THE MEDICARE-HMO REVOLVING DOOR

Special Article

THE MEDICARE-HMO REVOLVING DOOR — THE HEALTHY GO IN
AND THE SICK GO OUT

RoBERT O. MoORGAN, PH.D., BETH A. VIRNIG, PH.D., M.P.H., CaroLEE A. DEVITO, PH.D., M.P.H.,
AND NANcY A. PersiLy, M.P.H.

ABSTRACT

Background Enrollment in Medicare health main-
tenance organizations (HMOs) is encouraged be-
cause of the expectation that HMOs can help slow
the growth of Medicare costs. However, Medicare
HMOs, which are paid 95 percent of average yearly
fee-for-service Medicare expenditures, are increas-
ingly believed to benefit from the selective enroll-
ment of healthier Medicare recipients. Furthermore,
whether sicker patients are more likely to disenroll
from Medicare HMOs, thus raising average fee-for-
service costs, is not clear.

Methods We used Medicare enrollment and inpa-
tient billing records for southern Florida from 1990
through 1993 to examine differences in the use of in-
patient medical services by 375,406 beneficiaries in
the Medicare fee-for-service system, 48,380 HMO en-
rollees before enroliment, and 23,870 HMO enrollees
after disenrollment. We also determined whether
these differences were related to demographic char-
acteristics and whether the pattern of use after dis-
enrollment persisted over time.

Results The rate of use of inpatient services in the
HMO-enrollment group during the year before en-
rollment was 66 percent of the rate in the fee-for-
service group, whereas the rate in the HMO-disen-
rollment group after disenrollment was 180 percent
of that in the fee-for-service group. Beneficiaries who
disenrolled from HMOs re-enrolled at about the time
that their level of use dropped to that in the fee-for-
service group.

Conclusions These data show marked selection
biases with respect to HMO enrollment and disen-
rollment. These biases undermine the effectiveness
of the Medicare managed-care system and highlight
the need for longitudinal and population-based stud-
ies. (N Engl J Med 1997;337:169-75.)
©1997, Massachusetts Medical Society.

EALTH maintenance organizations
(HMOs) serving Medicare beneficiaries
have been credited with reducing the
length of stay and the number of bed-
days associated with the traditional fee-for-service
system,! and the assumption has been that HMOs
could help slow the growth in the costs of health care
for the elderly. Over the past few years, this assump-

tion has been questioned. A number of studies sug-
gest that there is a bias in the enrollment of Medicare
beneficiaries in HMOs, potentially offsetting any sav-
ings derived from the fact that HMOs are paid only
95 percent of average yearly fee-for-service Medicare
expenditures. However, the focus on selective enroll-
ment addresses only the first part of the overall prob-
lem of Medicare-HMO enrollment and disenroll-
ment. Without considering the continuous cycling of
Medicare beneficiaries into and out of HMOs, we
are left with an incomplete picture of the effect of
HMOs on the Medicare system.

As of January 1997, more than 4.9 million Medi-
care beneficiaries were enrolled in 336 Medicare
HMOs nationwide,? with southern Florida (Dade,
Broward, Palm Beach, and Monroe counties) having
a substantially higher rate of Medicare-HMO enroll-
ment than the national average. This region has
more Medicare beneficiaries than each of 35 states,
one of the nation’s highest per capita health care
costs, and the nation’s second highest Medicare capi-
tated rate,> making it an ideal setting for an examina-
tion of HMO enrollment and disenrollment and fee-
for-service care.

Medicare beneficiaries who enroll in HMOs ap-
pear to be healthier before their enrollment than
those who remain in the fee-for-service system,* with
fewer hospitalizations and fewer days spent in the
hospital,-5 lower per capita reimbursements,®” high-
er levels of performance with respect to activities of
daily living and instrumental activities of daily liv-
ing.? and a higher level of perceived health.8 It is less
clear how long these differences persist after Medi-
care beneficiaries enroll in HMOs.? Initial differenc-
es in mortality between HMO enrollees and nonen-
rollees even out within three to five years after
enrollment. Furthermore, persons already enrolled
in HMOs are reported to be similar to fee-for-serv-
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ice beneficiaries in terms of selected measures of
health and functional status.!0.11

