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Chapter 1

Introduction and Summary

INTRODUCTION

In 1983, Congress passed a law that radically
changed Medicare’s method of payment for in-
patient hospital services. The Social Security
Amendments of 1983 (Public Law 98-21) man-
dated an end to cost-based reimbursement by
Medicare and initiated a 3-year transition to a pro-
spective payment system (PPS) for inpatient hos-
pital services. The system mandated by this law
is based on fixed per-case payment rates for pa-
tients in 468 diagnosis-related groups (DRGs).

The ultimate objective of Medicare’s PPS is to
reduce Medicare’s outlays for inpatient hospital
care while maintaining an acceptable level of qual-
ity and access for beneficiaries. This goal is to be
sought through a fundamental restructuring of the
financial incentives facing hospitals. Medicare’s
PPS is a striking change from the previous pay-
ment system, providing an entirely new set of
incentives relating to medical technology adop-
tion and use by hospitals and other health care
providers.

One incentive under PPS is for hospitals to re-
duce the cost of treating a patient over the course
of a hospital stay, in some cases by reducing the
length of that stay, PPS diminishes the financial
incentives for hospitals managers and physicians
to provide additional technologies (except where
they lower per-case costs to the hospital), because
it encourages such providers to weigh explicitly
the benefits of those additional services against
their added costs. Because payment is per admis-
sion, a second incentive is for hospitals to increase
the number of admissions, particularly those that
appear to be profitable. A third incentive under
PPS is for hospitals to develop new sources of rev-
enue by offering services not subject to DRG pay-
ment restrictions. All other incentives and result-
ing changes in the patterns of technology use arise
from these three basic incentives.

IOTA defines medical technology as the drugs, devices, and med-
ical and surgical procedures used in medical care, and the organiza-
tional and supportive systems within which they are provided.

Although the direction of the incentives under
PPS and some of the resulting impacts were pre-
dicted by the designers of the new payment sys-
tem, the assumptions behind them are largely un-
tested. These uncertainties have not discouraged
many observers from predicting serious undesir-
able results of PPS on patients’ access to and qual-
ity of health care, on the rate of introduction of
new technologies into the practice of medicine,
and on the level of clinical research in this coun-
try. The widespread concern that Medicare’s PPS
could pose a substantial threat to the health care
system has made it a highly visible issue and ar-
gues for a deliberate strategy for development of
valid and timely data on the actual impacts of PPS
as they occur.

Congressional awareness of potential problems
with PPS was evident even as the law establish-
ing the system was drafted, and some of the prob-
lems are explicitly addressed in the Social Secu-
rity Amendments of 1983. For example, the PPS
law mandated that the Secretary of the Depart-
ment of Health and Human Services (DHHS) pre-
pare annual reports on the impact of PPS through
1987.

Access to valid information on the impacts of
Medicare’s PPS is so vital, however, that two
committees of Congress, the Senate Committee
on Finance and the Senate Special Committee on
Aging, asked OTA to conduct an assessment that
would identify: 1) the types of economic and
health-related effects, related to medical technol-
ogy, that might result from implementation of
Medicare’s PPS; and 2) a series of strategies for
congressional consideration that would provide
an evaluation of the most important effects.

This report presents the results of OTA’s assess-
ment. It is not an evaluation of PPS; rather, its
primary purpose is to identify the kinds of infor-
mation that are required to give Congress and the
American public an accurate and timely view of
the impacts of Medicare’s PPS.

3
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Scope of the Report

This report arrays the possible effects of Medi-
care’s PPS on the U.S. health care system and as-
sesses the extent to which these effects can and
should be measured. The effects of PPS most rele-
vant to the performance of the health care sys-
tem are effects on the cost of providing medical
care and effects on the health benefits received
from that care.

Unfortunately, the direct measurement of health
benefits is infeasible; therefore, incomplete, im-
perfect, and overlapping proxy measures must be
used. OTA chose four PPS impact areas to serve
as proxy indicators of health benefits: quality of
care, access to care, technological change, and
clinical research.

These PPS impact areas are discussed sepa-
rately, but there is a great deal of overlap and in-
teraction among them. The most important con-
cern about the content of care in relation to the
health benefits it provides is the quality of that
care. Yet quality and access are interrelated, since
the same number and mix of services can provide
wide variations in access to care if the quality of
that care differs widely. Also, the content of med-
ical care (and therefore its costs and benefits) is
greatly influenced over time by the direction and
rate of technological change and clinical research.

Although the emphasis in this report is on meth-
ods for evaluating the ultimate impacts of Medi-
care’s PPS on cost, quality, and the like, changes
in the behavior of providers and patients that are
brought about by PPS will clearly affect ultimate
impacts. This report examines the need for studies
of PPS impacts on the organization and utiliza-
tion of health care services in the context of the
ability of such studies to provide useful informa-
tion on the ultimate benefits and costs of PPS.

Changes in benefits and costs due to PPS are
bound to vary among patients, payers, and pro-
viders. These redistributions of benefits and costs
among the members of society are even more im-
portant than PPS impacts on society as a whole,
because they have major implications for the eq-
uity of PPS. OTA has been mindful of the im-
portance of such distributional impacts in each
of the areas discussed.

Certain areas of impact are beyond the scope
of this study. PPS has the potential to affect the
livelihoods of many people through its influence
on patterns of employment in health care and re-
lated industries. To the extent that such employ-
ment changes affect health costs and benefits, they
are captured in this study. But employment shifts
require serious public policy attention in their own
right. For example, if PPS leads to major layoffs
of unskilled hospital personnel, what alternative
employment opportunities will be available? Such
questions are embedded in larger issues of labor
force policy and are beyond the scope of this
study.

Also beyond the scope of this study is the ef-
fect of PPS on the owners of health care and re-
lated businesses. PPS impacts on the health prod-
uct manufacturing industries, for example, are
implicit through their effect, if any, on research
and development and, hence, technological change
in medicine. Such impacts are not considered for
their own sake. Similarly, the effect of PPS on
patterns of for-profit versus not-for-profit health
care institutions is considered only in the context
of PPS impacts on quality and access.

Finally, this report does not directly address the
impacts that PPS may have on the quantity and
quality of health professions education. These ef-
fects could well be both immediate and dramatic.
Like all other impacts, however, PPS effects on
medical and nursing education are important in-
sofar as they alter the ultimate benefits and costs
of health care over the years. Assessment of these
ultimate impacts should detect the influence of
changes in health professions education. How-
ever, the influence of educational changes on
health benefits and costs may not be discernible
for many years. Thus, although the complexity
of the subject precluded detailed discussion of
educational effects in this study, the potential de-
lay in detecting their ultimate impacts argues for
early attention to the effects of PPS on education,
accompanied by an assessment of the implications
for health benefits and costs.

