Contrasts in HMO and Fee-for-Service

Performance

by CLIFTON R GAUS, BARBARA § COOPER, and CONSTANCE G. HIRSCHMAN*

This siudy compares various aspects of HMO
performance in 10 plang with that of the fee-for-
gervice gystem for the Medicaid population Addi-
tionally, it examines ulihization differences befween
several types of HMO's, grouped according §0
organization and provider payment Four areas of
behavior were studied—enrollment gelechivily, wiili-
zaton of services, acocssitility of care, and satis-
faction

The only swgnificant difference between the two
systems was in hospitel wutiization Group-practice
HMO’s had sigmificantly lower hospital utlilization
than the fee-for-scrvice groups, foundation HMO's
dd not This difference seems fo indicate that
capitation payment to an HIMO alone 18 not signifl-
cant enough to produce major changes in utilwzation
and that the organized mulhispecialty group prac-
tice arrangement with Iargely salaried physicians
may be more significant For the other variables—
previous health status, ambulatory care use (in-
cludwng preventive care}, accessibility, and zatis-
faction—the two groups were remarkably similar

IN THE PAST few years the Federal Govern-
ment has been encouraging and supporting the
development of health maintenance organmizations
(HMO’s) as cost-effective systems of high-quality
care Organized as either a group practice or a
foundation of mdividual practitioners, HIMO’s
generally deliver comprehensive health services
to a voluntarily enrolled population on a pre-
payment rather than a fee-for-service basis This
article reports the prelmmary findings of a
comparative study of 10 HMO’s and 10 matched
populations receiving care from the fee-for-service
system ! By mcluding a varied set of HMOQ’s, the
study provides the most comprehensive compari-
son of HMQ’s with fee-for-service yet compiled
By comparing the different types of HMO's, the
study also attempts to 1dentify the relative im-

* Division of Health Insurance Studles, Office of Re-
search and Statistics This article Is adapted from a
paper presented December 30, 1975, at the American
Economic Association meetings in Dallas, Texas

!The study originated in the Office of the Assistant
Secretary for ITeslth of the Department of Health, BEdu-
cation, and Welfare
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portance of the methods of paying physicians, the
financial sk of the MO, and orgamzational
structure in producing the difference between the
two systems

An estimated 65 million persons are enrolled
in the 181 HMO's existing 1n the United States
today.? The widespread support for HMO’s 1s
based on several assumptions about their differ-
ences from the traditional fee-for-service system
(1) lower hospital utihzation and subsequent
lower costs, (2} continuity of care rather than
fragmentation, (3) emphasis on prevention, early
detectton, and treatment, rather than on acute
care, (4) greater accessibility to and use of pri-
mary medical care; and (5) greater satisfaction
with medical care received These differences are
said to result from the unique organizationsl and
financial arrangements of HMO’s

First, HMO’s are integrated organizations of
various health providers responsible for and over-
seeing the total health care of their enrollees
In the fee-for-service system, the physician
rarely coordinates total patient care from flu
shots to kidney dialysis The centrahization of
records, continuity of care, and overall responsi-
bility assumed by the HMO theoretically makes
for better care and more satisfied consumers

A second feature 1s the capitation payment
to the HMO Since the HMO 13 at risk for
health care costs, 1t has a strong mcentive to
avold overutilization, especially high-cost services
such as hospitalization At the same time, there
18 an 1ncentive to encourage and to provide pre-
ventive services that are cost-effictent in the long
run Similarly, early detection 1n many instances
will save on treatment costs The HMO’s would
be expected to capitalize on this feature

Although all HM(O’s share risk through a
capitation payment for some segment of health
care, they vary in three ways Thewr method of
payment to thewr physicians, the amount of care

*Rhona I, Wetherille and Jean M Nordly, 4 Census
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for which they are at risk, and the orgamization
and delivery of services ® Dhfferent mmcentives are
theoretically operating with each of these varia-
tions, with different outcomes

The three IMO models mcluded n this study
are characterized by major differences in the
method of paymg physicians, size of the financial
risk, and organization and delivery of services
The following section describes the three models
and the results expected from the incentives
operating in each

HMO MODELS

The predominant and traditional HMO struc-
ture 18 organized as a group-practice plan mn
which physicians are salarred, the HMO 15 at
risk for most care (mecluding hospitalization),
and primary care 1s provided i a multispecialty
chnic setting often linked to the HMO’s own
hospital This model should have the lowest
hospitalization and surgery rates and should
place greatest emphasis on preventive care First,
since hospitalization 1s the most costly form of
care, the IMO would be expected to institute
control mechanisms to keep use to a minimum
Second, salaried physicians do not gain financially
by placing patients i hospitals Fee-for-service
physicians, on the other hand, have much to gan
They have shorter “visits” with hosptalized
patients than with office patients and thus their
productivity and resulting income 1s greater in
the hospital setting Fee-for-service surgeons have
even greater incentives for operating Their -
come 18 totally dependent on the number and
complexity of operations performed Salaried
surgeons are paid, regardless of whether or not
they operate or the kind of operation performed

Third, the orgamization of physicians in Jarge
multispecialty groups may also be responsible
for constramming hospital use Economies of scale
allow for a wide variety of diagnostic and treat-
ment services to be provided without hospitaliza-
tion, and back-up coverage on evenings and
weekends obviates the incentive for physicians
m solo practice to send patients to a hospital
rather than having them come to the office In
addition, the peer pressure that results when

*Gordon K MacLeod and Jeffrey A Prussin, “The

Continulng Evolutlon of Health Maintenance Organiza-
tlons,” New England Journal of Wedwine, March 1973
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physicians practice alongside one another may
help avoid overutihization

This organized setting would also be expected
to provide greater continuity and accessibility
to care than m the traditional system Most
services, regardless of specialty, would be aval-
able to the HMO patient 1n the same place and
often at the same time Referrals are “down the
hall” rather than “down the road ”

The second HMO model 1ncluded in the study
18 orgamized like the first with one exception—
1t 18 not at msk for hospitahization Some of
the mcentive of the organization to hold down
hospital use 1s thus removed, but the other fac-
tors—such as the large group-practice setting,
mostly salaried physicians, and peer pressure—
are still 1n operation As a result, hospital use
would st1ll be expected to be lower than 1t would
be m {fee-for-service, and preveniive services,
continuity, and accessibility would be greater

The third HMO model, the foundation, re-
sembles the fee-for-service system 1n organization
and method of paymg physicians but ineludes
some additional element of risk for both hospital
and physician care by receiving a capitation
payment

Although the risk of capitation payment would
be expected to encourage lower hospital use and
greater preventive and primary care services, the
mcentives are more diffused and possibly less
effective The individual physician 1s m solo
practice and not under the direct management
control of the HMO as m the salaried models
In addition, some of the same imcentives for the
mdividual phystcian to hospitalize (greater con-
venlence on weekends and evenings, more surgery,
more Income, etc } are present as mn the fee-for-
service system The only incentive against hos-
pitalization 1s the overall risk that the foundation
will go bankrupt or fees will be reduced at the
end of the year 1f the capitation funds run out.

