JokL. It's a possibility because nursing has not traditionally
been costed out on the intensity on a patient specific basis. And
until—what has happened in our State is that as the length of stay
has become compressed, there has been a sandwich effect, and the
intensity of nursing per patient increases. In other words, every
bed is filled with a patient that has very intense nursing needs.

The management information does not currently exist to prove
some of these points because nursing is not costed out on a patient
specific basis s¢ you are right. There could be shifting of costs-from
the nursing budget internally. There could be a battlefield estab-
lished within the hospital.

And the other comment was that unless the bad debt, the capital
outlay, the other types of things are equitably shared by payer
groups, there is going to be shifting among groups.

Senator Baucus. Dr. Joel one theme that ran through your state-
ment is absent of any standards, health care standards. Can you
come up with any? Can you recommend any health care standards
or any of the approaches to standards that we might consider?

Dr. JoEL. The American Nurses Association is ready to address
peer review for nursing, and has developed and promulgated stand-

\
4
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ards of practice for its own professional field. Through those payers
where we are currently reimburseable, we are addressing peer
review. We do feel that the profession should police their own
ranks. And should be the major driving force in utilization review
where their profession controls those prerogatives.

Senator Baucus. Should we leave it entirely to professions as to
Whallt?happens to hospitals in order to save—discharges a patient
early?

Dr. JoeL. Well, I think there is a two-pronged system. There are
the professional prerogatives, and then there are the management
prerogatives in the cost efficiency, the managerial pieces of hospi-
tals. And within our State, the hospitals that have been most effec-
tive operating within the system have very- efficient programs of
internal utilization review and DRG coordination. And they have
found there can be a very excellent working relationship between
nursing, who is responsible on a 24 hour basis, and is there to mon-
itor and observe the patient, and the physician provider, and there
can be a meeting of minds as to discharge status, and the appropri-
ateness of discharge conditions.

.dSe?nator Baucus. What's your view of PSROs? Is that a good
idea’

Dr. JoeL. Yes, but it has to have peace in it. And it has to be
enforceable. And you have to really address the quality care issue;
not just minimum standards. ‘

Senator Baucus. I noticed in your conclusions on page 8 ‘‘the
prospective - payment system should include mechanisms which
would effectively contain costs for capital equipment and other
vendor costs.”

I point that out because I noticed that our next witness will be
the president of the Health Industry Manufacturers Association.
What would you be telling him? That is, what should he be ready
for? What do you mean by that statement?

Dr. JoeL. What wé have seen happen in our State is that there
has been an attempt, as the system is blended in, and it’s blended
through a State standard in a hospital or an agency standard, and
it is eased in. But there is an attempt to certify the budget in the
various departmental areas to avoid cost subsidization, et cetera.
You will find out that certain departments are not cost efficient be-
cause there-is not enough use for their services within one hospital.

What I am getting to is that you are going to have to look at
more consolidation of services between agencies. And this does
impact equipment, some of the very high cost equipment. You are
going to have to look at some of the corporate diversification, and
unbundling mechanisms which are the good sense of the use of the
word. That services will have to be shared. That the more complex
types of cases may have to be regionalized. And this may be nurs-
ing complexity as well as medical complexity.

0 give you a very simple explanation, the use of generic versus
brand name drugs is another cost saving technique. Also we are
going to have to get down to the cheapest way as far as equipment,
supplies and manpower utilization.

nator Baucus. But when you say ‘“‘contain costs for capital
equipment and other vendor costs,” generally those costs are high.
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Are they charging too much: or are you saying they are underuti-
lized? at are you saying?

Dr. JoEeL. All right. I don’t have the data to say whether they are
- too costly or not, but that we have to find the most cost-efficient
way of getting the technology to people. And we have to look at the
cheapest way to provide supplies, and to provide this type of tech-
nology. Does that make sense?

Senator Baucus. I understand we have got to get the cheapest
way. No one can disagree with that. But I am wondering if you
have any particular examples or whether you feel strongly that
capital costs and other vendor costs are, in fact, too high. That is,
zlelduction in capital and other vendor costs without sacrificing

Ms. JoNEs. Our recent issues of Value Line have indicated that
the—like the pharmaceutical industries, the hospital supply indus-
try are really labeled as recession proof. And that there is a fair
amount of money in that area. And I think we have to look very
carefully on where money is being made within the health care
system, and who is being made to bear the burden of it, which is
the patient. -

Senator Baucus. Well, unfortunately we have both a lot of ques-
tions and not much time left. -

Dr. JoEL. All right. We would be pleased if you would submit any
questions to us a ditional%l

Senator DURENBERGER. llcwyou very much for your testimony.

