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Medicaid Policy and the Substitution of Outpatient

for Physician Care

Joel Cohen

ABSTRACT

This article explores the effects of reimbursement and utilization
control policies on utilization patterns and spending for physician and
outpatient services under state Medicaid programs. The empirical work
shows a negative relationship between the level of Medicaid physician
fees, relative to Medicare and private fees, and numbers of outpatient
recipients, suggesting that outpetient care substitutes for physician care
in states with low fee levels. In addition, it shows a positive
relationship between Medicaid physician fees and outpatient spending per
recipient, suggesting that in low fee states outpatient departments are
providing some types of care that could be provided in & physician's
office. Finally, the analysis demonstrates that reimbursement and
utilization control policies have significant impacts in the expected
directions on aggregate Medicaid spending for physician and outpatient

services.



INTRODUCTION

In 1984 $2.5 billion was spent on physician services in state
Medicaid programs, which accounted for 5.8 percent of total U.S. Medicaid
spending. This made physician care the third largest service category
within Medicaid program nationally. Because they account for a large
portion of total expenditures, and because federal regulations regarding
paymentlmethodclogies for physicians have been less strict than those for
nursing homes ancd hospitals, which are the two larger service categories,
physicien services have historically been a popular target among states
for cost constraint. This constraint has typically manifested itself in
the acoption of peyment methodologies that produce rates well below rates
in the private market or the Medicare program. A study by Holahan (1964)
of Medicaid payment rates for physicians in 197¢, for example, showed thaf
most of the states with large Medicaid programs paid less than 80 percent
of Medicere rates. Three of these states--Fennsylvaria, New York, and New

Jersey--paid Tess thar half of Medicare prevailing charges.

Hospital outpatient care accounted for $1.6 billion, or 4.7 percent,
of all 1984 Medicaid spending, making it the fifth largest service
category overall (after nursing homes, inpatient hospitals, physicians,
and prescription drugs). In contrast to physician care, cost containment
for outpatient services typically has nct been a major concern for the
states in their Mediceid programs. Reimbursement methodologies for
outpatient departments have historically beer relatively generous, anrc

utilization policies for cutpatient care have in recent years been aimed



at least party at increasing outpatient use, in an effert to encourage the

substitution c¢f outpatient for hospital inpatient care.

The issue of substitutability among different types of services is an
important one for the Medicaid program. A number of studies have shown
that low Medicaid fees discourage physicians from participating in the
Medicaid program (Hadley, 197¢; Sloan and Steinwald, 1978; Sloan,
Cromwell, and Mitchell, 1978; Held, Holahan and Carlson, 1983; Held and
Holahan, 1985), but it is not clear what impact this type of cost
constraint has on the Medicaid program as 2 whole. Some aralysts contend
that a Tikely response to Tow physicier fees is for Medicaid elicibles to
substitute hospital cutpatient care for physician office visits where
there is a leck cf physician participetion in the program. A study by
Gold (1964) extending earlier work done by Davis and Russeil (1972) showed
that the use of cutpatient services wes indeed related to the availability
and price of physician care, ard a study by Licn and Altman (1982)
suggested that there is, in fact, 1ittle difference between patients seen
in hospital outpatient departmerts and those seen in private practice.
Because outpatient reimbursement rates are less constrained than physician
fees under Medicaid, substitution of outpatient for physician care could
easily result in higher total program costs than would be the case if

physician fees were set at levels that encouraged physician participation.

Although previous stucdies have examined the effects of Medicaid &
payment rates on physicién participation and factors affecting the demarcd
for hospital outpatient services, to date little research has been dere on

the direct effects of reimbursement and utilization control policies on



overall Medicaid service use and expenditures. A notable exception was
recent study by Long, Settle, and Stuart (1986) that looked at the effects
of reimbursemert policy on physician service utilization. This study used
patient Tevel data to examine the impact of stringency of Medicaid
physician reimbursement on the probability of Medicaid eligibles seeing a
physician, utilization rates for those who did see a physician, and the
Tocations in which physicians were seen. The authors found that more
stringent Medicaid reimburserent was not associated with the probability
of seeing a physician or level of use among users, but was associated with
the location of visits. Loss cf access to office-based physician care
resulted in Medicaid elicibles seeking and receiving physician services in
hospital outpatient departments, hospital emergency rcoms, and

ncn-hospital based clinics.

This study explores similar utilization issues, as well as the
effects ¢f reimbursement and utilizaticn control policies on Medicaid
physician and outpatient spernding by examining aggregate program data on
recipients and expenditures for Medicaid physiciar and outpatient services
by state for 1980 through 1984. The main questions it will attempt tc

answer are as follows:

1. What is the impact of Medicaid payment rates, relative
to private payment rates, on physician utilization and

spending?

2 What is the impact of basic Medicaid utilization controls

on physician service utilization and spendina?



3. What is the impact of reimbursement methodology and basic
utilization control policies or outpatient service

utilization and spending?

4. Is there evidence of a substitution effect in aggregate
proaram data between physician and outpatient utilization
and spending related to Medicaid physician reimbursement

policy?

BACKGROUND

Physician _Services

Spending for physician services uncder state Medicaid programs has not
kept pace with inflaticen in recent years. As indicated in Table 1, total
Medicaid physician spencing nationally grew at an average rate of only
6.6% a year between 197¢ and 1984, which represented a decline of 2.7%
annually in constant dollars (i.e., adjusted for irnflation in the price of
physician services). The data also show very little growth in the number
of recipients of physician services over this period, with recipients
increasing by less than 1% a year on average. In addition, the inflatior
adjusted amcunt spent per recipiert declined by more than 3%, indicating
either that the intensity cf services provided was falling or that real

per service payments were declining at the same time.

[Table 1 goes about here’
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As mentioned above, research has shown that physician participation
in the Medicaid progrem is in large part a function of the levels at which
Medicaid fees are set. It has also showr that higher rates of having
claims returned for additional work, longer payment delays, and more time
consuming claims forms discourage physicians from participating in the
program (Sloan, Mitchell, and Cromwell, 1978). This research suggests
that where fees are low or administrative costs are high access to care
for Medicaid eligibles could be limited, resulting in eligibles being
unable to obtain physician services and, consequently, lower levels of

physician spending.

Wie have already seen that Medicaid spending for physician services
has grown slowly in recent vears, and has, in fact, declined in inflation
adjusted dollars. The trend in Medicaid fees over the 1979 to 1984 time
period is examired in Table 2, which shows the ratio of Medicaid to
Medicare fees for each state hzsed on fee indices developed for this
study. Medicare fees used in this ratio were computed on the basis of
actual fees in 197% updated fecr later yvears by the applicable change in
the Medicare Economic Index for physicians. Because Medicare fees in 1979
were a reasonable proxy for the private price of physician services, and
the Medicare Economic Index tracks ircreases in physician office practice
costs and incomes over time (Federai Register, 1985), these projected
‘edicare fees should also be a reascnable measure of private prices.
Thus, this retio indicates the attractiveness of Medicaid relative to
private patients for physicians. A ratio of one or‘greater means that
Medicaid fees are on a par with private fees, a ratio of less then cone

inaicetes that Medicaid fees are lower than fees in the private market.



[Table 2 goes about here]

As Table 2 illustrates, fee ratios have been declining in gereral
over the entire 1979 to 1984 period. In 1979, for example, 13 states had
ratios of 1.00 or above; by 1984 only 1 state (Wyoming) had & ratio that
high. Moreover, while only 3 states had ratios of .50 or less in 1979
(New Jersey, Pennsylvania, and New York), by 1984 18 states had ratios
that Tow. Gnly 3 states (Wyoming, Alabama, and the District of Columbia)
increased their ratios over the period. Thus, these data suggest that
declining Medicaid fees, relative to the private market, are a 1ike1y

explanation for the decline in physician sperding in recent vears.