To counteract this weaker financial incentive,
foundations have organized peer-review processes
with predetermined standards of utihization
agamst which physicians’ practices are compared
Some early success of peer review has been re-
ported, but the concept 18 relatively new and
untested

A host of combimations of these three HMO
models exists Physicians may share m profits,
for example, they may receive bonuses for per-
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forming specific procedures, they may receive
capitation payment for HMO patients while op-
erating 1n a solo practitioner setting, and the
HMO 1tself may be nonprofit or for-profit

STUDY BACKGROUND

Much has been written about lower hospital
utihzation rates in FIMO’s, but comparisons with
matched fee-for-service populations in the same
geographic area are rare Similarly, the other
purported advantages of HMQ’s—the increased
accessibility, the emphasis on prevention, etc —
have largely gone untested Furthermore, no
empirical studies have examined the variation
n use, accessibility, ete , under alternative XIMQO
models

Here the performance of HM(¥s 1n general
1s compared with the fee-for-service system In a
preliminary way, an attempt 1s made to explain
some of the differences in performance among
HMQO models based on the alternate incentive
systems 1n operation The study data were col-
lected during fiscal year 1975 for more than 8,000
Medicaid families distributed between 10 HMO’s
and the 10 matched control groups from the same
geographic areas but receiving their care through
fee-for-service ¢+ The data for the individual sites
will be analyzed in a future report Individual
sites should not be compared with one another
or with national data because no age, sex, or
regional adjustments were made

Use of the Medicaid population provided a
known universe, 1 terms of names and demo-
graphic characteristics, to permit careful match-
mg In addition, 1t assured equal financial access
and benefit coverage for the two populations
There 13 no evidence or reason to believe that
HMO's treat the Medicard portion of their mem-
bership 1n a different way than other members
or that the financial and orgamzational incentives
work differently. In fact, one study has indrcated
that utilization behavior of the medically in-
digent 1n an HMO does not differ significantly
from the other membership®

¢*Data were collected by Westat, Inc, of Rockville, Md,
under the direction of Thomas McKenna

*Merwyn R Greenlick et al, “Comparing the Use of
Medical Care Services by a Medlcally Indigent and a
General Membership Population in a Comprehensive
Prepald Group Practice Program,” Medical’Care, May-
June 1972
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METHODOLOGY

Designation of HMO's

The HMO’s mncluded m this study were re-
quired to be under contract with thewr State to
provide health services to Medicaid recipients
and to meet the following criteria (1) 1 opera-
tion a mummum of 1 year, (2) sufficient Medicaid
enrollment to ensure adequate sample size, and
(3) no indication of difficulty in retammng the
Medicaid contract during the data-collection
phase of the study In June 1973, 14 HMOQ’s met
these criteria and 10 were chosen for the study—
half of them with Medicaid enrollment only.
Smee two-thirds of all Medicaid HMO enrollees
were located 1n California, six of the 10 HMO%
selected are also located there The HM(s in-
cluded represent seven of the traditional HMO
structure, one not at risk for hospitalization, and
two foundations Their names and enrollment
appear below.

Enrollees, Jan 11,1974
Medicald
Name and location of HM Q'8
Total
Percent
Number of
total

Total._ _ . . - e - .| 1,283,263 | 223 308 174
Central Los Angeles Health Project, Calit 8 68D 8, 860 100 0
Consolidated Medical SBystem, Calif 107 000 52 000 43 @
Famlily Health Program, Calif.. . 46,905 14,908 319
Group Health Cooperative of Puget

Sound, Wash._..  _ . _ —- 191,757 4,422 23
Harbor Health Servicss, Callf . _. . . 8,194 6,194 100 0
Harvard Health Plan, Mass __ - 89,750 1,750 42
Health Insurance Plan of Greater New

York New York City 1. . . 826 480 68,889 83
Temple Health Plan, Pa . ... . oeen .. 11,098 11,008 100 O
Redwood Foundation, Calif? __ - 29,000 29,000 100 0
Bacramento Foundation, Callf1____ _ __ 36,311 36,311 100 0

1 Not at risk for hospitalization
1 Medical foundations that perform soms peer review functions and elalms

managament for & population other than Medlcald but not at risk through

& capitation agreement for those patients

Population

The study group represents a random sample
of all public assistance families -in the aid to
families with dependent children (AFDC} or
old-age assistance (OAA) categories for at least
6 months and enrolled 1n a designated HMO for
at least 6 months before the interview The 6-
month requirement ensured that all responses to



Tapre 1 —Number and percentage distribution of persons in HM’s and control groups, by age and plan

