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Medicare Funding of Graduate Medical Education

Background

This issue involves the funding of graduate medical education (GME) with Medicare funds. The debate began to take shape in 1995 and 1996 when Congress was looking for ways to save money and there was new scrutiny of the Medicare dollars being spent on GME. The Balanced Budget Act of 1997 cut medical residencies and the growth of the number of residencies was capped.  The BBA mandated a study by the Medicare Payment Advisory Commission (MedPAC) and the Bipartisan Commission to make recommendations about whether and how Medicare and other federal payment policies regarding GME and payments to teaching hospitals should be changed. By cutting Medicare's payments to physicians and hospitals, Congress - perhaps without realizing what it was doing - slashed the income that academic health centers count on to support some of the most fundamental services: the care of this nation's sickest and poorest patients and the training of tomorrow's physicians. These reductions, combined with ever-lower reimbursements from insurers, have placed hospitals in increasing financial difficulties. Already, consequences of these cuts have been devastating to hospitals across the country and there is a very real possibility that many hospitals will fail.
Current policy is that Medicare makes direct GME payments for the cost of training residents and indirect payments, which account for the higher costs of teaching hospitals.  Reimbursement was previously cost-based; the GME costs were recognized as patient care costs - allowable costs of hospitals.  When Medicare switched to PPS, they separated out direct GME costs and made it a separate payment on a cost pass through basis.  This provided hospitals with incentive to throw in a large amount of costs.  Congress decided that some type of control needed to be put in place. In COBRA 1985 they instituted per resident payments to try to control the growth in spending.  They did not want uncontrolled costs but they did not think of the consequences of the growth in residents.  There has been a steady growth since the 1990’s.  This growth in the number of residents spurs the recurring discussion on GME.

According to a study published in the July 22 issue of The New England Journal of Medicine, Medicare’s reimbursement to hospitals for training residents varies by as much as $50,000 from one institution to the next.  In one much-cited example, Houston-based Hermann Hospital receives $6,938 per resident while New York- based Beth Israel Medical Center receives $57,010.  The current funding levels originated in 1984, when hospitals submitted their graduate medical education cost estimates, which were then frozen in 1991, leaving states like Texas and California far behind New York. 
There are a few different approaches to reforming Medicare spending in terms of graduate medical education.  This first coalition, more or less, suggests maintaining the status quo and rather changing how Medicare GME payments are conceptualized. The second coalition calls for funding GME through an appropriation.  A third, represented by H.R. 1224, The All Payer Graduate Medical Education Act, combines funding from Medicare and a trust fund that would be financed by a one percent fee on all private health insurance premiums.  With this plan teaching hospitals would receive $3.2 billion a year in additional payments from the trust while the contribution from Medicare would decrease by $1 billion. The bill would also create a new formula, tied to wage and cost-of-living indexes, to fairly determine reimbursement rates. A final coalition is found in the nursing and allied health professions.  These groups are not pressing for a certain method of funding for GME but they are involved in the debate to ensure their continuing funding. 

Participants

The major proponent for the first coalition, which calls for a change in conceptualization, is the Medicare Payment Advisory Commission.  Other players include: Greater New York Hospital Association, American Association of Medical Colleges, New York State Hospital Association, American Hospital Association, American Medical Association. 

The major proponent for the second coalition, which is pushing for funding through an appropriation, is the Bipartisan Medicare Commission. There are no other organized proponents of this option. 

The major proponent for the third coalition, which calls for funding through Medicare and a trust, is Representative Ben Cardin (D-MD) sponsor of H.R. 1224, the All-Payer Graduate Medical Education Act.  Other supporters of this option are: Senator Daniel Moynihan (D-NY), Senator Phil Gramm (R-TX), Rep. Bill Thomas (R-CA), Senator Bill Frist (R-TN), American Medical Student Association, National Association of Public Hospitals and National Association of Children’s Hospitals. 

The fourth coalition, which is composed of the allied health professions, has no major leader.  They are not officially or actively working together.  Important players include: American Society of Health System Pharmacists, American Occupational Therapy Association, American Podiatric Medical Association, American Physical Therapy Association, American Speech Language Hearing Association, American Association of Colleges of Nursing, representing schools of nursing at 527 public and private institutions, American Association of Medical Centers, Fred Graefe, a lobbyist with Baker and Hosteller who represents the hospitals receiving the nursing payment, and the American Health Sciences Education Consortium, a coalition of over 700 hospitals who have colleges of nursing and schools for the allied health professions on the same premises.
Arguments/ Impediments

The first coalition is calling for a change in the way graduate medical education payments are conceptualized. Current thinking is that the distinction between direct and indirect payments means that there are payments for training and payments for patient care costs in teaching hospitals, respectively.  This coalition feels that that it is wrong to say that there are payments for training.  Resident training and teaching hospitals provide the patient with added benefit, therefore what is observed as direct GME actually are patient care costs and they should be part of patient care payments and thought of as patient care payments. Teaching hospitals provide public goods, such as free care to uninsured patients and highly specialized and technologically sophisticated life saving health care services. Medicare should pay for patient care in teaching hospitals when enhanced value justifies those higher costs.   Medicare is paying for patient care and that is one of the program’s main goals and objectives – providing access to Medicare beneficiaries for patient care services in the appropriate setting. 
The second coalition is calling for funding through an appropriation.  This approach is less organized then the other coalitions in the debate.  It calls for separating out direct GME, and perhaps pulling all GME out from Medicare into an appropriation.  This is the position supported by the Bipartisan Commission. 