Organization of the Report

The rest of this chapter presents a summary of
the study findings and strategies and options for
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evaluating PPS. The body of the report is orga-
nized into three parts. Part One (chs. 2 through
4) provides a framework for designing an evalu-
ation strategy, including a statement of what is
known about the direction and magnitude of PPS
effects from analysis of its financial incentives (ch.
2); a brief review of the sparse evidence available
from the first year of operation of PPS (ch. 3);
and a discussion of issues that arise in designing
an evaluation of PPS (ch. 4).

Part Two (chs. 5 through 9) discusses each of
the broad areas in which OTA has assessed needs
for evaluative information: expenditures and costs
(ch. 5), quality of care (ch. 6), access to care (ch.
7), technological change (ch. 8), and clinical re-
search (ch. 9). Each of the chapters addresses the
following topics:

● definitions and measurement issues in the
area;

• potential impacts of PPS on the area;
• critical evaluation questions arising from the

analysis of potential impacts;

FINDINGS

Potential PPS Impacts

A central objective of this study has been to
identif y critical evaluation questions that need to
be addressed with respect to PPS impacts on five
important dimensions of health system per-
formance:

● expenditures and costs;
● quality of care;
. access to care;
• technological change; and
• clinical research.

Such questions arise from an analysis of the in-
centives inherent in the structure of PPS relative
to cost-based reimbursement. New incentives
leading to alterations in the behavior of providers
and patients will ultimately affect the perform-
ance of the U.S. health care system.

The changes in the health care system brought
about by Medicare’s PPS will result from a com-
bination of three aspects of PPS:

●

●

approaches to addressing the critical evalu-
ation questions; and
data availability and problems.

Part Three (chs. 10 and 11) examines existing
activities of both the Federal Government and pri-
vate organizations to evaluate and monitor the
impacts of PPS (ch. 10) and lays out considera-
tions in the development of strategies regarding
the content, organization, and funding of evalu-
ative research activities (ch. 11).

Separate appendixes provide detailed discus-
sions of specific issues, and include descriptions
of major population-based databases (app. C),
databases that can be used to measure the avail-
ability of health services and facilities (app. D),
and Medicare Part A data systems (app. E); and
data on aggregate measures of technological
change (app. F); an analysis of the role of utiliza-
tion and quality control peer review organizations
(PROS) as a component of PPS (app. G); and a
description of DRGs and alternative systems for
classifying hospital inpatients (app. H).

●

●

●

It

that it is a system of expenditure control;
that it pays hospitals by the case rather than
by the day or service; and
that it uses DRGs as the system of classify-
ing patients for payment purposes.

is difficult to disentangle the effects of each
of these three components of PPS from one
another. Many of the changes that occur as a re-
sult of PPS might well have come about through
any system that successfully controls the aggregate
level of Medicare expenditures for hospital care.
Other changes, such as reductions in length of
hospital stay, can be expected under any per-case
payment method. Still other effects on the avail-
ability and use of technologies for specific patients
can be traced to the peculiar characteristics of the
DRG patient classification system.

As a system for classifying hospitalized patients
into a limited number of mutually exclusive and
exhaustive categories, the DRG system necessarily
involves grouping together patients with hetero-



6 • Medicare’s prospective Payment System: Strategies for Evaluating Cost, Quality, and Medical Technology

geneous medical and surgical needs. The DRG pa-
tient classification system is based on diagnostic
and procedural codes of the International Clas-
sification of Diseases, 9th Revision, Clinical
Modification (ICD-9-CM). The way in which
medical technologies, particularly new ones, are
coded under ICD-9-CM and then incorporated
into the DRG system determines not only the
kinds of patients that are likely to be profitable
to hospitals but also the profitability of new tech-
nologies. OTA found, for example, that a new
technology that reduces per-case cost could ac-
tually reduce a hospital’s profit if its use places
the patient into a lower priced DRG. Conversely,
a cost-increasing new technology could increase
hospital profits if its use would place a patient into
a more highly reimbursed DRG with a sufficiently
higher rate of payment. Other patient classifica-
tion systems—for example, a system based on the
physiological condition of the patient at admis-
sion—might offer very different specific incentives
with regard to the use and adoption of tech-
nology.

When the three aspects of PPS just mentioned
are taken together, hospitals can be expected to
pursue various strategies, among them, for
example:

●

●

●

●

●

●

●

●

increasing
those that
increasing
transfers;
increasing

hospital admissions, particularly
are profitable under DRGs;
readmissions and interhospital

discharges to nursing homes;
integrating hospital services with noninsti-
tutional services; such as nursing homes;
home health care agencies;
increasing specialization of services;
increasing hospital diversification into pro-
vision of unregulated health services;
“upcoding” diagnoses and procedures re-
ported for payment purposes; and
decreasing cost per admission (through re-
ductions in lengths of stay, ancillary service
use, supply prices, or staffing levels).

Table 1-1 summarizes the relationship between
the predicted changes in hospital behavior and the
five dimensions of health system performance
identified earlier. Note that specific PPS incen-
tives, such as the incentive to increase hospital

Photo credit Fairfax Hospital Association

The incentive provided by PPS to increase interhospital
transfers may increase quality of care if the receiving
hospital is actually a more appropriate source of care

for the patient, yet it may decrease quality
by overloading stressed hospitals.

admissions, may influence several key dimensions
at once. Moreover, the direction of impact is not
always completely known or uniform across hos-
pitals or patients. In some cases, the incentives
are so complicated or mitigated by other factors
that the direction of impact cannot be predicted;
in others, negative impacts on some people are
matched by positive impacts on others.

