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ABSTRACT

T he ch a n g e  to a p r o s p e c t i v e  p a y m e n t  s y s t e m  for 

Me d i c a r e  p a t i e n t s  has  f o r c e d  h o s p i t a l s  to a d o p t  new 

m a n a g e m e n t  s t r a t e g i e s . T h i s  p a p e r  e x a m i n e s  t h o s e  

s t r a t e g i e s  and  p r o p o s e s  t h a t  h o s p i t a l  a d m i n i s t r a t i o n  

COSTS h a v e  i n c r e a s e d  as a r e s u l t  of the  p r o s p e c t i v e

PAYMENT S Y S T E M .  DATA I S  GATHERED THROUGH A R E V I E W OF 

THOSE AREAS MOST E F F E CT E D BY T H I S  CHANGE:  A D M I T T I N G ,

Me d i c a l  Re c o r d s , D i s c h a r g e  Pl a n n i n g , Nu r s i n g  and  

Ph y s i c i a n  Re l a t i o n s h i p s .
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I N T R O D U C T I O N

N a t i o n a l  h e a l t h  e x p e n d i t u r e s  r o s e  s h a r p l y  t h r o u g h o u t  

t h e  p e r i o d  1950-1987. I n 1950 t h e  n a t i o n  s p e n t  $12.7

B IL L I ON  ON THE HEALTH SECTOR I BY 1987 NATIONAL HEALTH 

SPENDING HAD INCREASED TO $497 B I L L I O N .  IN OTHER WORDS, 

IN 1950 THE NATION SPENT A B I L L I O N  DOLLARS ON HEALTH 

EVERY MONTH,1 BY 1987 IT SPENT WELL OVER A B I L L IO N  DOLLARS

a d a y .  T r a n s l a t e d  i n t o  p e r s o n a l  t e r m s ,  t h e  n a t i o n  s p e n t  

$80 p e r  p e r s o n  i n  1950; by 1987 t h a t  f i g u r e  was $1,973. 

( A n d e r s o n  and E r i c k s o n ,  1987).

He a l t h  care  i n  t he  Un i t e d  St a t e s  i s  f i n a n c e d  by  a 

m i x  of p u b l i c  and  p r i v a t e  f u n d s . F e d e r a l , s t a t e  and

LOCAL GOVERNMENTS PAY FOR ABOUT 40 PERCENT OF HEALTH 

EXPENDITURES, PRIVATE HEALTH INSURANCE PAYS FOR ABOUT 31 

PERCENT AND THE REMAINDER COMES DIRECTLY FROM PATIENTS,  

PHILANTHROPY AND OTHER PRIVATE SOURCES. MEDICARE AND

Me d i c a i d  ma k e  up t h e  l a r g e s t  s har e  of the  p u b l i c

FINANCING AND TOGETHER REPRESENT THE SOURCE OF 29 PERCENT 

OF ALL THE HEALTH CARE DOLLARS. (OFFICE OF THE ACTUARY,

1987)

Ap p e n d i x  B i n d i c a t e s  t r e n d s  over  t i m e  i n  s o u r c e s  of

FINANCING PERSONAL HEALTH CARE SERVICES (WHICH EXCLUDE 

RESEARCH, CONSTRUCTION AND ADMINISTRATION) .  OVER THE 

PERIOD 1950-1987 THE PRIVATE HEALTH INSURANCE INDUSTRY 

GREW FROM A $1 B I L L IO N  INDUSTRY TO A $154.7 B I L L I O N
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i n d u s t r y  ( O f f i c e  o f  t h e  A c t u a r y ;  1987).  I n 1950 p r i v a t e

HEALTH INSURANCE FINANCED 9.1 PERCENT OF PERSONAL HEALTH 

CARE EXPENDITURES. THIS NUMBER GREW STEADILY BETWEEN 

1950 AND THE EARLY 1980'S; PEAKING AT 31.9 PERCENT IN 1982 

AND DROPPING SLIGHTLY TO 31 PERCENT IN 1987.

F e d e r a l  g o v e r n m e n t  h e a l t h  e x p e n d i t u r e s  r o s e  f r o m  

1 0 .A PERCENT OF THE HEALTH CARE B I L L  IN 1950 TO 29.3 

PERCENT IN 1987. The FEDERAL SHARE TOOK A MAJOR SHIFT 

UPWARD WITH PASSAGE OF MEDICARE AND MEDICAID IN 1965;

RISING AGAIN IN 1972 WITH THE EXPANSION OF MEDICARE 

COVERAGE TO THE DISABLED.  STATE AND LOCAL GOVERNMENT 

SPENDING ON HEALTH CARE AS A SHARE OF ALL HEALTH 

EXPENDITURES HAS BEEN RELATIVELY STABLE OVER THE 

1950-1987 PERIOD; AVERAGING BETWEEN 9 PERCENT AND 

13 PERCENT. The SHARE PAID BY STATE AND LOCAL GOVERNMENT 

HIT A HIGH OF 12.7 PERCENT IN 1975 AND DECLINED GRADUALLY 

TO 9.3  PERCENT IN 1987.

Cu t b a c k s  i n  Me d i c a r e ; Me d i c a i d  and p r i v a t e  h e a l t h

INSURANCE PLANS APPEAR TO BE SHIFTING MORE OF THE COST OF 

HEALTH CARE DIRECTLY ONTO PATIENTS.  THE SHARE OF PERSONAL 

HEALTH EXPENDITURES PAID DIRECTLY BY PATIENTS OUT-OF-POCKET 

DECLINED FROM 65.5 PERCENT IN 1950 TO 27.1 PERCENT IN 

1982 AND CREPT UP SLIGHTLY TO 29.1 PERCENT OF ALL 

EXPENDITURES IN 1987. WlTH THE RAPID RISE IN HEALTH 

EXPENDITURES; EVEN A SMALL INCREASE IN SHARE CAN HAVE A
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SUBSTANTIAL DOLLAR IMPACT. I n 1980 AMERICANS PAID $268 

PER PERSON DIRECTLY FOR PERSONAL HEALTH CARE SERVICES)

IN 1987 THIS HAD INCREASED TO $508 (OFFICE OF THE 

Ac t u a r y , 1 9 8 7 ) .

T a b l e  1 i l l u s t r a t e s  t h e  way  i n  w h i c h  t h e  p r e s e n t

HEALTH CARE SYSTEM IMPACTS THE AVERAGE I ND I V ID U A L .  FOUR 

OF THE FI VE CATEGORIES LISTED RECEIVE ALL OR A PORTION OF 

THEIR FUNDING THROUGH THE FEDERAL TAX BASE. THIS SHOWS 

THAT THE USER OF THE HEALTH CARE DOLLAR IS OFTEN NOT THE 

PAYER AND THAT PUBLIC FUNDING PLAYS A MAJOR ROLE IN THE 

PRESENT HEALTH CARE SYSTEM.

Ho s p i t a l  care  was t h e  l a r g e s t  and  one of t h e  f a s t e s t  

GROWING SERVICES OVER THE 1 9 5 0 “ 1987 PERIOD. SPENDING 

FOR HOSPITAL CARE AS A PERCENTAGE OF ALL PERSONAL HEALTH 

CARE SPENDING INCREASED FROM 5 5 . 8  PERCENT IN 1950 TO 44 

p e r c e n t  i n  1987 ( O f f i c e  of t h e  Ac t u a r y , 1 9 8 7 ) .

I n t h e  1 9 8 0 ' s i t  had become a n a t i o n a l  c o n c e r n  t o

HALT THIS SPIRALLING RISE IN HOSPITAL COSTS. THE ISSUE 

WAS NOT WHETHER COSTS FOR HOSPITAL CARE WERE TOO HIGH 

BUT WHETHER THE HOSPITAL INDUSTRY COULD VOLUNTARILY BRING 

COSTS DOWN WITHOUT FEDERAL REGULATION. CONGRESS ELECTED 

TO TRY THE VOLUNTARY APPROACH. THE ASSURANCE OF COST 

RESTRAINT BY THE INDUSTRY IN 1979 AND THE INDUSTRY'S 

SUBSEQUENT FAILURE HELPED LAY THE GROUNDWORK FOR THE 

CHANGES IN HOSPITAL PAYMENT ENACTED IN 1982 (ADMENDMENTS
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to t h e  So c i a l  Se c u r i t y  Ac t s * 1 9 8 2 ) .  T h i s  p r o s p e c t i v e

PAYMENT SYSTEM AND ITS SO-CALLED DIAGNOSTIC RELATED

Groups  ( DRG7 s ) l i m i t s  t h e  a mou n t  t h e  gov e r n m e n t  w i l l  pay

FOR EACH HOSPITAL STAY OF A MEDICARE OR MEDICAID PATIENT.

I t seems d e c e p t i v e l y  s i m p l e ;  t h e  h o s p i t a l  r e c e i v e s  one

PER CAPITA PAYMENT FOR EACH PATIENT ADMITTED. I f IT  USES 

LESS RESOURCES TREATING A PATIENT THAN THE GOVERNMENT 

IS WILLING TO PAY * IT IS REWARDED AS BEING COST-EFFICIENT 

BY BEING ALLOWED TO POCKET THE SAVINGS. THIS IS THE 

FEDERAL GOVERNMENT'S PLAN TO FORCE HOSPITALS TO 

ACCOMPLISH TWO OBJECTIVES: TO LOWER THEIR OPERATING

COSTS (WHICH BRINGS THEIR INCREASES IN LINE WITH THE 

GENERAL INFLATION RATE) AND TO PLACE HOSPITAL 

ADMINISTRATORS IN THE ROLE OF CONTROLLING THE PHYSICIANS 

WHO ARE THE PURCHASERS OF THE EXPENSIVE HOSPITAL 

RESOURCES (FOR THEIR PATIENTS) (SCHULZ & ALTON* 1 9 9 0 ) .  

T h i s  p a p e r  e x a m i n e s  how h o s p i t a l s  have  r e s p o n d e d  to

D R G ' S  BY LOOKING AT THE ADMINISTRATIVE STRATEGIES THEY 

HAVE ADOPTED. PERSONNEL COSTS WERE EXAMINED TO SEE 

IF HOSPITALS HAVE HAD TO INCREASE PERSONNEL TO ADMINISTER 

THE DRG PROGRAM.

Th i s  p a p e r  was a c a s e  s t u d y  of a m i d - s i z e d  h o s p i t a l . 

I t t a r g e t s  n o n - r e v e n u e  g e n e r a t i n g  are a s  t h a t  are

MOST L IK EL Y  TO BE AFFECTED BY THE DRG SYSTEM* SUCH AS

Ad m i t t i n g * Me d i c a l  Re c o r d s , and D i s c h a r g e  Pl a n n i n g .
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Pe r s o n a l  i n t e r v i e w s  were c o n d u c t e d  w i t h  t he  m a n a g e r s  of

EACH OF THE AREAS TO DETERMINE WHAT MANAGEMENT STRATEGIES 

HAVE BEEN INSTITUTED SINCE D R G ' S  HAVE BEEN IMPLEMENTED! 

AND THE IMPACT ON STAFFING THAT HAS OCCURRED.



8

BACKGROUND 

THE P R O S P E C T I V E  PAYMENT SYSTEM  

P r o s p e c t i v e  p a y m e n t  m a y  b e  t h e  m o s t  r e v o l u t i o n a r y

DEVELOPMENT IN THE HEALTH CARE F I E L D  SI NCE THE 

I NTRODUCTI ON OF MEDI CARE I T S E L F  IN THE 1 9 6 0 ' S .  C R I T I C S  OF 

t h e  M e d i c a r e  s y s t e m  h a v e  o b s e r v e d  t h a t  t h e  r e t r o s p e c t i v e  

c o s t  r e i m b u r s e m e n t  p o l i c y  c o n t a i n e d  a v e r y  p o s i t i v e

INCENTIVE FOR EXCESSIVE SPENDING. SlNCE ITS INCEPTION

i n  1 9 6 5 ,  M e d i c a r e  h a s  r a p i d l y  g r o w n  i n t o  a m a j o r  g o v e r n m e n t  

e x p e n s e .  R e q u i r e m e n t s  f o r  g r e a t e r  e f f i c i e n c y  a n d  c o s t  

e f f e c t i v e n e s s  i n  M e d i c a r e  r a i s e  an i s s u e  w h o s e  s o l u t i o n s

HAVE BEEN LONG OVERDUE. PROSPECTIVE PAYMENT IS THE

g o v e r n m e n t ' s s o l u t i o n . T h e  p u r p o s e  a n d  i n t e n t  o f  D R G ' s

AND THE PROSPECTIVE PAYMENT SYSTEM IS TO PROVIDE MORE 

INCENTIVE FOR HOSPITALS TO BE COST CONSCIOUS AND LESS 

INCENTIVE TO PROVIDE UNNECESSARY SERVICES.

F or  t h e  p a s t  t h r e e  d e c a d e s , t h e  f i n a n c i a l  i n c e n t i v e s

BUILT INTO THE HOSPITAL REIMBURSEMENT SYSTEM HAD REWARDED 

INCREASES IN ACCESS, I E . ,  INCREASES IN THE NUMBER OF 

F A C I L I T I E S ,  BEDS AND SERVICES. ALSO REWARDED WERE 

INCREASES AND IMPROVEMENTS IN QUALITY SUCH AS THE NEWEST 

TECHNOLOGY AND MORE HIGHLY TRAINED PERSONNEL. THE 

POST-WORLD War I I  CONSTRUCTION ERA, FUELED BY H i l l - B urton
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GRANTS AND THE GROWTH OF SERVICES UNDER THE MEDICARE 

PROGRAM SHOW HOW HOSPITALS HAVE RESPONDED TO THE 

FINANCIAL INCENTIVES OF THIS PERIOD ( DAVIS .  ET AL.  1 9 9 0 ) .