Examination of reimbursement and utilization control policies over
the period (Table 3) suggests the primary mechanisms by which Medicaid
physician spending has been constrained since 1980. Although other
factors such as use cf HMOs or case-managemert programs may have had some
impact over this period, nore were widespread enouch to have been
significant in more thar isolated substate areas. Thus, their effects

would not be discernable at the level of aggregation presented here,
On the reimbursement side data collected for this study show that
there has been a shift over the past few years from Custcmary, Prevai]ing?

and Reasonable (CPR) to fee schedule type approaches.

[Table 2 cces about here]



CPR systems are similar to the traditional Medicare physician
reimbursement methodology. Under this approach, payments to physiciers
are based on the Towest of three different measures of "reasonable" cost.
The first of these measures is the physicier's actual charge, the second
is the physician's median charge over a recent prior time period (the
customary), and the third is the 75th percentile of all physicians'
customary charges in an area or specialty (the prevailing). When adopting
this tyﬁe of system states have the option to specify their own percentile
levels and groupings of physicians for setting the prevailing, as well as
the frequency of their updates. Nonetheless, CPR svstems are considered
to be relatively generous because they provide a structure for regularly
increasing payment rates based on increases in actual prices charged by

physicians.

Fee schedules, on the other hand, set direct limits on pavment rates
Tor individual procedures at levels chosen by the state. Manyv states, fcr
example, set Medicaid fees at the level paid under the Medicare program or
by private insurance companies when their Medicaid programs were first
instituted, with increases dependent upon the current politicel cr fiscal
situation (Holahan, 1984). Thus, under a fee schedule physician fees are
less 1ikely to be updated than they are under a CPR approach because the
lack of a regular update mechanism makes it easier for state officials to

avoid increasing the prices they pay physicians under Medicaid.

Utilization centrols were also used by a number of states throughout
the period. Many had such policies in place by 1980; several others

implemented therm between 198C and 1984. Four states (Alabama, New



Hampshire, South Carolina, and Tennessee) added limits or physician office
visits tc their programs (one state, Missouri, removed them), three states
added Timits on physician inpatient hospital visits (Missouri, South
Carolina, and Tennessee), and two states initiated limits on physician
visits to patients in long-term care facilities (Alabama and New

Hampshire).

[Table 4 goes about herel

It should be roted that although the presence of utilization controls
is sugcestive of efforts to curb unnecessary ( as defined by the state)
use of services ard 1imit expenditure growth, it was not possible, given
the difficulty of obtazining information for each state fcr each of §
years, to aetermine how stringent these controls actually were. Clearly
if a visit 1imit is set so high that it affects very few patierts, it
would have 1ittle impact on utilizetion or spending. Alterratively, such
@ 1imit could be set so that large numbers of patierts and previders would
be affected, severely constrairing the use of services and, in turr,
program expercitures. Thus, the stringency of a 1imit, more than its

simple presence, is likely tc determine the magnitude of its impact.

Nonetheless, it is pcssible that the esteblishment of limits might
have some effect or utilization and spending independent of their
stringency. For example, they may produce closer meritoring of program
spending on the part of the state, which might create additicra’

administrative costs for providers and deter them from accepting Mecicaid



patients. In addition, they may reflect a more restrictive
administrative posture with respect te Medicaid in ceneral, which might
have some indirect effects on the provisicn of services. 1In any case a
Timit is 1ikely to represent several otherwise difficult to measure

factors that mey have an impact on program utilization and spending.

The dates that the physician reimbursement and utilization contro]

policies discussed above were in effect over the period examined here are

presented in Table 4,

Outpetient Services

Unlike expencitures fer physician services, outpatient service
expenditures did not decline irn real terms betweer 197¢ and 19684 (Table
5). The growth in the number of recipients cf cutpatiert services was
alsc greater than for physician services, averaging 2.2%, compared to .7%,
anruglly between 1979 and 1584. In terms of real spending per recipient,
rates of growth for outpatient services were agair greater thar for
physician services, showing & positive value of .7%, compared to a decline
of 3.3%, over this period. In sum, comparison of the data in Tables 1 and
5 indicates that in recent yeers outpatient service use and spending grew
fester than physician service use and spending. This difference, although
small, is consistert with the notion that there may have been some
shifting in recert years from physician to cutpatient services in the

Medicaid program.
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[Table 5 goes about here’

Data on cutpatient reimbursement and utilization control policies are
presented in Table 6. The primary change over the years examined was a
shift from Medicare style reimbursement to alterrative systems. Four
states--I111incis, Massachusetts, Michigan, and Rhode Island--made such
shifts after 1980. Under the traditional Medicare cost-based
reimbursenent approach, payment rates are based on the actual costs
incurred by facilities, determined retrospectively. BRecause cost
increases under this approach automatically translate intc rate increases,
such systems provide few incentives for efficiency. This drawback is the
primary reason Medicare and most state Medicaid programs have discontinued
the vse of traditional retrospective cost-based systems in determining

payment retes for inpatient hospital services.
[Tatle 6 goes about here]

Alternetive methodologies are essentially an attempt to introduce
incentives for efficiency into the system by lessening or severing the
direct relationship between cost increases and rate increases. Urder an
alternative approach, rates might be set prospectively instead of
retrospectively, or might contain ceilings on either the level of costs,
the rate of growth in costs from year to year, or both. It is the use of
these types of features that distinguish alternative from traditional

retrospective cost-based systems.
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As illustrated in Teble 6, we considered systems based on a percent
of charges to be a third separate appreach used by states to pey
outpatient departments. Because such systems are based cor charges, rether
than cests, it is nct appropriate to classify them as Medicare
alternatives. Whether a percent of charages approach is inherently more or
less generous than the cost-based approach is unclear. At least one state
set the percent of charges paid at 100%, which is indicative of a very
generous reimbursement methcdology. Such a system could be quite
stringent, however, if the percent of charges paid is set at a low enough

level,

kith respect to utilization controls, there appears to have been
Tittle change in outpatient service coverage over the 1980 to 1084
period. Most of the states had Timits on specific types of sefvices
(e.g., cosmetic surgery), and slightly less than half covered routine
physicals in an cutpatient setting for all five years. The effective
dates for the outpatient reimbursement and utilization control policies

are presented in Table 7.
[Table 7 goes about herel
MODEL SPECIFICATION
In specifying the model on which to base empirical aralysis for this
study, the expected impact of Medicaid fees on access to physician

services has to be carefully considered. Although a gooc deal of

research, as cdiscussed previously, has shown that low fees result in



12

providers droppirg out of the program and, thus, reductions in access, it
is not obvious what impact such reductiens should have on the unduplicated
count of individuals receiving Medicaid physician services which,
expressed on a per capita basis (i.e. divided by state population), is the
recipient variable exemined in this study. One's initial expectation
would be simply that lTower fees are associated with fewer recipients. It
is possible, however, that the short-term and long-term impacts of Tow
fees on the number of physician service recipients, as distinguished from
the intensity of services provided to those recipients, might be
different. In the short term, reductions in the number of physicians
participating in the program shoula be associated with decreases in
numbers of recipients, as Medicaid enrollees lose access to doctors that
had previously accepted them as patients. In the lerng-run, however,
Medicaid recipients might be able to obtain some level of physiciar care
from the providers remainring in the program, even if that care is less
convenient or of a different type. For example, recipients may have to
travel further to see a participating physician, or they may have to
switch from a specialist tc a general practitioner. Moreover, they may
begir using outpatient departments as a substitute for some types of
services they previously received in @ physician's office, which might
generate a physician as well as an outpatient bill. In any case,
unduplicated recipient counts may not be affected as much by providers
dropping out of the program in the long-run as in the short-run, because .
in the long-run recipients should be able to adjust to the reduced level
of access and maintain enough contact with physicians to generate at least

one bill. The amount and types of care Mediczid patients receive,
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nonetheless, should be affected in both time frames by the level of

ledicaid physician fees.