The sparse evidence on changes in the health
care system after the first year of PPS pertains
primarily to changes in the utilization and orga-
nization of health services. Furthermore, the evi-
dence from the first year is tentative, because not
all hospitals were covered by PPS for the entire
year and only 25 percent of hospitals’ payments
were based on DRG prices. Although none of the
observed changes can be solely attributed to PPS,
several are strong enough to infer at least partial
causation by PPS. The average length of hospi-
tal stay for Medicare beneficiaries, for instance,
has been declining for over a decade, but it took
a further radical drop during 1984 that is prob-
ably mainly due to PPS, Changes in hospital
management priorities, reductions in staffing, the
accelerated move toward automated hospital in-
formation systems, and an increase in hospital
marketing also appear to have been influenced by



Table 1-1 .—Summary of Potential PPS Impacts on Five Dimensions of Health System Performance

Predicted Impacts on:Predicted changes in
hospital behavior

Cost per admission (down)
Expenditures and costs

May elf her increase or decrease total
Medicare program expenditures

May either Increase or decrease total
Medicare program expenditures

Quality of care

May increase or decrease Qu.311[Ya

Access to health care Technological change and clinical research

May Increase or decrease access

Length of stay I LOS)
(down )

May increase psychological benefits to
patients and lessen chance of iatrogenic
events but may also result in discharging
sicker patients

May decrease access to necessary
hospitalization for patients discharged
early but may also Increase access for
patients who need to get Into hospitals
with high occupancy rates

May decrease access to necessary
services

May Increase research on and adoption and use
of technologies that lower costs by Iowering
LOS may decrease development and diffusion
of those that raise L0S

Ancillary services ( down) I May either Increase or decrease total
Medicare program expenditures

May decrease use of unnecessary
services and decrease risk of diagnostic
tests and invasive procedures but may
also decrease use of necessary
technologies

No effect

May Increase development and diffusion of
technologies that permit fewer or less frequent
ancillary Services may decrease development
and diffusion of those that require more

Prices of materials and
supplies ( down )

Use of less expensive
materials and supplies

Decreases hospital costs

Decreases hospital costs

No effect

No effect

May decrease R&D by private industry

May Increase development and diffusion of
supply technologies (such as wound dressings)
that lower costs may decrease development
and diffusion of those that raise them

May Increase research on and adoption and use
of technologies that are less labor intensive
may decrease development and diffusion of
[hose that are more Iabor.intensive

May Increase clinical research and technology
adoption and use in profitable DRGs may
decrease that in unprofitable ones

No effect

May Increase use of less effective
materials devices and supplies

Staffing levels (down) May either Increase or decrease total
Medicare program expenditures

May decrease use of specialized
personnel when needed

May decrease access to special
personnel such as social workers or
speech theraplsts

Admissions (up) Increases Medicare Part A program and
beneficiary expenditures, may Increase or
decrease Part B expenditures

Increases Medicare Part A program and
beneficiarv expenditures may Increase or
decrease Part B expenditures

Increases Medicare Part A program and
beneficiary expenditures, may Increase or
decrease Part B expenditures

May either increase or decrease total
Medicare program and beneficiary
expenditures

May build specialty in particular DRGs in
hospital but may also Increase Iatrorgenic
events

May decrease quality if diagnosis or
treatment IS delayed

Increases access to hospital care

Readmission (up) May Increase or decrease access to
appropriate care

Transfers (up) May increase quality through
specialization in hospital but may also
decrease quality by overloading stressed
hospitals

May decrease use of unnecessary care in
hospital but may also Increase severity of
illness of patients in nursing homes
which could lead to greater demands on
nursing staff and lower quality of care

May Increase or decrease access for
particular populations such as poor very
old alcoholic or mentally iII patients

No effect

Discharges to:
Nursing homes ( UP) May decrease access to necessary higher

levels of care but may also Increase
access for Medicare beneficiaries to
appropriate lower levels of care Access
to lower levels of care for Medicaid
beneficiaries may decline
May decrease access for Medicare
beneficiaries to necessary higher levels of
care but may also Increase access to
appropriate lower levels of care

May decrease access to necessary higher
levels of care but may also increase
access to appropriate lower levels of care

May increase access to special services
for some patients but also may decrease
access for parts of the population

No effect

May encourage more clinical research in
nursing home settings

Home health care (up) May elf her increase or decrease total
Medicare program and beneficiary
expenditures

May elf her increase or decrease total
Medicare program and beneficiary
expenditures

May decrease per capita health care
expenditures

Increases Medicare Part A expenditures

May increase psychological benefits for
patients and families but may also result
in sicker patients being cared for at
home possibly less effectively

May Increase use of appropriate level of
services but may also lead to
Inappropriate placements

Increases quality through Increasing
volume of services

May encourage more clincal research in home
settings may Increase development and
diffusion of technologies that can be used at
home

Vertical integration of
services (up)

May increase diffusion of traditional impatient
technologies into outpatient and home settings

Specialization of services
(up)

May encourage research on and adoption of
technologies in hospital s area of specialization
in order to enhance hospital s reputation

Upcoding (up) No effect May encourage adoption and use of technolo-
gies that permit patient to be classified into a
higher paying DRG (when resulting additional
reimbursement IS greater than additional cost

SOURCE Off Ice of Technology Assessment 1985
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PPS. On the other hand, the expected increase in
hospital admissions did not occur. The failure of
this predicted change to occur under PPS implies
that certain hospital strategies may take time to
develop, that hospital managers’ power to influ-
ence physicians’ behavior may be limited, or that
the many other changes taking place simultane-
ously with the implementation of PPS either en-
hance or dilute the effects of the new payment
system.

The evidence of PPS impacts thus far illustrates
the lack of linkages between measured effects
(e.g., length of stay, admissions) and the critical
impacts (e. g., quality, access). For example, al-
though there is widespread anecdotal evidence
that patients are being discharged from the hos-
pital in a sicker condition than before PPS, there
is no clear evidence to indicate whether the ulti-
mate impact on the quality of care for those pa-
tients is good or bad.

Potential for Evaluation

The ultimate objective of PPS is to reduce Medi-
care’s outlays for inpatient hospital care while
maintaining an acceptable level of quality and ac-
cess to care for Medicare beneficiaries. The in-
tended consequences of the new payment system
are the elimination of hospital care that offers too
little in the way of patient benefits and the orga-
nization of hospital operations to provide the nec-
essary care in the least expensive manner. Thus,
PPS rests on the assumption that some part of the
health care delivered in hospitals prior to its in-
troduction was unnecessary or was inefficiently
produced. A great deal of evidence in the medi-
cal literature supports this assumption. If the as-
sumption is true, cost containment might be
achieved without sacrificing patients’ health or
welfare. Indeed, PPS could actually improve qual-
ity and access.

