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As part of the Omnibus Budget Recon
ciliation Act of 1989 (Public Law 101-289), 
Congress established a set of refonns re
lated to payment for physicians' services 
under the Medicare program. Section 
1848 of this law specified three major 
components of a new payment system 
for physicians' services: a fee schedule 
for Medicare based on a resource-based 
relative value scale; restrictions on the 
ability of physicians to balance-bill Medi
care beneficiaries for amounts exceeding 
the fee schedule; and processes to set 
target annual growth rates for expendi
tures for physicians' services. 

The Medicare fee schedule (MFS) went 
Into effect on January 1, 1992. This sys
tem replaced the customary, prevailing, 
and reascnable charge methodology that 
had been In effect under the Medicare 
program since its inception. The MFS 
was intended to address problems seen 
in the existing system, including over
compensation of physicians for perfonn
ing procedures and undercompensation 
for evaluation and management services; 
variations across localities without justifi
able reasons. At the same time, volume 
perfonnance standards were enacted to 
control growth of total program costs, 
and finn limits were set on actual physi
cians' charges to protect beneficiaries 
from increases In balance billing. The 
MFS includes a transition period that ex
tends until 1996, with the largest propor
tion of the fee schedule changes having 
been implemented in 1992. 

Now, less than 2 years after the imple
mentation of the MFS, the United States 
Is considering a major restructuring of the 
health care system to expand access for 
all Americans, including those having no 
insurance coverage, and possible short
leon Initiatives to slow the rise in health 
care expenditures until these major re
fonns are Implemented. These initiatives 
are driven by the continuing increases In 
health care expenditures as a percentage 
of gross national product. U.S. health care 
expenditures increased by 11.4 percent in 
1991. Expenditures for physicians' ser
vices grew by 10.2 percent and now con
stitute more than 21 percent of all ex
penditures for health services. Physicians 
are also the principal "gatekeepers" for 
hospital care, prescription drugs, and 
other important health care services. 
Clearly, physicians' services will be an Im
portant element of efforts to control the 
growth in health care expenditures. 

It is likely that the enactment of the 
MFS will have a widespread impact, be
yond Medicare. The establishment of the 
Medicare prospective payment system 
for hospitals, based on diagnosis-related 
groups (DRGs), led to the adoption of sim
ilar DRG-based systems by States. Al
ready a number of private payers and 
State Medicaid programs are giving con
sideration to adopting a method similar to 
the M FS for paying physicians. 

The theme of this issue of the Review 
focuses on the future of the M FS, as well 
as broader payment issues, specifically, 
"Physician Payment and Cost Contaln-
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ment: Perspectives from the U.S. and 
Abroad." The articles address several ba
sic issues: 

Should there be refinements to the 
MFS? Two articles consider possible 
modifications or refinements to the MFS. 
Pope and Burge present a specialty 
resource-based method of setting MFS 
relative value units (RVUs) for physicians' 
practice expenses. Currently these RVUs 
are determined by using historical physi
cians' charges. These authors consider a 
methodology that sets RVUs for practice 
expenses based on each specialty's ex
pense proportion of total practice reve
nues. 

Dayhoff, Cromwell, and Rosenbach an
alyze 1988 data from the physicians' prac
tice costs and income survey to update 
the Health Care Financing Administration 
(HCFA) cost shares that are used in calcu
lating two components of the MFS pay
ment methodology-the Medicare Eco
nomic Index (MEl) and the geographic 
practice cost index (GPCI)-and to con
sider whether distinct MEis or GPCis are 
warranted for any subgroup of physicians 
if their practice cost shares vary system
atically in comparison to other physi
cians. The authors find that substantial 
differences exist among key practices 
cost shares, particularly across special
ties, but the Implications of such differ
ences for public policy are minor. They 
conclude that changes to the current 
methodology are not required. 