Medicare beneficiaries can change their HMO-
enrollment status on a month-by-month basis. Thus,
the elderly can shop among managed-care organiza-
tions for the benefit package that best suits their
changing needs and can enter and exit the fee-for-
service system in order to use services not provided
by managed-care organizations. As compared with
beneficiaries who remain enrolled in Medicare HMOs,
those who disenroll are less satisfied with their access
to care, its cost, and their choice of physicians.12-14
There do not appear to be differences in health sta-
tus between beneficiaries who remain in their HMOs
and those who disenroll but remain in the HMO
system (i.e., switch HMOs). In contrast, beneficiar-
ies who return to the fee-for-service system appear
to be less healthy!3!5 and report using more out-
of-plan services before disenrollment than those
who switch from one HMO to another.!* In a
recent report to Congress, the Physician Practice
Review Commission noted that Medicare expendi-
tures for HMO enrollees were lower during the six
months before their enrollment in HMOs (about
37 to 44 percent lower) and higher during the six
months after their disenrollment (about 60 percent
higher) than Medicare expenditures for beneficiar-
ies in the fee-for-service system.'®> However, the
commission did not address differences attributable
to age, sex, race or ethnic group, or income level,
nor did it determine whether the differences in use
were maintained over an extended period after dis-
enrollment.

In summary, although prior studies have estab-
lished that use of services by Medicare beneficiaries in
the fee-for-service system differs according to demo-
graphic characteristics (e.g., age, sex, race or ethnic
group, and income),!¢ the research to date has not ad-
dressed the question of whether these demographic
differences extend to patterns of use by Medicare
beneficiaries before enrollment in HMOs or after dis-
enrollment. Furthermore, the substantial number of
Medicare beneficiaries who disenroll from HMOs and
subsequently re-enroll have not been studied, nor has
it been determined whether the initial increases in use
of services after disenrollment persist.

We studied the use of inpatient medical services by
Medicare beneficiaries in the fee-for-service system and
by HMO enrollees before their enrollment in HMOs
and after their disenrollment. We examined the rela-
tion between differences in use and demographic
characteristics, as well as the extent to which the pat-
tern of use after disenrollment persists over time.

METHODS
Medicare Data

The Medicare administrative (claims) data used for these anal-
yses were obtained from the Medicare Provider Analysis and Re-
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view (MEDPAR) files for the four counties in southern Florida,
covering the four-year period from 1990 through 1993. Persons
who were eligible for Medicare because of age (=65 years) and
resided in the four-county region for the entire study period were
included in the analysis. Persons who became eligible for Medi-
care, died, or moved out of the region during the study period
were excluded.

Information on age (as of 1990), sex, race, and monthly HMO-
enrollment status was obtained from the Medicare enrollment files.
Race was classified as black or nonblack (white, other, or unknown)
on the basis of a preliminary analysis of enrollment patterns.

Income Data

Since data on income are not available from the Medicare files,
the income level for each Medicare beneficiary was determined on
the basis of the average disposable income in that person’s ZIP
Code area for households with persons 65 years old or older, ac-
cording to the 1990 Census. The Medicare beneficiaries were
then assigned to one of two income levels: an average disposable
income less than or equal to $15,000 per year or an average dis-
posable income higher than $15,000 per year. Although income
levels defined according to ZIP Code are only approximate, they
have been shown to be related to use of medical care by Medicare
beneficiaries in the fee-for-service system!¢ and thus represent po-
tentially important information.

Beneficiary Groups

Three mutually exclusive beneficiary groups were defined for
the purpose of these analyses. The fee-for-service group included
375,406 Medicare beneficiaries who were enrolled in the fee-for-
service system throughout the study period. The HMO-enroll-
ment group included 48,380 Medicare beneficiaries who were
enrolled in the fee-for-service system at the beginning of the
study period but switched to HMOs during the 1991, 1992, or
1993 calendar year. For this group, information on use of inpa-
tient services was collected for the one-year period before their
enrollment in HMOs. The HMO-disenrollment group included
23,870 Medicare beneficiaries who disenrolled from Medicare
HMOs at some point between 1990 and the end of the third
quarter of 1993. Persons who were not enrolled in fee-for-service
plans for at least three months after their disenrollment from
HMOs were excluded from the study. For the HMO-disenroll-
ment group, data on use of inpatient services were obtained for
up to one year after disenrollment or until re-enrollment, in the
case of beneficiaries who remained in the fee-for-service system
for less than a year. Eighty-three percent of the HMO-disenroll-
ment group stayed in the fee-for-service system for at least six
months after disenrollment, 71 percent for at least nine months,
and 59 percent for a year or more.

To further investigate changes in use of inpatient services, we
identified a subgroup of 7495 Medicare beneficiaries for whom
we had both pre-enrollment and postdisenrollment data (the en-
rollment—disenrollment group) and calculated the change in the
rate of admissions for these beneficiaries as compared with the
rate for the fee-for-service beneficiaries.

