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Reengineering . . . is the fundamental rethink-
ing and radical redesign of business processes
to achieve dramatic improvements in critical

contemporary measures of performance, such

as cost, quality, [and] service.

—Michael Hammer and James Champy,
Reengineering the Corporation

At the time of its enactment 30 years ago,
Medicare was patterned on the health insur-
ance models widely used by private employ-
ers and insurers for the under-65 population.
In this model, the primary administrative
function of insurance companies and of the
Medicare program was simply to pay bills.
Today, Medicare remains essentially a bill-
paying insurance program, with the addition
of national formulas for hospital and physician
payment rates.

In recent years, the private sector has
moved beyond this traditional insurance mod-
el. Private-sector payers are no longer simply
paying bills but are using a variety of evolv-
ing purchasing techniques, in a competitive
marketplace, to restrain costs and improve
quality and service. Among these purchasing
strategies are many forms of selective, compet-
itive contracting; capitation and risk-sharing
arrangements; provider performance stan-
dards, with incentives, penalties, and continu-
ous quality improvement goals; management
of high-cost cases; centers of excellence for
transplants, heart surgery, cancer care, and
other treatment; prevention and chronic dis-
ease management initiatives; consumer infor-
mation and incentives; specialized contracting
for pharmaceutical benefits, substance abuse,
mental health, and other services; and special-
ized claims-auditing firms to deal with fraud.
Individuals with benefits offered by large
employers—including, through the Federal Em-
ployees Health Benefits Program (FEHBP), the
nation’s political leaders and federal workers—
are usually able to make choices among a num-
ber of health plans on the basis of provider
networks, cost, quality, service performance,
and other features.

In this new purchasing environment, private-
sector employers and consumers are increas-
ingly able to make informed choices—to hold
providers (and the plans that contract with
them) accountable—through the use of tools such
as the National Committee on Quality Assur-
ance’s (NCQA's) "report cards,” which are
based on the Health Plan Employer Data and
Information Set (HEDIS), and other quality
measures, such as health outcomes. The HEDIS
data set includes more than 60 quality, service
access, patient satisfaction, outcomes, and other
performance measures, including preventive
care (such as immunizations, mammography
screening, and eye exams for diabetics) and
signal indicators for poor quality (such as inpa-
tient admissions for asthma and treatment fol-
lowing heart attacks).

In the current political climate, there is great
interest in the federal government's making -
available to the Medicare population a broader
choice of competing private health plans that
use such purchasing technologies. Today, health
maintenance organizations (HMOs) and other
private plans enroll only about 10% of the
Medicare population. Among the many mea-
sures that could open up more plan options are
an FEHBP-type "managed competition” ap-
proach that would allow Medicare beneficiaries
to make informed choices among a wide range
of HMO, preferred provider organization
(PPO), Medicare Select, medigap, and other
plans during an annual open season. Other op-
tions being discussed involve workers staying
with employer/association plans after turning
age 65 or some use of medical IRA accounts
and catastrophic coverage. Much of the atten-
tion in Congress now centers on the policy
questions involved in structuring new options
for Medicare enrollees.

As a complete reform strategy, such options
would fall short. They do not reform the basic
Medicare program. Over 90% of Medicare’s
spending is through the fee-for-service model.
As of January 1, 1995, 19 states had no Medi-
care HMO enrollees and 32 states had 1% or
fewer of their Medicare-eligible populations