Should the MFS be applied to other 
payers? Three articles consider the possi
ble application of the M FS to other pay
ers. Langwell presents the arguments for 
and against a nationwide system of price 
controls for health care services, such as 
the application of the Medicare hospital 
and physician payment systems, for all 

payers. A Medicare-based all-payer sys
tem could reduce the level of health 
spending and offer great potential for 
controlling future price increases. At the 
same time, establishing the correct level 
and rate of increase In prices for all pa
tients would be difficult, and such a sys
tem could reduce research and develop
ment, access to care and to new 
technology, and could restrict consum
ers' choices. Langwell suggests that the 
acceptability of these tradeoffs depends 
on the priorities set for our health care 
system. 

Miller, Zuckerman, and Gates examine 
how MFS payments compare with private 
Insurance physicians' fees and how phy
sicians' revenues would be affected if 
Medicare payment levels were adopted 
by these insurers. The authors find that 
payments to Medicare physicians are on 
average about 76 percent of private fees, 
but that the geographic variations in pri
vate fees are greater than under Medicare. 
Overall, they report that physicians' reve
nues would decline about 11 percent if 
Medicare fees were adopted. 

The level of fees paid by State Medicaid 
programs to physicians has been a policy 
issue for many years. Many States' Med
icaid physician fees are well below Medi
care and private levels, resulting in re
duced physician participation and access 
to services for Medicaid recipients (al
though outpatient departments and clin
Ics may substitute for this care). Propos
als have been made in the past to raise 
the fees for physicians under Medicaid to 
those paid by Medicare, In the belief that 
Medicaid recipients have reduced access 
to physician care as a result of these 
lower payments. "The Impact of Medicaid 
Adoption of the Medicare Fee Schedule" 
by Holahan, Wade, Gates, and Tsoflias, 
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estimates the cost of increasing Medic
aid fees to the levels under the MFS by 
several alternative methods. The authors' 
analyses suggest that cost impacts 
would be greater than previous studies 
have estimated. 

/s access to care affected by the M FS? 
Given that the success of the new Medl· 
care payment system must be judged In 
part in the context of its impact on the 
beneficiaries, it is evident that there Is a 
compelling need to develop reliable and 
valid methods for monitoring access and 
utilization under the new payment sys
tem. Two articles examine possible ef
fects of changes in payments to physi
cians on access to care, and neither 
article finds evidence of reduced access 
at this time. McCall analyzes practice 
characteristics of Individual physicians 
who provided services to Medicare bene· 
ficlarles in 1988, following a reduction in 
the Medicare prevailing charge for 12 
"overpriced" procedures. Her analysis of 
changes in Medicare caseloads suggests 
that regardless of practice size or level of 
price change, most physicians experi
enced growth in their Medicare caseload. 
She concludes that physicians did not re· 
spond quickly to these 1988 price 
changes, nor did they respond in a way 
that would create access problems for 
Medicare beneficiaries. 

Gornick describes the complexities in
volved in monitoring access to care under 
the MFS, summarizes the methods being 
used in HCFA for monitoring changes in 
access to and utilization of physician ser
vices, and highlights major findings in
cluded in HCFA's Third Annual Report to 
Congress (1993) on changes in utilization 
and access under physician payment re
form. The basic approach used involves 
analyses of trends before and after the lm

plementation of the MFS. The monitoring 
process focuses on the development of 
rates of utilization for specific vulnerable 
subgroups of the population. Based on 
the analyses, the author suggests that im
plementation of the M FS does not appear 
to have had a detrimental effect on ac
cess to care, nor has it exacerbated any of 
the differentials in access that may have 
existed before the MFS went into effect. 

What can be learned from the experi
ences of other countries? The large num
ber of uninsured persons and the in
crease in health expenditures in the 
United States have led many policy
makers and consumers to examine the 
health care financing and delivery sys
tems of other countries that provide care 
to nearly all of their citizens at a lower 
cost than does the United States. Many of 
these countries use global budgets or ex
penditure caps to constrain the growth in 
hospital and/or other expenditures
methods that have been suggested for 
consideration In U.S. health care reform. 
Included in this Issue are two articles ex
amining available Information from other 
countries and possible lessons for the 
United States In future policy develop
ment. 

