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Medicare’s payment for hospital-provided outpa-
tient services to correct problems with excessive
beneficiary liability and higher than intended pro-
gram payments. Recommendations on these two
issues follow.

Recommendation 12: Controlling the Volume of
Hospital Qutpatient and Other Ambulatory
Services

The Secretary should conduct research on
appropriate and effective volume control
methods for services provided in hospital
outpatient departments and other ambulato-
ry settings. Even with a prospective payment
system that relies on Ambulatory Patient
Groups or some other service classification
scheme, Medicare spending for ambulatory
services will continue to giow at a rapid pace
because of increased volume. The Secretary
should also address how the changing health
care delivery system will affect utilization
and site of care.

The Commission supports the Secretary’s efforts
and congressional intent to establish prospective
payment methods for hospital outpatient services
under the Medicare program. The Secretary is con-
sidering a payment system that would rely on
Ambulatory Patient Groups to classify proceédures
and would assign the same payment rate to similar
services. Such a system would create incentives for
controlling costs by offering providers the opportu-
nity for a profit as well as the risk of financial loss.
The current payment method for hospital-provided
outpatient servicgs contributes to both cost and
charge inflation. Because payments incorporate at
least a portion of facility-specific costs or charges,
hospitals that reduce their costs receive less in pay-
ments. Thus, there is little financial incentive to
deliver care more efficiently.

ProPAC recognizes, however, that a prospective
payment rate per unit of service does not control
the number of services provided. In the hospital
outpatient department, as in all ambulatory settings,
increased volume has significantly affected spend-
ing growth.

Various methods to control the volume of
ambulatory services in the hospital setting, as well
as in other sites, should be explored. These

include bundling, or grouping services into a
package for which a single payment is made;
expenditure targets, or setting an acceptable rate
of expenditure growth combined with measures to
reduce future outlays if the target is exceeded; and
capitated methods, or putting providers at finan-
cial risk for a defined set of services. The Com-
mission has conducted preliminary analyses of the
volume control potential of bundling. Such an
approach may limit the increase in ancillary ser-
vice use, which currently accounts for a small
portion of payments associated with outpatient
surgeries or radiology procedures. It is unlikely,
however, to control the number of surgical and
radiological services. Other methods to constrain
volume, such as utilization review, case manage-
ment, and limiting the growth of providers, also
should be explored.

In these analyses, the unique characteristics of
ambulatory services that contribute to the difficul-
ty in controlling use should be considered. First,
most of these services are provided in multiple
settings such as hospital outpatient departments,
physicians’ offices, and free-standing ambulatory
clinics. Because Medicare’s payment methods dif-
fer by site of service, if payment and volume con-
trols are imposed in one setting, utilization proba-
bly would shift to another. Second, the broad
range of ambulatory services and procedures,
combined with the diverse reasons for an ambula-
tory encounter, complicate the appropriate group-
ing of services into a payment bundle or under an
expenditure target. Third, the difficulty in defining
the unit for outpatient payment, along with multi-
ple ambulatory provider types, leaves many
opportunities to increase service use and makes it
difficult to establish the appropriate payment rate.
Finally, data on expected and appropriate ambula-
tory service use are inadequate; such information
would be needed to develop capitated payment
rates.

The Secretary should consider the dramatic
changes taking place in the organization of health
care delivery as volume control methods are being
explored. Some private insurers have changed the
mix and reduced the use of services through man-
aged care techniques. The Medicare program
should explore adopting some of these innovative
methods to constrain total program expenditures.
New relationships among providers, as evidenced
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