What is the potential for cascading changes in intensity of service provision
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Define the issue or assumption being discussed.
Technologies and services can, over time, move from more intensive (and often more costly)
sites of care to less intensive ones as they become more routine or refined. Examples include
outpatient surgeries that were formerly done on an inpatient basis and diagnoses that can be
given on the basis of more simple or accessible tests by general practitioners. Simplified drug
regimens and movements from brand to generic status are a related change in the Part D
arena. Note however, that some types of shifts may be cost-increasing overall, such as changes
in the use of specialty hospitals or hospital-affiliated physicians who can bill at higher
“outpatient” rates. In addition, the volume of services delivered can be affected by the number
of providers who can deliver it safely and accessibly.
Why is it potentially relevant and material to the Medicare Trustees Report?
There are two reasons why these types of changes are potentially relevant: first, the settings in
which care is received can affect the total cost of care. Second, the settings can affect whether
the service is included in Part A or Part B, which affects estimates about the HI Trust Fund. The
attached Figure and Table show the levels and growth rates by sector for the most recent
decade and the next one.
How is it currently reflected in the Medicare Trustees Report? To your knowledge, has this
issue been considered by prior Medicare Technical Panels?
These types of changes are individually reflected in sector-specific growth assumptions, but to
my knowledge they are not considered across sectors and haven’t been explicitly addressed by
prior panels, except insofar as certain sectors are expected to grow more or less rapidly.
What are the potential alternatives to be considered and potential advantages and
disadvantages of each.
Option 1: Status quo.
Pros: Continuity and comparability with prior estimates.
Cons: Does not account for changes in site of care in an internally consistent way.
Option 2: Explicitly adjust sector growth rates to reflect shifts across sectors.
Pros: Would explicitly and transparently include such shifts in projections of site/sector
growth. Might more accurately reflect shifts from Part A to Part B and implications for
financing.
Cons: Changes across sites of care are just one factor affecting growth rates, and may not
be the major factor for any given site or sector. The number of parameters to be

estimated would be effectively doubled as separate growth factors for price, volume, and
intensity shift would have to be disentangled. There is not a standard method for doing
this.
Option 3: Build model to represent sector interrelationships and their implications.
Pros: A model would formalize the substitutability of services across sectors and allow for
a more structured analysis of changes in sites of care.
Cons: Effort and time cost – would “the juice be worth the squeeze?”
What studies or research exists that could be used to support one or more of these
alternatives (cite, link or attach source)
There are literatures on shifts between pairs of sites (e.g. inpatient and ASCs) and within
sectors (e.g. post-acute care). MedPAC regularly examines such issues – e.g.
Chapter 3, March 2015
Chapter 2, March 2016
Are there speakers we should entertain to inform our consideration of this
issue/assumption?
We could ask Mike Chernew about this when he comes. Mark Miller might also have thoughts.