The generic model on which this analysis is based assumes that
numbers of recipients, total expenditures, and spending per recipient --
all expressed on a per capita basis--are a function of factors related to
the size of the welfare-eligible population within a state, the
reimbursement and utilization control policies discussed above, and a
state's supply of providers and overall demand for health care services.
The following discussion focuses on the specific explanatory variables

used in this analysis.

To obtain a precise estimate of the effect of reimbursement policy on
the provisicn of physician services this analysis uses a numerical fee
index, computed as the ratio of Medicaid to Medicare fees, rether than
dummy variables for reimbursement method to represent states' physicianr
reimbursement policies. The higher the ratio the more competitive
Medicaid should have been in a state. Our expecteétion was thet numbers of
recipienis and spending per capite would be positively related to the fee
reatio in the physician equaticns, and negatively related to recipients and

sperding per capita in the outpatient eauations.

On the outpatient side, data on actual rates paid were not similarly
available. To create a set of outpatient reimbursement variables the
state systems were clessified into three mutuzlly exclusive groups. The
firet group consisted of these states that used & traditional ccst based

methodology: the second group consisted of states that used an alternative
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methodology (i.e. not Medicare cost-based style) that was not based on
charges; and the third group consisted of those states that used a
non-Medicare style methodology that was based on a percert of charges.

The omitted, or reference, group was the Medicare cost-based category.

The expected outcome with this classification scheme was that the variable
representing alternative methodologies would be associated with lower
spending and utilization, and the variable representing charge based
methcdologies would be associated with higher spending and utilization,

relative to the cost based group.

There was a great deal of correlation within states in the use of
utilizaticn controls for physician services. In general, if a state
applied limits to office visits, for example, it also applied limits to
inpatient or nursing home visits by physicians. Because of possible
multicollinearity problems if we used variables representing a1l three
types of 1imits in a single equation, we used instead a variable
representing the existence of anv cne of the three types of limits. Thus,
if a state employecd @ 1imit of any kind during a year it was coded as
applying visit limits. We expected the use of limits tc be associated
with Tower physician spencding per capita and spending per recipient.
Likewise, in the outpatient equations, the service limit variable should
be associatec with lower total spending per capita and spending per

recipient.

In addition to the Timit variables, which represent constraints on
coverage of physician and outpatient services, we used a variable

representing coverage of rcutine physicals to exemine the impact of more



generous coverage criteria on spending and utilization. This variable nct
only represents a specific coverage policy, but also should reflect, in
part, the general attitude of the state toward service coverage. That is,
states covering routine physicals are likely to be more generous in other
ways as well--for example, they may be more likely to allow exceptions to
their utilization control standards, or to set those standards less
stringently. We expected states which covered routine physicals, in
either physiciens' offices or outpatient departments, to have more
recipients and higher spending per capita than these that did rot. As
was discussed previously, althcugh these utilization control mezsures are
not icdezl, they are still likely to reflect factors, either direct or

indirect, associated with Medicaid use and spendirg.

We alsc used a set of control varizbles in each set of equations to
account for other factors that are likely to influence states' coverage of
and spending for Medicaid services. Per capita income is importent
because it provides a way to indirectly measure the demand for services in
the privete market within a state. In general, research has shown that
the higher the income in a state, the higher the utilizaticn cf medical
care. There are two hypothesized explanations for this association. The
first is that individuals with higher incomes are better able to afford
medical care, and thus are more 1ikely to use it. The second is that
higher income is a proxy for a more highly educated population, anc more
education is positively associated with the use of medical care. In
either case, we expected per capite ircome to be negatively associated
with Medicaid use because higher income is related to private demand.

This should meke access for Medicaid enrollees more difficult within the
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overall medical care market. In addition, higher per capita income states
have Tower federal Medicaid matching rates, which means they have to
contribute a higher proportion of the cost of providing services out of
their own funds. This financing structure might also serve to produce a
negative relationship between per capita income and Medicaid use, although
in general wealthier states tend to spend more than poorer states on the

program,

Our second demand related cerntrol variable is the proportion of the
pcpulation receiving cash assistance under the Aid to Families with
Dependent Children (AFDC) and Supplementzl Security Income (SSI)
programs. This varieble represents the two main factors that determire
the pool of individuals eligible to receive berefits urder Medicaid. The
first factor is the number of poor pecple withirn a state. In gereral,
states with greater poverty populations should have more recipients and
higher spending on Medicaid, all else being equal. At the same time,
however, beinc poor does rnot automatically entitle ore to Medicaid
eligibility. States typically set their Medicaid eligibility criteria
such that only a portion of the potentiaily eligible populatior is covered
by the program (Holahan and Cchen, 1986). Thus, in addition to
representing the extent of povertyv in a state, the proportion of the
pcpulation receiving cash essistance represents how generous the state is
with its welfare eligibility criteria. For both of these reasons this
variable should be positively related to Medicaid physician and outpatient

utilization and spending.
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The supply of medical care in a state is also likely to have an
impact on its Mediczid spending. There are twc medical care supply
variables included in the equaticns estimated here to account for this
relationship. The first is the number of doctors per capita, the second
is the number of hospital beds per cépita. These variables should also be
positively related to the number of recipients and total spending per
capita in both sets of equations, because access to care for Medicaid
enrolliees should be better where the supply of medical care is greater.
They should be negetively related to spending per recipient, however,
because the same level of access should be attainable at a Tower price
level in states with & greater supply of previders.  Unfortunately, there
is some correlation between per capita income and suppiy of services,
supply being greater in higher income states, which makes it difficult to
determine the independent effects of the supply anc income variables in

this analysis.

The remaining two sets of control variables are included to account
for variation across states that is a function of geography and time, and
not specific factors or pcliicies within a state. Regional dummy variables
are included to control for differences associated with factors, such as
patient preferences and physician sty]es of practice, which cannot be
easily quantified but do appear to have impacts on the utilization of
medical care (Knickman and Foltz, 1985; Wennberg and Gittelsohn, 1982).
Dummy variables representing time are included to account for trends that
are not associated with variables specifically included in the equations
estimated--for exampie, changes in attitude tcward the use of Medicaid

services by recipients or the desirebility of accepting Mecdicaid patients
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by providers that are not associzted with changes in Medicaid
reimbursement or utilization control policies, per capita ircome, or the

supply of services.

‘ethodologically, this study uses ordinary least squares (OLS)
reagression analysis performed on pooled time-series cross-section data to
estimate (in reduced form equations) the impact of various reimbursement
end utilization control policies on physician and outpatient use and
expenditures. Because we suspect that the impact of Medicaid physician
fees on numbers of recipients is different in the short-run compared'to
the Tong-run, we use two different variations of our basic model in
eanalyzing physician services. The first model focuses on the short-term
impact of Medicaid physician fees by including a set of dummy variables to
represent individual states. We were not able to run a set of short-run
equations for outpatient services because data on actual outpatient fees
were not availebie. The methodology used in the first set of physician
equations, called least squares with dummy variables (Maddala, 1°77),
strongly controls for cross-sectional differences among states and,
consequently, allows us to examine variations over time that are not
confounded by time invariant state specific factors. The parameter
estimates in this model reflect the association between the independent
and the dependent variables, on average, within each state over the time
period examined. Because this analysis covers only a 5 year period, the
model including state dummy variables represents the short-term impact of

Medicaid fees on physician service use and spending.
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The Tong-run model simply excludes the state dummy variables, which
means that the parameter estimates obtained from it reflect primerily the
association between the independent and dependent variables across, rather
than within states. Differences across states are a function of the
cumulative effect of each state's past history of adjustment to factors
that are specific to it. Thus, the cross-sectioral models (physician and
outpatient) represent the relationships between the variables of interest
and physfcian and outpatient use and spending at the point of long-run
equilibrium. The pcoling of several years worth of data iﬁ this context

simply allows us to take advantage of having multiple cross-sections.