NOW UNDER THE MEDICARE PROSPECTIVE PRICING LAW. THE 

FINANCIAL INCENTIVES HAVE CHANGED. THE GOVERNMENT HAS 

CLEARLY EMPHASIZED COST CONTAINMENT. THE GOVERNMENT IS 

TRYING TO STEM THE RISING EXPENDITURES FOR MEDICARE BY 

PROVIDING MORE EFFICIENT AND COST-EFFECTIVE HEALTH CARE

for Me d i c a r e  p a t i e n t s .

T he Co n g r e s s i o n a l  a i m s  under  t h e  p r o s p e c t i v e  p a y m e n t

SYSTEM WERE TO:

1 .  Es t a b l i s h  Me d i c a r e  as a p r u d e n t  b u y e r  of

SERVICES IN THE HOSPITAL MARKET.

2.  Redu ce  t h e  r a t e  of  i n c r e a s e  i n  f e d e r a l  m e d i c a r e  

e x p e n d i t u r e s .

3 .  En s u r e  p r e d i c t a b i l i t y  i n  Me d i c a r e  p a y m e n t s .

4 .  I m p l e m e n t  a p a y m e n t  s y s t e m  t h a t  would be l e s s

BURDENSOME THAN COST"BASED REIMBURSEMENT.

5 .  Enc ou ra ge  h o s p i t a l s  to o p e r a t e  more e f f i c i e n t l y .

( SCHWEIKER 1982)  

T he F e d e r a l  Go v e r n m e n t  m a n d a t e d  t h a t  l i m i t s  on c o s t s  per 

d i s c h a r g e  be  s e t  u s i n g  a c a s e  m i x  m e a s u r e  d e v e l o p e d  at  

Y a l e  Un i v e r s i t y  known as d i a g n o s i s - r e l a t e d  groups  

( D R G ' s ) .  T h i s  s y s t e m  c l a s s i f i e s  h o s p i t a l  i n p a t i e n t s  i n t o

PATIENT CARE CATEGORIES ACCORDING TO THE PATIENT'S
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PRI MARY AND SECONDARY D I A G N O S I S ;  PROCEDURES PERFORMED ;

AGE f  DI SCHARGE STATUS AND WHETHER THE P A T I E N T  HAD 

CERTAI N C O MP L I C A T I O N S .  USI NG T H I S  SYSTEM;  DI AGNOSES ARE 

F I R S T  GROUPED I NTO TWENTY- THREE MAJOR ORGAN SYSTEMS AND 

THEN S U B D I V I D E D  FURTHER SO THAT P AT I ENT S W I T H I N  EACH 

GROUP REQUI RE S I M I L A R  LEVELS OF RESOURCES.  A MAJOR 

ASSUMPTI ON OF THE DRG SYSTEM I S THAT PAT I ENT S W I T H I N  EACH 

DRG ARE HOMOGENEOUS WI TH RESPECT TO T HEI R CONSUMPTI ON OF 

HOS PI T A L  RESOURCES.  ( D A V I S  ET AL;  1 9 9 0 ) .  THE NUMBER OF 

DRG GROUPS CURRENTLY IS 4 6 7 .  T H I S  PROSPECTI VE PAYMENT 

S y s t e m  ( P P S )  a p p l i e s  e x c l u s i v e l y  t o  h o s p i t a l  c a r e  r e c e i v e d  

b y  M e d i c a r e  b e n e f i c i a r i e s ;  o r  a b o u t  35 p e r c e n t  o f  h o s p i t a l

TOTAL P A T I E N T  REVENUES,  WHICH BEGAN ON OCTOBER 1,  1 9 8 3 .

Ho s p i t a l s  s t a r t e d  u n d e r  t h e  s y s t e m  w i t h  t h e  b e g i n n i n g  of

T HEI R ACCOUNTI NG YEAR.

T h e  D R G - b a s e d  PPS wa s  d e s i g n e d  t o  p r o v i d e  p h y s i c i a n s  

a n d  h o s p i t a l s  w i t h  i n c e n t i v e s  t o  i m p r o v e  t h e  e f f i c i e n c y

AND C O S T - E F F E C T I V E N E S S  OF HEALTH CARE SERVI CES PROVI DED TO

h o s p i t a l i z e d  Me d i c a r e  b e n e f i c i a r i e s . S a v i n g s  d e r i v e d

FROM CARI NG FOR PAT I ENT S AT A COST THAT I S LESS THAN THE 

DRG PAYMENT RATE BECOME A " P R O F I T "  FOR H O S P I T A L S ,  AND 

COST OVERRUNS DERI VED FROM CARI NG FOR PAT I ENTS AT A COST 

THAT I S  GREATER THAN THE DRG PAYMENT RATE BECOME A " L O S S " .

No t  a l l  c h a n g e s  i n d u c e d  b y  PPS w i l l  e n h a n c e  t h e

QU A L I T Y  OR C O S T - E F F E CT I VE NE S S  OF CARE. T he  SAME I N C E N T I V E
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THAT OPERATES TO INDUCE HOSPITALS TO PROVIDE CARE 

EFFICIENTLY# HOWEVER; MAY ALSO INDUCE THEM TO SKIMP ON THE 

SERVICES THEY PROVIDE. UNDER PPS;  HOSPITALS HAVE L IT T LE 

INCENTIVE TO ACQUIRE NEW TECHNOLOGIES THAT IMPROVE THE 

QUALITY OF CARE AT INCREASED COST. FOR EXAMPLE; WERE AN 

A R T I F I C I A L  HIP TO BECOME AVAILABLE THAT WAS MORE COSTLY 

BUT LONGER-LASTING THAN EXISTING ALTERNATIVES; HOSPITALS 

WOULD HAVE L I T T L E  INCENTIVE TO U T I L I Z E  THIS TECHNOLOGICAL 

IMPROVEMENT UNDER PPS.  MOREOVER; GIVEN THE INCENTIVE 

UNDER PPS TO DISCHARGE PATIENTS AS EARLY AS POSSIBLE;

SOME PATIENTS WILL L IKELY BE DISCHARGED PREMATURELY 

LEADING TO EITHER POOR OUTCOMES OR INCREASED HOSPITAL 

READMISSION RATES.

One can e x p e c t  b o t h  b e n e f i c i a l  and a d v e r s e  r e s u l t s  

TO OCCUR. I n SOME INSTANCES; w h e t h e r  o r  n o t  t h e  n e t

EFFECT OF CHANGES IN PRACTICE INDUCED BY PPS IS BENEFICIAL

OR INJURIOUS TO PATIENTS WILL DEPEND ON THE ACCESSIB IL ITY 

OF OUT-OF-HOSPITAL SERVICES THAT ARE SUBSTITUTED FOR 

IN-HOSPITAL CARE AND THE A V A I L A B I L I T Y  OF THIRD-PARTY 

INSURANCE TO COVER THEIR USE. CONSIDER; FOR EXAMPLE; A

PATIENT WITH ENDOCARDITIS ( AN INFECTION OF A HEART

v a l v e ) .  T r a d i t i o n a l l y ; p h y s i c i a n s  h a v e  t r e a t e d

ENDOCARDITIS WITH FOUR TO SIX WEEKS OF IN-HOSPITAL 

INTRAVENOUS A N TI B I O TI C S.  DURING THE LAST FOUR TO FIVE 

WEEKS OF THIS TREATMENT MANY PATIENTS ARE QUITE STABLE
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AND HAVE IN THE PAST BEEN HOSPITALIZED PRIMARILY IN ORDER 

TO RECEIVE ANTIBI OTI CS INTRAVENOUSLY RATHER THAN BECAUSE 

OF A NEED FOR CONSTANT PHYSICIAN OVERSIGHT.

G i v e n  a d v a n c e s  i n  t h e  e q u i p m e n t  u s e d  t o  a d m i n i s t e r

MEDICATIONS INTRAVENOUSLY* MANY PATIENTS CAN NOW COMPLETE 

THEIR COURSE OF INTRAVENOUS A N TI B I OT I C  TREATMENT AT HOME 

WHICH WOULD GREATLY REDUCE THE COST OF THE TREATMENT.

PPS PROVIDES AN INCENTIVE TO USE THIS TYPE OF COST SAVINGS 

TREATMENT BUT DOES NOT PAY FOR THE NECESSARY EQUIPMENT* 

MEDICATION AND PHYSICIAN OUTPATIENT V I S I T  COSTS TO MAKE 

THIS A REASONABLE ALTERNATIVE.  NOT ALL PATIENTS ARE 

CANDIDATES FOR THIS TYPE OF TREATMENT. HlGH-QUALITY CARE 

CAN ONLY BE MAINTAINED AT DECREASED COSTS FOR THOSE 

PATIENTS WHO ARE KNOWLEDGEABLE AND MOTIVATED ENOUGH TO 

UNDERSTAND HOW TO TAKE MEDICATIONS AND OPERATE EQUIPMENT.

Wh i l e  PPS h a s  t h e  a b i l i t y  t o  i n d u c e  c h a n g e s  i n

PRACTICE THAT MAINTAIN OR ENHANCE QUALITY OF CARE* IT 

ALSO PROVIDES INCENTIVES THAT COULD RESULT IN EROSIONS OF 

THE QUALITY OF CARE THROUGH EFFORTS TO CONTAIN COSTS.

H o s p i t a l  a n a l y s t s *  ( D a v i s *  A n d e r s o n *  a n d  S t e i n b e r g  

1 9 8 4 j L a v e  1 9 8 4 ;  V l a d e c k  1 9 8 4 ) *  p r e d i c t e d  t h a t  t h e  new  

P r o s p e c t i v e  P a y m e n t  S y s t e m  ( P P S )  w o u l d  l e a d  t o  s u b s t a n t i a l  

c h a n g e s  i n  h o s p i t a l  b e h a v i o r  a n d  p e r f o r m a n c e .  Two

SEPARATE L I STI NGS ARE FOUND IN THE APPENDIX OF ANTICIPATED 

CHANGES THAT WOULD OCCUR. APPENDIX C GIVES THE



13

Pr o s p e c t i v e  Pa y m e n t  Co m m i s s i o n ' s h y p o t h e t i c a l  i m p a c t  on 

HOSPITALS ( 1 9 8 2 ) ,  AND APPENDIX D GIVES THE 1984 

ANTICIPATED HOSPITAL CHANGES BY SEVERAL HOSPITAL ANALYSTS.

Some of  t h o s e  m a j o r  c h a n g e s  were  as  f o l l o w s :

1.  Sh o r t e r  h o s p i t a l  s t a y s .

2 .  Re d u c t i o n  i n  h o s p i t a l  s t a f f i n g  l e v e l s .

3 .  Sh i f t i n g  some c a r e , such  as p r e a d m i s s i o n  d i a g n o s t i c

TESTING,  TO AN OUTPATIENT BASIS.

4 .  DRG CREEP, OR AN INCREASING TENDENCY OF HOSPITALS TO 

CLASSIFY PATIENTS IN DRG CATEGORIES WITH HIGHER 

PAYMENT RATES.

5.  I n c r e a s e d  i n t e r a c t i o n  b e t w e e n  h o s p i t a l

ADMINISTRATORS AND ORGANIZED MEDICAL STAFFS, 

INCLUDING ACCELERATION OF TRENDS TOWARD SALARIED 

SERVICE CHIEFS IN COMMUNITY HOSPITALS AND GREATER 

EXTERNAL SCRUTINY OF PHYSICIANS'  A C T I V I T I E S .

A NUMBER OF THESE PREDICTIONS HAVE PROVEN TO BE 

ACCURATE, BUT THE RESULTS ARE AMBIGUOUS. THE MAIN 

EFFECT OF THE MEDICARE PPS APPEARS TO HAVE BEEN SHORTER 

HOSPITAL STAYS FOR THE ELDERLY BUT IT  IS UNLIKELY THAT 

THE LENGTH OF HOSPITAL STAYS WILL CONTINUE TO DECLINE IN 

THE FUTURE ( DAV IS ,  ET AL,  1 9 9 0 ) .  FOR EXAMPLE, MOST 

REASONABLE TYPES OF CARE, I . E . ,  HERNIA REPAIRS AND CATARACT
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S U R G E R I E S  HAVE ALREADY BEEN T RANS F E R R E D  TO THE O U T P A T I E N T

S E T T I N G .  S o m e  a n a l y s t s  o f  n u r s i n g  f u n c t i o n s  h a v e  r e v e a l e d  

THAT L ESS E X P E N S I V E  LABOR CAN BE S U B S T I T U T E D  FOR MORE

e x p e n s i v e  l a b o r  ( S m i t h  & F o t t l e r ; 1 9 8 5 ) .  RN;  LPN a n d  

n u r s e s '  a i d e  r a t i o s  m a y  b e  a d j u s t e d  t o  a c h i e v e  a m o r e

A P P R O P R I A T E  AND C O S T - E F F E C T I V E  M I X  OF PERS ONNEL .

I n  CONTRAST; OTHER STUDIES HAVE SHOWN THAT STAFFING WITH 

MORE RNS CAN ACTUALLY REDUCE COSTS BECAUSE THE TIME 

NEEDED PER PATIENT IS DECREASED. THE ISSUE OF NURSE 

STAFFING IS A COMPLICATED ONE FOR WHICH ALL THE DATA ARE 

NOT YET AVAILABLE.  SHIFTING OF DIAGNOSTIC TESTING TO 

OUTPATIENT SETTINGS HAS OCCURRED. OUTPATIENT V I S I T S  TO 

HOSPITALS;  FOR EXAMPLE; INCREASED FROM 229 MILL ION IN

1 9 8 3  t o  2 7 9  m i l l i o n  i n  1 9 8 7  ( H C F A  1 9 8 8 ) .  Ho s p i t a l s  d o

SEEM TO HAVE UPGRADED THE C L A S S I F I C A T I O N  OF P A T I E N T  

D I A G N O S I S ;  L E A D I N G  TO H I G H E R  DRG PAYMENT ( HCFA 1 9 8 6 b ) .

