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o Two possible alternatives to the current capital cost 
pass-through are to incorporate a flat rate for capital into 
the DRG rates or to build hospital-specific capital 
allowances into the DRG system. Although the flat rate 
approach is generally more efficient than pass through 
payments ; it does raise questions of fairness among hospitals 
and equity of access to medical technologies among patients . 

o The hospital specific option while improving upon the 
equity of the system , also builds in all of the 
inefficiencies of the past, rewarding those who have 
overcapitalized . 

o We are all anxious to resolve the issue of capital as 
quickly as we can . I am hopeful that we will be able to do 
so before the end of the year. The Administration's 
proposals will certainly be the subject of Subcommittee 
hearings early in the new year. 

7. Physician Reimbursement 

o We have finally begun the process of reforming the way 
we pay physicians. Our primary concern, as it was with 
hospital reimbursement, was to reduce the growth in 
expenditures . Given the physicians control over the Health 
care system, clearly changes in physician payment methods 
will also influence physicians incentives for the use of 
medical technologies . 

o We want to continue to insure that physicians are free 
to make the best decision for their patients but with some 
sense of a need for cost considerations. 

o One change we are certainly likely to try and accomplish 
through our reform of the payment system, is to recognize 
more fairly the services provided by specialties like 
internal medicare and family practice. These groups have 
argued for sometime that the payment system rewards those who 
utilize more technology and procedures in their practices. 
For example, surgeons . This type of change will obviously 
have an impact on the reaction of physicians to new 
technologies. They will also become increasingly conscious 
of the cost benefit and cost effectiveness of certain 
technologies. 

8. Conclusion 

o There are problems pertaining to the administration of 
the medicare benefit coverage process that need attention 
including the inadequate identification of emerging and 
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outmoded technologies , along with questions about how best to 
make modifications in the DRG's to reflect these changes. 

o In the past medicare has not explicitly considered cost 
or cost-effectiveness information in making coverage 
decisions . Medicare has also refrained from a policy of 
limiting coverage of a particular technology to restricted 
hospitals or physicians . My preference at the moment is to 
maintain medicare's current principle of refraining from 
interfering with medical practice and assuring beneficiares a 
free choice of providers. But this will become more 
difficult to do as time goes by if the costs of the program 
conLinue to escalate . 

{. 

o In making any decisions, it will be important to keep in 
mind that medicare is only one of many public and private 
institutions that influence the development and diffusion of 
medical technology . You must work with all aspects of the 
system including the FDA , OTA and private insurers, in trying 
to sort out how we can best resolve these important issues. 

o It will not be easy to determine what constitutes 
rational and appropriate adoption and use of medical 
technology from the perspective of the medicare program , 
society in general , and individual patients and providers, 
but keep in mind the Federal deficit will force some very 
difficult choices on us, as they will on the private sector. 
While we all want a quality health care system , we want it at 
a price we can afford. 
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