To avoid heteroscedasticity problems the recipient and expenditure
totels used as dependent variebles are expressed on a per capite basis,
using state population as the denominator. Expenditures were deflated by
indices representing changes in physician (the physician component of the
Medical Care Consumer Price Index) and hospital (the HCFA hospital market
basket index) prices, respectively, to put them into constant (1979)
dollars. A1l equatiors in both models were run in log-linear form tc

provide elasticities directly from the parameter estimates.
DATA

The Medicaid recipient and expenditure data used in this study are
derived from a report submitted annually by states to the Health Care
Financing Administration (HCFA). This report, knowr &s the HCFA 2082,
contains a detailed breakdowr of Medicaid expenditures and undupiicated

recipient counts by type of service and eligibility cétegory. For



purpcses of this study, the 2082 data for Federal fiscal years 1980
through 1984 were agcregated to produce recipient counts and total
expenditures for physician and outpatient services for each staté in each
of the 5 years. Data on numbers of recipients and spending fer Medicaid
enrollees age 65 and over were excluded, because their eligibility for
Medicare makes them subject to Medicare rather than Medicaid payment
systems and utilization pclicies. Thus the expenditure and recipient data

used in the empirical analysis reflects the under 65 population only,

The HCFA 2082 data are the most comprehensive avajlable on the
Mediczid program. and are widely used by researchers in empirical studies
of Medicaid. To mairtain the quelity of the data base, HCFA routinely
performs edits or the information reported by the states, and corrections
are made where prcblems or inconsistencies are identified. We alsc
performed our own edit check on the data, verifying the expenditure totals
for each service category for each state against an audited report, called
the HCFA 64, used by the federal government to compute federal matching
payments. This verification procedure showed no problems with the 2082

data.

Despite the overall good quality of these data, as they are
disacoregated by eligibility category within service types inconsistencies
occasionally appear. With respect to this study, because of the need to
create recipient and expenditure variables for physician and outpatient
services for the non-aged eligibility categories orly, a few such
inconsistencies were encountered. Easically, these problems were related,

to non-uniform reporting by a state across years. For example, an



Otherwise ccnsistent time series of expenditures for a state might drop by
two-thirds for one year in the middle of the series, because for that year
outpatlient expenditures for a relatively constant number of AFDC children
were obviously misclassified or the state's 2082 report. In lieu of
excluding an entire year of data for a state in these instances, a
protocol was developed for making a reasonable imputation of the "true"

value for the observations invelved.

The protocol was based on ar examinatior of inflaticn adjusted
expenditures per recipient, rather than expenditures or recipients
separately, tecause large fluctuations in that variable meant recipient
counts and expenditures were not moving in the same direction at the same
time indicating the kind of inconsistency described above. In cases where
the change in the expenditures per recipient variabie for one year
exceeded 33% within ar cotherwise consistent time series, the separate
expenditure and recipient values for that state were examined to determine
which contained the inconsistent observation. That observaticn was ther
acjusted using a trend regression based on the remaining cbservaticrs
within the state. Thirty-three percent was chosen as the screen because
it represented a conservative apprcach to the editing process. Setting
the screen at this Tevel meant that imputations were Timited to a small
number of extrerme cases. In all only 19 out of 960 recipient and
expenditure values were altered, which was slightly less than 2% of the
total. Only one state, Indiana, had to be excluded from the aralysis
because its expenditure and recipient numbers fluctuated te such an extent

that it was not pessible to make a reascrable imputation of the data.



The National Gevernors' Association (NGA) collected data on Medicaid
physiciar fees for this analysis. The NGA mailed a questfonnaire te each
state, and followed-up with phone calis when necessary. The cuestionnaire
asked for information on fees for a brief office examination (CPT-4 Code
90040), and an appendectomy (CPT-4 Code 44950). Only Alaska was unable to
respond to inquiries about its fees. To create the Medicaid fee index,
this information was combined into a single weighted average fee, with
weights of .6C and .40 respectively. These weights were based on the
proportions of Medicaid physician expenditures accounted for by office,
home, and hospital visits versus other procedures in a previous Urban
Institute study of Medicaid fee controls &rd physicier tehavior in
California, (Holahan, Scanlon, and Sulvetta, 1981). A similar Medicare
physician fee index was also computed using the 1979 weighted average
physician fee for Medicare from & separate Urban Institute study (Holahan,
1982). As discussed previoucly, Medicare fees were projected to 1980-1984
by multiplying the 1979 weichted fee by the applicable Medicare Economic
Index for physiciars. Finally, a state Medicaid fee ratic was computed by
dividing the weighted average Medicaid fee by the weighted average

Medicare fee for each year.

The NGA also obtained information on outpatient reimbursement
methodolegies and utilization control policies for both physician and
outpatient services through telephcre surveys of the states. These data
were translated into dummy variables for the empirical analysis. In each
case, the dummv veriables were coded equal tc 1 where a policy existecd and

otherwise, thus measuring that pelicy's presence or absence respectively.
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Other data were obtained from a variety of sources, as described in the

appendix.

RESULTS

Physician Services

The within state time series (short-run) physician service regression
results are presented in Table &. The utilization control and regional
variables are excluded from these equations because they are highly
correleted with the state dummy variables needed in this model to control
for stete specific time invariant factors, which include most of the

utilization control policies and gecgraphic location.

Note that the very high R-squares on these regressions are a result
of the inclusicn of dummy variables to represent the states. These
variables control for otherwise unmeasured factors that vary acrcss states
anc have an impact on levels of spending and recipients. Thus, the
elasticities on the independent variables reported in Table & represent
the impact of those variables after controlling for the state specific
factors reflected in the state dummﬁes. ‘cst of the variance in these
regressions is actually explained by the state dummy variables, however,
which is indicative of the tremendous differences that exist across states
in the structural factcrs that determine the comprehensiveness and

generosity cf their Medicaid programs.
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[Table & coes about here]

The results of these regressions are corsistent with the hypothesis
that, at Teast in the short-run, changes in the fees paid to physiciens
under Medicaid, relative to Medicare fees, are associated with the number
of individuals receiving physician services. The elasticity on the fee
ratio in the recipients per capita regression is .25, incicating that a 1
percent change in the fee ratio leads tc a .25 percent change in the per
capita rumber of physician recipients. Although sigrificant, this
suggests that the relationship between fee levels and the number of
errcllees able to obtain st least one service from a physiciar even in the
short-run is not very elastic--i.e., changes in the fee ratio lead to
changes in unduplicated per capita recipient counts that are only, on a
proportional basis, one-quarter as large. The results also indicate that
a significant determinant of the number of physician recipients per capita
is the number of peuple a state is willing to make eligible for the
progrem, with the elasticity on the propertion of the pcpulation receiving

cash assistance egual to .74.

The short-run equations for physician expenditures per capita and
expenditures per recipient show much higher elasticities on the fee ratio
than the recipients per capita equation, .85 and .60 respectively,
indicating that total spending and spending per recipient is more
responsive to the relative level of Medicaid fees than is the number of
pecple receiving services. Because we have no measure of exactly what
types of services were celivered, it is not possible to determine with

certainty using these data whether higher spending per recipient
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represents simply higher prices for the same services, or higher intensity
of services provided in response to more attractive Medicaid fees. To the
extent fee ratio changes within states were due to changes in Medicare
fees (the denominzter in the ratio) rather than Medicaid fees (the
numerator), however, changes in spernding per recipient would represent
changes in intensity because the Medicaid price would be a constant.
Typically, changes in the fee ratio over the period examined in this study
resu]ted from Medicare fees increasing faster than Medicaid fees, causing
the fee ratic to decline. This suagests that changes in the fee ratio
were associated with changes in either the mix or quantity of services

provided rather than their price.