Percentage distribution, b;
Plan Total : o T o
number
Total Under § 5-14 15-24 25-34 3544 {48andover
Group ?ractice - - e e e e e ee - 9 017 100 18 42 19 11 [} 4
P, 9 343 100 17 43 19 11 ] 4
Cantral Tos Angeles Health Project .. ... . . 904 100 19 45 19 ] ;8 3
Ceontrol . ... . . .. .. e e e e e e e - 269 100 18 46 19 '] 8 3
Consclidated Medical System, e« oo oo o - 960 100 ig 44 16 12 5 8
Control. . .. .. ... .. .. o= . - 927 160 19 40 20 11 -] 4
Famfily Health Programm. .. - . . e 976 100 18 42 19 10 8 3
Control. . - ce em em pmmem e = m me - 871 100 20 87 24 10 8 3
Group Health Cooperative of Puget Bound .. ... 1,390 100 15 44 17 12 7 4
Coutrol. . ... .. ... -.. .- - - 1 330 100 18 4 14 13 8 2
Harbor Health Serviees . _ ... .. . .. . .- - 996 100 20 44 i8¢ b4 5 3
Control _ .. .. . e em e e e e e — = a s 1,001 100 19 41 2 10 ] 3
Hal'vard Health Plan . .. pmmr = e = = = 1,128 100 16 48 14 12 [ ] 3
Control. . . . e e i ee ek e e a . 1,465 100 18 42 i 12 [} 4
Health Insurance Plan of Greaster New York _. . . 1,114 100 12 7] 18 12 9 L3
Control cne e v eee e s ee a e e e e = - = 1,183 100 19 45 14 15 é 2
Tample Health Plan__.._ e - ammmmece 2 s = 1,432 100 14 41 23 10 7 []
Control. _. . .. . . .. ... - - 1,817 100 14 40 22 10 B [
Foundation and eontrol
Redwood. . .. .. e ceeee 4t 4w ocmmen = - 1733 100 17 40 €0 13 ] 5
Control. .. . ... . .. e e e amee e - TH 100 19 37 20 12 [] 4
Bacramento., ... .. R, - - 861 100 18 40 19 13 [ 4
Control . e ccd ceas o e 6 e amnmm = e g e 851 100 16 40 19 12 L] 4

the questionnaire were related to the Medicard
and HMO experience

The matched control groups—families 1n
AFDC and OAA for the preceding 6 months and
not enrolled in an HMO-—were selected from
the non-HMO populations living in the same
Z1p codes and were stmilarly stratified by Medi-
caid program category, family size, and age of
the household head A response rate of 92 per-
cent was achieved that yielded about 8,000 family
units surveyed and represented data for more
than 24,000 mmdividuals (22,656 in AFDC and
1,520 in OAA)

There was one exception to the above proce-
dure In the Redwood Foundation, mdividuals
do not enroll The physicians decide whether or
not to participate Residents of three counties
comprise the foundation’s service area and obtamn
their services from providers without regard to
or necessarily knowledge of a provider’s status
as a foundation member. Approximately 85 per-
cent of all physicians 1n the area were foundation
members The study group consisted of 800 fami-
lies m the tricounty area The control group
consisted of 400 families from two neighboring
counties, matched to the study group on the basts
of age, family size, and program category.

The data here are confined to the AFDC

population Tables 1 and 2 show the numbers of
persons represented 1 each HIMO and control
group and their demographic characteristics
Since perfect matches could not be achieved in
all cases, shight differences between HMO’s and
their controls appear

Survey Instrument

Tramed nterviewers used a face-to-face inter-
view with a structured questionnaire eliciting
both precoded and open-ended responses In most
cases, the head of the household was interviewed
and responded about the experience of all mem-
bers of the family All analysis is based on the
respondents’ perceptions as recorded n the inter-
view, including basic attitudes and recall of
specific health occurrences

The questionnaire was tested 1n a pilot study
m one site and was reevaluated and adjusted
before use i the remamning nine sites Infor-
mation was eheited m four major areas—selec-
tivity, accessibility, satisfaction, and utilization

Recall on hospital use was for a 6-month period,
on ambulatory use and disability it was for a 1-
month period, and on pregnancy experience for
1 year Utilization data for HMO’s included out-
of-plan use—Iless than 1 percent of all use in
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TasLE 2 —Percentage distribution of persons in HMO’s and control groups, by sex, race, ethme group, and plan

Percentage distribution
a
Flan Sex Race Ethnlc group
Totel Orl Mexi- | Paerto | Othi N
T ex{- 8 er on-

Men |Women| Black | White ental Other ean | Rican |Bpanish]Spanish
Group Practice.. . .- .- . 100 39 34 a2 32 8 L] 8 B 2 B2
Cantro — o . - . - . - 100 38 62 56 87 1 [} K 10 2 B0
Central Loa Angeles Health Projeet . _ . . PR 100 41 89 a1 7 @) 1 a4 8 Q) 02
Control . —— - - - e e e . 100 39 61 87 8. .. 4 ] 1 1 20
Consolidated Medical 8ystem.___. .. .. ., . . ee . 100 41 59 41 48 (I; ) 18 [O] ] kel
Control . m e = am — . c—— = 100 a6 B4 40 54 { 4 1% 4 8
Family Health Program. e e e e e e omar - o= 100 38 64 58 33 [0} 8 12] ceae -- 1 B7
Control. - .. - - - [ 100 36 84 56 38 1 4 8| .. .- 3 b ]
Group Health Cooperative of Puget Bound . . . - 100 38 84 45 47 1 3 1]--. .. 2'} 08
Control - .- . e = e . 100 87 a3 40 51 ) 9 ) - v g 7
Harbor Health Bervices . . . . - v e - o ==« + - 100 40 60 41 47 [Q)] 10 23 ?) 2 7
Control . __ - . e e e e e s aa 100 39 61 41 48 1O ] 21 1) 2 76
Harvard Health Plan R, - . - - - 100 40 80 80 38 ('; 1. -- a1 2 a5
Control ... e e e - - e e . 100 41 50 66 81 [d 1] - - H [} 72
Health Insurance Plan of Greater New York . [ 100 35 58 5 2 G 12 i‘) 28 3 70
Contrel, . . .. .. - . - . - - ew 100 38 62 54 2| .- - 13 1) 27 2 70
Temple Heslth Plan . - e - - = - . 100 40 60 94 & [CY NN PN [, 8] - --a- M
Control . . - - - - 100 42 58 4 az Q)] - - 26 71

Foundsation and control
Redwood . . .- e e e 100 37 63 2 Wi oM 7 I @ 1 2
Control _ _ .. - . - - . 100 a8 82 10 81 2 8 8] ... 2 91
Sacramento. e e e e e e ees . 100 37 a3 2 .. @ 12 ?; 2 88
Control, _ . - - - e e - w 100 38 62 22 75 (O] 2 12 1 3 84