How hospitals and other providers actually will
respond to the financial incentives inherent in PPS
is by no means well understood. Hospitals’ re-
sponses will depend as much on their own goals
and constraints as on the economic incentives of
the system. The efficiency with which not-for-
profit hospitals—which constitute the vast ma-

Photo credit Fairfax Hospital Association

PPS provides an incentive to provide fewer ancillary
services, such as radiology, during each inpatient stay.

jority of hospitals—operate, for example, maybe
more affected by the overall stringency of the
Medicare hospital payment system than by the
specific design of the prospective payment system.
Also, PPS alters hospital incentives in ways that
may conflict with each other, thus leading to unin-
tended and possibly undesirable consequences.
These interactions are complex and the Nation has
little prior experience with payment systems like
PPS. Thus, the magnitude and direction of PPS
effects on health care costs and benefits cannot
be predicted with confidence.

The impacts of PPS certainly will not be dis-
tributed uniformly across society. Some people
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will be particularly vulnerable to the outcome of
PPS incentives. Some vulnerable groups whose
access to and quality of care are more likely to
be jeopardized under PPS are obvious—very old
people, alcoholics and mentally ill people with
medical problems, and disabled people. Other
groups in particular DRGs or seeking care at par-
ticular kinds of hospitals may be equally vulner-
able. The distribution of PPS impacts among af-
fected groups is as important as its aggregate
impacts. For this reason, a strategy for evaluat-
ing PPS impacts should include specific plans for
identifying those groups most likely to be vulner-
able to negative consequences of PPS and moni-
toring its effects on them.

Since monitoring for negative consequences
alone would give a biased picture of PPS, how-
ever, it is equally important in the long run to de-
velop plans for a balanced assessment of the full
range of PPS effects, positive as well as negative.

Any PPS evaluation plan must take into ac-
count the fact that the effects of PPS will emerge
over time. The adaptation to the new system’s fi-
nancial incentives will require major changes in
the way that the health system is organized and
in the way physicians and hospital managers be-
have when providing hospital services. Such al-
terations in behavior do not occur overnight.

Photo credit Fairfax Hospital Association

The impacts of PPS will not be distributed uniformly
across society. Special attention needs to be paid to
those groups most likely to be vulnerable to decreased
access to quality care, including very old people,
alcoholic and mentally ill people, and disabled people,

Some may take many years to develop. Although
certain early changes in the health care system
may serve as valid early warning indicators of im-
portant long-run effects of PPS, a mature assess-
ment of PPS can be made only after a substan-
tial period of time has elapsed, perhaps as many
as 5 years. However, now is the time to establish
appropriate data collection strategies and moni-
toring systems so that information is available for
such assessments.

The ultimate effects of PPS on health benefits
—as represented by quality, access, technologi-
cal change, and clinical research—and health care
costs and expenditures will occur through effects
on the utilization and organization of health care
services. Changes in the utilization and organiza-
tion of health care services are important indica-
tors—but by themselves insufficient measures—of
ultimate PPS impacts on health benefits and costs.
Without more detailed analyses of how any ob-
served changes in the utilization and organization
of services affect the benefits and costs of health
care, little can be said about the extent to which
PPS has achieved its objective,

The importance of evaluating PPS notwith-
standing, there are many obstacles to achieving
an accurate and balanced view of the new sys-
tem’s impacts. Concepts such as quality, access,
and technological change are difficult to make
operational, The lack of good impact measures
necessitates the use of crude measures whose rela-
tionship to the concepts of quality or access is
often tenuous. Limitations of existing databases
require further compromise in the selection of im-
pact measures or, if the limitations are not ac-
cepted, expensive studies involving the collection
of new data directly from patients or other sources
of information.

More importantly, the feasibility of attribut-
ing observed changes in the health care system
to PPS is limited by the fact that PPS is not the
only change underway in the health care system.
The health care system has been undergoing rapid
change in the past 5 years and continues to be dy-
namic. Simultaneous influences—including changes
in the supply of physicians, increasing competi-
tion in health care, and concurrent changes in Fed-
eral and State health policy—confound research-
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ers’ ability to attribute many changes in the health
care system directly to PPS. Consequently, the
effects of PPS on the benefits and costs of health
care and their distribution throughout society will
never be fully understood. The most that can be
expected is that those effects with the strongest
hypothesized direct links to PPS can be observed
and tentatively related to PPS. Yet verifying the
existence of changes in quality, access, etc., is pos-
sible and important in its own right. Changes in
health benefits and health status frequently require
a policy solution, even when the cause of the
changes cannot be definitely determined.

Whatever its limitations, evaluation is time-
consuming and costly, particularly the kind that
attempts to measure changes in quality of care,
access to care, and technological change. The de-
sign and conduct of such studies require person-
nel and funding sufficient to support them. Even
if federally sponsored evaluation studies are per-
formed by outside grantees or contractors, ade-
quate staffing at sponsoring agencies is required
to plan, administer, and oversee the projects. For

OPTIONS FOR EVALUATING PPS

Several options pertaining to the evaluation of
Medicare’s PPS are presented below for congres-
sional consideration. OTA has identified two
groups of options:

● those pertaining to specific studies that could
be undertaken to answer important PPS
evaluation questions; and

● those pertaining to the organization of PPS
evaluation efforts and the content and or-
ganization of databases.

The options for specific PPS studies described
below are not specifically numbered as options.
Congress could consider any combination of the
specific PPS studies described and could mandate
or encourage the conduct of the studies it deems
sufficiently important. One option would be for
Congress to pass legislation mandating and pro-
viding funding for the conduct of specific studies
by DHHS, the Prospective Payment Assessment
Commission (ProPAC), or some other body.

PPS evaluation to succeed, a commitment is
needed to the development and maintenance of
databases that can be useful in monitoring the
state of the health care system.

At present, the funds and personnel necessary
for the conduct of a comprehensive evaluation of
PPS do not appear to be available within any Fed-
eral agency. The Health Care Financing Admin-
istration (HCFA), which has been assigned the
responsibility for preparing the congressionally
mandated annual impact reports, is using exist-
ing databases where possible to address issues of
quality and access and has devoted some funds
to the development of additional databases and
impact measures that can be used for this purpose.
However, the amount of funding and number of
staff positions currently available for an evalua-
tion of PPS within HCFA are inadequate to meet
the information needs identified by OTA. Further
budget cuts for HCFA’s Office of Research and
Demonstrations (ORD) in fiscal year 1986 would
exacerbate the problem.

Another option would be for Congress to en-
courage DHHS (e.g., through oversight, in report
language, or through some other mechanism) to
undertake certain studies under existing au-
thorities.

In addition to noting options for specific
studies, OTA has identified broader congressional
options pertaining to the content and organiza-
tion of databases necessary for PPS evaluation
and to the organizational arrangements for the
coordination and oversight of PPS evaluation ef-
forts. These options are numbered and are per-
haps even more important to consider than the
options for specific studies.

