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The Dartmouth Atlas of Health Care' displays Medicare spending in
306 sub-state areas called hospital referral regions. The Atlas’s color-
coded maps designate the level of Medicare per capita spending,
which in 2007 ranged from a low of $5,221 to a high of $17,274. Areas
in the Deep South and the north Atlantic region appear in the dark-
est color, indicating the highest spending. Northwestern and north
central areas appear in the lightest shades, with other variations
across the map. This regional variation has supported the belief that
Medicare spending could be reduced by 29 percent, with no diminu-
tion in quality of care, if spending in all areas resembled that in low
spending areas of the country.? While this claim has piqued the in-
terest of policymakers, it has also worried providers and others who
fear indiscriminate reductions in Medicare payments or services.

The causes of the striking differences in Medicare spending are
complex and difficult to tease out. How much can be attributed to
prices paid for health care services; the illness burdens of popula-
tions; social determinants of health like education, poverty, and race;
or provider responses to the financial incentives in fee-for-service
medicine? Researchers affiliated with The Dartmouth Atlas have cre-
ated an extensive body of work designed to identify the causes of the
variation and measure their contributions to health care spending.
Their analyses identify health status as the most important determi-
nant of health spending, but variations in health status explain only
a small portion of geographic spending differences.> Several stud-
ies have concluded that larger supplies of health care providers in
an area, namely hospitals and physician specialists, are associated
with higher health care utilization for Medicare beneficiaries.* Other
research, focusing on the relationship between utilization and qual-
ity, has found little or no relationship between higher spending and
improved quality.’

Recent work by the Medicare Payment Advisory Commission (Med-
PAC) demonstrated that the health care service utilization of Medi-
care beneficiaries is quite variable across areas after accounting for
price and health status differences.® MedPAC also compared episodes
of care for select conditions across several metropolitan statistical ar-
eas (MSAs), which revealed that some areas exhibit low-cost treat-
ment patterns for a particular condition. Low episode-of-care costs
do not necessarily translate into low per capita spending in an area,
however, because of differences in propensity to treat: beneficiaries
with mild symptoms may receive treatments in some areas, resulting
in more episodes of care and higher per capita spending.” Stephen
Zuckerman and colleagues have furthered the understanding of
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beneficiary health in explaining geographic differences in Medicare
spending by using an expanded set of health measures, including
existing and new conditions.

Even as the research continues, the policy proposals to reduce the
“excess” spending illustrated by The Dartmouth Atlas circulate. The
Congressional Budget Office (CBO), in its Budget Options report, iden-
tified four ways to reduce future Medicare spending by capitalizing
on the regional variations work.® One option is to lower Medicare
physician fees in areas with unusually high spending. Another is to
reduce Medicare hospital payments for specific elective procedures
in areas with high use of those services. A third option is across-
the-board payment reductions in high spending areas. The final op-
tion is to adjust Medicare cost sharing and supplemental coverage
so that Medicare beneficiaries in high spending areas would have
incentives to reduce their use of services. CBO cautions that any of
these options could disrupt access to care, that they do not necessar-
ily target inappropriate services, and that any of them could affect
provider behavior in unintended ways.

This Forum session will explore geographic variation and poten-
tial policy responses by focusing on what is known and what is
not known about the reasons for the variations and may identify
issues for further discussion. Even though the dramatic differen-
ces in spending across the country have been used as evidence that
the level or growth in spending could be lowered without hurting
quality of care, most of the variation remains unexplained. Further,
limitations in measuring health status and quality should qualify
conclusions about the effects of reducing the variation. Vagaries of
local health care markets, combined with pending changes in cover-
age associated with health care reform, complicate analyses of geo-
graphic variations, and, at the same time, raise the importance of
understanding this policy issue.

KEY QUESTIONS

* What kinds of insights into health care spending can be gained
through the examination of geographic differences? How do local
health care market conditions affect spending? How do state Medic-
aid policies and availability of health care resources affect spending?

* What do we know about geographic variation in health care spend-
ing for populations other than Medicare? What is the relationship be-
tween Medicare spending and spending on other populations?


http://www.nhpf.org

FORUM SESSION
MAY 21, 2010 NATIONAL HEALTH POLICY FORUM

* How well can differences in health status be measured and ac-
counted for in this research? Is quality of care adequately measured
in these analyses?

* What data are needed to fully understand geographic variations
in health care spending? What additional information is needed to
develop policies to reduce spending in high spending areas?

* How can federal policy decisions affect the practice of medicine?
How can low spending practice styles be transferred to other areas?

SPEAKERS

Mark Miller, PhD, executive director of the Medicare Payment Adviso-
ry Commission (MedPAC), will describe MedPAC’s analyses of geo-
graphic variations, per capita versus per episode spending patterns,
and the relationship between Medicare and private payer spending.
Stephen Zuckerman, PhD, senior fellow at the Urban Institute, will
present his latest findings on the contribution of beneficiary health
status to geographic variations in spending. Gerard Anderson, PhD,
professor and director, Center for Hospital Finance and Manage-
ment, Johns Hopkins Bloomberg School of Public Health, will com-
ment on the state of the research on geographic variations and what
it means for developing methods to control spending growth.
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