1 Less than 1 percent

a given category In contrast to other studies,
this low out-of-plan use 1s explained by the Med:-
cald population’s obvious lack of financial means
for purchasing care outside the HMO Biases due
to the recall problems inherent 1n most interview
surveys are not relevant here, however, as all
comparisons are between matched groups and any
bias 1s assumed to be the same for both groups
Comparsons of the actual utihzation data col-
lected by the HMO's and data collected here also
indicate that the recall biases were small

FINDINGS

This section presents the findings for the major
areas of data collection—enrollment selectivity;
hospital and ambulatory-care utilization, includ-
mmg preventive care, accessibility; and satisfac-
tion The differences among the various types of
HMOQO’ are examined with particular attention to
differences 1n health care use

Enrollment Selectivity

In order to better interpret the utiization data,
an attempt was made to determine whether those
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who choose to enroll m HMQO's are different from
those who do not Are they sicker? Are they more
health conscious? It was theorized that persons
who percerved their health to be poor or who had
more preexisting chronic conditions would be
more 1nchned to join HMQ’s because of the wide
range of services and convenience offered In
California, the mcentive for the sick to jon
HMO’s was even stronger At the time of this
study, more than two visits per month to a phy-
sician had to be certified by the State This
restriction did not apply to HMO’s In contrast
to the mcentives for sicker persons to Joon HMO’s,
the mcentives for the HMQ’s are to discourage
them from jomning Since HMO’s are paid on a
capitation basts, they do better financially with
healthier enrollees

- Previous health status was determined on the
basis of the respondents’ own ratmgs of their
health 1 year previously. A chronic condition was
any of a list of 30 conditions that had lasted at
least 8 months or was a recurring problem The
data dicated no significant difference between
the study groups and theiwr controls in terms of
health status perceived or number of chrome
conditions (table 3) More than three-fourths of

7



TasLE 3 —Percentage distributions of persons in HMO’s and control groups, by previous health status, numher of preexisting

chrenie conditions, and plan

Percentage distribution, by Percentage distribution, by number of
previous health status 1 Preexisting chronie conditions
Plan
Excel Un- 3or
Total | ont | Good | Falr | Poor |y | Total | None 1 2 more
Gmuplpractice R, - - 100 25 52 18 5 1 100 72 18 6 3
Control, - m e - w . ee e 100 26 49 19 6 2 100 72 17 a 5
Central Los Angeles Health Project .- - - . 100 * (0] (0] ) (O] 100 70 18 8 5
Control . _ _. - . v e e oem i mea s 100 100 71 18 8 ]
Consolidated Mediea] Bystem ... . .. - . . 100 23 43 19 [ 2 100 75 18 5 4
Control . .. - . R - - 100 31 44 14 7 4 100 71 i8 L] 4
Family Health Program_ e e e eee e ae 100 24 .13 14 4 1 100 72 18 B &
Control. .. - .- e e s A e ma = 100 25 51 13 7 4 100 73 17 L} 4
Group Health Cooperative of Puget Sound.. .. 100 a7 42 18 4 1 100 1] 19 19 10
Control .. PO . - - - 100 32 48 14 ] 3 100 60 22 7 1
Harbor Health Services. .. . PR n em e 100 26 53 15 5 2 100 T4 17 8 4
Control. . _. ... .. _. - - - . 100 30 47 14 7 3 100 78 18 4 4
Harvard Health Plan . e ee - - - 100 21 58 17 3 3 100 70 21 8 !
Control .. ... . ... .. . P 100 25 54 18 4 3 100 3 17 ] 4
Health Insurance Plan of Greater New York .. . _ .... 100 28 49 18 [] 1 100 75 18 . 5
ntrol . . - - .- - - - .- 100 27 43 20 7 2 100 78 15 [} ]
Temple Health Plan . .. . e e e ewe 100 17 42 15 4 1 100 78 15 4 3
Control. .. .. - . ee - - . 100 14 80 19 L] 2 100 ] 15 -] 4
Foundation and eontrol
Redwood . . ... .. . .- - - 100 36 45 11 ] 3 100 &85 22 10 13
Control _ . _ e e e e o = - 100 a8 v 12 8 4 100 &7 20 12 1
Bacramento .- - - - - . 100 31 46 18 3 2 100 68 22 9 1
Control . . e . - e = e e -s 100 40 a8 14 5 3 100 89 20 10 11
1 Rated by respondent ! 1 Data not avallable

the respondents felt their health was good to
excellent, and about seven-tenths had no chrome
conditions Whether the conflicting incentives on
the part of HIMO’ and consumers are counter-
acting each other or there are no differences
either way cannot be determined

It was also theorized that persons who had a
higher degree of health consciousness—that 1s,
were concerned with nutrition m diet, read books
on health, and the hke—were more likely to
join HMO’s If this were the case, they might
seek more health services, particularly preventive
care, or have higher levels of expectations There
was, however, no difference between the study
groups and the controls On a simple summated
scale based on nine questions measuring health
consclousness, three-fourths of the Medicaid fam- .
lies fell i the “somewhat health conscious” cate-
gory, whether or not they were in an HMO The
results for the Medicaid population may not be
relevant, however, for all persons Medicaid en-
rollees are perhaps too concerned about basic
survival to care about books on health They may
be too concerned about getting enough to eat to
worry about leafy green vegetables

‘ r

Utilization

Hospital care —As hypothesized m the model,
hospital use was significantly lower (two and
one-half times) i group-practice plans than m
the fee-for-service system (table 4) DBetween the
foundations and their controls, however, there
was no statistically significant difference, as
shown below

Annualized rate 1
Type of plan Admis- Average Days of
gions per length ¢are per
s of 1 000

persons stay persons
Group Practtce 2 - - 0 74 840
Controls? ... . .. .. 114 L 1888

Foundation and control

Redwood._.. . - 180 3o 430
Control .. . .- . 190 44 828
Bacramento.. . . - - - 106 58 810
Control . . - - .- 122 465 546

1 Based on 8-month period

$ Differances statistically significant at the 95-percent confidence level

¥ May be slightly inflated because of unususlly high average length of stay
for the HIP control group