A final interesting result from the short-run physiciar expenditures
per recipient regression is that the supply of doctors is negatively
associated with per recipient physician service costs, and that the
relationship between these two variables is fairly elastic (-1.05). This
sucgests that as the supply of doctorc increases within a state the same

level of service can be obtained without having teo increase Medicaid fees.

The results of the cress-sectional (long-run) physician service
regressions are presented in Table 9. These results show that the fee
ratic is positively associated with total per capita physician spending
and spending per recipient, with elasticities of ,50 and .51 respectively,
but not with the number of recipients per capita. Again, this is
consistent with our hypothesis and the Long, Settle and Stuart (1986)
study that over time Medicaid recipients can adjust to lower levels of

access and still maintein at least & minimal level of contact with
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physicians. Because the cross-sectional models deo not contain state dummy
variables, we were able to include pnlicy variables in these equations.
The results in Table S show that the existence of physician visft limits
is negatively asscciated with physiciar spending per recipient, showing an
elasticity of -.09, but not with per capita physician spending or numbers
of recipients. Coverage of routine physicals is positively associated
with the number of physician recipients per capita and total per capita
physicier spending, but not with physician spending per recipient. The
results for the limit variable indicate that states with visit limits had
approximately @ percent lower physiciar spending per recipiert than states
that did nct. This suggests that limits workec &t least partly as they
were designed to, by reducing the amourt of services provided to

individual recipients.
[Table 9 goes about herel

The results for the coverage of routine physicals variable also
indicate that this policy functionec according to expectaticn, by
increasing the per capita number of individuals receiving physician
services. The more generous states, i.e., those covering routine
physicals, had approximetely 16 percent more physician recipients per
capita and spent approximately 157percent more per capite cn physician

services than states that did nct have such coverage.

As was the case in the within state physician model, the results of
the cross-sectional physician model indicete that the primary determinants

of the number of physician service recipients and the level of tctal per



capita spending appear to be related to eligibility. The elasticity on
proportior cf the population receiving cash assistarce is .89 in the
recipients per capita equaticn and .86 in the expenditures per capita
equation. This variable was not significant in the expenditures per
recipient equation, however, which is consistent with the notion that
eligibility criteria affect how many individuals gain entry intc the
system, but not the intensity of service they receive. Per capita income
was negatively associated with the per capita number of recipients and
positively associated with spending per recipient, suggesting that
Medicaid patients with less intensive service needs mey have access

problems where private demand is high.

Amorg the remaininrg control veriables, hospital becs per capite erd
one of the regionzl variables--west--were significant in at least one of
the three equations. The results for these variables suggest that states
with more hospital beds and Tocations in the west provide a higher
intensity of service under the physician component of their Medicaid
programs than states in the midwest, and states in the west, compared to

the midwest, also have higher overail physician spending per capita.

The outpatient regressicn results, which are all cross-sectional, are
presented in Table 10. Each set of outpatient equations weas run both with
and without the physician fee ratio as an independent variabie. There was
little difference in estimates for the remaining variables between the two
specifications, consequently only the full model results are reported
here. The assumptions urcerlying the inclusion cf the fee ratio were that

states set their Medicaid physician fees independent of their outpatient
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reimbursement rates, and that any changes in utilization patterns are a
result of recipients losing access to physician services and then taking
advantage cf available outpatient care as en alternative. That is,
recipients will use physiciar services first, and will substitute
outpatient care only when either referred by a physician, or when
physician services are not readily accessible. This sequential pattern of
utilization mekes the model a recursive one, which allows the use of OLS

in estimating the equations.
[Table 10 goes about here’

The cutpetient regressions indicate that there is a substituticn
effect where physcian fees are low. The recipients per capita eguation
shows & negative and significart relationship between the fee ratio and
recipients per capita. This means-that where Medicaid physiciar fees are
high relative to Medicare fees, the number of per capita outpatiert
recipients ic lcw, and where Medicaid fees are low relative to Medicare
fees the rumber of per capita outpetient recipients is hich, other factors
being held constant. In addition, there is a positive and significant
relationship between the fee ratio and outpatient spending per recipient.
This suggests that the intensity of outpatient services is lower in states
that have low physician fees, which may indicate the prevision of services
that could be performed by a physician in his office--for exahp]e, a

censultatien with a specialist.

With respect to spencing per capite, the results are suqggestive of a

ccst-increasing substitution effect, with an elasticity on the fee ratic
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of -.18, but this result did not meet the .05 significance level
criterion (p <.06). This suggests that the marginal cost of outpatient
services provided to patients shifted from physician to outpatient care is

Tow, but also that those patients may be underserved by the program.

L]

It should be noted that shifts between physician and cutpatient
services are not the only dynamic possibilities within a state's Medicaid
program. Although examing all of these possibilities is beyond the scobe
of this study, consideration was given to the impact that inpatient
hospital reimbursement and utilization control policies may have hed on
outpatient use and spending. Over the 1980 to 1984 period, a number of
states adopted new Medicaid inpatient hospital reimbursement methodolocies
which could also have precipiteéted an increase in the use of outpatient
services. In the course of this study regressions includirg & set of
reimbursement and utilization control variables developed for an analysis
of NMedicaid inpatient hospital services (Zuckermar, forthcoming) as
independent variebles were run to examine the issue of shifts between
inpatient and outpatient care. The results of those regressions showed no
association between inpatient policies and outpatient service use and

spending.

According to the regressions presented in Table 10, the most
important cutpatient policy variables in terms of impact are alternative
reimburserent method ard coverage of routine physicals. States with
alternative reimbursement systems had approximately 20 percent fewer

recipients, 33 percent Tower total expenditures, and 13 percent Tower
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spending per recipient than stetes with traditional cost-based
reimbursement systems (the reference aroup in the classification scheme
used).States that covered routine physicals under outpatient services hac
19 percert more outpatient recipients per capita and 15 percent higher per
capita outpatient spending. Limits on the types of services covered also
appears to have affected the the number of outpatient recipients per
capita, Towering the level by approximately 16 percent, but not overall
per capita outpatient expenditures. This suggests such Timits do perform
@ gatekeeper function, but don't necessarily result in overall cost
savings. Percent of charges reimbursement shows no effect in any of the

three equations.

Among the control veriables proportion of the populaticn receiving
cash assistance, as in the physician equations, was very important in the
outpatient recipients per capita and expenditures per capita equetions,
with elasticities of .98 and .86. In addition, although doctors per
capite was not significant in the cross-sectional physician model, it was
positive and significant in each of the cutpaztient equations. This
suggests that the increasing supply of doctors in recent years might be
associated more with access to institutional than office-based care in the
Medicaid program, perhaps because it represents &n increasing supply of

specialists over general practitioners.

With respect to the regional variables, the outpatient regressions
indicate that states in the east have fewer recipients per capita but
higher spending per recipient and states in the south have fewer

recipients and lower spending per capita than states in the midwest.
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DISCUSSION

The physician service regression results indicate that, as expected,
the attractiveness of Medicaid physician fees is a significant determinant
of physician spending per capita and per recipient under the Medicaid
program. The evidence with respect to physician service recipients,
however, is somewhat mixed in that there appears to be a difference
between the impact of fees in the short and long-run. Our hypothesis is
that this reflects the ability of recipients to adjust to‘a smaller pool
of potential providers over time. To the extent this is true, these
findings sugaest that lowering fees results in & short-term reduction in
access to care, but in the Tono-run does nct affect the number of
individuals generating at least one bill from a physician. It should be
roted that the number of patients generating at least one biil from a
physiciar is a weak measure of the appropriateness of care under the
Medicaid program, however. The result of fercing recipients out of
doctors' offices and into the hospital-based system is likely te be a move
away fror regular rcutine to higher priced and episodic instituticnal

care, which has negative implications for quality as well as ccsts.

Kith respect to access, the most important determinants of the per
capita number of recipients of physician services appear to be the states'
poverty population and eligibility criteria, as reflected in the
proportion of the state population receiving cash assistance. This
variable also had the highest elasticity in the physician expenditure

equation. Taken together, these results suggest that the most effective
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way te increase access is by broadening eligibility, while restricting

eligibility is the most effective way to control costs.

