








































FIGURE 1B 


Estimated Annual Percentage Change, in Expense per Adjusted Patient Day, 

With and Without Prospective Reimbursement Programs1 


Maryland 


% 

20.0 

15.0 

10.0 

5.00 

1.00 

1970 1971 1972 1973 1974 1975 1976 1977 1978 

solid - w i t h PR 
dash -w i thou t PR 

1PR programs for which no graph is presented had no statistically significant effect on the annual percentage
expense per adjusted patient day. 
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FIGURE 3D 

Estimated Annual Percentage Change in Expense per Capita 

With and Without Prospective Reimbursement Programs1 
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1PR programs for which no graph is presented had no statistically significant effect on the annual percentage change in 
expense per adjusted patient day. 
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FIGURE 3E 

Estimated Annual Percentage Change in Expense per Capita 

With and Without Prospective Reimbursement Programs1 


All Four States 
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1PR programs for which no graph is presented had no statistically significant effect on the annual percentage change in 
expense per adjusted patient day. 
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The following assessments seem to be justified on the 
basis of the statistical results presented here: 

•	 Unit of Revenue Controlled. Among the States for 
which evidence of effectiveness is strongest are 
some States that establish limits on total revenue 
(Massachusetts and Connecticut, although Medicaid 
payment rates are set in Massachusetts) and some 
States that attempt to control reimbursement per 
patient day, per case, or per unit of service (Mary­
land, New Jersey, and New York). A better assess­
ment of the relative effectiveness of alternative 
approaches can be made after a preliminary analysis 
has been completed of program effects on the rate 
of growth of hospital services. Currently, there is no 
indication that any particular approach is superior to 
others. 

•	 Scope of Payor Coverage. Medicare participation in 
PR is not a necessary condition for program effec­
tiveness. We cannot assess whether or not Medicare 
fares better as a participant or as a non-participant 
in effective programs until later analyses have been 
completed. Direct authority over reimbursement for 
only a narrow group of payors (commercially 
insured and uninsured patients in Connecticut, and 
commercially insured and uninsured patients plus 
Medicaid in Massachusetts) is not an insurmount­
able obstacle to program effectiveness in controlling 
total hospital expenditures. 

•	 Aggregate Versus Department-Level Cost Review. All 
six of the programs for which evidence of effective­
ness is strongest conduct reviews of only aggregate 
spending for some, if not all, hospitals. It is therefore 
clear that department-level spending review is not a 
pre-condition for effectiveness. Whether department-
level analysis increases effectiveness will best be 
assessed when department-level expenditure regres­
sions are undertaken during the last phase of the 
NHRS. 

•	 Inclusion of Utilization Controls. This issue is best 
addressed with results from the upcoming prelimi­
nary analysis of program impact on the volume and 
composition of hospital services. It is not clear that 
the imposition of additional utilization controls in the 
New York program in 1975 is responsible for the 
improved effectiveness of that program, for other 
changes in the PR program were instituted at the 
same time. 

•	 Scrutiny of Base Year Compliance. Of all the pro­
grams studied, the program in New Jersey scruti­
nizes base year compliance (actual versus pre­

scribed spending levels) most carefully and imposes 
the heaviest sanctions for non-compliance. This par­
ticular characteristic is not found among other pro­
grams shown to be effective, and some (such as 
Connecticut and Massachusetts) do not assess base 
year compliance. Although compliance assessments 
are not essential, future analyses must consider 
whether such assessments increase effectiveness. 

We have not found any common denominator that dis­
tinguishes effective programs from ineffective ones. We 
will continue the search, in future analyses, for informa­
tion about the relative effectiveness of alternative 
approaches is an important objective of the NHRS. 

Sloan and Steinwald (1980:107) conclude their study 
of the effects of regulation on hospital costs and input 
use with the following observation: 

"Past research, on the whole, has failed to 
show that prospective reimbursement con­
tains hospital costs. Our findings also sug­
gest that PR has, at best, a very small nega­
tive effect on cost and input use. All we can 
say is PR has not proven itself to be an effec­
tive inflation strategy, and current reliance on 
PR to hinder future hospital cost increases is 
empirically unjustified." 

This paper, in general, duplicates the empirical results 
obtained by Sloan and Steinwald in that regulatory vari­
ables for the period prior to 1976 (the end of their data 
series) seldom enter as statistically significant in any of 
the regression equations presented here. The implica­
tions of the results we presented here for later years are 
substantially different, however. Seven to ten PR pro­
grams in existence after 1975, especially mandatory pro­
grams, are shown to be effective in controlling hospital 
expenditures, and future reliance on them to curb infla­
tion is empirically justified. 

We have examined only part of the evidence that deals 
with the effects of PR programs, and the results we 
presented in this paper are preliminary. In later phases 
of the NHRS, better data will be available for analysis, 
and we will undertake a much more comprehensive 
examination of program effects. Until an analysis has 
been made of the effects of PR programs on the quality 
of care, on the accessibility of hospital services, and on 
the financial viability of hospitals, the information neces­
sary for sound policy decisions is not complete. 
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