Surgical rates reveal similar patterns The
rates for group-practice plans were half those
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TaprLr 4 —Hospital and surgical utikization by persons in HMO's and eontrol groups, by plan

Annualized rate !
All hospitalization 1 Surgical care ¥
Plan
Admissions| Average [Daysofcare|Admissions| Aversge [Daysofcare
per 1,000 length per 1,000 { per 1,000 length per 1,000
persons of s{ay persons persona of stay persons
GmupFra,ctica L ke e e m em e e m [ e e o ee - 148 473 4340 24 78 208
Control e dbmmme e op wee tm e e e am 14 77 4383 50 68 318
Central Tos Angeles Health Project . . L. LT 434 64 4210 ® ® ®
Contrel . .. ... ... e ae e . e e e eee - 160 a2 4 562
Consolidated Medical Bystemn . PR ., - 128 i85 4168 20 T4 148
Control.., . . - o ee e e emw - e . - 4146 90 41 518 64 51 366
Family Health Program .... . ...... e e e e e ema- 40 48 4186 14 80 84
Control . . . . ... .- - - - . - . . 4142 ‘80 1854 48 55 254
Group Health Cooperative of Puget Sound . . e e e em e = 174 47 346 50 51 286
Control . o wme aae PR - - - - - 1148 58 1844 84 10 338
Harbor Health Services_ . . e e e e e e e e em e e ea 454 60 822 28 81 172
Control . . .. . PR c e e e e . 4104 b4 856 42 50 208
Harvard Health Plan.. . - . C e e e cm e et ea s = s 46 78 358 24 108 248
Con . e e - e r = ome o memmm wm m e em e aw = L[] 57 548 44 34 152
Health Insurance Plan of Greater New York . . . _ . ... - 464 43 ¢ 508 14 111 178
Control.. .... . . . R, .- 1114 16 8 41,854 86 179 4
Temple Health Plan__ e e ae e e e . . .. 83 137 522 20 84 128
Control ... ... .. . e - . . - v e e e 76 474 &64 EL [}] 238
Foundation and centrol
Redwood ... - - - v e - - - N . ee s 160 39 430 82 48 s
Control__. . - - P .- - e o« s - - a- 190 44 826 120 49 584
Bacramento . oo - - o« co e s s a4 se om ae ae wel - 108 58 610 66 68 450
Control. . e e e e e e ea e e e e e - 122 48 546 72 47 840

1 Based on 6-month perled
2 Excludes {pragnanc
1 Tests of significance not yet completed

of their controls Dhifferences between the founda-
tions and their controls were small

The fact that foundations show no major dif-
ferences 1n hospital use, despite their financial
mcentive to do so, mdicates that the financial
mcentives of capitation payment to the HMO
organmzation alone may not have significant im-
pact on the hospitalization practices of their
physicians and that the presence of an organized
group practice of salaried physicians may be more
significant The fact that HIP, which 1s not at
risk for hospitahization, still has lower use than
its control group gives further support to the
notion that physician payment method and prac-
tice orgamzation are the major nfluences on
hospatal use The relative importance of physician
payment and practice organization cannot, how-
ever, be determined and requires further research
With national health insurance on the horizon,
such determinations are imperative

Ambulatory care —There are two alternative
theories on the use of ambulatory care mn HMO’s,
particularly group-practice plans George Monsma
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1 Differences statistically significant at the 96-percent confldence level
§ Data not available

contends that, just as salaried physicians have
no financial mcentives to hospitalize, they have
no ncentive to see ambulatory patients any more
than necessary.® He would expect ambulatory
care rates m group-practice HMQO’s to be lower
than m fee-for-service where additional wvisits
mean additional mcome

Roemer and Klarman contend that the lower
hospitalization rates 1 group-practice HMO’s
result from the financial imncentive to substitute
the less costly ambulatory care for the more ex-
pensive hospital care ? They would expect ambu-
latory rates m group-practice HMO's to be higher
than in fee-for-service

In this study the results support neither theory
The number of physician contacts in the group-

% George Monsma, “Marginal Revenue and the Demand
for Physicians’ SBervices,” in Empirical Studies in Health
Economios (Herbert E Klarman, editor), The Johns
Hopkins Press, pages 145-60, 1970

TMiiton I Roemer, “The Influence of Prepald Physi-
clan Services on Hospital Utilization,” Journal of Ameri-
can Hospital Azsociation, October 16, 1958, and Herbert
E Klarman, “Effect of Prepald Group Practice on Hos-
pital Use,” Public Health Reports, November 1903



TasLE 5 —Ambulatory care utilization by persons itn HMO's
and control groups, by type of provider and plan

Annualized rate 1
Total
Physician Non-
visei:s contacts ¥ physi
Plan 11300 clan
€00~
sg;‘; 1 | Num- [Percent| tacts
ber per [patient-| per
100 initi- 100
persons| ated |persons
Group Practiee.-_ e o e - - 396 348 56 43
Contro - 404 360 55 4
Central Los Angeles Health Project___ (‘; 384 (9] [49)]
Control.. . . .. ... oo oo - ) 458 [V Q]
Consolldated Medical Syxbem . 3m 348 57 43
Con e e - - - 386 348 51 3
Family Health Program . .. . . 344 300 83 IYl
Controf __ . . . __ _ ... - 364 324 56 40
Group Health Cooperative of Puget
Sound. . aw e s .. . 514 408 54 108
Control .. .. Il .TIT .1 606 480 4 126
Harbor Health Services . . . 436 384 54 B2
Control .. .. .. . 292 288 L] 4
Harvard Health Plan. . _ . - 274 282 58 22
Contrel . _ _ . . . .. ... 253 216 b2 37
Health Insurance FPlan of Greater
New York .. . . _ 443 208 54 47
Control__... . - - 461 20 59 41
Teaemple Health Plan.... .. - 313 288 51 25
Contro]l __. . - .- 3958 372 86 23
Foundstion and control
Redwood.. .. . .. PR 517 408 53 105
Control ... . . .. - 451 384 Bl &7
Sacramento .. .. .. ... . . 634} 3516 )] 118
Control oo . co v o eeee oo . 460 | %396 53 73