A total of 74,215 Medicare beneficiaries who were continuous-
ly enrolled in HMOs throughout the four-year study period were
excluded from these analyses, since data on their use of inpatient
services were largely unavailable from Medicare claims files.

Statistical Analysis

To examine use of inpatient services, rates of hospital admis-
sions for the three groups of Medicare beneficiaries were calcu-
lated according to age (65 to 69 years, 70 to 74 years, 75 to 79
years, 80 to 84 years, or =85 years), race (black or nonblack), sex,
and income level (<$15,000 or >$15,000). For each group, rates
were calculated separately for each cell of the resulting multifac-
torial (5X2X2X2) matrix. Poisson regression!” was used to es-
timate the effect of membership in either the HMO-enrollment
group or the HMO-disenrollment group on use of inpatient serv-
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ices, as compared with membership in the fee-for-service group,
with adjustment for demographic characteristics.

One-year and three-month estimates of use of inpatient servic-
es for the fee-for-service group were standardized by the direct
standardization method!® to reflect the age, race, sex, and income
distributions in the HMO-enrollment group and the HMO-dis-
enrollment group, respectively.

RESULTS
Demographic Characteristics

The fee-for-service group had larger proportions
of women and nonblacks than either the HMO-
enrollment group or the HMO-disenrollment group
(Table 1). In addition, members of the fee-for-serv-
ice group and the HMO-disenrollment group tend-
ed to be slightly older than the members of the
HMO-enrollment group. There were no dramatic
differences in income levels among the groups.

Use of Inpatient Services before HMO Enroliment

The Poisson regression model showed that use of
inpatient services was primarily a function of HMO-
enrollment status, age, sex, and household-income
level. A substantial difference in use between the
HMO-enrollment group and the fee-for-service
group persisted after adjustment for the demograph-
ic factors (Table 2). Before their enrollment in
HMOs, the HMO enrollees had a rate of hospital ad-

missions that was two thirds the rate in the fee-for-
service group (137 admissions vs. 208 admissions
per 1000 beneficiaries, P<0.001). Fewer HMO en-
rollees had at least one admission (10 percent, vs. 14
percent of the fee-for-service group). Furthermore,
the HMO enrollees had fewer inpatient days than
the fee-for-service group (1005 days vs. 1810 days
per 1000 beneficiaries) and lower payments to hos-
pitals by Medicare for inpatient services (approxi-
mately $693,000 vs. $1,260,000 per 1000 benefici-
aries).

In general, admissions were more frequent among
older beneficiaries than among younger beneficiaries,
among men than among women, and among per-
sons in the lower-income group than among those in
the higher-income group (P=<0.001 for all three
comparisons). Blacks were slightly more likely than
nonblacks to have admissions (P<0.001).

Interestingly, there was a statistically significant
interaction between HMO-enrollment status and age
(P=0.001), with smaller differences between HMO
and fee-for-service beneficiaries in the older age groups
than in the younger age groups (Table 2). There was
also a significant interaction between race and HMO-
enrollment status (P<0.001), with smaller differenc-
es between HMO and fee-for-service beneficiaries
among blacks than among nonblacks.

TABLE 1. DEMOGRAPHIC CHARACTERISTICS OF THE STUDY GROUPS.*

FEE-FOR-SERVICE

CHARACTERISTIC (N =375,406) HMOt
ENROLLMENT—
ENROLLMENT DISENROLLMENT DISENROLLMENT
(N=48,380) (N=23,870) (N=7495)
percentage of beneficiaries
Incomef
<$15,000 10.5 9.7 12.6 14.0
>$15,000 89.5 90.3 874 86.0
Age§
65-69 yr 329 47.3 35.1 39.6
70-74 yr 25.8 232 24.6 224
75-79 yr 21.2 17.0 20.3 19.8
80-84 yr 12.9 8.8 12.9 124
=85 yr 7.2 3.8 7.2 5.8
Sex§
Male 37.3 43.6 41.0 40.7
Female 62.7 56.4 59.0 59.3
Race§
Nonblack 97.2 91.0 88.9 88.9
Black 2.8 9.0 11.1 11.1

*Percentages may not sum to 100, because of rounding.