M a n y  h o s p i t a l s  h a v e  i n t e g r a t e d  p h y s i c i a n  s e r v i c e s  i n

A VARIETY OF WAYS. PHYSICIANS AND HOSPITALS CAN BE 

INTEGRATED BY PROCESS MEANS SUCH AS APPOINTING PHYSICIANS 

TO HOSPITAL GOVERNING BOARDS; APPOINTING PHYSICIANS TO 

HOSPITAL MANAGEMENT COMMITTEES AND/OR APPOINTING A MEDICAL 

DIRECTOR AND SALARIED CHIEFS OF SERVICES. PHYSICIANS AND 

HOSPITALS CAN BE INTEGRATED THROUGH A NUMBER OF STRUCTURAL 

MEANS SUCH AS D I V I S I O N A L ;  INDEPENDENT-CORPORATE AND 

TEAM ORGANIZATIONAL ARRANGEMENTS. PHYSICIANS AND
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HOSPITALS CAN ALSO BE INTEGRATED BY PHYSICIAN GROUP 

PRACTICES TAKING OVER HOSPITAL OWNERSHIP; OR HOSPITALS 

PURCHASING PHYSICIAN PRACTICES (SCHUTZ & ALTON, 1990).

T he I s s u e  Not Ad d r e s s e d

I n t h i s  l i s t  of p r o p o s e d  c h a n g e s  i t  a p p e a r s  t h a t

ADDITIONAL ADMINISTRATIVE COSTS AS A RESULT OF D R G ' s  WERE 

NOT ANTICIPATED.  I n A NUMBER OF MAJOR STUDIES (SEE BELOW) 

THE ADDED EXPENSE TO IMPLEMENT THE PROSPECTIVE PAYMENT 

SYSTEM HAS NOT BEEN ADDRESSED:

1. An ANALYSIS OF 729 SHORT-TERM ACUTE CARE HOSPITALS; 

FROM 1980-1984; SOUGHT TO DETERMINE IF  PATIENTS FOR 

WHOM THE EPISODE OF CARE WAS NOT COMPLETE WERE BEING 

DISCHARGED FROM THE HOSPITAL.  (LONG ET AL; 1987).

Th e y  a l s o  l o o k e d  at  p r o d u c t i v i t y ; or t h e  r e s o u r c e s

USED TO ACHIEVE OUTPUTS (PATIENTS DISCHARGED FROM 

THE ACUTE CARE SETTING) .  THE PURPOSE OF THE RESEARCH 

WAS TWOFOLD; ( 1 )  TO IDENTIFY AND EVALUATE WHETHER OR 

NOT THE INTRODUCTION OF PPS RESULTED IN CHANGES IN 

ANY OR ALL OF THE PRODUCTS THAT REPRESENT 

DIFFERENT LEVELS OF COMPLETENESS OF EPISODE.

I E .  DISCHARGED TO HOME/SELF-CARE; SHORT-TERM 

HOSPITAL;  SKILLED NURSING F A C I L I T Y ;  HOME HEALTH 

SERVICE OR DISCHARGED DEAD AND (2 )  TO DETERMINE
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WHETHER OR NOT THE I N T R O D U C T I O N  OF PPS R E S U L T E D  I N  

CHANGES I N  THE NUMBER AND TYPE OF I N P U T S  THAT RELATE  

TO PRODUCE EACH OF THE PRODUCTS D E S C R I B E D  ABOVE .

T he r e s u l t s  of t h i s  r e s e a r c h  s t r o n g l y  s u g g e s t

THAT THERE WAS A CHANGE I N  THE H O S P I T A L  PRODUCT AS 

THE RE S U L T  OF P P S .  MORE P R E C I S E L Y ;  THERE WAS A 

R E D U C T I O N  I N  THE NUMBER OF P A T I E N T S  D I S C H A R GE D  FOR 

WHOM THE H O S P I T A L  C O N S I D E R E D  THE E N T I R E  E P I S O D E  OF 

CARE TO BE COMPLETE ( D I S C H A R G E D  TO H O M E / S E L F  C A R E ) .  

C O N V E R S E L Y ;  THERE WAS AN I NC R E A S E  I N THE NUMBER OF 

P A T I E N T S  D I S C H A R GE D  FOR WHOM THE H O S P I T A L  C O N S I DE R E D  

THAT FURTHER CARE WAS R E Q U I R E D .  HOWEVER;  THE 

A N A L Y S T S ;  ( LONG E T .  A L . ) ;  D I D  NOT ADDRESS THE  

A D D I T I O N A L  COSTS RE Q U I R E D  TO MANAGE CHANGES I N 

H O S P I T A L  PRODUCTS WHI CH RESUL TED FROM THE  

I M P L E M E N T A T I O N  OF PPS.

2.  An o t h e r  s t u d y  c o n d u c t e d  an a n a l y s i s  of t h e

IMPLEMENTATION OF THE PPS (GUTERMAN; ET.  A L . i  1 9 8 8 ) ;  

TAKEN FROM THE MEDICARE S T A T I S T I C A L  SYSTEM AND DATA 

PROVIDED BY THE HEALTH CARE FINANCING ADMINISTRATION

( H C F A ) .

A SUMMARY OF THE F I N D I N G S  OF RESEARCH ON THE  

I MP A C T  OF PPS ON THESE MAJOR GROUPS OF ACTORS I N  THE 

HEALTH CARE SYSTEM H I G H L I G H T E D  THE F O L L O W I N G .  F l R S T ;
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THE NEW SYSTEM HAS BEEN I M P L E M E N T E D  F A I R L Y  SMOOT HL Y.

E s s e n t i a l l y , a l l  o f  t h e  h o s p i t a l s  t h a t  w e r e  i n t e n d e d

TO BE COVERED BY P R O S P E C T I V E  PAYMENT ARE I N C L U D E D  

I N  THE S Y S T E M.  SECOND,  THE I M P L E M E N T A T I O N  OF PPS DOES 

APPEAR TO BE A F F E C T I N G  THE WAY T HAT H O S P I T A L S  O P E R A T E .

T h e  l e n g t h  o f  s t a y  i s  d o w n , t h e  r a t e  o f  i n c r e a s e  i n  

Me d i c a r e  c o s t s  i s  d o w n  a n d  p r a c t i c e  p a t t e r n s  a p p e a r  

t o  b e  c h a n g i n g . T h i r d , h o s p i t a l s  i n  g e n e r a l  a p p e a r  t o

HAVE REAPED THE B E N E F I T S  OF T H E I R  CO S T “ C U T T I N G  

B E H A V I O R  I N  THE FORM OF LARGE OPE RAT I NG MARGI NS  

ALTHOUGH MORE RECENT DATA SHOW THAT THESE MARGI NS  

HAVE DECREASED SOMEWHAT AND SOME H O S P I T A L S  HAVE NOT 

DONE AS WELL AS OT HERS.

T h e  AUTHORS SEEMED TO FEEL THAT THE CHANGE I N  

H O S P I T A L  BEH A V I OR  I S  HAVI NG AN EF FECT  NOW AND WI L L  

PROBABLY HAVE AN I N C R E A S I N G  EF F E C T  ON THE OTHER 

ACTORS I N  THE HEALTH CARE S Y S T E M - " M e D I C A R E  

B E N E F I C I A R I E S ,  OTHER PAYERS FOR I N P A T I E N T  H O S P I T A L  

S E R V I C E S  AND OTHER HEALTH CARE P R O V I D E R S .

T h e  s t u d y  a d d r e s s e d  t h e  i m p a c t  on  b e n e f i c i a r i e s

AND PAYERS BUT D I D  NOT CONS I D E R  THE A D M I N I S T R A T I V E  

COST TO I MP L E ME N T  THE P R O S P E C T I V E  PAYMENT S Y S T E M.

3 .  SCHEINGOLD ( 1 9 8 9 ) ,  ANALYZED THE PATTERN OF ANNUAL 

CHANGES IN MEDICARE COSTS AND THE IMPACT OF PPS
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PROFITS ON COST INCREASES. I t WAS EXPECTED THAT 

HOSPITALS WOULD CONTROL COSTS BASED ON WHAT THEY FELT 

THEIR PROFITS WOULD BE. I t WAS FOUND GENERALLY THAT 

HOSPITALS WITH SURPLUS (PROFITS)  WOULD USE THEM TO 

REACH HIGHER GOALS WHEREAS HOSPITALS HURT UNDER PPS 

WOULD CUT COSTS IN ORDER TO MAINTAIN A DESIRED PROFIT 

MARGIN.

T he a u t h o r  s u g g e s t e d  t h a t  w h a t e v e r  t h e  r e g u l a t o r y

SYSTEM I S ,  HOSPITALS WILL CONTROL COSTS TO AVOID 

DEFICITS BUT WHEN THEY HAVE SURPLUS THEIR COSTS 

WILL BE ALLOWED TO RISE TO USE UP THE SURPLUS TO 

MEET SHORT TERM GOALS. AGAIN THIS ARTICLE DID NOT 

ADDRESS EXPLIC ITLY THE ADDITIONAL ADMINISTRATIVE 

COSTS HOSPITALS HAVE HAD TO INCUR AS A RESULT OF P P S.

4 .  A COMPREHENSIVE STUDY BY DAVIS,  ET. AL.  ( 1 9 9 0 ) ,  

EVALUATED FEDERAL AND PRIVATE SECTOR EFFORTS OVER 

THE PAST FIFTEEN YEARS TO L I M I T  RISING HEALTH CARE

c o s t s . Ex a m i n i n g  t he  " m a r k e t - c e n t e r e d " a p p r o a c h  of

ALTERING INCENTIVES FOR PROVIDERS OF HEALTH CARE,

THE AUTHORS FOUND THAT REGULATION HAS BEEN MORE 

EFFICIENT THAN MARKET FORCES IN L I MI T IN G COSTS.

T he b l a m e  i s  p l a c e d  on a f r a g m e n t e d  f i n a n c i n g  s y s t e m  

i n  w h i c h  Me d i c a r e , Me d i c a i d  and  p r i v a t e  h e a l t h  

i n s u r a n c e  c o m p a n i e s  a l l  p u r s u e  c o s t - c o n t a i n m e n t
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POLICIES WITH THEIR OWN INTERESTS IN MIND. THIS 

STUDY DEALT WITH MANY IMPACTS OF PPS BUT DID NOT 

CONSIDER THE ADMINISTRATIVE COST OF IMPLEMENTING PPS.

R e a l i t i e s  o f  Ad m i n i s t r a t i v e  C o s t s

T h e  h e a l t h  c a r e  i n d u s t r y  t o d a y  i s  a s y s t e m  i n  

t r a n s i t i o n . N ew p r o s p e c t i v e  p a y m e n t  g u i d e l i n e s  h a v e  b e e n  

d e v e l o p e d  t o  c o n t r o l  h o s p i t a l  c o s t s , a n d  t h e  e f f i c i e n c y

OF A HOSPITAL 'S  LABOR OPERATIONS WILL BE A KEY DETERMINANT 

OF THE SUCCESS OR FAILURE OF ITS COST CONTAINMENT EFFORTS.

T he FOLLOWING TABLE COMPARES THE SALARY AND BENEFIT 

EXPENDITURES AS A PROPORTION OF ALL COSTS OF COMMUNITY

Ho s p i t a l s  i n  1 9 7 7  a n d  1 9 9 0 .

1 9 7 7  1 9 9 0

P a y r o l l  e x p e n s e s  ( w a g e s  an d  s a l a r i e s ) 5 1 . 6 9 %  6 0 . 5 5 %

E m p l o y e e  b e n e f i t s  7 . 2 2 %  1 1 . 6 8 %

T o t a l  % o f  h o s p i t a l  ex p e n s e s  5 8 . 0 1 %  7 2 . 2 3 %

( S o u r c e : F r e e l a n d , e t . a l . 1 9 7 7 )

T h e  p r o p o r t i o n  o f  c o s t s  a t t r i b u t e d  t o  s a l a r y  a n d

BENEFITS INCREASED MORE THAN 14 PERCENT. I t WOULD APPEAR 

THAT THIS SIGNIF ICANT INCREASE IN SALARIES AND BENEFITS 

IS PARTIALLY DUE TO A SUBSTANTIAL INCREASE IN ADMINISTRATIVE 

COSTS AS A RESULT OF THE DIAGNOSIS-RELATED GROUP ( DRG)  

SYSTEM.
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T he a d o p t i o n  of a p r o s p e c t i v e  p a y m e n t  s y s t e m  was

EXPECTED TO ENCOURAGE HOSPITALS TO OPERATE MORE EFFICIENTLY.

T h i s  s y s t e m  c r e a t e s  a p o w e r f u l  i n c e n t i v e  to t r e a t  p a t i e n t s  

i n  t h e  l e a s t  c o s t l y  mann er  p o s s i b l e . The Me d i c a r e ' s PPS i s

A DRAMATIC DEPARTURE FROM YEARS OF COST"BASED 

REIMBURSEMENT THAT PROVIDED NO INCENTIVE FOR HOSPITALS TO 

ECONOMIZE OR IMPROVE PRODUCTIVITY.  I t  WOULD APPEAR THAT 

THIS NEW SET OF ECONOMIC INCENTIVES HAS HAD A MAJOR 

IMPACT ON THE HOSPITAL SECTOR. HOSPITAL MANAGEMENT IS 

QUITE SENSITIVE TO DECISIONS CONCERNING COSTS. HOSPITALS 

SEEMINGLY HAVE HAD TO ADD ADDITIONAL ADMINISTRATIVE STAFF 

TO ADMINISTER D R G ' S .  THE QUESTION I S /  HOW SIGNIFICANT ARE 

THESE ADDITIONAL ADMINISTRATIVE COSTS?