1 Tests of statistical significance not yet completed
1 Based on 1 month period

1 Qutpatient visits only

4 Data not avallable

! Differences statistically significant at the 95-percent confldence level

practice plans was the same as the number 1n the
controls—about 35 wvisits per person annually
Even m California, where non-HIMO visits were
restricted without advance approval, physician
use was the same except 1n one foundation (table
5). In both groups, 45 percent of all visits were
physician-initiated. It may be, in part, that the
financial 1ncentive for fee-for-service physicians
to mitiate visits 18 offset by the HMO incentive
to prevent hospitalization through substituting
greater ambulatory use

In a recent report on the effects of alternative
health care reimbursement systems, Kimbell and
Yett discuss the alternative theories on ambula-
tory use?® They suggest that other explanatory
variables—the nfluence of market and institu-

'Larry J Kimbell and Donald E Yett, An Evalugtion
of Policy Related Research on the Effects of Alternative
Health Care Reimbursement Systems, Human Resources
Research Center, University of Southern California, 1976
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tional controls—require exploration before con-
clusions can be reached

Visits to other health professionals would be
expected to be greater in HMO’s The substitu-
tion of lower-paid professions for physicians,
when possible, could result in cost savings Group-
practice plans especially are 1 a position to make
such substitutions and have an obvious incentive
to do so Nevertheless, the data indicate that
utihzation did not differ sigmificantly for the
group-practice plans and therr controls

The data for ambulatory visits to all health
professionals show an annual average of four
visits per person for both group-practice plans
and controls Foundations show more visits than
their controls or other HMO’s

Disabilsty —Smece HMO enrollees are using
hospitals less yet not seeing physicians more, 1t
1s pertinent to determine 1f their health status
suffers Although no direct attempt was made to
measure health status, datas were collected on
disability days If the total time sick—bed-days
(mmeluding time 1n the hospital) and activity-loss
days—were longer for groups with relatively low
admission rates, i1t might be inferred that by
staying out of hospitals, persons stay sick longer
This was not the case (table 6). Enrollees mn
group-practice plans average 1 3 days of disability
per month, and their controls average 14 days,
as shown below

Number of dlsabi]ity days per
100 perso.
Type of plan
Actlvity-
Total Bed-days loss
days
Gmup ractles .. . - . 133 ] 75
Control.. .. .. - 142 a2 80
Feundstion
Redwood ... .. .. .. .. 183 45 135
Control.. _. . . 208 8 148
Bacramento . - _- - 184 61 123
Control... e e vm e me 168 L] 120
t Based on 1 month period

Preventwe care —Until recently, preventive
care hag been considered to be a significant fac-
tor m constramming future medical costs Cur-
rently, the efficiency of many preventive measures
has been questioned The economic benefits of
physical exams, Pap smears for all women, etc.,
may not exceed their costs Other preventive

SOCIAL SECURITY



TABLE 6 —Digability days in 1 month for persons in HMO’s

and control groups, by type of disabiity day and plan?
Percent of Number of
population with disability days
disability days? per 100 persons
Plan
Activ Active
To | Bed-] ity- | To | Bed-| ity
tal® | days| loss | tal | days| loes
days days
Group Practice_ - 18 13 11| 133 58 75
Coniro . 17 12 11| 142 a2 80
Central Los Angeles Heslth
Projec e - . U] ® M| ® Q] Q]
Control . ..
Consolidated Medical Syst.em 22 15 14| 183 83| 5102
Control.. . 17 12 12] 141 53] 438
Family Health Progmm ..... 16 13 10| 127 61 88
Control_. - 13 8 91 130 52 78
Group Health Cooperative of
Puget Bound - 27 i9 19 | 189 7l 118
Control. . .- .- 24 15 18| 187 B4 123
Harbor Health Bervices. . . 18 14 11| 123 55 88
Control._ - - - - . 18 10 1] i a8 73
Harvard Health Plan.. . . ) 4 4 a4 238 29
Control.. . e e . 11 8 & 85| 345 39
Haoalth Insvrance Plan of Greater
Now York... .- - 21 16 131 192 &8 104
Control . . . . 24 20 10| 231 124 107
Temple Health Plan . 10 7 7 0 30 40
Centrol . . 18 12 10| 112 60 52
Foundation and control
Redwood.. - .. . .. 21 11 17 | 183 43 135
Control_. . - 20 11 15| 205 59 148
gacramento.. . . - - 24 15 17| 184 )] 123
Control_. - - 20 1 15| 168 46 120

1 Baged on 1-month period

* Tests of aignificance not yet completed

1 Unduplicated total

¢ Data not available

¥ Differences statistically significant at the 85-percent confldence lovel

measures—such as the Salk vaccine and flu shots
for the elderly—have been shown to have positive
payoffs® Regardless of the efficiencies inherent
in preventive medicine, HMOQ’s and their advo-
cates have claimed that they do provide more
preventive care than the fee-for-service delivery
system and the result 1s less acute care From
a financial pont of view, the HMQO would cer-
tamnly be expected to encourage those preventive
procedures with positive benefit-cost ratios

Several measures of preventive medicine were
used here First, measures of maternity care—
m terms of number of prenatal visits, trimester
of first visit, baby check-up, and mother check-
up—were used Although statistics varied among
the sites, the overall results were quite similar

*The National Conference on Preventive Medicine,
Report of Task Force on Fconomic Impaet of Prevenlive
Medicine, sponsored by the Fogarty International Center
of the National Institutes of Health and the American
College of Preventive Medicine, 1975
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for IMQO’s and controls About 52 percent of
women with live births 1 the group-practice
plans, compared with 60 percent m the controls,
had 11 or more prenatal visits About four-fifths
m both groups had their first visit in the first
trimester, nine-tenths had baby check-ups, and
somewhat more than four-fifths of the mothers
had check-ups The foundations and thewr con-
trols showed sumlar relatronships, as table 7 -
dicates

Measures of preventive care in the total popu-
lation were also made and included physical
exams, well-baby check-ups, and immunizations
In a l-month period, about 6 percent of the
group-practice plan enrollees had at least one
preventive-care procedure and the controls had
9 percent (table 8) In no site was preventive care
greater n the HMO than the control In several
sites 1t was sigmificantly less There was no dif-
ference between the foundations and their control
groups