Options for Specific Studies

Critical evaluation questions in the areas of PPS
impacts on expenditures and costs, quality of care,
access to care, technological change, and clinical
research are summarized in table 1-2. Because the



Table 1“2.—Studies and Data Sources Needed To Address Critical PPS Evaluation Questions

Critical evaluation questions

Expenditures and costs:
To what extent has PPS been successful in controlling
Medicare expenditures for inpatient hospital care7

What effect has PPS had on Medicare expenditures for
outpatient and nonhospital services?

What effect has PPS had on Medicare beneficiaries
expenditures fOr health Care7

How well does PPS cover the costs of providing Inpatient
care to Medicare beneficiaries?

To what extent are variations among hospitals m
profitability of Medicare patients due to factors beyond the
hospitals’ control such as variations in severity of cases
the socioeconomic status of the patients or input prices?

Quality of care:
What if any, negative effects has PPS had on quality of
hospital care for Medicare beneficiaries

What IS the net effect of PPS on quailty of hospital care
for Medicare beneficiaries?

How has PPS affected the quality of care in nonhospital
settings of care?

Access to health care:
How has PPS affected the availability of inpatient hospital
care?

How have interhospital transfers of Medicare patients
changed since the implementation of PPS?

Has PPS affected the utilization of Inpatient care for
vulnerable groups (e g alcoholic mentally iII disabled
or frail elderly patients)?

Studies and priority categoriesa

● Analysis of Medicare admission patterns by diagnosis-related
group (DRG) [2]

● Detailed studies of admissions in DRGs that have undergone
substantial changes in volume [2]

● Pre/ post comparisons of utilization of nonhospital services by
Medicare beneftciaries [2]

● Periodic assessment of out-of-pocket expenditures by Medicare
beneficiaries [2]

● Studies of revenues and costs of treating Medicare
beneficiaries [ 1 ]

. Studies of revenues and costs by hospital and area
characteristics [1]

. Studies of within- DRG differences in case-mix severity among
hospital types [ 1 ]

● Pre/post-PPS studies of m-hospital and postdischarge mortality
rates [ 1 ]

● Pre/post-PPS studies of the Incidence of drug reactions
decubitus ulcers, postsurgical pneumonia, and falls [1]

. Pre/ post-PPS studies of reasons for second admissions (e g
unrelated illness unsuspected problem surgical complications
premature discharge) [ 1 ]

● Pre/post-PPS studies of treatment patterns and outcomes for
specific disease Conditions and patient complexity (e g age
income, severity of Illness, health status, and comorbidity) [2]

● Longitudlnal studies of cohorts of Medicare beneficiaries to
track diagnosis, treatment, and recovery of illness regardless
of health care setting [2]

● Assessment of patient outcomes such as physical functioning,
emotional well-being, capacity for Independent Iiving and
effects on family members [2]

● Pre/post-PPS comparison of number of hospital beds by
region State and county urban/rural [2]

● Pre/post-PPS comparison of number and geographical
distribution of complex facilities (e g burn units. Intensive
care units, and cardiac catheterization labs) [1]

● Pre/post-PPS studies of the number of transfers of Medicare
patients [ 1 ]

● Analysis of the medical, demographic and Socioeconomic
characteristics of transferred patients [ 1 ]

● Studies of the origins and destinations of interhospital
transfers by type of hospital [1]

. Pre/post-PPS comparison of admissions for each vulnerable
group [1]

. Pre/ post-PPS comparison of the utilization of special high cost
Services for vulnerable groups [ 1 ]

Data sourcesb

● Medicare Part A claims file

. Medical records review
● Medicare Part A and B claims data

. Integrated beneficiary-based Medicare claims files

● Direct surveys of Medicare patients who have been
hospitalized within a specific time

● Patient sample identified through Medicare claims files

● Medicare Part A hospital billing file ( PATBILL)
. Medicare cost reports

● Medicare Provider Analysis and Review file
● Medicare cost reports
. Medical records review

● Medicare Part A claims files
● Hospital Insurance Master file
. Medical records review

● Medicare claims files to Identify readmissions
● Medical records review to identify causes

● Medical records review

● Medicare Part A and B claims
● Medical records review
● Survey of Medicare patients
● Medicare Part A and B claims
● Survey of Medicare patients

● American Hospital Association (A HA) Annual Survey of
Hospitals

● State health planning offices (for within State areas)
● AHA Annual Survey
● Medicare Provider of Service file

● Medicare Part A claims file

● Medicare Part A claims file
● Special survey
● Medicare Provider of Service file
● Medicare Part A claims file

● Special surveys to Identify vulnerable groups
● Medical records review (In the case of alcoholic and mentally

ill patients)
● Medicare Part A claims file
● Population-based surveys

cost

Low

High

Medium

High

Low

Low

High

Medium

High

Low
High

High

High

High

Low

Low
Low

Low

Low to high

Low

High



Table 1-2.—Studies and Data Sources Needed To Address Critical PPS Evaluation Questions—Continued
—

Critical evaluation questions

How has PPS affected the availability and utilizatlon of
posthospital care for Medicare reciptients

Has the demand for care in Veterans Administration (VA)
hospitals Increased and if so has the Increase resulted in
longer waiting Iists for medical attention7

Technological change:
How does PPS affect the extent and directlon of research
and development that underlies technological change7

How does PPS affect the development and diffuslon of
technologies that lower total Medicare costs7 That lower
health system costs7

How does PPS affect the diffusion of cost-raising but
quality-enhanctng technologies7

How does PPS affect the use of technologies that lower
quality of health care relative to alternative technologies
available?

Clinical research:
How IS PPS affecting the level and type of clinlcal
research performed relative to the situation under cost
based reimbursement7

-.