T he Me d i c a r e  p r o s p e c t i v e  p a y m e n t  i n i t i a t i v e  has  be e n

IN OPERATION ONLY A RELATIVELY SHORT PERIOD OF TIME AND 

ITS IMMEDIATE IMPACT MAY NOT BE SUSTAINED OVER THE LONGER

t e r m . Du r i n g  the  f i r s t  f u l l  ye a r  t h a t  i t  was i n  e f f e c t ,

TOTAL HOSPITAL COSTS AND HOSPITAL COSTS PER ADMISSION 

EXPERIENCED A DRAMATIC SLOWDOWN, INCREASING IN REAL TERMS 

BY 1 . 5  PERCENT AND 5 . 0  PERCENT, RESPECTIVELY, ( DAVIS,  ET. 

a l . 1 9 9 0 ) .  I n c r e a s e s  i n  h o s p i t a l  cost s  per p a t i e n t  d a y ,

ON THE OTHER HAND, CONTINUED TO INCREASE AT HISTORICALLY 

HIGH RATES. THE MAIN EFFECT OF THE MEDICARE PPS APPEARS 

TO HAVE BEEN SHORTER HOSPITAL STAYS FOR THE ELDERLY BUT 

IT  IS UNLIKELY THAT THE LENGTH OF HOSPITAL STAYS WILL
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CONTINUE TO DECLINE IN THE FUTURE. WlTH HOSPITAL COSTS 

RETURNING TO HISTORICAL RATES OF INCREASE ONCE U T I L I Z A T I O N  

SAVINGS HAVE BEEN REALIZED,  THE SUCCESS OF THE MEDICARE 

PPS MAY WELL BE SHORT-TERM. On BALANCE, IT  SEEMS CLEAR 

THAT THE HOSPITAL COST PROBLEM HAS NOT BEEN SOLVED AND 

THAT OTHER MEASURES MAY BE NEEDED IN THE FUTURE (DAVIS ET

A L . ,  1 9 9 0 ) .

For e x a m p l e , Da v i s  e t . a l . ( 1 9 9 0 ) ,  p r e d i c t e d  t h a t

CUTBACKS IN NURSING STAFF WOULD BE A WAY TO CONTAIN

c o s t s . Some a n a l y s t s  p r e d i c t e d  t h a t  D R G ' s  would  for ce

HOSPITALS TO CUT BACK ON NURSING STAFF, ONE OF THE 

LARGEST COMPONENTS OF ROUTINE” CARE COSTS. BUT NEW JERSEY 

HOSPITALS DID NOT REDUCE NURSING STAFF OR SHIFT TO LESS 

EXPENSIVE NURSES. NURSING HOURS PER PATIENT DAY IN

New J e r s e y  i n c r e a s e d  by 15  p e r c e n t  o v e r  t h e  p e r i o d  o f  1 9 7 9  

TO 1 9 8 4 ,  w h i c h  was r o u g h l y  c o m p a r a b l e  t o  r e g i o n a l  and 

n a t i o n a l  t r e n d s .  I n a d d i t i o n ,  r e g i s t e r e d  n u r s e s  who

EARN CONSIDERABLY HIGHER SALARIES THAN LICENSED PRACTICAL 

NURSES NOW COMPRISE A LARGER SHARE OF NURSING STAFF THAN 

IN 1 9 7 9 ,  ALSO REFLECTING NATIONAL TRENDS (NEW JERSEY

St a t e  De p a r t m e n t  of He a l t h , 1 9 7 9  & 1 9 8 4 ) .

I f t h e  h e a l t h  s ect or  were  not  b o o m i n g , i t  m i g h t  be

ARGUED THAT THERE WOULD BE LESS REAL GROWTH IN THE ECONOMY, 

UNEMPLOYMENT WOULD BE HIGHER, AND THE STANDARD OF L IV I NG 

OF THE POPULATION WOULD BE LOWER. PRIOR TO THE
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IMPLEMENTATION OF D R G' S  HOSPITALS;  GOVERNMENT AND THE 

PRIVATE SECTOR WERE DOING NOTHING TO CONTAIN HEALTH CARE

c o s t s . T he h e a l t h  se c t o r  has  e x h i b i t e d  a strong  and

PERSISTENT TENDENCY TO OUTSTRIP THE REST OF THE ECONOMY 

IN EXPENDITURE INCREASES; EXCEPT DURING PERIODS OF DIRECT 

GOVERMENTAL INTERVENTION TO CONTAIN COST INCREASES.

R i s i n g  h e a l t h  care  e x p e n d i t u r e s  are u n i v e r s a l l y  b e l i e v e d

TO REPRESENT A NEGATIVE ECONOMIC DEVELOPMENT. THIS IS 

QUITE UNLIKE THE CASE IN OTHER SECTORS OF THE ECONOMY 

WHERE GREATER SALES ARE UNIVERSALLY BELIEVED TO BE POSI TIVE.

Ho s p i t a l  Em p l o y m e n t  and  L abor  Co s t s

Ho s p i t a l s  m e a s u r e  e m p l o y e e  work hours  by  f u l l - t i m e  

e q u i v a l e n t s  ( F T E ' s ) .  A pe rs o n  w o r k i n g  AO hours  per week

IS EQUAL TO 1 . 0  FULL-TIME EQUIVALENT. TWO OR MORE PEOPLE 

CAN SHARE 1 . 0  FULL ' T IME EQUIVALENT BY EACH WORKING A 

PORTION OF THE HOURS TOTALING AO HOURS PER WEEK.

T o t a l  h o s p i t a l  e m p l o y m e n t  i n c r e a s e d  s t e a d i l y  from 0 . 5  

MILLION F T E ' s  IN 1 9 5 0  to a p e a k  of 3 . 1  MILLION IN 1 9 8 2 ,  AN 

ANNUALIZED RATE OF GROWTH OF 5 . 9  PERCENT. DURING THE 

PERIOD 1 9 8 3 - 8 6 ,  HOWEVER, HOSPITAL F T E ' S  DID NOT CONTINUE 

TO INCREASE BUT REMAINED FAIRLY CONSTANT AT ABOUT 3 

M I L L I O N .  THE NUMBER OF FULL-T IME EMPLOYEES PER PATIENT 

CENSUS INCREASED FROM 1 . 8  IN 1 9 5 0  TO 3 . 9  IN 1 9 8 6 .  THE 

NUMBER OF EMPLOYEES REQUIRED TO CARE FOR ONE PATIENT HAS
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MORE THAN DOUBLED FROM 1 9 5 0  TO 1 9 8 6 ,  THUS INCREASING 

HOSPITAL LABOR COSTS. ( D A V I S ,  ET AL.  1 9 9 0 )

Ph y s i c i a n / h o s p i t a l  r e l a t i o n s h i p s  are c h a n g i n g  and

HOSPITALS MAY BE ADDING ADDITIONAL FTE'S AS PHYSICIANS 

BECOME EMPLOYED BY HOSPITALS.  As EXTERNAL PRESSURES 

CONTINUE THERE WILL L IKELY BE MORE HOSPITAL/PHYSICIAN 

MERGERS AND JOINT VENTURES, SUCH AS WHEN HOSPITALS 

PURCHASE MEDICAL PRACTICES, PHYSICIAN ORGANIZATIONS 

TAKE CONTROL OF HOSPITALS OR WHEN BOTH MERGE. FOR EXAMPLE, 

IN 1 9 8 7 ,  MORE THAN 23% OF HOSPITALS REPORTED THAT THEY 

HAD PURCHASED PHYSICIAN PRACTICES. ALTHOUGH EMPLOYED 

PHYSICIANS REPORT EARNINGS TO BE $ 3 8 , 0 0 0  A YEAR LESS THAN 

SELF-EMPLOYED PHYSICIANS,  THEY WORK FEWER HOURS.

Co n s e q u e n t l y  h o u r l y  p a y  i s  not  t h a t  much l e s s  ( S c h u l z  

1 9 9 0 ) .  T he r e  i s  a v a r i e t y  of ways  to i n t e g r a t e  p h y s i c i a n  

s e r v i c e s . Al t h o u g h  p h y s i c i a n  m e m b e r s h i p  on h o s p i t a l

GOVERNING BOARDS WAS A CONTROVERSIAL ISSUE JUST A FEW YEARS 

AGO, I T  IS NOW A MORE ACCEPTED PRACTICE. MANAGEMENT 

ORIENTED MEDICAL STAFF COMMITTEES, SUCH AS FOR PLANNING 

OR COST CONTAINMENT, ARE ANOTHER WAY TO FORMALLY INVOLVE 

PHYSICIANS IN HOSPITAL DECISIONS.
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THE PR OB L EM/ HY P OT HE S ES

T he p r i m a r y  r e a s o n  for i n s t i t u t i n g  t he  Pr o s p e c t i v e  

Pa y m e n t  Sy s t e m  was to curb  r i s i n g  h e a l t h  care  c o s t s . 

Sa l a r i e s  and  b e n e f i t s  are  t h e  l a r g e s t  e x p e n s e  a h o s p i t a l

HAS TO INCUR; THUS, IF HOSPITALS CAN REDUCE THE NUMBER OF 

PEOPLE REQUIRED TO CARRY OUT THE DAY“ TO"DAY BUSINESS, 

OVER-ALL HOSPITAL EXPENSES WOULD BE REDUCED. IT WAS NOT 

ANTICIPATED THAT THE IMPLEMENTATION OF DRG'S WOULD REQUIRE 

MORE PEOPLE TO ADMINISTER THIS SYSTEM AND THAT HOSPITALS 

WOULD ACTUALLY ADD ADDITIONAL STAFF. THE PROPOSED 

HYPOTHESES FOR THIS STUDY ARE LISTED BELOW:

H I :  Ho s p i t a l s  r e a c t e d  to t h e  g o v e r n m e n t ' s p r o s p e c t i v e

PAYMENT SYSTEM BY ADDING STAFF IN NON-REVENUE GENERATING 

AREAS OF THE HOSPITAL.

H2:  Ho s p i t a l s  r e a c t e d  to t h e  g o v e r n m e n t ' s p r o s p e c t i v e

PAYMENT SYSTEM BY CHANGING THE MIX OF RN'S, LPN'S AND 

NURSE AIDES IN ORDER TO REDUCE INPATIENT LABOR FORCE 

EXPENDITURES.
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H5: Ho s p i t a l s  r e a c t e d  to t h e  g o v e r n m e n t ' s p r o s p e c t i v e

PAYMENT SYSTEM BY PUTTING A GREATER EMPHASIS ON DISCHARGE 

PLANNING TO FURTHER REDUCE PATIENT LENGTHS OF STAY.

H4: Ho s p i t a l s  r e a c t e d  to t h e  g o v e r n m e n t s  p r o s p e c t i v e

PAYMENT SYSTEM BY FOSTERING MUCH CLOSER RELATIONSHIPS 

WITH THE MEDICAL STAFF AS A COST-EFFECTIVE MEASURE.
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METHODOLOGY

T h e  p u r p o s e  o f  t h i s  r e s e a r c h  w a s  t o  a n a l y z e  t h e

IMPACT THAT THE PROSPECTIVE PAYMENT SYSTEM HAS HAD ON ONE 

HOSPITAL.  The METHOD OF ANALYSIS CHOSEN FOR THIS STUDY 

WAS NOT ONLY TO EXAMINE THE PRESSURES PUT ON HOSPITALS BY 

THE PROSPECTIVE PAYMENT SYSTEM IN THE LITERATURE; BUT 

ALSO TO STUDY MORE SPECIFICALLY THE IMPACT OF THESE 

FORCES ON ONE HOSPITAL.  THIS STUDY WAS L IMITED TO A CASE 

STUDY OF A M I D - S I Z E  URBAN MIDWESTERN HOSPITAL.  THERE 

WERE L IM I T E D  STATISTICAL MEASURES THAT CAN BE APPLIED TO 

A SAMPLE OF ONE. RESEARCH METHODS USED FOR THIS ANALYSIS 

CONSISTED OF A REVIEW OF SECONDARY DATA SOURCES AND 

INTERVIEWS WITH DIRECTORS AND MANAGERS WHO ARE INVOLVED IN 

THE DECISION MAKING AND MANAGEMENT OF THE STUDY HOSPITAL.

K e y  i n f o r m a n t  i n t e r v i e w s  w e r e  c o n d u c t e d  w i t h

DIRECTORS AND MANAGERS DIRECTLY AFFECTED BY THE 

PROSPECTIVE PAYMENT SYSTEM. THOSE INDIVIDUALS INVOLVED 

IN THE INTERVIEW PROCESS INCLUDED St . LUKE'S HOSPITAL

P r e s i d e n t ; D i r e c t o r  o f  Ad m i t t i n g ; D i r e c t o r  o f  Me d i c a l  

R e c o r d s ; Co n t r o l l e r ; DRG C o o r d i n a t o r ; D i s c h a r g e  Pl a n n i n g

COORDINATOR; FINANCIAL ANALYSIS AND HUMAN RESOURCE MANAGER.

Ad d i t i o n a l  i n f o r m a t i o n  w a s  a c q u i r e d  f r o m  t h e  f o l l o w i n g

ORGANIZATIONAL DOCUMENTS: STAFFING REPORTS; DEPARTMENT

MANUALS; FINANCIAL REPORTS; DRG LISTINGS AND JOB 

DESCRIPTIONS.
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E ach i n t e r v i e w e e  was a s k e d  a s e r i e s  of open  ended

Q U E S T I O N S :

1.  Wh a t  i m p a c t  has  t h e  p r o s p e c t i v e  p a y m e n t  s y s t e m

HAD ON YOUR DEPART MENT ?

2 .  Wh a t  a d v a n t a g e  or d i s a d v a n t a g e  has  t h e  p r o s p e c t i v e  

p a y m e n t  s y s t e m  had  for p a t i e n t s ?

3 .  How do you f e e l  S t .  L u k e ' s has  r e s p o n d e d  to the

P R O S P E C T I V E  PAYMENT SYSTEM?

4.  Wh a t  has  b e e n  t h e  i m p a c t  of t h e  g o v e r n m e n t ' s role

S I N C E  THE I M P L E M E N T A T I O N  OF THE P R O S P E C T I V E  

PAYMENT SYSTEM?

A.  D i d  t h i s  g o v e r n m e n t  program  a c h i e v e  t h e  i m p a c t

THAT WAS I N T E N D E D ?

B. D i d  g o v e r n m e n t  i n t e r v e n t i o n  i m p r o v e  t he  

h e a l t h  care  s y s t e m  or c r e a t e  a d d i t i o n a l  

b u r d e n s ?