As a proportion of all visits, preventive care
represented 20 percent of visits for group-practice
enrollees and 29 percent for the controls It
15 possible that during visits for specific prob-
lems some pleventive procedures are adminis-
tered and the patients are not aware of 1t If
an HMO 1s especially preventive-care conscious,
this sitnation may occur more often in the HMO
than 1n fee-for-service Nevertheless, 1t is doubt-
ful that HMO’s are providing more preventive
care than fee-for-service

Accessibility

Although outpatient use 1s the same for HMO
and fee-for-service arrangements, accessibihty to
the system may not be Accessibility was measured
1 terms of the time 1t took to reach a physician
(generally by telephone), and the percent sble
to do so, the time 1t took to make an appoint-
ment, and waitmg time 1n the office Questions
were asked of persons with disability days re-
sulting 1n a physician visit within the last month,
as well as anyone who tried to reach a physician
within the past 6 months

Abont two-thirds of the persons with disability
days contacted a physician It took the control
population considerably longer to do so than the
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TapLE 7 —Pregnancy-connected services for women with hve births in HMOQ's and control groups, by plant

Percentage distribution Percent of
Percentage distribution, by numhber b *
2 ¥ trimester of first births
of prenatal visits prenatal visit with—
Plan

Baby | Mother
Total | 15 [ g0 | 1115 | 2000 | rota1| 1 2 3 | check | check-

up up
Group Practlce___.. . e e e e - a e e - - 100 20 28 36 17 100 kil 20 2 ] 83
Con! - e me e - 100 14 27 42 18 100 78 19 3 92 83

Cenit‘.rrgl Los Angalas Health Project .. . . . i% 9} [S] (&) * 1] ] ] 6] Q] ™
Consolidated Medlcal Bystem ... .. - - P, 100 3 13 Bi 3 100 T4 23 3 i - -
Control . .o ee v & & e o w PO, e e - = 100 6 L] 88 - 100 e 15 4| . .. - .
Family Health Program.. . .. .. . ... . . 100 41 28 18 19 100 75 28 81 86
Control. . . - . & e e e ocn cmme mee e = 100 19 47 32 4 100 4 21 4 96 26
Group Health Cooparative of Puget Bound... R, 100 9 9 9 2 100 88 12] . 100 87
Controt . . ... .. - e - I, 100 12 2 85 100 88 8 & 90 B7
Harbor Health Bervices . _ .. . . - - 100 18 8] .. .. 75 100 20 20 - 03 73
Control . .. .. ccu . .. . - - - 100 5 7]« - B8 100 w 23 . 93 BT
Harvard Health Plan . .. - o a- - - 100 21 B85 24 . 100 79 18 5 100 B3
Control . .. . oo oo - -~ - e e e e e ee 100 16 43 35 [} 100 82 14 4 ] 1
Health Insurance Plan of Greater New York.. . . . ... 100 31 38 24 7 100 83 17 - ] 100
Controke. v+« ce ee se e 2 mw e a ee e 100 23 41 20 ] 100 75 23 2 84 7
Temple Haalth Plan . & s vi e e e e e 100 19 80 19 12 100 72 25 3 79 79
Control . - .- ce e e e e aa 100 14 42 34 10 100 72 28 2 93 83

Foundation and control

Redwood. . - == - 100 18 52 24 ] 100 72 24 4 0 7
Control . . .. _. - - e e e e = e e ma . 100 14 52 14 19 100 b1 24| .. 95 4
Bacramento . - - . - - - - - - 100 21 41 31 7 100 1007 . - 80 B0
Control. - - - . e mmm s a e . 100 a0 20 37 3 100 80 17 3 95 84

1 Based on 1 year period Tests of significance not yet completed

1 Data not avallable

TasLe 8 —Utilization of preventive care services by persons in HM(’s and control groups, by plan!

Percent of Number of persons per 100 using preventive care services?
Plan gl’gﬁg’&g’g Physical Well baby | Immuniza-
ysical
care d Total® | oramination | checkup tions
Group practiee .. . . .. .. . e a e e e e e e e - 20 08 003 E‘) 003
Control . . - - - - - 29 [ 04 ‘) 04
Central Los Angeles Health Profect _ I e e ® ® & ® @
Control . . . .. .. .. e e maa . R, -
Consolidated Medical S8ystem . . . . e m emm er e e ——— 19 06 02 O] o
Contrel .. .. .. ... . - . - e - - - . P 429 Y] 02 001 06
Family Health ngmm - e e e e e R .- 118 04 0 () 02
Control. . .- e e ee - - - - 37 10 03 o2 04
Group Health Cooperative of Puget Sound... .. . P, - - 18 08 04 (1} a3
ntrol - - - e e e e e e e - - - . - 123 10 04 ) 08
Harbor Health Services . . . mme mmmn e wm e moaee e am = ‘12 04 Q) E‘) 03
Control . .. .. . e e e e e e e = - * 26 07 02 o) ]
Harvard Health Plan .. . ... . . ... bt m mn mm o omm mee o e o= e 29 06 05 01 02
Control  __ a e e a e im s mm am e e m e e e e a5 07 03 02 02
Health Insurancs Plan of Greater New York .. .. .. . . . - - . 25 09 05 :‘) 03
Control . .. ... .. e e mm e e e e - . 28 10 06 o 04
Temple Health Plan - e ke e e e e e cm e e a e s . 23 04 o4 E') L
Control. R - . . . . - - . . 25 08 06 4 02
Foundation and eontrol
Redwood. _ - - . - - - N .. . 25 4] 03 01 05
Control. e oo e e e ee e e e - ee - 29 09 03 ] 06
Bacramento . .. cee . aa [ . e am e e - - 13 06 03 ) 03
Control . .. . . oo o oo e - I, .. e . P 16 08 1] 0 03

1 Based on 1-month Period
# Unduplicated tota
% Tests of significance not yet completed
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4 Tes8 than 0 005 percent

¥ Data not avallable
¢ Difference statistlcally significant at the 95-percent confidence level
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TasLr 9 —Physician accessibility to persons in HMO's and control groups, by plan