The third approach is represented by a bill sponsored by Rep. Ben Cardin, H.R. 1224.  The All Payer Graduate Medical Education Act combines funding from Medicare and a trust fund that would be financed by a one percent fee on all private health insurance premiums.  With this plan teaching hospitals would receive $3.2 billion a year in additional payments from the trust while the contribution from Medicare would decrease by $1 billion.  

The fourth coalition, composed of the allied health professions, has slightly different arguments depending on the profession. The pharmacists argue that within the GME battle they need more than the other non-medical professions.  They focus on the issue of drug safety; regardless of where a patient receives drug treatment, pharmacists play an important role.  They can provide the right medication, the right dose, at the right time with no interaction. Pharmacists would like to be perceived as one of three key parts of a patient care team comprised of doctors, nurses and pharmacists.  Without a pharmacist, they believe the cost of health care will increase in terms of managing a patient’s drug therapies, especially in a hospital.  Doctors and nurses do not have the same expertise to manage these therapies. 

Proponents of funding for nursing argue that there is a nursing shortage today.  As HMOs continue to penetrate additional areas, more nurses and other non-physician providers will be needed.  Congress wants Medicare to make more use of HMOs so they need to be consistent in supporting the providers most used by HMOs.  

A shared argument among the players in the coalition is that Medicare should support GME for nursing and allied health professions because there is a need for non-physician health care in underserved areas (e.g., rural communities, inner cities).  

Opponents:
Opponents to the first coalition’s position feel the idea of changing the conceptualization about direct and indirect funding is ill defined.  It is not clear how, if at all, the policies would change.

Some will simply not agree with Medpac’s theory, many will continue to see the costs as training costs.  It is a difficult concept for people to grasp because of the traditional way teaching/training has been thought about.

If policy changes follow the change in conceptualization, hospitals would oppose the operationalization of the new concept because it will involve a redistribution of resources.  New York hospitals are expected to be opposed because they have high per resident payments and the policy changes would reduce the variation in what hospitals currently receive, which differs considerably. The new payment method would involve payment based on an average that would reflect what a hospital’s case mix is and area-specific factors.  Currently there is a hospital-specific payment.  The change would be more like a national average resident payment. 

The opponents to the second coalition feel that there are a number of problems with funding graduate medical education through an appropriation.  First, as the appropriations process works now, (i.e. the continuing resolution that recently passed to keep the government running now that the fiscal year has ended and only five appropriations bills have passed) GME funding would be frozen to the appropriation from the previous year.  That is not helpful to medical centers that face inflation.  Second, medical centers cannot make 10-year decisions, which would be needed because of the length of some residency programs, with a one-year appropriation.   Third, the chair of the Appropriations Committee Subcommittee for HHS could have different priorities than the funding of graduate medical education or the appropriation for GME could depend upon logrolling agreements between members. Opponents feel that this option would not allow for the stability and predictability GME funding needs. 

Opposition to the third coalition, which supports funding through Medicare and a trust, may come from health plans because the All-Payer Graduate Medical Education Act would cut into their profits. 

There is no organized opposition against the fourth coalition composed of the allied health professions.  However, there may be disputes among the allied health professions, as each profession fights for its part of GME funding. 

Impediments:

The first coalition finds a lack of data as an impediment.  The new conceptualization goes beyond inpatient care, it goes to other settings and other types of trainees to the extent that they can establish that costs might be higher and there is added value.  The problem with the other trainees is the data available to identify whether costs are higher and the added value.  It is assumed that a majority of the added value/enhanced patient care is going to be judgmental. 

There are no sited impediments for the second coalition. 

The third coalition feels the Republican Congress presents an impediment. Proponents of Cardin’s bill feel the likelihood of action is small.  They feel the Republican leadership is not going to do anything bold on health care. They also point out that there is a lack of interest on the part of the administration.

Of the fourth coalition, the pharmacists are relatively small in terms of the overall GME funding from Medicare, therefore they are concerned no one will think twice about cutting their funding.  Proponents of nursing schools feel they hit a wall on the Hill.  People there are reluctant to do anything about GME and this has gone on for a long time.  As a result, the nursing community has a difficult time getting energy to pursue the issue.  They feel their letters are ignored.

Venues

Venues for this legislation include the House Ways and Means Committee Health Subcommittee, Bipartisan Medicare Commission, Senate Finance Committee and the Medicare Payment Advisory Commission.  It will also be debated in Congress generally.
Lobbying Activities and Tactics

The major participant of first coalition - MedPAC, which is advocating a change in conceptualization, produces a report every four months to Congress.  In their August 1999 report they made recommendations regarding the payment policy on GME.  They will make broad recommendations at first that are conceptual in nature, not analytic.  They will, however, develop some of the analytics as time goes on. 

The second coalition, which suggests funding through an appropriation, has no stated lobbying tactics. 


The major proponents of the third coalition, calling for funding through Medicare and a trust, Representative Cardin and Senator Moynihan sent a letter to President urging him to support the idea of a separate trust fund to support funding for graduate medical education.  They are also urging other members to support the All-Payer Graduate Medical Education Act.


Various organizational members of the fourth coalition, composed of the allied health professions, have had meetings with Ways and Means Subcommittee on Health staff, meetings with MedPAC staff, as well as meetings with select members of the Senate Finance Committee.  The pharmacists have been educating members of Congress as to the importance of pharmacists in the health industry. 
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