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Table 2-1. Recommended Update Factor for PPS Hospital Operating Payments,

Fiscal Year 1996

Components of the Update
Fiscal year 1996 HCFA PPS market basket forecast* .............................. 3.9%
Adjustment for difference between HCFA and ProPAC market baskets® . . ... ............ 0.0
Correction for fiscal year 1994 forecasterror . .......... ... .. .. ..t iiiiiineann.. -1.8
Allowance for scientific and technological advances . ................ ... ... ........ 0.3
Adjustment for productivity . ... ... ... e -0.3
Adjustments for case-mix change (fiscal year 1995)
Total DRG case-mixindexchange ......................viiniine.on. -1.0
Real across-DRG case-mixchange ...................c..iueneuan.n. 08
Within-DRG case-complexitychange .................... ........... 0.2
Net adjustment for case-mixchange .. ........... ... ... . it iirinnueennnn 0.0
Total PPS operating update . . .. ... ... i e 2.1

* Market basket forecast provided by the Heaith Care Financing Administration, Office of the Actuary, December 1994. The market
basket forecast is subject tc change as more current data become available.

market basket as currently constructed deoes not
adequately recognize the unique characteristics of
“the hospital labor market. ProPAC encourages the
Secretary to consider adopting the Commission’s
formulation of the market basket when the index is
rebased later this year.

Since the PPS update for fiscal year 1996 is leg-
islated relative to HCFA’s market basket, that mar-
ket basket is used as the basis for ProPAC’s update
framework. The Commission takes this into

_account by making an adjustment to allow for the
estimated effect of the modifications it has pro-
posed. However, the current fiscal year 1996 fore-
cast is that the increase in ProPAC’s and HCFA’s
market baskets will be the same. The coi.espond-

_ing adjustment, therefore, is zero percentage points.

A correction for substantial error in market bas-
ket forecasts is an important part of the Commis-
sion’s update framework. This correction protects
both hospitals and the Federal government by
adjusting the base payment rates so that the effects
of past forecast errors (both positive and negative)
are removed.

A forecasted market basket increase of 4.3 per-
cent was used to set payments in fiscal year 1994,
The actual market basket increase, however, was
only 2.5 percent. The update for fiscal year 1994
thus was set 1.8 percentage points higher than if the

actual market basket increase had been known at
the time. Therefore, ProPAC’s update recommenda-
tion also includes a —1.8 percentage point adjust-
ment for fiscal year 1994 market basket forecast
error. (See Appendix A for more information on
the components of the market basket forecast
€ITor.)

Scientific and Technological Advances—The
allowance for scientific and technological advances
is a future-oriented policy target. It provides addi-
tional funds for hospitals to adopt quality-enhanc-
ing, cost-increasing health care advances. This
year, ProPAC is using a qualitative approach to
develop its estimate for the fiscal year 1996 adjust-
ment by examining technologies considered in last
year’s estimate and reviewing the literature for
potential new advances. (See Appendix A for more
information on the methodology and the technolo-
gies contributing to the estimate.) In the Commis-
sion’s view, 0.3 percent is an appropriate level for
the operating S&TA allowance for fiscal year 1996.
This is the same estimate used in setting the fiscal
year 1995 allowance. There is no compelling rea-
son to believe the rate of increase in these costs has
either risen or fallen substantially from last year’s
estimate.

Productivity Improvement—The productivity
adjustment is also a future-oriented policy target.
The Commission thinks it is reasonable to expect