General physician accessibility to
Episodes of disability days persons attempting to eall
Plan Percent Average Average Average Weekday ‘Weekday or night
of time to | time from time
episodes contact appoint- walting
with physlclan { ment to in office Percent Average Percent Aver
physiclan {n visit (In {iln BUCCRsS- time (in BLOCeES~ time (
canbact hours) days) minutes) tul hours) ful hours)
GmupPrmtIGe e ee e mee - - - - 60 i) 11 82 w 4 hé s 2
e m emaew 60 13 10 az 87 ] 80 2
Central Los Angeles Health Profect . . . . .. .. o) () ® m ) o] ] 0]
Control . . .. . . _ e e e em e em
Consplidated Madical 8ystem —n..  cone oo o o 82 4 ] 42 63 ] 81 1
Control. . _ - e ke e m e e 62 8 10 25 ™ ] " 2
Family Health Program. .. .. .. .. - 55 5 7 30 kel 13 88 ?)
Control. -. f e em e n = ae . 78 8 9 27 83 3 87 N
Group Health Cooperative of Puget Sound._. . .. 47 15 13 19 72 1 8 2')
Control . . . ... ... - . .- - 49 40 1] 26 03 2 a7 U]
Harbor Health Services. __ . . . .. - . . 58 [} [ 37 Bl 8 73 (&)
Control. .. . - e - cee am e e e ma 8 3 8 29 86 3 70 3
Harvard HealthPlan. .. .. . .. . .... 67 2 14 32 67 " 78 3
Control .. . . _ - - - - . - L] 7 18 84 85 71 &
Health Insurance Plan of Greater New York ... . . 74 (] 11 26 1] 4 63 4
Control. ... . .- O U 80 £ 3 39 84 U] 88 m
Temple Health Plan . ... _ - mer .. e m 78 3 20 31 93 4 75 1
Control . PO " . - . - 7 22 14 46 61 1 86 [
Foundation and control
Redwood. . __.. . .. m e e ee e e s 58 5 10 24 ') | [} 93 2
Control. .. e o e e ae em oem - 63 17 9 2 89 4 82 1
Bacramento.... _. .. . e ... . 58 i | 11 24 83 7 02 1
Control . . . . . e - e e e ee e oem - 5 4 12 28 84 6 86 1
1 Data not avaflable * Less than one half hour

enrollees—13 hours, compared with 6 hours Per-
sons making an appomntment waited an average
of 11 days, regardless of whether or not they
were 1n an HIMQ, and they all waited an average
of 32 minutes once they got to the office (table 9)

General accessibility to physicians was exam-
med 1n terms of the proportion who tried to
reach physicians, those who succeeded, and the
time 1t took to reach physicians Responses were
analyzed separately for weekdays and weekends
or mights Except for the foundations, of those
persons trying to reach a physician on a weekday,
a larger proportion of the controls succeeded than
of HMO enrollees For foundations, the propor-
tions were the same for both groups No deter-
mination was made, however, of whether or not
people reached nurses or other health profes-
s1onals m the HMO’s mstead Some HMO's have
screening mechamsms whereby many calls are
handled directly by the nurses At nights or week-
ends, when the screening mechanisms are less
likely to be prevalent, the differences between
HMO’s and controls narrow For both groups,
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reaching a physician was faster on a weekend or

night than on a weekday.

Satisfaction

There has been much debate over consumer
satisfaction with one delivery system mn com-
parison with another A number of questions
were asked regarding satisfaction with access:-
bility and with physician care—the time spent,
physician understanding and explanation of con-
dition, personal concern demonstrated, ete

When responses to all satisfaction questions
were summed, over nine-tenths of both groups
were satisfied or very satisfied People appear
generally satisfied regardless of situation To
iMlustrate—14 percent of HMO enrollees with
physician visits waited over 1 hour in the office,
but only 8 percent of enrollees with visits thought
their wait too long The fact that this 1s a Medi-
caid population, used to long waits or no care
at all, may account for their relatively high level
of satisfaction or for a low level of expectancy.
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SUMMARY

Various aspects of HMO performance were
compared with that of the fee-for-service system
for the Medicaid population Utilization daffer-
ences between several types of HMOQ’s, grouped
according to orgamzation and provider payment,
were also examined Using matched samples of
AFDC recipients, the study interviewed 6,000 per-
sons during fiscal year 1975 and obtamned data
on the medical care experience of 22,650 mdi-
viduals :n 10 sites Data were also collected on
2,000 OAA reciptents The results of those inter-
views will be reported at a later date

Four areas of behavior were studied—enroll-
ment selectivity, utilization of services, accessi-
bility of care, and satisfaction On the basis of
other studies and claims of HMO proponents, 1t
was expected that HMO enrollees would be sicker
than their fee-for-service counterparts at time
of enrollment, would use hospitals less and ambu-

latory services more, recelve more preventive care,
find care more accessible, and be equally or more
satisfied Not all of these expectations were
supported

Briefly, the only significant difference between
the two systems was 1n hospital utilization
Group-practice HMO’s had signifieantly lower
hospital wutihzation than the fee-for-service
groups, but foundation HMQ’s did not Appar-
ently, capitation payment to an HMO alone 1s
not a factor significant enough to produce major
changes 1 utihization In fact, the organized
multispecialty group-practice arrangement with
largely salaried physicians may be more sigmifi-
cant, For the other variables—previous health
status, ambulatory-care use, mcluding preventive
care, accessibility; and satisfaction—the two
groups were remarkably simlar Reasons for
the differences and simlarities have been sug-
gested, but much more research 1s needed for a
better explanation of provider performance

PROGRAM OPERATIONS

(Continued from page 2)

mg State-administered supplementary payments
i the 22 reporting States totaled 304,500—1,500
lower than the Qctober figure All three elig-
bility categories showed small caseload declines
Eleven States reported fewer persons receiving
State supplements 1n November than i October,
10 States reported increases, and 1 one State the

i
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caseload remained unchanged The number of
persons recerving Federal SSI payments in the
reporting States increased shghtly from 1,270,300
m October to 1,272,100 1n November

State-administered supplementation during No-
vember 1975 amounted to $13 8 milhon, virtually
unchanged from the previous month Expendi-
tures for State supplements accounted for 11
percent of the total Federal SSI and State pay-
ments 1 the 22 States
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