Studies and priority categoriesa

. Pre/post-PPS comparison of the utilization of skilled nursing
faclltty (SNF) days by Medtcare beneflclanes [ 1 ]

● Pre/post-PPS study of the utilization of home health care by
Medicare beneficiaries [ 1 ]

● Studies of the number of SN F beds actually available to
Medicare patients within Medicare-certlfled facilities [ 1 ]

● Pre/post-PPS comparison of VA Medical Center wamng Ilst
reports [2]

● Monitoring of R&D inputs (dollars) m various sectors of the
health care field [2]

● Case studies of specific technologies Especially amenable to
studies of a few individual technologies [2]

● Case studies of specific technologies [2]

● Case studies of specific technologies [2]

● Analysis of relative costliness of patients on clinical research
protocols (compare subject areas) 121

● Analysis of changes in purchasing power of N I H dollars
budgeted for clinical trials [2]

● Number and proportion of patients over age 65 on clinical
trials (compare across research areas) [ 1 ]

acalegory  1 Studies that can Idermfy major undesirable PPS impacts on the health care system as a whole or on vulnerable groups
Calegory 2 Slud)es lhal prowde  a balanced and thorough assessment o! PPS  Impacts on the health care system
Category 3 Sfud!es  whose purpose IS to develop methods of measuring Important PPS Impacts

bMany of these dd[a sources are described [n aPP E
cDepends on number  of technologies studied
dDependlng on number and extent of research areaS analyzed
eoata ex]s(  buf are scattered  In records of Indlvldual  lflStltUteS  and trials

SOURCE Office of Technology Assessment 1985

Data sourcesb cost.— .— — .
●

●

●

●

●

●

●

Medicare Part A claims file Low
Population-based surveys
Medicare Part A claims fde Low
Population-based surveys
Medicare Provider of Service file LOW

VA central office–hospttal inpatient activity reports by each Low
facility but data not available by age

National Science Foundation (NSF) survey Medium

Sources to choose technologies for study Medlum c

● Food and Drug Administration (FDA) and patent databases
● Surveys or consensus panels of experts
Sources of data on the technologies themselves
●

●

●

●

●

●

●

National Hospital Discharge Survey (diagnosts procedure
codes)
Revisions to CPT-4
Results of cost-effectiveness studies and clinical trials
Surveys of physicians, hospitals manufacturers local planning
agencies

Hospital billing data, patient abstract data Hospital Cost and Medium to
Utilization Project database National Institutes of Health (N(H) hlgh d

records of patients partlclpatlng In research
NIH cltnical trial data on dollars spent, number of patients Medlume

number of trials number of partlclpatlng hospitals and
Investigating personnel
NIH cllnlcal trial data on patient age Low

. — - .

I . .
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range of potential studies to address these ques-
tions is a broad one, establishing priorities is
necessary.

OTA has identified studies to address these
questions and priority categories of studies through
an analysis of the strength of the incentives fac-
ing providers and their ability or willingness to
act on them, the strength of the relationship be-
tween these actions and impacts on quality, ac-
cess, etc., and the feasibility and cost of measur-
ing specific impacts. The result is a three-tiered
approach to the identification of studies needed
to evaluate PPS:

• Category 1: studies that can identify major
undesirable impacts on the health care sys-
tem as a whole or on vulnerable groups.
These studies are either relatively inexpen-
sive to conduct because they rely on exist-
ing databases or are so important that they
may justify substantial funding.

● Category 2: studies that provide a balanced
and thorough assessment of impacts on the
health care system. These include those in-
tended to examine both positive and nega-
tive results. Their cost is generally (but not
always) high because of the need for com-
prehensiveness and balance.

● Category 3: studies to develop methods of
measuring important impacts. These are im-
portant for the enhancement of capability to
monitor PPS impacts. Cost varies depend-
ing on data needs.

Examples of specific studies in the first two
categories are summarized in table 1-2. Category
1 (negative impacts) studies should probably be
given the highest priority and include both short-
and long-run projects. Studies with the potential
for surfacing serious negative consequences of PPS
could be useful components of a more balanced
and comprehensive assessment of PPS impacts.
Some Category 1 studies are currently planned
or underway as part of HCFA’s annual PPS im-
pact reports mandated by Congress. Others, for
example, studies of avoidable negative outcomes
in hospitals, detailed studies of vulnerable groups,
and case studies of new technologies, are neither
underway nor currently planned.

Photo credit ” Fairfax Hospital Association

Studies of changes in the use of home health care due
to PPS are a necessary part of evaluating the impact

of PPS on the entire health care system.

Category 3 (methods development) includes
studies in three critical areas:

●

●

Studies to develop improved methods of clas-
sifying patients according to their predicted
need for hospital resources. Although DRGs
are at present the patient classification sys-
tem most practical for use as the basis for a
per-case pricing system, their structure has
created potential problems in patient selec-
tion, fairness to hospitals, and the introduc-
tion of new technologies. Moreover, many
PPS impact studies require selection of sam-
ples of patients with homogeneous resource
needs. Improved patient classification sys-
tems, even those that may be infeasible for
use in payment, could be used in evaluative
studies to provide valuable information on
the underlying causes of particularly trou-
bling impacts. Comparative studies of the at-
tributes of alternative patient classification
systems would enhance this capability.
Studies to develop improved techniques for
assessing the costs of treating patients. Cur-
rent methods of assessing the cost of treat-
ing Medicare patients are poor and depend
on a cost reporting system that may be in-
adequate for patient- or DRG-specific esti-
mates. Research into improved methods of
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estimating the costs of treating patients in
specific DRGs and hospitals would improve
the ability of the PPS system to operate
fairly.
Consensus development on measures and
standards of quality of care and access to
care. At present, measures that adequately

represent quality and access and that are
likely to be sensitive to PPS are insufficiently
developed. Also, agreement on the extent to
which observed changes in such measures
constitute acceptable or unacceptable changes
in quality or access is needed. Expert consen-
sus development could assist in identifying
appropriate measures and making judgments
about their acceptability.

Options for Implementing
PPS Evaluation

Databases for PPS Evaluation

Problems in routinely maintained Federal data-
bases complicate the task of evaluating PPS. The
Medicare databases are rich sources of evaluative
information, but their content and organization
make analysis difficult and costly.

The Medicare cost reports that hospitals sub-
mit annually to their fiscal intermediaries repre-
sent a particular problem. These reports are not
available to HCFA in a timely fashion or in auto-
mated form. Also, their content is vulnerable to
change by HCFA without adequate consideration
for their usefulness in addressing critical evalua-
tion questions. There is even some question whether
the cost reports will survive at all after 1988, when
they will no longer be legally required.

The Medicare claims databases are more timely,
but the size of the files and their organization pre-
cludes easy access for studies, especially those re-
quiring beneficiary-based histories of utilization
or outcomes. The development of integrated ben-
eficiary-based databases would enhance research-
ers’ ability to study systemwide impacts of PPS.

Federal health surveys, particularly those de-
signed to periodically monitor the utilization, ex-
penditures, and health status of the U.S. popula-
tion, do not live up to their potential usefulness
for the evaluation of PPS effects because of fund-

ing constraints and inadequate attention to the
specific data needs of PPS evaluation.