Welch, Katz, and Zuckerman compare 
physician fee schedules under Medicare 
with the Canadian provinces and report 
that, on average, Canadian fees are 59 per
cent of Medicare fees. Canadians have 
limited their spending growth, In part by 
restraining fees rather than using policies 
such as utilization review (compared with 
the United States). Because the U.S. 
multiple-payer system makes it difficult 
for any individual payer to limit fees with
out running the risk of adversely affecting 
its subscribers' access, many U.S. payers 
have, Instead, sought controls over the 

Healltl care Financing Review/Spring 1993/votume 14, Number3 3 



volume of covered services In order to 
control outlays. Although Medicare physi· 
clan fees are lower than those of U.S. pri· 
vale insurers, Medicare's payment levels 
are higher than fees in Canada In the con
text of the current U.S. health care sys
tem, lowering Medicare physician fees to 
those of Canadian levels could jeopardize 
access to care for Medicare beneficiaries. 
However, If the United States adopted a 
system under which all payers faced the 
same fee schedule, Canadian fees could 
prove to be Instructive. Despite the much 
lower fees In Canada, the aggregate sup
ply of physicians is not measurably lower 
than that in the United States. The au
thors suggest that lowering physician 
fees in return for greater physician discre
tion over treatment decisions may be an
other alternative to the use of volume con· 
trois to constrain expenditures. 

In their arilcle, "Global Budgeting in the 
OECD Countries," Wolfe and Moran 
present highlights of a review of the litera· 
ture on the structure and performance of 
global budgeting systems In the Organi· 
zation for Economic Cooperation and De· 
velopment countries. They report that the 
literature is largely descriptive and 
presents little evidence of rigorous empir· 
leal assessment of the effects of global 
budgeting schemes compared with other 
alternatives. Consequently, the value of 
this literature to guide policy delibera· 
lions on health care budgeting tech· 
niques In the United States will depend 
on how policymakers decide to proceed 
with health financing reform efforts. To 
the extent that reforms Involve creation or 
expansion of new public programs, these 
other countries offer a broad range of ex
amples of how global budgets might be 
applied. However, the authors suggest 
that the literature provides few Ideas and 

no hard evidence of how to apply global 
budgeting techniques to control private 
sector health care spending. 

Two other articles in this issue also 
present findings that are relevant to 
health care cost-containment programs. 
Gold, Chu, Felt, Harrington, and Lake re
view the effects of five previous U.S. 
health care cost-containment efforts on 
cost, quality, and access to care. Their 
findings suggest that the most effective 
cost-containment approaches tend to be 
comprehensive systems because they 
limit the ability of health care providers to 
offset cost constraints by raising prices 
to other payers or increasing the services. 
The article also presents an extensive bib
liography of references on these five cost
containment Initiatives. The article by 
Chuils, Epplg, Hogan, Waldo, and Arnett, 
"Health Insurance and the Elderly: Data 
from MCBS," reports that individuals 
without insurance coverage supplemen· 
tal to Medicare have a lower level of 
health spending per person than individu· 
als with supplemental coverage. Because 
the individuals with greater health ex· 
penditures tend to be protected from in· 
creases in copayments, the authors raise 
questions about the effectiveness of any 
cost-containment strategies that would 
involve increased copayments for Medi· 
care services. 

Finally, Cowan and McDonnell present 
data on health care spending by busi· 
nesses, households, and governments in 
the United States in 1991. They report that 
out-of-pocket health expenditures by 
households have remained constant as a 
percentage of income, while health care 
costs for businesses and, in particular, 
governments have experienced rapid in
creases in these expenditures. 
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