Be c a u s e  t h i s  s t u d y  was r e s t r i c t e d  to a s i n g l e

H O S P I T A L ;  I T  WOULD BE HARD TO G E N E R A L I Z E  I N F O R MA T I O N  FROM 

T H I S  H O S P I T A L  TO H O S P I T A L S  I N  GENE RAL .  ALL THE V A R I A B L E S  

THAT GO I N T O  S T A F F I N G  D E C I S I O N  MAKI NG I N AN I N S T I T U T I O N
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CANNOT BE I D E N T I F I E D  T H E R E F OR E ,  G E N E R A L I Z E D  PATTERNS MAY 

BE I M P L I E D  I N  THE RESULT S BUT T HEY WOULD BE E N T I R E L Y  OUT 

OF THE SCOPE OF T H I S  S T UDY.  ( S l S S O R S ,  1984)

St u d y  S i t e

St . L u k e ' s  H e a l t h c a r e  A s s o c i a t i o n  i s  a r e g i o n a l

M U L T I - F A C I L I T Y  N O N P R O F I T  HOL D I N G COMPANY COMPRI SED OF 

H O S P I T A L ,  C L I N I C A L  AND SUPPORT S E R V I C E S .  THE A S S O C I A T I O N  

I S  GOVERNED BY A BOARD OF D I R E C T O R S  SELECTED FROM AREA

L u t h e r a n  Ch u r c h e s  and  t h e  c o m m u n i t y  at  l a r g e .

I n a d d i t i o n  to t he  h o s p i t a l  i t s e l f , As s o c i a t i o n

S U B S I D I A R I E S  I N C L U D E  THE SAGI NAW M E D I C A L  CENTER C L I N I C A L

l a b o r a t o r y , Mi d w e s t  MedFl i g h t  h e l i c o p t e r  s e r v i c e , Sa g i n a w  

Mercy  Am b u l a n c e  s e r v i c e , Sa g i n a w  Co o p e r a t i v e  Ho s p i t a l s  

Re s i d e n c y  Pr o g r a m , Comfort  Care  of Sa g i n a w , Ma g n e t i c  

Re s o n a n c e  I m a g i n g  Ce n t e r , Sport s  and  Ph y s i c a l  T h e r a p y  

Ce n t e r s , Ph y s i c i a n ' s Of f i c e  Bu i l d i n g , St . L u k e ' s 

Am b u l a t o r y  Care  Ce n t e r , Me d Ex p r e s s  of Fr a n k e n m u t h , 

Me dEx p r e s s  We s t  of Sa g i n a w , as w e l l  as a number  of 

p h y s i c i a n s  e m p l o y e d  b y , and  p h y s i c i a n  p r a c t i c e s  managed  

b y , t h e  As s o c i a t i o n .

St . L u k e ' s Ho s p i t a l  i s  a 300 b e d  a c u t e  care  h o s p i t a l

LOCATED I N  AN URBAN AREA WHI CH S E R V I C E S  A N I N E  COUNTY AREA.

On S e p t e m b e r  1,  1 99 2 ,  S t .  L u k e ' s  i s  s c h e d u l e d  t o  open an
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OPEN HEART SURGERY PROGRAM AND WILL THEN BE A FULL 

SERVICE F A C I L I T Y .  THIS HOSPITAL IS REPRESENTATIVE OF MANY 

HOSPITALS THROUGHOUT THE COUNTRY AND THE SIGNIFICANT 

ADMINISTRATIVE COSTS INCURRED BY St . LUKE'S MAY BE 

DUPLICATED BY NEARLY EVERY OTHER F AC I L IT Y  IN THE COUNTRY.

T h e r e  are  two a d d i t i o n a l  a c u t e  care  h o s p i t a l s  i n  

Sa g i n a w  w h i c h  c o m p e t e  w i t h  St . L u k e ' s , as w e l l  as two

OTHER ACUTE CARE HOSPITALS WITHIN A THIRTY MILE RADIUS

of Sa g i n a w . T o t a l  f u l l - t i m e  e q u i v a l e n t s  ( F T E ' s ) for the

THREE HOSPITALS IN SAGINAW ARE AS FOLLOWS:

Sa g i n a w  Ge n e r a l  Ho s p i t a l ............................... 1 , 0 8 4  F T E ' s

S t .  L u k e ' s Ho s p i t a l ........................................... 1 , 1 6 1  F T E ' s

St . Ma r y ' s Ho s p i t a l ........................................... 1 , 4 1 6  F T E ' s

The a v e r a g e  number  of  F T E ' s  for m e d i u m  s i z e  h o s p i t a l s

i n  Mi c h i g a n  ( 2 0 0 - 3 9 9  b e d s ) i s  a b o u t  9 1 7  F T E ' s  ( A m e r i c a n  

Ho s p i t a l  A s s o c i a t i o n , 1 9 9 0 ) .
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RESULTS

E f f o r t s  t o  c o n t a i n  h e a l t h  c a r e  c o s t s  u n d e r  t h e  

P r o s p e c t i v e  P a y m e n t  S y s t e m  ( P P S )  h a v e  c h a n g e d  t h e  w a y

HOSPITALS DO BUSINESS. HOSPITALS THAT ARE FINANCIALLY 

STABLE AND HAVE LEARNED TO WORK WITHIN THE 

DIAGNOSIS-RELATED GROUP ( D R G )  SYSTEM HAVE HAD TO ADD 

STAFF IN SEVERAL AREAS OF THE HOSPITAL TO ADMINISTER THE

s y s t e m . Me d i c a r e  w a s  t h e  f i r s t  t o  i n s t i t u t e  t h i s  t y p e

SYSTEM BUT NOW INSURANCE COMPANIES ARE INSTITUTING SIMILAR 

TYPE SYSTEMS.

T h e  m a j o r  a r e a s  t h a t  h a v e  b e e n  i m p a c t e d  a t  S t . L u k e ' s

HAVE BEEN NON-REVENUE GENERATING AREAS SUCH AS ADMITTING;

D i s c h a r g e  Pl a n n i n g  a n d  M e d i c a l  R e c o r d s . E a c h  o f  t h e s e

DEPARTMENTS HAS SHOWN SIGNI FICANT INCREASES IN NUMBER OF 

FULL-T IME EQUIVALENTS ( F T E ' s )  SINCE THE INSTITUTION OF D R G ' S .

T he INTERVIEWEES ALL FELT THAT A KEY ELEMENT IN

EFFECTIVELY BEING ABLE TO WORK WITHIN THE DRG SYSTEM IS TO

HAVE A STRONG PRE-SCREENING PROGRAM IN A HOSPITAL ADMITTING 

DEPARTMENT. HOSPITALS HAVE TO SCREEN PATIENTS BASED ON 

THE TYPE OF DIAGNOSIS AND PROCEDURE THAT THE PHYSICIAN IS 

PRESCRIBING. MEDICARE REIMBURSEMENT PAYMENT UNDER THE DRG 

SYSTEM HAS DETERMINED WHICH TYPES OF PROCEDURES AND DIAGNOSES 

REQUIRE INPATIENT TREATMENT; THUS DETERMINING THE AMOUNT OF 

REIMBURSEMENT THAT WILL BE PAID TO THE HOSPITAL.  HOSPITALS 

HAVE TO MONITOR CLOSELY WHICH PATIENTS ARE BEING ADMITTED
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AND WHETHER OR NOT THEY WILL RECEIVE PAYMENT. PHYSICIANS 

HAVE TO BE EDUCATED AS TO WHICH TYPES OF PATIENTS CAN BE 

ADMITTED AND ALTERNATE TYPES OF SERVICE HAVE TO BE OFFERED 

FOR THE PATIENTS TO RECEIVE APPROPRIATE CARE. ( ALLEN AND

Ro u s s e a u , 1 9 9 2 ,  Ma r c h )

Pr o s p e c t i v e  p a y m e n t  o f f e r s  o n l y  two a l t e r n a t i v e s :

1 )  TO OPERATE AT COSTS EQUAL TO OR BELOW THOSE DETERMINED 

BY DRG RATES OR 2)  TO ALLOW OVERALL COSTS TO RISE ABOVE 

THOSE DETERMINED BY DRG RATES, INCUR A LOSS AND THREATEN 

THE INSTI TUTION WITH BANKRUPTCY. THE MOST IMPORTANT ELEMENT 

IN THE IMPLEMENTATION OF CHANGES IS TO ENCOURAGE 

INTERDEPARTMENTAL AND MULTIDISCIPLINARY COMMUNICATION IN 

ORDER TO IDENTIFY POTENTIAL AREAS FOR COST SAVINGS AND 

INCREASED EFFICIENCY.  THIS REQUIRES THE CREATION OF AN 

INTERNAL MANAGERIAL CLIMATE AND STRUCTURE THAT FOSTERS 

EFFICIENCY.  (DAVIS ET AL,  1 9 9 0 )

Ch a n ge s  i n  St a f f i n g  L e v e l s

Four a d m i n i s t r a t i v e  d e p a r t m e n t s  are  i l l u s t r a t e d  i n  

F i g u r e  1 :  Pa t i e n t  Ac c o u n t i n g  w h i c h  i n c l u d e s  D i s c h a r g e

P l a n n i n g ,  M e d i c a l  R e c o r d s ,  A d m i t t i n g ,  DRG C o o r d i n a t o r  and 

U t i l i z a t i o n  R e v i e w .  Each d e p a r t m e n t ' s  t o t a l  F T E ' s  a r e  

r e p r e s e n t e d  i n  t h e  g r a p h .  O n l y  a p o r t i o n  o f  t h e  

F T E ' s  ARE r e l a t e d  d i r e c t l y  t o  t h e  a d m i n i s t r a t i o n  o f  t h e  

P r o s p e c t i v e  Payment  S y s t e m .  Each a r e a  r e p r e s e n t e d  has

HAD A Y E A R L Y I NCREAS E I N THE NUMBER OF F T E ' S  NEEDED.
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Ou t p a t i e n t s  as w e l l  as i n p a t i e n t s  are  p r o c e s s e d  through

THE DEPARTMENTS SHOWN. PATIENT ACCOUNTING WHICH INCLUDES

t h e  D i s c h a r g e  Pl a n n i n g  Nu r s e s  has  had  a 26 p e r c e n t

I N C R E A S E  I N  S T A F F I N G *  M E D I C A L  RECORDS HAS HAD A 39 

PERCENT I N C R E A S E  I N  S T A F F I N G *  A D M I S S I O N S  HAS HAD A 53 

PERCENT I N C R E A S E  AND DRG COORDI NAT OR AND U T I L I Z A T I O N

Re v i e w  has  had  a 52 p e r c e n t  i n c r e a s e  i n  s t a f f i n g  d u r i n g  

THE 1986 TO 1992 TIME PERIOD.

F i g u r e s  2 and 3 show t h e  t o t a l  a n n u a l  s a l a r y  and 

BENEFIT COSTS FOR St . L u k e ' s HOSPITAL MEDICAL RECORD 

An a l y s t s  and D i s c h a r g e  Pl a n n i n g  Nu r s e s . T he D i s c h a r g e  

Pl a n n i n g  Nu r s e s  work o n l y  w i t h  t h e  i n p a t i e n t s  to h e l p

REDUCE THE LENGTH OF STAY IN THE HOSPITAL.  DURING THE 

1 9 8 8 - 1 9 8 9  PERIOD* THEY EXPERIENCED APPROXIMATELY A 76 

PERCENT INCREASE IN SALARIES AND BENEFITS* BUT THESE HAVE 

RISEN ONLY SLIGHTLY FROM 1989 THROUGH 1992 (FIGURE 2 ) .

The Me d i c a l  Record  An a l y s t s  are  t h e  p e o p l e  who code the

CHARTS FOR PAYMENT UNDER THE DRG SYSTEM. THIS GROUP HAS 

EXPERIENCED OVER A 150 PERCENT INCREASE IN SALARIES AND 

BENEFITS FROM 1987 THROUGH 1989 (FIGURE 3 ) .  DURING THIS 

PERIOD MEDICAL RECORD ANALYSTS PEOPLE BEGAN TAKING OVER 

ALL THE CODING IN THE HOSPITAL.  PRIOR TO THAT SOME 

OUTPATIENT AREAS WERE CODING THEIR OWN CHARTS. THIS 

CHANGE CONTRIBUTED TO THE SIGNIF ICANT INCREASE IN SALARY 

AND BENEFITS COSTS AS WELL AS TO THE ADDITIONAL CODING 

RESPON SI BI L I T I ES  CREATED BY THE PROSPECTIVE PAYMENT SYSTEM.



33

Figure 1

60

50

40

30

20

10

0

FTEs

ADMINISTRATIVE FTE' s  
St .  L u k e ' s  H o s p i t a l

1 9 8 6 - 1 9 9 2

DISPLNG
jrc

MEDREC ADMISS

Dept.

UR&DRG

□
n

n

n

□

992
991
990
989
988
987
986

RO BERTA1

" N o t e s :

1 .  D i s c h a r g e  Pl a n n i n g
2 .  Me d i c a l  Records
3.  Ad m i s s i o n s
A. Ut i l i z a t i o n  Re v i e w  and D i s c h a r g e  Co o r d i n a t o r



34

$550,000 _

500.000 _ [-----

450.000 _ ______

400.000 _

350.000

300.000 _

250.000 _

2 0 0 . 0 0 0  _

150.000 _

1 0 0 . 0 0 0  _

50,000 _

0 L _  ____________ ______ _________
•86 '87 '88 '89 '90 '91 '

Medical Records Analysts 
Salary and Benefits Costs. 1986-1992 

St. Luke's Hospital
Figure 2



35

$550,000 _

500.000 _

450.000 _

400.000 _

350.000 _

300.000 _ ------

250.000 _

2 0 0 .0 0 0  _

150.000 _

10 0 .0 00  _

50,000

0 1 1 1 1  _____________
•86 '87 '88 '89 '90 '91 '92

D i s c h a r g e  Pl a n n i n g  Nurses

Sa l a r y  and B e n e f i t  Co s t s * 1 9 8 6 - 1 9 9 2  

St . L u k e ' s Ho s p i t a l

F i g u r e 3



36

Man y  i n s u r a n c e  p o l i c i e s  b e s i d e s  Me d i c a r e  r e q u i r e

P R E - A U T H O R I Z A T I O N  BEFORE A P A T I E N T  I S  A D M I T T E D .  PAYMENT  

MAY BE D E N I E D  I F  P R E “ AUTHOR I Z A T  I ON I S  NOT O B T A I N E D .  THE  

H O S P I T A L  MUST CHECK WI T H  THE P A T I E N T ' S  I NSURANCE COMPANI ES  

BEFORE A D M I S S I O N  TO F I N D  OUT WHAT THE REQUI RE MENT S ARE 

AND I F  T H E Y  ARE M E T .  P H Y S I C I A N  O F F I C E S  AND P A T I E N T S  MUST 

BE I NFORME D AS TO WHAT I S  R E Q U I R E D .  COMPLI ANCE TO THE  

R E Q U I R E M E N T S  MUST THEN BE MON I T OR E D BEFORE A D M I S S I O N .