These problems raise three options for consid-
eration by Congress:

Option 1: Mandate a review of the Medicare
cost reporting system.

The basis for Part A Medicare payment under
cost-based reimbursement was the Medicare cost
report, which was specifically designed to provide
the information necessary to calculate Medicare’s
payment obligation to the hospital. The cost re-
port format changed with revisions and refine-
ments in the cost-reimbursement method over the
years; its content has always been dictated by the
need for data for purposes of paying hospitals.

Under PPS, the need for cost data is changing.
To the extent that PPS becomes a pricing system,
with prices tied to the general economy and not
to actual costs, the need for hospital-specific cost
data to administer the program will be reduced.
(Cost reports will be needed only for estimating
passthrough items such as capital, direct teach-
ing, and outpatient costs. ) Although the Social
Security Amendments of 1983 expressly pro-
hibited the total abandonment of the cost reports
before 1988, their content can be changed at the
discretion of HCFA (with the approval of the Of-
fice of Management and Budget).

As a unique source of cost data at the hospital
level, the Medicare cost reports are critical to
evaluating the financial effects of PPS on differ-
ent kinds of hospitals, patients, and payers. Al-
though hospitals differ in some reporting details,
the cost reports impose a reasonably uniform for-
mat on all hospitals and thereby permit compara-
tive analyses. The level of detail of reporting
required for PPS evaluation has not been inves-
tigated in detail. The 1984 version of the cost re-
port, for example, includes expenses reported at
the departmental level. Whether this level of de-
tail is necessary for accurate estimation of costs
by DRG, hospital, and payer or whether an even
greater level of detail would be useful are impor-
tant questions.

A review of the content of the Medicare cost
reports by experts in hospital finance, account-
ing, and economics could lead to a streamlined
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reporting format that is still responsive to the need
for information to evaluate the financial impacts
of PPS.

Aside from content issues, there is a problem
with the timely availability of data from the cost
reports at HCFA. An automated cost report in-
formation system, referred to as the Hospital Cost
Report Information System (HCRIS), has been in-
completely implemented. Cost reports are avail-
able from the system with a substantial time de-
lay (at least 3 years at present). Currently, only
the final audited reports are entered into the sys-
tem at HCFA, a practice which delays the avail-
ability of data by at least 12 months, More timely
cost data would be available from the reports sub-
mitted by hospitals prior to auditing, and it ap-
pears that these preliminary cost reports would
be reasonably accurate for purposes of evaluation.

A review of the Medicare cost report informa-
tion system, including the HCRIS system, by ex-
perts both within and outside of the Federal Gov-
ernment could identify further needs for system
developments, In addition, such a group could re-
view the submission and auditing time schedules
laid out in law and regulations for their reason-
ableness under PPS and could consider the ad-
vantages and disadvantages of alternatives to
universal mandatory cost reporting by hospitals.

Option 2: Mandate the development of inte-
grated, beneficiary-based Medicare Part A and
Part B databases.

The Medicare databases currently available in-
clude data on the use of institutional services (Part
A) or physician and other services (Part B), but
not both. These unintegrated databases place seri-
ous restrictions on attempts to analyze the impacts
of PPS on services to beneficiaries systemwide.
Only a beneficiary-based database that links Part
A and Part B medical claims and enrollment data
could follow and compare the entire history of
utilization of health services for a sample of ben-
eficiaries. For such a database to be feasible, ade-
quate funding would be necessary.

An integrated Part A-Part B database would
be especially important to studies of the impact
of PPS on the quality of medical care and on
Medicare and expenditures for such care. Studies

of PPS impacts on quality of care require a spec-
trum of data on the full range of services provided
to beneficiaries, including hospital admissions,
out-of-hospital care, and physician visits. With-
out this spectrum of data, studies such as analy -
sis of the impact of shorter length of hospital stay
on future patient outcome cannot be conducted
program-wide. Studies comparing beneficiary and
Medicare expenditures across services are likewise
hampered by the lack of an integrated database.
Studies comparing expenditures systemwide, or
linking hospital with nonhospital expenditures,
cannot be undertaken without a database that in-
cludes the full experiences of Medicare benefici-
aries in the health care system.

The only file that combines data from Parts A
and B at present is the continuous Medicare His-
tory Sample File. This file, which contains the uti-
lization history of a 5-percent sample of Medicare
beneficiaries, is limited in several respects. First,
the inpatient stay section of each beneficiary’s rec-
ord contains only the principal diagnosis and sur-
gical procedure; accurate DRG assignments are
therefore not possible. Second, the ambulatory
care record contains no diagnostic or procedural
data. Third, as a 5-percent sample, the Medicare
History Sample File does not easily lend itself to
analyses that require a large sample of benefici-
aries with specific combinations of characteristics
and medical conditions, as would be required for
detailed pre/post-PPS comparisons of quality, ac-
cess, and expenditures. Finally, there is a substan-
tial time lag in the creation of the file. The latest
file available as of June 1985 covered calendar year
1981.

One data system, not yet operational, that
promises to link Parts A and B in a flexible way
is the Medicare Automated Data Retrieval Sys-
tem (MADRS). This system will retrieve the full
array of claims on any beneficiary each year from
the various HCFA files, making analysis of sys-
temwide impacts much easier for both intramural
and extramural research.

Although MADRS will enable studies on health
services, utilization, and expenditures to make
comparisons across settings of care, this system
has three problems. First, MADRS is a data re-
trieval and organizing system, not a new data-
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base. It links accessible data together and makes
them available in one place, but if those data are
incompatible or incomparable, it cannot make
them less so. Second, MADRS organizes data by
year, so examination of the entire history of a
Medicare beneficiary still requires tedious orga-
nizing of data by beneficiary across all applica-
ble years. Third, even when MADRS becomes
operational, its files will include data only from
fiscal year 1980 on, thus precluding many com-
parative studies across time and limiting its use-
fulness to fairly recent beneficiary history.

Option 3: Encourage DHHS to review proce-
dures for national health surveys.

The national population-based health surveys
periodically conducted by the Federal Govern-
ment for statistical purposes are valuable sources
of data, but improvements in their content, sam-
pling designs, and completion schedules could
make them more useful for the evaluation of PPS
impacts. Appending the appropriate information
to the Hospital Discharge Survey records, for ex-
ample, would allow data from this survey to be
arrayed by type of hospital.