The reimbursement level and utilization policies, however, also had a
significanrt impact on physician service access and costs under the
Medicaid program. The coefficients on the fee ratio indicate that a 1
percent change in the ratio is associated with a .5 percent change in
spending per capita and per recipient. This is somewhat smaller than the
impact of eligibility factors but is still greater than the impact of any
of the remaining variables. In addition, placing limits on the number of
visits allowed under the program appears to be associated with Tower
physician spending per recipient (approximately 9 percent lower)
suggesting either increased efficiency or lower quality, and coverage of
routine physicals appears tc be associated with higher physician service
spending per capita( approximately 15 percent higher) presumably as a
result of increasing the participation rate of individuals enrolled in the
prograrm. This result may be a functicn of the willingness of physicians
to treat Medicaid patients. Where coverage criteria are more generous,
and perhaps associated with lesser administrative costs, providers are

probably less 1ikely to discourage service use by program enrcllees.

For outpatient services, the results again indicate that eligibility
factors are the most important determinants of service use and spending
but, as with the physician models, reveal that reimbursement and
utilization policies play a significant role as well. Although actual
outpatient fee cdata were not available, so we could not generate precise

estimates of the impact of fees on outpetient services, our reimbursemert
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policy variehbies indicate that alternative reimbursement methodologies are
associated with fewer recipients (approximately 20 percent), lower total
spending (approximately 33 percent), and lower spernding per recipient
(approximately 12 percent) in comparison with traditional Medicare-style
cost-based payment methods. In addition, coverage of routine physicals
appears to increase total outpatient spending per capita (by approximately
15 percent) in the same manrer as for physician services, i.e., by

increasing the participation rate of program enrollees.

Another interesting finding in this study, which corroborates the
findings of Long, Settle, and Stuart (1986) using aggregate Medicaid
program data, is the negative relaticnship found between the physician fee
ratio ancd numbers of outpatient recipients. The results presented here
indicate that a 1 percent decrease in the physician fee ratio is
associated with a .34 percent increase in the number of outpatient
recipients, which indicates a substitution effect between physician and
outpatient care. Combined with the results of the physician regressions,
this suggests that ir the long-run physician fees affect not only the
amount and type of physiciar services provided, but the utilization
patterns of recipients; in low fee states they apparently seek much more

of a mix of physician and outpatient care.

The association between the physician fee ratio and outpatient
expenditures per recipient is positive, suggesting that states with Tow
physician fees provide less intensive services than do stetes with higher

fees. This result is also consistent with the substitution kypothesis,
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since what should be substituted are services that could be performed in a
physician's office, whereas in states with higher physician fees
outpatient care should be oriented toward more intensive, less
substitutable types of care (e.g., surgery). In states with Tew physician
fees, for example, specialist consultaticns and follow-up services might
be more Tikely tp be performed in an outpatient setting, while in states
“with high fees they would be more 1ikely to be performed in a physician's
office. In this case, outpatient services in the low fee states would be
less intense on average than they would be in the high fee states, which

is consistent with the results presented here.

Overall, ther, these findings indicate that states which attempt to
control their Medicaid spending by constraining physician fees will
increase their use of outpatient services as a result. Although the
evidence points to a loss of accesé in the short term by constraining
physiciar fees, in the long-rur it appears as though recipients adiust to
reductions in access so that physiciars maintain their positicn as an
initial primary centact point. Thus, the difference in terms of access
between high fee and low fee states appears to be what happens after a
recipient's initial contact with a physician, rather than whether that
contact occurs at all. In low fee states the recipient receives
outpatient services in addition to physician services, while in high fee
states he is more 1ikely to receive physician services only. This, in
turn, appears to lead to the provision of less intense services, on

average, in outpatient departrents in states with Tow physiciar fees.
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CONCLUSIONS

This research has shown that reimbursement and utilization control
policies do have a significart impact on aggregate Medicaid spending for
specific services. On the physician side, the use of policies that
constrain physician fees, limit the number of visits covered under the
program, and exclude coverage of routine physicals are all associated with
Tower total spending. On the outpatient side, the use of alternative |
reimbursement systems and the exclusion of coverage of routine physicals
are associated with lower total spending. Thus, states do have options

short of reducing overall eligibility for the program thet are effective

in controlling, individually, total physician anrd outpatient costs.

The evidence indicates that the application of these cost control
policies must be carefully considered, however. Holding other factors
constant, where stetes have attempted to control physician spending by
constraining payment rates they appear to have suffered an increase in
outpatient service use as a result. The net result of this shift in
utilization patterns is not clear. This analysis suggests that lowering
Medicaid physician fees reduces physician spending while increasing
outpatient service use but not, perhaps, outpatient spending. Thus, one
might argue on the basis of this study that constraining physician fees is
a reasonable policy in that it Towers physician costs without harming

overall access, and has at worst a negligible impact on spending.
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This 1ine of reasoning may be inaccurate, however, in that it does
nct account for substitution effects in non-outpatient categories. That
a substitution effect exists between physician and outpatient services
suggests that such an effect may exist between physiciar and other
services as well. There may be a similar effect between physician and
clinic or physician and inpatient services, for example. Long, Settle,
and Stuart (1986) did in fact find that approximately half of those losing
access to office-based care found care at free-standing clinics. Thus,
although the indirect impact of lower physician fees on spending for other
services may be less easily seen than their direct impact on spendiﬁg for
physician services, in the aggregate the former effect may more than
offset the Tatter. LUnfortunately, examing all of the pessibilities to
determine the magnitude of this aggregate effect is beyond the scope of

this study.

Moreover, there are other implications tc such a policy that argue
for caution in constraining Medicaid physician fees. Guelity of care
should also be an important consideretion. It is possible that increased
use of institutional services by Medicaid recipients at the expense of
routine office-based care could have undesirable effects on quality by
making it difficult for welfare families to maintain an ongoing
reletionship with a physician. Ad hoc use of services seems particularly
likely to disrupt necessary routine care for children, whc constitute the

overwhelming majority of non-aged Medicaid recipients.

In sum, the results of this study indicate that reimbursement and

utilization control policies do have a significant direct impact on
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Medicaid spencing for physician and outpatient services. They also
indicate, however, that these pclicies when applied to primary services
such as physician care can have indirect effects on other areas of the
program as well. This suggests that states need to give careful
consideration to the overall impact of the rate and utilization control
policies they choose to adopt, rather than focus solely on their effects
on individual services, because of the complex relationships that exist
betweenlthose policies ard overall Medicaid service utiTi;ation and

spending.
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Medicaid Physician Service Recipients and
1979 to 1984

Table 1

Expenditures

Expenditures Expenditures Per
($s in millions) Recipients Recipient
Year Nominal Constant (in Thousands) Nominal Constant §
1979 $1,785.3 $1,785.3 13575047 $129.83 $129.83
1980 201842 1,802.0 13,764.4 146.62 130.92
1981 2,321.4 1,857.1 14,403.0 161.17 128.94
1982 2,274.4 1,672.4 13,;893.5 163.70 120.37
1983 2:+380.+2 1,619.2 14,056.0 169.34 115.20
1984 2,460.4 1,557%2 14,216.9 173.06 109.53
Average Annual Rate of Growth

1979-84 6.6% =2.7% w4 5.9% =3:3%
Source: HCFA 2082 reports, unpublished.