I f  T H I S  I S  NOT DONE P A T I E N T S  MAY HAVE TO PAY FOR S E R V I C E S  

THAT WERE P R O V I D E D  THAT ARE NOT COVERED BECAUSE OF 

N O N - C O M P L I A N C E .  THE A D M I S S I O N  D I R E C T O R ,  R.  A L L E N ,  FEL T  

THAT P R E - A U T H O R I Z A T I O N  WAS A P U B L I C  R E L A T I O N  MECHANI SM  

FOR THE H O S P I T A L  AS WELL AS A COST E F F E C T I V E  PROGRAM

( A l l e n , 1 9 9 2 ,  Ma r c h ) .

Ad m i t t i n g

Ad m i t t i n g  De p a r t m e n t  s e r v i c e s  ha v e  r e q u i r e d  a d d i t i o n a l

ST AF F  S I N C E  THE I N S T I T U T I O N  OF THE P R O S P E C T I V E  PAYMENT

Sy s t e m  r e q u i r i n g  p r e - a u t h o r i z a t i o n  for h o s p i t a l  s e r v i c e s . 

Both  s e c r e t a r i a l  and R . N .  s t a f f  h ave  be e n  added  b e c a u s e

OF THESE REQUIREMENTS. A TOTAL OF NEARLY 10 FULL-TIME 

EQUIVALENTS ( F T E ' s )  HAVE BEEN ADDED SINCE 1 984 ,  A . 5 R . N .  

F T E ' s  AND 5 . 5  SECRETARIAL STAFF F T E ' S .  THE COST OF THIS 

ADDITIONAL STAFFING HAS BEEN OFFSET BY SAVINGS GENERATED 

BY DIRECTING PATIENTS TO THE PATIENT OBSERVATION PROGRAM
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( 2 4  HOUR s t a y ) or t r e a t i n g  p a t i e n t s  a m b u l a t o r y  i n s t e a d  of

A D M I T T I N G . T h e  c o s t  s a v i n g s  a r e  m o n i t o r e d  on  a

B A S I S  W I T H YEARLY T OTALS AS FOLLOWS:

1986 $ 7 9 , 9 0 0 . 0 0

1987 1 0 0 , 0 0 0 . 0 0

1988 1 0 0 , 0 0 0 . 0 0

1989 1 0 0 , 0 0 0 . 0 0

1990 8 5 , 0 0 0 . 0 0

1991 5 3 , 2 1 9 . 0 0

1992 8 3 , 8 6 0 . 0 0  J u l y  ' 9 1  t h r u  F e b . ' 9 2

( A l l e n , 1992 ,  Ma r c h )

Me d i c a l  Records

Me d i c a l  Records  i s  a n o t h e r  d e p a r t m e n t  w h i c h  has  been

IMPACTED BECAUSE OF THE DRG SYSTEM. PRIOR TO THE 

INCEPTION OF DRG'$ ,  THIS DEPARTMENT FUNCTIONED AS A PAPER 

SHUFFLING AND STORAGE DEPARTMENT. NOW THE DEPARTMENT 

HAS BEEN GIVEN RECOGNITION AS CONTRIBUTING GREATLY TO THE 

FINANCIAL WELL BEING OF THE HOSPITAL.  (ROUSSEAU, 1992 ,  

Ma r c h ) .  Co d i n g  t h e  c h a r t s  p l a y s  a v i t a l  r o l e  i n  how much

PAYMENT THE HOSPITAL RECEIVES. EACH DIAGNOSIS OR PROCEDURE 

THAT IS DOCUMENTED REQUIRES A SPECIAL CODE. REIMBURSEMENT 

IS LINKED DIRECTLY TO THE SOPHISTICATION AND ACCURACY OF 

HOW THE CHART IS COMPLETED. THE KEY ISSUES INVOLVED IN 

DETERMINING WHETHER THE CHART IS ACCURATE WHEN IT ARRIVES
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I N  THE M E D I C A L  RECORD DEPART MENT  AT S t . L U K E ' S  ARE:

1.  ACQUIRING ANY MISSING DATA

2.  CLARIFYING ANY UNUSUAL INFORMATION THAT MAY

ADVERSELY AFFECT THE ASSIGNMENT TO A DRG

3 .  VALIDATING DATA WHEN THERE IS ROOM FOR

INTERPRETATION AND POSSIBLE UPGRADING OF A 

DIAGNOSIS

A. ENSURING THAT ALL DIAGNOSES AND PROCEDURES ARE 

CHARTED

5.  COORDINATING WITH PHYSICIANS TO CONFIRM THE

ACCURACY OF DIAGNOSIS

6 .  ASSIGNING THE PATIENT TO A DRG ON THE BASIS OF 

SURGERY; PRINCIPAL DIAGNOSIS AND SECONDARY 

DIAGNOSIS

( R o u s s e a u ; 1992 ;  Ma r c h )

St . L u k e ' s  p u r c h a s e d  a c o m p u t e r  p r o g r a m  t o  h e l p  w i t h

DETERMINING THE MOST PROFITABLE DRG CODE FOR ANY GIVEN

p a t i e n t . T h i s  i s  c a l l e d  a "DRG g r o u p e r  p r o g r a m " w h i c h

ALLOWS THE HOSPITAL TO PRI OR IT IZE  EACH DIAGNOSIS.  An 

ATTESTATION STATEMENT IS FORMULATED WHICH GIVES THE 

DIAGNOSIS AND DRG CODE ASSIGNED. THE PHYSICIAN MUST SIGN 

THAT THIS STATEMENT REFLECTS THE CORRECT DIAGNOSIS FOR THAT 

PATIENT BEFORE THE B IL L I NG CAN BE DONE (ROUSSEAU; 1992 ;

Ma r c h ) .
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D i s c h a r g e  Pl a n n i n g

T h i s  i s  a sub  d e p a r t m e n t  w h i c h  works w i t h i n  the  Pa t i e n t  

Ac c o u n t i n g  De p a r t m e n t . D i s c h a r g e  Pl a n n i n g  was not i n

EXISTENCE BEFORE THE ONSET OF DRG' S . ONE OF THE GREATEST 

IMPACTS OF DRG'S HAS BEEN TO REDUCE THE LENGTH OF STAY IN THE 

HOSPITAL.  IN ORDER TO ACCOMPLISH T HI S ,  DISCHARGE 

PLANNING, IS INTENDED TO ENSURE CONTINUITY OF CARE THAT 

BEGINS IN THE ADMISSION PHASE AND IS DEVELOPED THROUGHOUT 

H OSPITAL IZATION.  DISCHARGE PLANNING PROVIDES CONTINUITY 

OF CARE TO PATIENTS AND THEIR FAMILIES THROUGH 

COORDINATION OF VARIOUS PROGRAMS. THESE PROGRAMS AND 

SERVICES FOCUS ON THE PHYSICAL,  EMOTIONAL AND SOCIAL 

NEEDS OF THE PATIENT.  THIS HOLISTIC APPROACH ENSURES 

THAT THE TOTAL NEEDS OF THE PATIENTS ARE MET. DISCHARGE 

PLANNING SERVICES AT S t .  LUKE'S HOSPITAL INCLUDE:

1 .  Home He a l t h  Re f e r r a l s

2 .  Nu r s i n g  Home and F o s t e r  Care  p l a c e m e n t

3 .  Cr i s i s  I n t e r v e n t i o n  d e a l i n g  w i t h  s u b s t a n c e  a b u s e

AND MENTAL DISORDERS

4 .  F i n a n c i a l  As s i s t a n c e

5.  Ad u l t  and Ch i l d  Ab u s e  c a s e s

6.  Or d e r i n g  Du r a b l e  Me d i c a l  Eq u i p m e n t  

Co m m u n i t y  s e r v i c e s  are  a v a i l a b l e  for use  i n  a v a r i e t y  of 

w a y s ; D i s c h a r g e  Pl a n n i n g  n u r s e s  work w i t h  v a r i o u s

COMMUNITY AGENCIES TO PROVIDE PATIENTS WITH NEEDED 

SERVICES FOLLOWING DISCHARGE FROM THE HOSPITAL (MEHALSKI ,

19 92 ,  Ma r c h ) .
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I n  order  for S t .  L u k e ' s to  p r o v i d e  d i s c h a r g e  p l a n n i n g  

s e r v i c e s . 6 . 6  F T E ' s  ha v e  b e e n  d e d i c a t e d  to t h i s  f u n c t i o n  

s i n c e  1 9 8 4 .  Wi t h i n  two w o r k i n g  d a y s  of a d m i s s i o n . 90-96% 

of a l l  p a t i e n t s  a d m i t t e d  are  s e e n . A s s e s s m e n t  i s  v i t a l  

to d e t e r m i n i n g  what  t h e  p a t i e n t  may  r e q u i r e  on d i s c h a r g e , 

t h e r e f o r e , t h i s  i s  an ALL R . N .  STAFF.

I t  i s  d i f f i c u l t  to  d e t e r m i n e  what  the  COSTS s a v i n g s

ARE TO THE HOSPITAL BY GETTING PATIENTS DISCHARGED EARLY

b u t  S t .  L u k e ' s doe s  a m o n t h l y  t r a c k i n g  of p a t i e n t s  who

ARE READY TO BE DISCHARGED AND YET STAY BECAUSE OF A 

VARIETY OF REASONS I E . ,  NO AVAILABLE NURSING HOME 

BEDS, REQUIRED INSURANCE APPROVAL, SPEECH THERAPIST 

NEEDED, PROBLEM WITH DEPARTMENT OF SOCIAL SERVICES 

APPROVAL OR FAMILY UNABLE TO MAKE DECISION.  THESE 

OVERSTAY DAYS AND THE COSTS INCURRED BY St . LUKE'S ARE 

SHOWN BELOW.

Number  of o v e r s t a y  d a y s  Ap r i l  1991 through  F eb r u a r y  

1992 178 d a y s  x $ 7 0 0 . 0 0 / day  = $ 1 2 4 , 6 0 0 . 0 0  for the  

11 month  p e r i o d .

( H e h a l s k i , 1 992 ,  Ma r c h )

Pa t i e n t s  are  b e i n g  d i s c h a r g e d  more q u i c k l y  now and t h e i r  

a c u i t y  l e v e l  i s  h i g h e r  upon  d i s c h a r g e . As a r e s u l t  of
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T H IS ,  MORE PATIENTS ARE REQUIRING HOME HEALTH CARE SERVICES.

Th e r e  are  a p p r o x i m a t e l y  70 r e f e r r a l s  per month  to such

SERVICES WITH SOME PATIENTS REQUIRING AS MANY AS FOUR TYPES 

OF REFERRAL. THIS HAS CAUSED A SHIFT IN WHERE NATIONAL 

HEALTH CARE DOLLARS ARE BEING SPENT. HOSPITALS ARE 

ESTABLISHING SUB ACUTE HOSPITAL UNITS OR REHABILITATION 

UNITS WHERE PATIENTS CAN BE DISCHARGED FROM THE ACUTE CARE 

SETTING INTO ONE OF THESE TYPE UNITS WHERE A DIFFERENT 

PAYMENT SYSTEM IS INSTITUTED.  PATIENTS REQUIRE A 

"PROTECTED ENVIRONMENT" TYPE SETTING FOR CONTINUED CARE THUS 

ALLOWING EARLIER DISCHARGE THAN WAS PREVIOUSLY POSSIBLE,

(Me h a l s k i , 1 9 9 2 ,  Ma r c h ) .

Nu r s i n g  S e r v i c e

T he n u r s i n g  s e r v i c e  i s  t h e  l a r g e s t  d e p a r t m e n t  w i t h i n  

S t .  L u k e ' s and consu mes  t h e  l a r g e s t  p o r t i o n  of the

HOSPITAL'S BUDGET. CONSEQUENTLY, THE NURSING SERVICE HAS

COME UNDER PARTICULAR PRESSURE IN COST CONTAINMENT

POLI CI ES.  AS D R G' S  HAVE EMERGED, THOSE WHO MANAGE NURSING

SERVICE DEPARTMENTS HAVE BEEN CALLED UPON TO OPERATE MORE 

EFFICIENTLY WHILE PROVIDING QUALITY PATIENT CARE.

I n  r e s p o n s e  t o  THE p r e s s u r e s  t o  o p e r a t e  m o r e

EFFIC IENTLY,  A NUMBER OF UNITS HAVE MOVED TO ALL RN 

STAFFING AT S T .  LU K E ' S .  PRIOR TO THE PROSPECTIVE PAYMENT

s y s t e m  S t .  L u k e ' s had  a l a r g e  number  of L P N ' s and  nurse
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a i d e s . Around  1985 t h e  number  of L P N ' s  and a i d e s  were

GREATLY REDUCED PARTICULARLY IN THE CRITICAL CARE AREAS

shown i n  T a b l e  2.