Some efforts are already underway to improve
national estimates of the use and expenditures
for health care services. The sponsoring agen-
cies (the National Center for Health Services
Research and Health Care Technology Assessment
(NCHSR&HCTA), the National Center for Health
Statistics, and HCFA) of the 1987 National Med-
ical Expenditure Survey, the successor to the Na-
tional Medical Care Utilization and Expenditure
Survey, proposed to the Office of Management
and Budget to: sample a higher than average
proportion of the elderly population; provide
more detailed information on community-based
long-term care; and release their first published
reports after 1 year, in order to allow for a timely
assessment of the impact of PPS. This type of re-
view could be generalized across all national
surveys,

A review of national health surveys for changes
that would accommodate the needs of evaluation
could be accomplished by an interagency task
force or by an agency responsible for coordinat-
ing PPS evaluation, if one were to exist, Of
course, changing national health surveys or mak-
ing them available on a more timely basis would

involve additional costs associated with instru-
ment design, sample selection, and pretesting.
Changes also might cause further delay in the
timeliness of these surveys, which is already a
problem. Thus, the organization responsible for
reviewing the surveys would need to weigh the
value of additional information against these
costs.

Organizational Arrangements for
PPS Evaluation

Three questions arise with respect to the orga-
nization of PPS evaluation:

●

●

●

What organizations within or outside of the
Federal Government should be responsible
for conducting PPS studies?
What funding mechanisms should be used to
carry out the needed research?
How can the total PPS evaluation effort be
coordinated?

The first two questions must be answered on
a study-by-study basis. At present, HCFA main-
tains the major responsibility for evaluation of
PPS impacts, since it has been assigned the con-
gressionally mandated annual impact reports
within DHHS. As the agency with the most
detailed knowledge of and access to the critical
databases, HCFA is a natural selection for many
PPS studies. Yet some PPS studies might better
be handled by other agencies whose interests are
not so closely aligned with the implementation of
PPS. For example, NCHSR&HCTA has the staff
skills and grant mechanisms to manage PPS evalu-
ation studies and is already conducting some re-
search in this area. Of course, the budget of this
agency would need to be augmented if NCHSR&
HCTA were to substantially expand its capacity
without jeopardizing other areas of health serv-
ices research. In addition, the role of ProPAC in
evaluating the impacts of PPS is unclear, but
ProPAC has been strongly encouraged by at least
one congressional committee to take on this task
and intends to comply to the extent that its budget
allows.

The most important organizational question is
the third. The difficulty of ensuring that appro-
priate studies are undertaken, available data are
used efficiently, the knowledge of those most
qualified and objective is tapped, and adequate



resources are devoted to evaluation suggests that
continual coordination and oversight of the evalu-
ation process is desirable.

The importance of PPS evaluation can be un-
derscored by congressional recognition that the
impacts of PPS will continue to work themselves
out well beyond 1987, the date of the last man-
dated annual impact report. The observations
above lead to options 4 and 5 below.

Option 4: Appoint one Federal agency to co-
ordinate and oversee the organization of PPS
evaluation.

The functions of a coordinating organization
could include the following:

●

●

●

●

●

●

●

●

●

●

If

assessing the feasibility and cost of alterna-
tive studies in relation to their importance;
developing an annual PPS evaluation
agenda;
recommending an annual PPS evaluation
budget;
identifying the most appropriate organiza-
tional sponsors for specific studies;
recommending the most appropriate funding
mechanisms;
recommending funding levels for individual
studies;
overseeing and coordinating access to needed
data;
overseeing and coordinating changes in data
systems to enhance the ability to evaluate
PPS;
reviewing the content of specific studies for
their scientific validity; and
serving as a clearinghouse for both public and
private sector studies.

an executive branch agency were to be ap-
pointed, the most logical candidates would be
agencies within DHHS. The Office of the Assis-
tant Secretary for Planning and Evaluation has
traditionally maintained a coordinating role with
respect to evaluation research. Two other possi-
ble organizations within DHHS are NCHSR&
HCTA and HCFA. NCHSR&HCTA has exten-
sive experience in supporting intramural and ex-
tramural research of this kind, has staff with tech-
nical skills to carry out the function, and is
currently coordinating the PPS-related research
of the Public Health Service. However, NCHSR&
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HCTA is low in the DHHS organizational hier-
archy and might therefore have difficulty under-
taking an oversight role. HCFA has both program
and research expertise. However, if HCFA or any
of the other components of DHHS is assigned the
task of coordinating the PPS evaluation, it will
be important to consider their inherent lack of ob-
jectivity, since they are part of the Department
implementing PPS.

Congressional agencies, such as the Congres-
sional Budget Office, the Congressional Research
Service, the General Accounting Office, or OTA,
would be capable of providing the oversight that
is necessary, particularly if staff with program
evaluation skills were assigned the responsibility,
but the missions of these offices are not generally
congruent with such a responsibility.

ProPAC has an informal congressional man--
date to provide a comprehensive evaluation of
PPS (Report 98-911 on H.R. 6028), but ProPAC
has a budget that cannot begin to meet these ex-
pectations. As a substitute for such a full-scale
PPS evaluation, ProPAC’s legislated function
could be expanded to include coordination and
oversight of PPS evaluation activities throughout
the Federal Government. As the body with re-
sponsibility for recommending relative and abso-
lute DRG prices, however, ProPAC would not
be totally disinterested in the outcome of an evalu-
ation of PPS.

Private organizations with experience in health
policy research and evaluation are probably not
good candidates for the role of coordinator. Such
organizations would have low access to informa-
tion and databases held by Federal agencies and
inadequate influence over the evaluation process.

Any organization that is assigned the coordi-
nation and oversight functions will need highly
skilled staff, adequate resources, and sufficient in-
fluence over the evaluative process if it is to per-
form the functions successfully.

Option 5: Extend the requirements for the PPS
annual impact reports by DHHS beyond 1987.

The annual impact reports mandated in the So-
cial Security Amendments of 1983 were intended
to provide critical information on PPS impacts.
Eliminating them after 1987, as is now mandated,



18 . MediCare’s Prospective Payment System: Strategies for Evacuating Cost, Quality, and Medical Technology

seems to waste an opportunity to complete a PPS burden might be somewhat alleviated (see option
evaluation because the impacts may develop over 4). At this time, the Secretary of DHHS is required
a longer period of time. by law to submit the annual impact reports to

Potential problems with extending the impact Congress. The responsibility for preparing the

reports for a longer period of time include the reports has been delegated to HCFA, but it does

administrative burden and the cost of such re- not necessarily have to remain there, especially

ports. If one Federal agency were coordinating if a coordinating agency other than HCFA were

and overseeing all PPS evaluation, however, this appointed.