HPC/3339-10At1 (5/5/87)



Table 2

Ratio of Medicaid to Medicare Fees, 1979-1984

State 1979 1980 1981 1982 1983 1984
Nevada 1.13 1.06 1.09 1.00 .92 .87
Delaware 1.06 NA NA .91 .88 .83
Minnesota 1.06 .99 1.09 1.00 .92 .87
Louisianna 1.02 .95 .94 .86 .79 .56
Indiana 1.00 NA NA .50 N .71
lowa 1.00 NA NA NA .87 .86
Nebraska 1.00 NA NA NA .83 .88
North Carolina 1.00 .93 .90 .82 .76 .72
Oklahoma ' 1.00 .103 .97 .98 .99 .94
Texas 1.00 .93 .86 .83 .76 .72
Utah 1.00 .93 .86 1.14 1.05 .99
Wisconsin 1.00 .94 .96 .96 .80 78
Wyoming 1.00 1.02 1.04 1.04 1.03 1.02
Kentucky .99 .88 .81 .86 79 .90
North Dakota .98 .92 .91 83 R i 72
South Carolina .95 +93 .90 .74 .67 .64
New Mexico .94 .88 .81 74 .68 .64
Hawaii .93 .83 .80 .81 .78 .66
Arkansas NA NA .43 W40 .36 .32
Oregon .90 .84 .78 .75 a72 w71
South Dakota .90 1.03 .95 .87 .80 .79
Tennessee .90 . 88 .81 .77 73 . B0
Idaho .89 .83 .76 .65 .60 «57
Georgia .88 NA .87 .83 .76 .72
Alabama .83 NA NA .99 .91 .86
Washington .80 .67 .66 .64 «59 Ly
Michigan .78 73 .61 .56 .51 .49
Mississippl 7 aT2 .66 .61 .54 .67
Montana .76 .78 .79 73 74 .70
Ohio W74 .69 .64 .58 .54 .51
Vermont V72 P i 4 .65 .60 «55 w52
Colorado STt .87 1.04 .95 .87 .B6
Kansas 70 .65 .60 .57 23 .50
New Hampshire .69 . 64 «59 . 54 .50 Y
District .68 .64 .58 .56 - ] .70
West Virginia .68 .65 60 .54 .50 Y
Maine .65 .61 .56 « 31 47 A4
California .62 .63 .63 .61 .50 A
Magsachusetts +62 .65 .60 a7 .50 .48
Virginia .62 .58 .53 «51 47 W45
Illinois .61 W57 .53 .49 W45 W42
Rhode Island .59 :9 .57 «52 W48 W45
Connecticut .54 .61 .56 o 31 47 W45
Missouri .5 95 .50 A6 .43 .40
Florida w52 .49 45 W4l .38 .36
Maryland 3% W48 W45 W42 W4l .39
New Jersey WAL .38 35 +33 .31 .29
Pennsylvania .37 »35 .32 .30 .24 .22
New York «3 31 .29 .26 .24 23
NA = not available.

HPC/3339-10t2

(11/21/86)



Table 3

Summary of Medicaid Program Characteristics for Physician Services

Number of States

1980 1981 1982 1983 1984

Reimbursement Systems:

Fee Schedule 29 31 32 36° 37

CPR 19 17 16 12 1l
Utilization Controls:

Limits on Physician Office Visits 14 15 16 17 17

Limits on Inpatient Hospital Visits 18 18 20 20 21

Limits on Long-Term Care Visits 21 22 22 23 23

Coverage of Routine Physicals 21 21 20 20 20

Source: National Governor’s Association survey of states.

*Alaska and Indiana are omitted from this analysis because of missing or
incomplete data.

EPC/3339-10t3 (11/10/86)



Table 4

and Reimbursement Policies, by State

Implementation Dates of Medicaid Physician Utflization Controls

1980-198.2
Reimbursemen:t Svstems Limits on Visits Coverage
Fee Inpatient Long-Term of Routine

Schedule  RVS CPR Office Hospital Care Physicals
Alabama 82 -— 80 83 80 83 —_—
Arkansas B4 -_ 80 80 80 80 80
California - 80 - - 80 - 8ob
Colorado - 80 -— e 81 -— -_
Connecticut - 80 -— 80 -— 80
Delaware 80 _ - - 84 —_ —_
District -— 80 - - 80 -_— 80
Florida -_ 80 -_— 80 80 80 —_
Georgila 81 - 80 80 80 80 -
Hawaii -— - 80 -— 80 80 80
Idaho 80 -_ -_ - 80 - -
Illinois 80 -_— - -— 80 -— -_
Iowa _— - 80 — 80 o -_—
Kansas 83 - 80 80 80 80 80
Kentucky - - 80 - 80 —_— 80
Louisiana - - 80 80 80 80 _
Maine 80 - -_ _ -_ —_ 80
Maryland 80 —_ — - 80 -_ —
Massachusetts 80 —_ - 80 80 80 80
Michigan 80 -_— -— - 80 80 -
Minnesota - i 80 = 80 —_ 80
Mississippi 80 — -_ 80 80 80 _
Missouri 80 - - 8o°¢ 80 80 80
Montana -_— 80 _ - 80 —_ 80
Nebraska — - 80 - 80 = -
Nevada -_ &0 _ 80 80 80 e
New Hampshire 80 - - 8l 80 81 80
New Jersey 80 — -— -— 80 —_ 80
New Mexico —_ - 80 _— 80 -_ -
New York 83 80 — = 80 —_— 80
North Carolina k) - 80 - 82 -— -
North Dakota 81 - 80 -—_ 80 80 80
Ohio 80 - - 80 80 80 ==
Oklahoma = <= 80 80 80 80 =—
Oregon — 80 -_ -— 80 -_ i
Pennsylvania 80 . . - -_ - 80
Rhode Island 80 - - 80 — 80 80
South Carolina -— 83 80 82 80 —_ -_
South Dakota 80 -_ _— — 80 -_— -_—
Tennessee -— -— 80 82 BO 80 -—
Texas — - 80 80 -— —
Utah 80 - - - 80 —_ i
Vermont 80 -- - 80 80 80 80
Virginia 80 — - 80 — —
Washington -_— g8 == 80 80 80 =
West Virginia - 20 _— - 80 80 —
Wisconsin 83 — 80 —_ 80 80 80
Wyoming == == 80 -— 80 80 80
Source: Natlonal Governors” Associaztion survey of states.

Note: Alaska and Indiana are omitted from this analysis because of missing or incomplete

data.

a. 80 = implemented either prior te or during 1980.
b. Policy stopped in 198Z.
c. Policy stopped in 1984.

HPC/3339-10ti



Table 5

Medicaid Outpatient Service Recipients and Expenditures

1979 to 1984

Expenditures

Expenditures Per

($s in millions) Recipients Recipient
Year Nominal Constant (in Thousands) Nominal Constant §$
1979 $880.9 $804.3 9,384.9 $93.87 $85.71
1980 1,051.7 860.8 9,858.7 106.68 87.31
1981 1,260.7 919.9 10,315.6 122.15 89.26
1982 1,371.2 901.9 10,104.2 135:.71 89.26
1983 1,479.4 905.9 10,226.0 144,67 88.58
1984 1,609.9 933.5 10,509.1 153.19 88.83
Average Annual Rate of Growth

1979-84 12.8% 3.0% 2.2% 10.3% I7%
Source: HCFA 2082 reports unpublished.

HPC/3339-10At5 (5/5/87)



Table 6

Summary of Medicaid Program Characteristics for Outpatient Services

Number of States

1980 1981 1982 1983 1984

Reimbursement Methodology:

Medicare Style 28 28 27 25 24

Alternative 15 15 15 18 18

Percent of Charges 5 5 6 5 6
Utilization Controls:

Limits on Specific Services 42 42 43 42 42

Coverage of Routine Physicals 20 20 20 19 19

Source: National Governors” Association survey of states.

*Alaska and Indiana are omitted from this analysis because of missing or
incomplete data.