T a b l e  2 i l l u s t r a t e s  t h a t  a l l -RN or n e a r l y  a l l - R N i

STAFFS ARE U T IL IZ E D  IN THE INTENSIVE CARE UNITS.  THE ONE 

EXCEPTION TO THIS TREND IS FOUND IN THE OPERATING ROOMS 

WHERE SOME L P N ' S  HAVE BEEN SPECIALLY TRAINED TO FUNCTION

as Su r g i c a l  T e c h n o l o g i s t s . Re g i s t e r e d  n u rs e s  who earn

CONSIDERABLY HIGHER SALARIES THAN LICENSED PRACTICAL 

NURSES NOW COMPRISE A LARGE SHARE OF THE NURSING STAFF 

WHICH REFLECTS A NATIONAL TREND (NEW JERSEY STATE

De p a r t m e n t  of He a l t h i  1 9 8 4 ) .

Ph y s i c i a n  Re l a t i o n s h i p s

S t .  L u k e ' s r e l a t i o n s h i p  w i t h  p h y s i c i a n s  has  c h a nge d  

s i n c e  t h e  i m p l e m e n t a t i o n  of D R G ' s .  The eme rge nc y  room

IS STAFFED WITH A NUMBER OF PHYSICIANS WHO ARE EMPLOYED

by  S t .  L u k e ' s . A p h y s i c i a n  has  b e e n  h i r e d  as a V i c e  

Pr e s i d e n t  of  Ph y s i c i a n  Re l a t i o n s  and  s e v e r a l  s e r v i c e

CHIEFS SUCH AS PEDIATRICS;  OBSTETRICS; RADIOLOGY AND

An e s t h e s i a  are  e m p l o y e d  by  t h e  h o s p i t a l . T here  are

TWENTY-FIVE PHYSICIAN PRACTICES THAT ARE OWNED OR 

MANAGED BY S t .  LUKE'S IN THE SURROUNDING COMMUNITY. I t  

IS GENERALLY BELIEVED THAT INTERGRAT I ON OF PHYSICIAN AND 

HOSPITAL SERVICES CAN HELP TO ACHIEVE EFFICIENCIES WITHIN 

THE HOSPITAL AND MAKE PHYSICIANS MORE ACCOUNTABLE FOR 

HOSPITAL COSTS. ( DAVI S ;  ET A L . ;  1 9 90 )
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T a b l e  2 

Ra t i o , L P N s to RN s 

St . L u k e ' s Ho s p i t a l , 1992

Re c o v e r y  Room Al l  RN St a f f

Co r o n a r y  Care  Un i t  Al l  RN St a f f

Pe d i a t r i c  I n t e n s i v e  Car e  Al l  RN St a f f

Ob s t e t r i c s  Al l  RN St a f f

Su r g i c a l  I n t e n s i v e  Care  1 : : 1 0 . 4

Pe d i a t r i c s  4 Ma i n  1 : : 1 . 9

Or t h o p e d i c s  1 : : 1 . 9

Ou t p a t i e n t  ( i n  h o s p i t a l ) 1 : : 1 . 6

I n t e n s i v e  Care  St e p - down 1 : : 1 . 5

Su r g i c a l  6 Nort h  1 : : 1 . 3

Me d i c a l  3 Ma i n  1 : :  1 -2

Me d i c a l  5 Ma i n  1 : : 1 • 1

Me d i c a l  4 North  1 : : 1 . 1

Op e r a t i n g  Room ( L P N / S u r g . T e c h . )  1 : : 0 - 8
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D I S C U S S I O N

I t  a p p e a r s  t h a t  t he  s t u d y  h o s p i t a l  d i d  add  a d d i t i o n a l

STAFF THAT CLEARLY WERE IN NON” REVENUE GENERATING AREAS 

OF THE HOSPITAL.  THIS SUPPORTS HI  WHICH SHOWS THAT THE 

STUDY HOSPITAL DID REACT TO THE GOVERNMENT7 S PROSPECTIVE 

PAYMENT SYSTEM BY ADDING STAFF IN NON-REVENUE GENERATING

a r e a s ; Ad m i t t i n g  ̂ Me d i c a l  Re cords  and D i s c h a r g e  Pl a n n i n g

EXPERIENCED THE GREATEST STAFFING INCREASES.

I T  APPEARS THAT IN THE STUDY HOSPITAL THAT LESS 

EXPENSIVE L P N ' S  AND NURSE AIDES WERE NOT UTIL IZED IN 

PLACE OF MORE EXPENSIVE RN STAFFING. ON THE CONTRARY; 

THERE ARE MORE R N ' S  THAN L P N ' S  IN 70% OF THE NURSING UNITS 

at  S t .  L u k e ' s . The s t u d y  h o s p i t a l  d i d  not  r e a c t  to t he  

g o v e r n m e n t ' s p r o s p e c t i v e  p a y m e n t  s y s t e m  by  c h a n g i n g  t he

MIX OF R N ' S ,  L P N ' s  AND NURSE AIDES IN ORDER TO REDUCE THE 

INPATIENT LABOR FORCE EXPENDITURES; AS SUGGESTED IN H2.

D i s c h a r g e  Pl a n n i n g  h as  be come  a v e r y  i m p o r t a n t  p a r t  of

THE HOSPITAL 'S NEED TO FACIL ITATE SHORTER LENGTHS OF STAY 

FOR PATIENTS.  I T  APPEARS THAT IN THE STUDY HOSPITAL;  

DISCHARGE PLANNING BECAME IMPORTANT IN THAT STAFFING 

INCREASED 26 %; AND THAT PATIENTS WERE DISCHARGED MORE 

QUICKLY;  WHICH WAS AN EXPECTED REACTION TO THE
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g o v e r n m e n t ' s p r o s p e c t i v e  p a y m e n t  s y s t e m  ( H 3 ) .

T he HYPOTHESIS; SUGGESTING THAT A REACTION TO THE

g o v e r n m e n t ' s p r o s p e c t i v e  p a y m e n t  s y s t e m  would be  a MUCH

CLOSER RELATIONSHIP WITH THE MEDICAL STAFF AS A 

COST-EFFECTIVE MEASURE; IS SUPPORTED. I n THE STUDY 

HOSPITAL THERE HAS BEEN A MUCH GREATER EMPHASIS ON THE 

KINDS OF RELATIONSHIPS IT  ESTABLISHES WITH PHYSICIANS.

Ma n y  more  p h y s i c i a n s  are  e m p l o y e d  by  t h e  h o s p i t a l  now

THAN BEFORE THE ONSET OF PPS. THE STUDY HOSPITAL 

OWNS AND/OR MANAGES TWENTY“ FIVE PHYSICIAN PRACTICES IN THE 

SURROUNDING GEOGRAPHIC AREA AS WELL AS HAVING A NUMBER OF 

PHYSICIANS WHO ARE EMPLOYED BY St . L UK E' S.  The STUDY 

HOSPITAL IS A FAIRLY TYPICAL HOSPITAL WHICH HAS 

D I V ER SI F I ED  ITSELF FROM AN ACUTE CARE HOSPITAL INTO MANY 

OTHER AREAS.
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CONCL US I ON

Ho s p i t a l s  h a v e  had  to  c h a n g e  t h e  way t h e y  o p e r a t e . 

T he p r o s p e c t i v e  p a y m e n t  s y s t e m  w i l l  s u r v i v e  and  i s

ALREADY SPREADING TO OTHER THIRD PARTY PAYERS. I t  IS 

UNIVERSALLY e x p e c t e d  t h a t  t h e  f e d e r a l  gov e r n me n t  and 

MAJOR INSURERS WILL EXTEND A SIMILAR TYPE SYSTEM TO 

OTHER THIRD PARTY PAYERS WHICH WILL INCLUDE OUTPATIENT 

PROCEDURES AND PHYSICIANS FEES. I n  PATIENT HEALTH CARE 

COSTS ARE S T I LL  UNCONTROLLED BUT THE PROSPECTIVE PAYMENT 

SYSTEM HAS DEMONSTRATED THAT COSTS CAN BE SLOWED WHEN 

CONTROLS ARE MANDATED THROUGH SOME FORM OF PAYMENT 

SYSTEM. Each  TIME more  CONTROLS ARE MANDATED ADDITIONAL 

ADMINISTRATIVE COSTS ARE EXPERIENCED. WHAT THIS STUDY 

DISCOVERED WAS THAT:

1)  ADDITIONAL STAFF WAS ADDED IN NON-REVENUE 

GENERATING AREAS OF THE HOSPITAL IE ,  ADMITTING, 

MEDICAL RECORDS, AND DISCHARGE PLANNING.

2 )  LESS EXPENSIVE LPN AND NURSE AIDES WERE NOT 

U T IL IZ E D  IN PLACE OF MORE EXPENSIVE RN STAFFING.

3)  DISCHARGE PLANNING HAS BECOME A VERY IMPORTANT 

PART OF THE HOSPITAL IN BEING ABLE TO FACIL ITATE 

SHORTER LENGTHS OF STAY.

4)  HOSPITAL AND PHYSICIAN RELATIONSHIPS HAVE CHANGED 

AND MORE PHYSICIANS ARE BEING EMPLOYED BY THE 

HOSPITAL.
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E v e n  t h o u g h  t h e  s t u d y  l o o k e d  a t  o n l y  o n e  h o s p i t a l

THE F I N D I N G S  COULD BE R E P R E S E N T A T I V E  OF MANY H O S P I T A L S  

THROUGHOUT T H I S  COUNTRY.  L l K E  MANY H O S P I T A L S ,  S t .  L U K E ' S  

D I V E R S I T Y  I S  ONE OF THE M A I N  REASONS THE H O S P I T A L *  S 

F I N A N C I A L  S T A B I L I T Y  RANKS I N THE TOP 5 PERCENT I N THE 

STATE AND THE TOP 1 5  PERCENT N A T I O N W I D E  ( MA I D L O W,  1 9 9 1 ,  

Ma r c h ) .  S i n c e  t h e  i n t r o d u c t i o n  o f  PPS h o s p i t a l s  t h a t  a r e

F I N A N C I A L L Y  ST ABL E HAVE HAD TO DECREASE T H E I R  I N P A T I E N T  

LENGTHS OF STAY AND LOOK MORE ACUTELY AT COSTS PER 

P A T I E N T .  T h i s  HAS b e e n  d e t r i m e n t a l  t o  s o m e  p a t i e n t s

BECAUSE MORE P A T I E N T S  ARE B E I N G  DI SCHARGED I N AN UNSTABLE  

C O N D I T I O N ,  1 5  PERCENT P R E - D R G ' S  V S .  1 8  PERCENT P O S T ' D R G ' S  

( W i l e n s k y , 1 9 9 0 ) .  T h e  i m p a c t  on  t h e  c o m m u n i t y  h a s  b e e n

AN I N C R E A S E  OF THE NEED FOR SUPPORT S E R V I C E S  TO HELP  

SUPPL EMENT  HOME CARE WHI CH I S  NOT ALWAYS COVERED BY 

I N S U R A N C E .  T h i s  ADDS AN EXTRA F I N A N C I A L  BURDEN FOR THE  

P A T I E N T  AND H I S  OR HER F A M I L Y .

Ou t p a t i e n t  s e r v i c e s  h a v e  c o m e  m o r e  i n t o  v o g u e  a s  a

RESUL T  OF THE P R O S P E C T I V E  PAYMENT SYSTEM.  MORE AND MORE 

TYPES OF PROCEDURES ARE B E I N G  DONE ON AN O U T P A T I E N T  B A S I S .

H o s p i t a l s  a r e  s e t t i n g  u p  u n i t s  w i t h i n  t h e i r  f a c i l i t i e s  t o

HOUSE O U T P A T I E N T  SURGERY D E P A R T ME N T S .  I  PERSONALLY HAVE 

SEEN T H I S  S E R V I C E  EXPAND I N  THE STUDY H O S P I T A L .  I n  1 9 7 7  

THE F I R S T  AMBULATORY P A T I E N T  BEDS WERE E S T A B L I S H E D  AT $ T .

L u k e s  w h i c h  c o n s i s t e d  o f  f o u r .  By t h e  e a r l y  e i g h t i e s  t h i s  

h a d  i n c r e a s e d  t o  f i f t e e n .  I n  1 9 8 4  p l a n s  w e r e  b e i n g  made t o
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B U I L D  AN AMBULATORY U N I T  ACROSS THE STREET FROM THE MAI N

c a m p u s . T h i s  w a s  c o m p l e t e d  a n d  o p e n e d  i n  F e b r u a r y i  1 9 8 6 .  

C u r r e n t l y  6 0  p e r c e n t  o f  t h e  i n - h o u s e  o p e r a t i n g  r o o m  

s c h e d u l e  i s  a m b u l a t o r y  s u r g e r y  p a t i e n t s . T h e r e  a l s o  a r e

S I X  A D D I T I O N A L  O P E R A T I N G ROOMS I N THE O U T P A T I E N T  F A C I L I T Y .

I  T H I N K  T HAT  T H I S  I N C R E A S E D  D E D I C A T I O N  TO O U T P A T I E N T  

SURGERY I S  RATHER T Y P I C A L  OF MANY H O S P I T A L S  THROUGHOUT  

THE C OU N T R Y .

T h e  f o l l o w - u p  c a r e  t h a t  p a t i e n t s  r e c e i v e d  a f t e r  b e i n g

D I S C H A R GE D  FROM THE H O S P I T A L  WAS NOT AS GOOD BEFORE THE 

P R O S P E C T I V E  PAYMENT SYSTEM AS I T  I S  NOW. T W E N T Y - F I V E  

PERCENT OF P A T I E N T S  R E C E I V E D  POOR CARE FOLLOWI NG DI SCHARGE  

P RI OR TO THE PPS COMPARED TO ONLY 1 2  PERCENT NOW ( W l L E N S K Y ,  

1 9 9 0 ) .  I  T H I N K  T H I S  HAS I MPROVED BECAUSE OF THE DI SCHARGE  

P L A N N I N G  T HAT  I S  B E I N G  DONE AS A RESULT OF H O S P I T A L S  

T R Y I N G  TO DECREASE LENGTHS OF STAY FOR P A T I E N T S .  ALSO,

t h e  J o i n t  C o m m i s s i o n  on  A c c r e d i t i o n  f o r  H o s p i t a l  

Or g a n i z a t i o n s  i s  m o n i t o r i n g  h o s p i t a l s  t o  a s s u r e  t h a t

P A T I E N T  NEEDS F OLLOWI NG D I S C H A R G E  ARE B E I NG I D E N T I F I E D  

AND A PLAN OF CARE E S T A B L I S H E D .