1The enrollment group included Medicare beneficiaries who switched from the fee-for-service sys-
tem to HMOs during the study period, the disenrollment group included beneficiaries who switched
from HMO:s to the fee-for-service system during the study period, and the enrollment—disenrollment
group included beneficiaries who switched from the fee-for-service system to HMOs and then re-
turned to the fee-for-service system during the study period.

fData were obtained from the 1990 Census.

§Data were obtained from the Medicare enrollment files.
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TABLE 2. ADMISSION RATES FOR HMO ENROLLEES
DURING THE 12 MONTHS BEFORE ENROLLMENT
AND STANDARDIZED RATES FOR FEE-FOR-SERVICE

ENROLLEES.
HMO- FEE-FOR-
ENROLLMENT SERVICE
CHARACTERISTIC* GRoupP GRoupP RaTio
no. of admissions per
1000 beneficiaries

Incomet

<$15,000 165 238 0.69

>$15,000 134 205 0.65
Aget

65-69 yr 102 167 0.61

70-74 yr 139 208 0.67

75-79 yr 164 255 0.64

80-84 yr 214 292 0.73

=85 yr 261 307 0.85
Sex§

Male 144 225 0.64

Female 132 194 0.68
Raceq

Nonblack 135 208 0.65

Black 162 209 0.78
Overall| 137 208 0.66

*The results for each characteristic are adjusted for the
other characteristics listed in the table.

tFor the comparison between income levels across benefi-
ciary groups, chi-square with 1 df=179.4, P<0.001. The in-
teraction between income and HMO enrollment was not
significant.

fFor the comparisons among age groups across benefici-
ary groups, chi-square with 4 df =5038.2, P<0.001. For the
interaction between age and HMO enrollment, chi-square
with 4 df=39.4, P<0.001.

§For the comparison between men and women across
beneficiary groups, chi-square with 1 df=599.3, P<0.001.
The interaction between sex and HMO enrollment was not
significant.

Y For the comparison between nonblack and black mem-
bers across beneficiary groups, chi-square with 1 df=18.8,
P=<0.001. For the interaction between race and HMO en-
rollment, chi-square with 1 df=20.2, P<0.001.

[For the overall comparison between beneficiary groups,
with the analysis adjusted for demographic characteristics,
chi-square with 1 df=1142.5, P<0.001.

Use of Inpatient Services after Disenroliment

The picture changed dramatically when the bene-
ficiaries who withdrew from HMOs were compared
with those who remained in the fee-for-service sys-
tem. In an analysis adjusted for demographic factors,
the members of the HMO-disenrollment group had
a substantially higher rate of admissions than the fee-
for-service beneficiaries (101 vs. 56 admissions per
1000 beneficiaries, P<0.001) (Table 3). Twice as
many beneficiaries in the HMO-disenrollment group
had at least one inpatient stay (8 percent, vs. 4 per-
cent in the fee-for-service group), and they had twice
as many inpatient days (968 vs. 457 days per 1000
beneficiaries) and twice the inpatient hospital pay-
ments (approximately $644,000 vs. $322,000 per
1000 beneficiaries).
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TABLE 3. ADMISSION RATES FOR HMO DISENROLLEES
DURING THE FIRST THREE MONTHS AFTER
DISENROLLMENT AND STANDARDIZED RATES
FOR FEE-FOR-SERVICE ENROLLEES.

HMO- FEE-FOR-
DISENROLLMENT SERVICE
CHARACTERISTIC* GRoupP GRoupP RaTio
no. of admissions per
1000 beneficiaries

Incomet

<$15,000 106 64 1.66

>$15,000 100 55 1.82
Aget

65-69 yr 81 43 1.88

70-74 yr 101 53 191

75-79 yr 115 65 1.77

80-84 yr 127 74 1.72

=85 yr 115 78 1.47
Sex§

Male 116 60 1.93

Female 90 53 1.70
Raceq

Nonblack 100 56 1.79

Black 105 57 1.84
Overall| 101 56 1.80

*The results for each characteristic are adjusted for the
other characteristics listed in the table.

tFor the comparison between income levels across benefi-
ciary groups, chi-square with 1 df=48.8, P<0.001. The in-
teraction between income and HMO enrollment was not
significant.

fFor the comparisons among age groups across benefici-
ary groups, chi-square with 4 df =1155.8, P<0.001. For the
interaction between age and HMO enrollment, chi-square
with 4 df=15.4, P<0.01.

§For the comparison between men and women across
beneficiary groups, chi-square with 1 df=191.0, P<0.001.
For the interaction between sex and HMO enrollment, chi-
square with 1 df=8.0, P<0.01.

9None of the differences were significant.