Our next witness will be Mr. Harold O. Buzzell, president,
Health Industry Manufacturers Association, Washington, D.C. He
has been patiently sitting out there since 9:30.

Harold, welcome. We have read your statement. It will be made
part of the record. You can do with it as you please for the next 10
minutes.

STATEMENT OF HAROLD O. BUZZELL, PRESIDENT, HEALTH
INDUSTRY MANUFACTURERS ASSOCIATION, WASHINGTON, D.C.

Mr. BuzzgLL. Mr. Chairman, I have a very short statement. I will
be done before the yellow light comes on, to say nothing about the

red light.
Wilﬁlout ho;;efully being gratuitous, I did want to take the opYor-
tunity before I started, to applaud the committee itself—as well as
Andy Jacobs’ committee in the House and the administration, espe-
cially former Secretary Schweiker and Dr. Rubin—because you are,
in fact, onto a very exciting and promising concept. And to address it
so timely in this session of Congress, I think, is very laudable.

We come here today to support the concept of prospective pay-
ment. I'm pleased in having read the testimony of two dozen other

‘oups, that generally fyou are getting support for the concept. We

ave heard a couple of exceptions this morning, but the trend cer-
tainly seems to be one of support.

We support it as manufacturers, recognizing that it is going to
have an impact on our markets for our products in some cases.
And that impact will be negative. There will be a dampening of
demand for certain medical products because the concept is one
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that is based on prospective reimbursement in which it behooves a
hospital to use only those products it absolutely has to use to treat
a patient.

You asked a question earlier about capital equipment. This con-
cept, in fact, does place a great deal of emphasis on making sure
that the equipment is cost effective, that it saves labor, and that it
is generally not over priced for a very simple reason. And that is
that we live in a very competitive environment.

I have spent considerable time, myself, in New Jersey. They are
turning to Japanese suppliers for catheters, in some cases, because
they are cheaper. CAT scanners, a favorite topic of everyone in this
town, is a product that is sold in a competitive environment. There
is an Israeli company that is competing with my members now. So
the concept itself, I think, lends itself to improved competition.

Like everyone else, we've got a few reservations about the Secre-
tary’s proposal; particularly, in the area of medical technology. The
New Jersey system—as you have heard witnesses say—is not work-
ing as well as it should in terms of the appeals process. And par-
ticularly because they are not doing a good job in New Jersey of
technology assessments. And they say they are not. So you ma
need something from the offices of the National Institute of Healt
with some independence, to do the job.

Let me list several principles that we believe are critical to a pro-
spective payment system. '

First, prospective payment should stimulate provider productiv-
‘iity. l’fhe New Jersey system does that. And your plan will have to

o that.

Second, the payment system should have a moderating and a

gredictable effect on medicare spending. That is happening in New

ersey. Certain people are disturbed because it is predictable in the
sense that it is coming down. But it is a moderating and predict-
able effect.

Third, the system should assure quality health care and access to
that care. Everyone concedes that so far, in New Jersey and in
Maryland and other States using this kind of mechanism, there
doesn’t appear to be any erosion of quality of care. But it is a con-
sideration. And I can respect the position of the American Medical
Association in its concern over the quality of care because, in spite
of all of medicare’'s problems, the cost-based system still is a system
that is providing access to quality care. That needs to be preserved.
" Fourth, the payment should reflect the differing characteristics
of medicare beneficiaries. An appendectomy for a 75-year old Sena-
tor is not as cheap as an appendectomy for a younger person. They
do, in fact, in New Jerse¥l take those items into account. They
adjust the DRGs for health characteristics. They adjust them for
sex, which I am not totally clear as to why. And they also adjust
them for age. That will have to be done. -

Fifth, the plan in the long-term should, I think, apply to all
health care providers. You know, it's a tough issue because it does
open uf the possibility of cost shifting. In that regard, I think his-
tory tells us that you don’t have to worry too much about signifi-
cant cost shifting. Blue Cross/Blue Shield, either directly or indi-
rectly, is purchasing care for 100 million subscribers. I don’t believe
that Blue Cross/Blue Shield and other health insurance providers
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are going to permit rates that are substantially higher than the
rates under the DRG system for the mredicare beneficiaries. But
nevertheless at some point in history, this may have to be an all-
payer system.

And I think equally important, my last principle, my last point,
is that it clearly will have to be extended to other sites beyond hos-
pitals at s