F u t u r e  I m p l i c a t i o n s

W i t h  f e w  e x c e p t i o n s ;  e f f o r t s  t o  c o n t a i n  h e a l t h  c a r e  

c o s t s  h a v e  b e e n  f r a g m e n t e d  a n d  t h e i r  e f f e c t i v e n e s s  h a s  

b e e n  l i m i t e d .  I n l a r g e  p a r t  t h i s  r e f l e c t s  t h e  s t r u c t u r e
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OF THE U . S .  HEALTH CARE F I N A N C I N G  SYSTEM WI TH M E D I C A R E ;

Me d i c a i d  a n d  e m p l o y e r - p r o v i d e d  h e a l t h  i n s u r a n c e  e a c h

I N D E P E N D E N T L Y  P U R S U I N G COST CON T A I N ME N T  P O L I C I E S  

D EV EL OPED W I T H  T H E I R  OWN I N T E R E S T S  I N M I N D .  T H I S  

APPROACH TO COST C O N T AI N ME N T  HAS NOT SUCCEEDED I N 

C O N T R O L L I N G  HEAL TH CARE C O S T S .  I n A D D I T I O N ;  THOSE  

S U F F E R I N G  THE BRUNT OF T H I S  UNCOORDI NATED P O L I C Y  HAVE 

BEEN THE U N I N S U R E D  AND THE POOR WHO HAVE BEEN 

D I S C R I M I N A T E D  A G A I N S T  BY A M A R K E T - O R I E N T E D  HEALTH SYSTEM.

C o s t  c o n t a i n m e n t  b y  i n s u r e r s  m u s t  b e  i n t e g r a t e d  i n t o

A U N I F I E D  P O L I C Y  I N ORDER TO BE E F F E C T I V E .  I n 

A D D I T I O N ;  COST C ON T A I N ME NT  I N I T I A T I V E S  MUST BE CONSI DERED  

AS PART OF A BROADER ARRAY OF S O C I A L  G OA L S " “ GOALS RELATED  

TO I M P R O V I N G  AND M A I N T A I N I N G  THE HEALTH OF THE P U B L I C ;  

ACCESS TO CARE;  Q U A L I T Y  OF CARE AND COMMI TMENT TO 

EX C E L L E N C E  I N RESEARCH AND T ECHNOL OGY.

Ma n u f a c t u r e r s  o f  h o s p i t a l  s u p p l i e s ; d r u g s ;

P H Y S I C I A N S  AND M A L P R A C T I C E  F EES AND SETTL EMENTS W I L L  ALSO 

HAVE TO BE I N V E S T I G A T E D  AND DEALT WI TH THROUGH SOME FORM OF 

COST C O N T A I N M E N T .  T h e  DR6 P R O S P E C T I V E  PAYMENT SYSTEM I S  

A B E G I N N I N G  TO SOME L ONG- RANGE P O L I C Y  CHANGES I N OUR 

HEALTH S Y S T E M .

Co s t  c o n t a i n m e n t  m u s t  b e  l o o k e d  a t  g l o b a l l y  a n d  n o t

J U S T  A S H I F T I N G  OF COSTS FROM ONE AREA OF HEALTH CARE TO
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ANOT HER.  A n y  p o l i c y  c h a n g e s  t h a t  a r e  m a d e  s h o u l d  t a k e

I N T O  C O N S I D E R A T I O N  THE COSTS OF I M P L E M E N T I N G  SUCH 

P O L I C I E S  TO D E T E R M I N E  I F  A D D I T I O N A L  COSTS HAVE BEEN ADDED 

THROUGH I M P L E M E N T A T I O N .

S o c i e t y  w a n t s  l o w e r  c o s t s * b u t  we  w a n t  m e d i c a l

T REAT MENT  A V A I L A B L E  TO E V E R Y O N E .  THE BURGEONI NG COSTS OF 

HEALTH CARE W I L L  UNDOUBTEDLY RES UL T  I N  SOME CHANGES I N  

S O C I E T A L  V A L U E S *  AS WELL AS SOME FORM OF R A T I O N I N G  FOR 

M E D I C A L  S E R V I C E S .  At P R E S E N T *  HOWEVER*  WE HAVE NO WAY TO 

MAKE SUCH J U D GME NT S .  THE I MP A C T  OF OUR CHANGI NG  

P H I L O S O P H I E S  AND A T T I T U D E S  MAY WELL BE A PARADOXI CAL  

C O M B I N A T I O N  OF MORE R E GU L A T I O N  AND MORE C O M P E T I T I O N .

Wh i l e  t h e  t w o  a r e  g e n e r a l l y  c o n s i d e r e d  a l t e r n a t i v e s *

THEY MAY WELL BE COMPLEMENTARY APPROACHES TO COST  

C O N T A I N M E N T .
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Appendix A

The Effectiveness of Cost Containment Efforts

Where it came from

Other Government 12%

Medicaid
11%

Medicare
18%

Direct Patient Payments 
26%

Other Private 2%

Private Health Insurance 

31%

And where it went

Hospital Care 

39%

Physician Services 

20%

Other Spending 
12%,    ̂* . . . . . . /

Nursing Homes 8%

Other Personal Health Care 21% 

The Nation's Health Care Dollar, 1987
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A p p e n d i x  C

P r o s p e c t i v e  Pa y m e n t  S y s t e m  S t u d y  I s s u e s : 
H y p o t h e t i c a l  I m p a c t  on  Ho s p i t a l s  -  1982

E c o n o m i c  I m p a c t  
A n t i c i p a t e d  B e n e f i t s : -

Ot h e r  P o t e n t i a l  
Co n s e q u e n c e s :

I m p a c t  on  t h e  Qu a l i t y  
o f  C a r e
A n t i c i p a t e d  B e n e f i t s : -

S h o r t e r  i n p a t i e n t  s t a y s .
F e w e r  u n n e c e s s a r y  t e s t s  a n d  s e r v i c e s  
Mo r e  s p e c i a l i z a t i o n  i n  e f f i c i e n t l y  
p r o v i d e d  s e r v i c e s .
B e t t e r  c o o r d i n a t i o n  o f  o u t p a t i e n t ;
I N P A T I E N T ;  AND P O S T ' H O S P I T A L  CARE;  
THROUGH I MPROVED DI SCHARGE P L A N N I N G .
R e d u c t i o n  i n  e x c e s s  c a p a c i t y . 
A d o p t i o n  o f  c o s t - r e d u c i n g  t e c h n o l o g y , 
I n c r e a s e d  p r i c e  c o m p e t i t i o n  a m o n g  
p r o v i d e r s  o f  s u p p l i e s  a n d  e q u i p m e n t . 
A p p l i c a t i o n  o f  i m p r o v e d  m a n a g e m e n t  
p r a c t i c e s .

I n c r e a s e s  i n  u

R E A D M I S S I O N S ;
I n c r e a s e s  i n  h

TO CHANGES I N
c r e e p " )  . 
S e p a r a t e  p r o v i

WERE T R A D I T I O N  
R O U T I N E  I N  PAT I 
( " U N B U N D L I N G " )
I n c r e a s e  i n  c a

LENGTHY STAYS  
( o u t l i e r s ) DUE 
PAYMENT S.
U n d e r p a y m e n t  o

TO T REAT  CASES 
I L L  OR T HAT  RE 
CARE.
R e d u c t i o n s  i n  
l e v e l s .
D i m i n i s h e d  h o s
PERFORMANCE;  P 
C E R T A I N  GROUPS

NNECESSARY A D M I S S I O N S ;  
AND T R A N S F E R S .
O S P I T A L  CASE M I S ;  DUE 
CODI NG PROCEDURES ( " DR G

S I ON OF S E R V I C E S  THAT  
ALLY CONSI D E R E D  PART OF 
ENT CARE 
•

SES WI T H E X C E P T I O N A L L Y  
OR HI GH COSTS  

TO A D D I T I O N A L  O U T L I E R

F H O S P I T A L S  THAT TEND  
THAT ARE MORE SEVERELY  

QUI RE  MORE I N T E N S I V E

H O S P I T A L  S T A F F I N G

P I T A L  F I N A N C I A L  
ART I C U L A R L Y  AMONG 

OF H O S P I T A L S .

R e d u c t i o n  i n  t h e  r i s k  o f  n o s o c o m i a l
I N F E C T I O N  AND OTHER I A T R O G E N I C  
E VE N T S ;  AS LENGTHS OF I N P A T I E N T  STAYS  
DE CRE ASE .
F e w e r  u n n e c e s s a r y  t e s t s  a n d  s e r v i c e s . 
S p e c i a l i z a t i o n  i n  s e r v i c e s  m o s t

E F F I C I E N T L Y  AND E F F E C T I V E L Y  P R O V I D E D .
Mo r e  s e l e c t i v e  a n d  e f f e c t i v e  u s e  o f

NEW T ECHNOLOGY.
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Ot h e r  P o t e n t i a l  
C o n s e q u e n c e s :

I m p a c t  on  A c c e s s  t o  
C a r e

A n t i c i p a t e d  B e n e f i t s :

Ot h e r  P o t e n t i a l  
Co n s e q u e n c e s :

I n c r e a s e  i n  u n n e c e s s a r y  a d m i s s i o n s . 
R e d u c t i o n s  i n  n e c e s s a r y  t e s t s  a n d

OTHER A N C I L L A R Y  S E R V I C E S .
T e n d e n c y  t o w a r d  p r e m a t u r e  d i s c h a r g e s . 
R e l u c t a n c e  t o  a d o p t  q u a l i t y - e n h a n c i n g  
( b u t  e x p e n s i v e  i n  t h e  s h o r t  r u n ) 
t e c h n o l o g y .

I m p r o v e d  c o o r d i n a t i o n  o f  o u t p a t i e n t *
I N P A T I E N T *  AND P OST “ H O S P I T A L  CARE.
S h i f t i n g  o f  s e r v i c e s  t o  m o r e

A P P R O P R I A T E  ( AND I N E X P E N S I V E )  
S E T T I N G S .

R e l u c t a n c e  o f  h o s p i t a l s  t o  a c c e p t
P A T I E N T S  WHO PRESENT GREATER R I S K  
OF F I N A N C I A L  LOSS ( S K I M M I N G " ) .
T e n d e n c y  t o  t r a n s f e r  p a t i e n t s  wh o
ARE A S S O C I A T E D  WI T H  H I G H  COSTS OR AN 
I N A B I L I T Y  TO PAY FOR T H E I R  CARE TO 
OTHER H O S P I T A L S  ( " D U M P I N G " ) .

( S o u r c e : P r o s p e c t i v e  P a y m e n t  C o m m i s s i o n * 1982)
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Ap p e n d i x  D

HCFA AND HOSPITAL ANALYSTS PREDICTED THAT THE NEW DR6 
SYSTEM WOULD LEAD TO SUBSTANTIAL CHANGES IN HOSPITAL 
BEHAVIOR AND PERFORMANCE (DAVIS ET AL 1 9 84 )  ANTICIPATED 
EFFECTS INCLUDED:

1.  Sh o r t e r  h o s p i t a l  s t a y s .
2 .  I n c r e a s e d  r e a d m i s s i o n s  of Me d i c a r e  b e n e f i c i a r i e s .
3 .  Sh i f t i n g  of c o s t s  to p r i v a t e l y  i n s u r e d  p a t i e n t s .
A.  E l i m i n a t i o n  of n o n p a y i n g  or n o n p r o f i t a b l e  s e r v i c e s i  

SUCH as  p a t i e n t  e d u c a t i o n  s e r v i c e s .
5.  Sh i f t i n g  some c a r e » such  as p r e a d m i s s i o n  d i a g n o s t i c

TESTING/  TO AN OUTPATIENT BASI S.
6 .  Du m p i n g  or t r a n s f e r r i n g  to ot h er  i n s t i t u t i o n s

PATIENTS WITH HIGHER THAN AVERAGE SEVERITY OF ILLNESS 
WITHIN A GIVEN DRG.

7 .  DRG CREEP; OR AN INCREASING TENDENCY OF HOSPITALS TO 
CLASSIFY PATIENTS IN DRG CATEGORIES WITH HIGHER PAYMENT 
RATES.

8 .  I n c r e a s e d  r e l u c t a n c e  or r e f u s a l  to care  for u n i n s u r e d
PATIENTS BECAUSE OF REDUCED A B I L I T Y  TO CROSS-SUBSIDIZE 
SUCH CARE FROM OTHER PATIENT REVENUES.

9 .  D i m i n i s h e d  q u a l i t y  of care  as h o s p i t a l s  cut  corners  
or p h y s i c i a n s  were p r e s s u r e d  to forgo e x p e n s i v e
DIAGNOSTIC TESTING OR TREATMENT REGIMENS.

1 0 .  Re d u c e d  a c q u i s i t i o n ; d i f f u s i o n ; and  u t i l i z a t i o n  of
COST-INCREASING TECHNOLOGY.

1 1 .  I n c r e a s e d  d i v e r s i f i c a t i o n  of h o s p i t a l  o p e r a t i o n ;
INCLUDING MOVING INTO LONG-TERM CARE SERVICES SUCH AS 
HOME HEALTH SERVICES OR NURSING HOMES TO PROVIDE CARE IN 
OTHER SETTINGS FOLLOWING EARLIER HOSPITAL DISCHARGES.

1 2 .  I n c r e a s e d  i n t e r a c t i o n  b e t w e e n  h o s p i t a l
ADMINISTRATORS AND ORGANIZED MEDICAL STAFFS; INCLUDING 
ACCELERATION OF TRENDS TOWARD SALARIED SERVICE CHIEFS IN 
COMMUNITY HOSPITALS AND GREATER EXTERNAL SCRUTINY OF 
PHYSICIANS'  A C T I V I T I E S .