[For the overall comparison between beneficiary groups,
with the analysis adjusted for demographic characteristics,
chi-square with 1 df=634.1, P<0.001.

Like pre-enrollment admission rates, postdisenroll-
ment admission rates were related to age, sex, and in-
come level (P=<0.001 for all three comparisons), with
older beneficiaries, men, and beneficiaries from low-
er-income areas having higher admission rates. There
were no observed differences according to racial
classification. There were also interactions between
HMO-disenrollment status and age (P<<0.01), with
the differences between admission rates for the HMO-
disenrollment group and the fee-for-service group
declining as age increased, and between HMO-disen-
rollment status and sex (P<<0.01), with a greater dif-
ference in admission rates between male members
of the two beneficiary groups than between female
members.

Thus, the use of inpatient services by beneficiaries
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Figure 1. Use of Inpatient Services by Medicare Beneficiaries
Who Switched from the Fee-for-Service System to HMOs (HMO-
Enrollment Group), Those Who Remained in the Fee-for-Serv-
ice System (Fee-for-Service Group), and Those Who Switched
from HMOs to the Fee-for-Service System (HMO-Disenrollment
Group).

Rates of use are shown as percentages of the standardized rate
of use by the fee-for-service group (100 percent).

before their enrollment in HMOs or after their dis-
enrollment differed from the use of inpatient servic-
es by beneficiaries in fee-for-service plans (Fig. 1). In
addition, the use of inpatient services before enroll-
ment in HMOs differed markedly from the use of
services after disenrollment.

Figure 2 shows the rates of use of inpatient services
in four subgroups of beneficiaries who disenrolled
from HMOs: those who stayed in the fee-for-service
system for at least three months before re-enrolling in
a Medicare HMO, those who stayed in the fee-for-
service system for at least six months, those who
stayed in the fee-for-service system for at least nine
months, and those who stayed in the fee-for-service
system for one year or more. The rate of use for each
complete 91-day quarter after disenrollment is shown
as a percentage of the standardized rate for the fee-
for-service group.

Use of inpatient services declined over successive
quarters after disenrollment among the beneficiaries
who remained in the fee-for-service system for six
months or more after their index disenrollment (i.e.,
at least two quarters) (Fig. 2). Thus, there was a
concentrated period of use of inpatient services im-
mediately after disenrollment from HMOs, with re-
enrollment occurring at about the same time that
the admission rate approximated the standardized
rate for the Medicare beneficiaries who remained in
the fee-for-service system.

N = 4031
200
143
100 1 - [ - - - - - - --------------------------
Re-enrolled
in HMO
O_
N = 2950
200 173
Re-enrolled
in HMO
N = 2769

by Fee-for-Service Group

Re-enrolled
in HMO

Percent of Standardized Rate of Use

N=14,120

3 6 9 =12

Months since HMO Disenrollment

Figure 2. Use of Inpatient Services by Medicare Beneficiaries
Who Switched from HMOs to the Fee-for-Service System, Ac-
cording to the Length of Time since Disenroliment.

Rates of use are shown as percentages of the standardized rate
of use by beneficiaries continuously in the fee-for-service sys-
tem (100 percent).

Changes in Use of Inpatient Services

Other than being slightly poorer and younger, the
members of the enrollment—disenrollment group
were similar to the overall HMO-disenrollment
group (Table 1). Their median stay in a Medicare
HMO was four months. These beneficiaries had ad-
mission rates that were similar to those in the fee-
for-service group during the 12 months before their
enrollment in Medicare HMOs (95 percent of the
rate in the fee-for-service group), a rate considerably
higher than that in the overall HMO-enrollment
group (66 percent of the rate in the fee-for-service
group). Nevertheless, this subgroup had a substan-
tial increase in admissions during the first three
months after their disenrollment (147 percent of the
rate in the fee-for-service group).

Reasons for Admission

An examination of the diagnosis-related groups
(DRGs) documented on the Medicare inpatient bill-
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TABLE 4. REASONS FOR ADMISSION IN THE HMO-
DISENROLLMENT AND FEE-FOR-SERVICE GROUPS.*

HMO- FEE-FOR-
DISENROLL- SERVICE
DRG CATEGORY MENT GROUP GRoupP

% of admissions

Cardiac procedures 9.2 (1) 8.2 (1)
Mental disorders 8.8 (2) 3.9(7)
Rehabilitation 5.1(3) 4.4 (6)
Major joint and limb disorders 5.1 (4) 3.0 (8)
Nonmalignant prostate disorders 5.0 (5) 2.6 (12)
Heart failure and shock 4.1 (6) 5.8(2)
Stroke 3.7.(7) 4.6 (4)
Angina 3.7 (8) 4.6 (5)
Respiratory infections 34(9) 5.4 (3)
Malignant conditions 2.8 (10) 2.7 (10)