HPC/3339-10t6 (11/10/86)



Table 7

Implezentation Dates of Medicaid OQutpatient Utilization Controls
and Reimbursement Policies, by State
1980-19842

Reimbursement

Utilization Controls

Limits on  Coverage of
Medicare- Alter- Percent Specific Routine
Style native of Changes Services Physicals

Alabaza 80 -— - 80 —
Arkansas -_ 80 e 80 80
California - 80 - 80 8ob
Colorado 80 _— — — -
Connecticut - 80 = 80 80
Delaware 80 -— -— — -
District 80 - -_ 80 80
Florida 82 go¢ — 80 -
Georgia 80 = — 80 _—
Hawail -_— 80 -— 80 80
Idaho 80 i — 80 -—
Illinois 8o® 83 -— 80 -
lowa -— — 80 80 —
Kansas 80 -— -_ 80 80
Kentucky 8od - 84 80 80
Louisiana -_— -— 80 80 -
Maine 80 - - god 80
Maryland -— 80 - 80 -
Massachusetts gob 83 -— -_ 80
Michigan 8o® 83 — 80 -
Minnesota — 83 go® 80 80
Mississippi —_ - 80 80 -
Missouri —_ 80 -— 80 80
Montana 80 — _ 80 80
Nebraska 80 —_ — 80 —_
Nevada - 80 -_ 80 —
New Hampshire 80 _ -_— 80 &0
New Jersey - 80 == 80 80
New Mexico 80 _ -— 80 —
New York . 80 —_ 80 80
Nerth Carolina -_ 80 -— 80 —
North Dakota 80 — — —_ 80
Ohio 80 -_ -_ 80 -_—
Oklahoma — 80 -— 80 —
Oregon -- 80 . 80 o
Pennsylvania -_— 80 — 80 80
Rhode Island 80°¢ 82 - 80 80
South Carolina 80°¢ - 82 80 -
South Dakota 80 _ -_— 80 -_—
Tennessee 80 -_— — 80 —
Texas 80 — —_ 80 =
Utah - - 80 80 =
Vermont 80 - = 80 ——
Virginia 80 -— -— 80 =
Washington 80 — -_— 80 _
West Virginia - 80 -_ 82 —
Wisconsin 80 _— -_ 80 80
Wyoming 80 — — -— 80
Source: The National Governors® Association survey of states.

Note:

missing or income data.

a. 80 = implemented either prior to or during 1980.
b. Policy stopped in 1983.
¢. Pollicy stopped in
d. Policy stopped in 1984,

T

Alaska and Indiana are omitted from this analysis because of



Table 8

Physician Service Regression Results
Log-Linear Model with State Dummy Variables
(Standard Errors in Parentheses)

Recipients Expenditures Expenditures
Independent Variables Per Capita Per Capita Per Recipient
Reimbursement Variable:
Fee ratio «25% .85% L60%
(.09) (.12) (.11)
Control Variables:
Proportion of population oT4F .82% .07
receiving cash assistance (.10) (.15) (=13)
Per capita income -.04 =.01 .04
(.21) (<303 (.26)
Doctors per capita .60 44 -1.05%
(.38) (+55) (.48)
Hospital beds per capita =01 .06 .06
(+13) (+19) (+17)
1981 .02 .04 .03
' (.02) (.03) (.03)
1982 .04 .09 .05
(.04) (.05) (.04)
1983 .03 .15% «12%
(.04) (.06) (.06)
1984 L0l o15% 16%
(.05) €07 ) (.06)
State dummy variables
not separately reported
Intercept : 6.33% 5.44% 6.02%
(1.86) (2.68) (2.36)
R? .98 .96 .94
F-ratio 130.38%* 76 .35% 49.02%

*Statistically significant at the .05 level or better.

HPC/3339-10AtS8 (5/5/867)



Table 9

Physician Service Regression Results, Log-Linear Cross-Sectional Model
(Standard Errors in Parentheses)

Recipients Expenditures Expenditures
Independent Variables Per Capita Per Capita Per Recipient
Reimbursement and Utilization
Control Policy Variables:
Fee ratio -.01 .50% Sl*
(.05) (.08) (.06)
Limits on visits .003 -.08 —.09%
(.03) (.05) (.04)
Coverage of routine Jd6% .15% -.004
physicals («03) (.06) (.04)
Control Variableé:
Proportion of population .89% .8b%* -.03
receiving cash assistance (.04) (.08) (.06)
Per capita income -.45% -.08 37*
(.14) (.24) (.19)
Doctors per capita .02 «23 .20
(.09) (18) (.12)
Hospital beds per capita -.11 .24 4%
(.08) (.14) (.11)
' (.06) (.10) (.08)
West .001 24% 24%
(.05) (.10) (.07)
South -.08 .02 .10
(.04) (.07) (.06)
1981 -.01 .01 .02
(.04) («07) (.06)
1982 .01 .02 .002
(.04) (.08) (.06)
1983 R ¢ .04 .03
(.05) (.08 (.06)
1984 —0002 001 001
(.05) (.08) (.06)
Intercept 10.56% 4,73% 1.08
(1.15) (2.03) (1.56)
R2 .83 .57 .50
F-I'atio 73.72* 20009* 15-12*

*Statistically significant at the .05 level or better.

HPC/3339-10t9 (11/21/86)



Table 10

Outpatient Service Regression Results
Log-Linear Moael
(Standard Errors in Parentheses)

Recipient Expenditures Expenditures
Independent Variables Per Capita Per Capita Per Recipient
Reimbursement and Utilization
Control Policy Variables
Alternative reimbursement —.20% -.33% =el 3%
method (.035) (.06) (.05)
Percent of charges -.04 -.09 =205
reimbursement method (.07) (.08) (.07)
Limits on services covered -.16% -.06 .10
(.07) (.08) (.07)
Coverage of routine .19% .15% -.05
physicals (.05) (.06) (.05)
Physician Fee ratio —e34% -.18 d6%*
(.08) (.10) (.08)
Control Variables:
Proportion of population L98* .Bb* —al 2
receiving cash assistance (407) (.08) (.07)
Per capita income -.63% -.07 S6*
(.23) (.27) (v22)
Doctors per capita .58% 96% ) .39%
(159 (.17) (.14)
Hospital beds per capita =25 =19 .07
(.14) (.16) ' (.13)
East =.20% 14 L34%
(.09) (.10) (.09)
West =215 -.10 .05
(.08) (.10) (.09)
South -.32% -.32% -.001
(.07) (.08) (.06)
1981 -.06 .03 .09
(.07) (.08) (.07)
1982 -.05 04 .09
(.07) (.08) (.07)
1983 -.06 .07 .13
(.08) (.09) (.07)
1984 -.11 .04 S15%
(.08) (.09) (.07)
Intercept 12.06% 4.02% =1.12
(1.97) (2.29) (1.91)
2 o
R® 79 .81 A
F-ratio 50.91% 56.02* 10.21%*

*Statistically significant at the .05 level or better.
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APPENDIX

Sources of State Specific Variables

MEDICAID EXPENDITURES AND RECIPIENTS

Source: HCFA 2082 reports.

PHYSICIAN FEES:

A. Average Medicaid Rates:

Source: National Governors Association Survey, Unpublished.

B. Average Medicare Fees:
Source: Holahan, Gornick, Nichols, 1981.

C. Medicare Economic Index
Source: Federal Register, Vol. 50, no. 189

MEDICAID POLICIES

Source: National Governors Association Survey, Unpublished.

TOTAL CASH ASSISTANCE RECIPIENTS:

A. AFDC Recipients
Source: Unpublished Data, Department of Health and Human Services,
Office of Family Assistance

B. SSI Recipients:
Source: U.S. Department of Health and Human Services, Social
Security Bulletin

NET INCOME

Source: U.S. Internzl Revenue Service, Statistics of Income (SOI) Bulletin

NON-FEDERAL DOCTORS

Source: American Medical Association, Physician Characteristics and
Distribution

HPC/3339-104ap (5/5/87)



NON-FEDERAL COMMUNITY HOSPITAL BEDS

Source: American Hospital Association, Hospital Statistics

POPULATION

Source: U.S. Bureau of Census, Current Population Reports
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