*Numbers in parentheses indicate rankings, which were
performed before rounding. DRG denotes diagnosis-related
group.

ing records showed that the reasons for admission
were similar in the HMO-disenrollment group and
the fee-for-service group (Table 4). Nine of the top
10 DRGs in the HMO-disenrollment group were
among the top 10 DRGs in the fee-for-service group.
Only two DRG categories — mental disorders and
nonmalignant prostate disorders — were substantially
more frequent in the HMO-disenrollment group.

DISCUSSION

Our data reveal an important mix of selection bi-
ases. Medicare beneficiaries who use fewer services
than average are more likely to enroll in HMOs, and
beneficiaries who disenroll from HMOs subsequent-
ly use more services than average. These findings are
consistent in subgroups of beneficiaries classified on
the basis of age, race, and income level. The most
striking finding is that among the beneficiaries who
move from HMOs to the fee-for-service system and
then back to HMOs, re-enrollment in HMOs occurs
after their admission rates drop. Furthermore, among
the beneficiaries who are disenrolled from HMOs for
less than a year, there seems to be a relation between
the admission rate during the first three months after
disenrollment and the length of time before re-
enrollment.

Current efforts to reform Medicare are focused on
cost rather than access, in part because studies of the
influence of Medicare HMOs on access to care have
had mixed findings.>!® The substantial increase in use
of inpatient services by beneficiaries after their disen-
rollment from HMOs suggests that they move into
the fee-for-service system in order to obtain needed
services, returning to Medicare HMOs after they
have obtained these services. In contrast, those who
remain out of the HMO system for a year or more

174 - July 17, 1997

may be more likely to need long-term care or to have
other reasons for disenrollment. The high levels of
use of inpatient services in our HMO-disenrollment
group dovetail with the previously reported high lev-
els of out-of-plan use by Medicare-HMO enrollees
before their disenrollment and return to the fee-for-
service system, reported in a previous study.!* Alter-
natively, the pattern of care seeking we have identi-
fied may be influenced by the providers. In particular,
the independent-practice-association (IPA) model,
which dominates the southern Florida HMO mar-
ket, lends itself to this pattern of use, since most phy-
sicians who participate in IPAs work with a variety of
payment mechanisms. Thus, patients do not neces-
sarily have to switch providers in order to move from
an IPA to the fee-for-service system.

The disproportionately high enrollment in HMOs
by Medicare beneficiaries with low use of inpatient
services and the disproportionately high use by bene-
ficiaries who disenroll from HMOs make it difficult
for the Medicare system to realize the anticipated cost
savings from the HMO program. The capitated rate
paid to Medicare HMOs is currently 95 percent of
Medicare’s average annual per capita cost for fee-for-
service care. Thus, Medicare saves money only if the
use of services by beneficiaries enrolling in HMOs is
95 percent or more of the average rate of use in the
prior year. Our studies indicate that, at least with in-
patient care, this savings is not being realized. Fur-
thermore, the selective enrollment of low-use benefi-
ciaries and disenrollment of high-use beneficiaries
means that annual increases in the capitated rate paid
to Medicare HMOs may be biased upward, reflecting
the changing composition of Medicare beneficiaries
in the fee-for-service system. Compounding the prob-
lem, the proportionately greater differences in use by
younger as compared with older Medicare beneficiar-
ies in the HMO and fee-for service groups (Tables 2
and 3) suggest that Medicare’s capitation strategy is
most out of balance for the youngest Medicare bene-
ficiaries, who use the least inpatient care and make up
the largest proportion of the beneficiary pool.

The Medicare system seems to be moving inexora-
bly toward an increased reliance on managed-care
providers. However, substantial changes are needed if
Medicare is truly going to curtail costs without com-
promising its dramatic success in improving health
care for older Americans. Competitive bidding on
HMO plans, incorporation of data on prior health
status in the calculation of capitated payments, and a
required enrollment period of more than one month
have all been suggested.!! Combined with managed-
care models (e.g., point-of-service plans) that give
greater flexibility to beneficiaries, who in exchange
assume a larger share of the financial risk, these strat-
egies have the potential to apportion both the re-
sponsibilities and the benefits of managed care equi-
tably among the beneficiaries, providers, and payers.
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