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Executive Summary

e Aspart of the debate around single-payer government health care, some have advocated for a national
version of Maryland' s All-Payer System (MAPS)—a statewide rate-setting program that requires all
insurers, both public and private, to pay the same administratively set rate for any hospital service.

e Supporters argue that MAPS provides amodel for ensuring equitable access to care and bringing down
system-wide costs while preserving private insurance, but the data point to serious fiscal challengesin the
program: From 1991 to 2017, MAPS has cost the Medicare Trust Fund over $20 billion more than it
would have spent absent the program, and Maryland remains one of the highest-cost states in the country.

o If MAPS were expanded to every other state, it would have cost taxpayers an extra $77 billionin
Medicare spending in 2016, expediting Medicare’ s insolvency.

I ntroduction

As part of the debate around single-payer government health care, some have advocated for a national version

of Maryland' s All-Payer System (MAPS), arguing that Maryland’s system is away to ensure equitable access to
care while preserving private insurance. Under MAPS, the state requires all insurers, both public and private, to
pay the same administratively established rate for any service provided at a hospital. Such a system ensures that
everybody has the same access to care, as providers have no reason to discriminate between payers.

To make MAPS work, however, Maryland receives disproportionately enhanced funding from Medicare.
Maryland itself does not have the money to fund its own program, so in practice this increased funding
trandates to 49 states and the District of Columbia subsidizing the Maryland rate-setting program. Applying
such a payment framework to all states would create serious financing problems. This year’s Medicare Trustees
Report projected that the Hospital Insurance Trust Fund will be depleted in 2026, at which point it will be able
to pay only adeclining value of Medicare benefits.| 1] Expanding this program to the entire country would result
in asubstantial increase in the cost of the Medicare program and would ultimately move forward the date of
Medicare insolvency.

Background

In most states, hospitals negotiate with third-party payersin the private market in order to determine the rates
that private insurers will pay for each service. Public payers such as Medicare and Medicaid, however, pay
hospitals government-set, pre-determined rates. This price-fixing permits Medicaid and Medicare to pay
hospitals on average 13 percent below the cost of treating patients. 2]

To make up for the shortfall in payments from Medicare and Medicaid, hospitals must negotiate higher
payments from private insurers. For example, the Congressional Budget Office found that private insurers
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reimburse at rates 89 percent greater than Medicare, on average.| 3| Similarly, the RAND Corporation found
even greater disparity between Medicare and the private market, with private plans reimbursing at 241 percent
of Medicareratesin 2017.[4]

This cost-shifting does not occur for hospital rates negotiated in Maryland. In order to relieve the payment
disparities between private and public payers, Maryland formed an all-payer system. Established in 1977,
MAPS requires all insurers, both public and private, to pay the same administratively established rate for any
service at agiven hospital. The Maryland Health Services Cost Review Commission (HSCRC) establishes the
rates that are paid by all payers.[5] For such a system to allow providers to remain solvent, the price must be set
somewhere between the low Medicare reimbursement rate and the rate charged to private payers. Asaresullt,
the federal government must increase payment rates for Medicare.

In the same year MAPS was established, Maryland received awaiver from Medicare, whereby Medicare agreed
to pay the HSCRC-established rates in place of Medicare' s scheduled payments. The HSCRC payment per case
for Maryland hospitals was about 30 percent higher than Medicare payments nationally in 1980. Under the
system, the federal government must increase payment rates for Medicare to meet the rates set by the HSCRC.

MAPS and Medicare Costs

Asshown in Figure 1, below, Medicare payment per case in Maryland approached the national average between
1980 and 1990, arguably because overal Medicare spending was already quite high during that period. But the
All-Payer Program was altered numerous times after 1990 in reaction to market changes, increased managed-
care penetration, and deteriorating hospital financial status, resulting in payment-rate increases. Furthermore,
major cuts to Medicare payments under the Balanced Budget Act of 1997 were implemented nationally, which
significantly reduced hospital payments. Since 1990, Medicare payments per case in Maryland have outpaced
the national average.

Figure 1. Medicare Payment Per Case in Maryland Compared to National Average 1980-2001/6|
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Comparing Maryland hospital payment rates with Medicare' s standard outpatient and inpatient payment rates
for Medicare patients indicates that Maryland hospitals received $1.44 billion more in Medicare paymentsin
2017 than they otherwise would have—effectively a subsidy from other states.

Figure 2. Annual Medicare Subsidy to Maryland Hospitals FY 2013-2017 (millions)
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Moreover, it is estimated that the cumulative Medicare subsidy to Maryland hospitals between 1991 (the first
year for which these data are available) and 2017 was $20.6 billion (displayed in Figure 3).[ 7]-[8] It stands to
reason that the significant increase of federal dollars that MAPS has brought into the Maryland hospltal system
has benefited the insurance industry as awhole, asthe flat rate requires lower payment rates from private
insurers.| 9]

Figure 3. Cumulative Medicare Subsidy to Maryland Hospitals (millions)
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MAPS and Per-Capita Costs

Even though it sets rates, MAPS has done little to produce a lower cost of care in the state, despite promisesto
the contrary. As of 2014, the per capita costs of personal health carein Maryland were $8,602—which ranked 33
rd among states.[10]

In 2015, Maryland received approva from the Centers for Medicare and Medicaid Innovation to update MAPS
by revising the per-capita waiver test and including a system of global hospital budgets for a subset of Maryland
hospitals. Under this fixed global budget system, hospitals are incentivized to manage care and engage in other
activities that reduce unnecessary hospital admissions, readmissions, imaging, and other ancillary and outpatient
services to maintain profit margins.[ 11]

The updated program seeks to limit all-payer annual per-capita hospital spending growth to 3.58 percent, which
isthe 10-year per-capita growth rate of the Maryland economy. Another goal was to limit, between 2015 and
2018, annual Maryland Medicare per-capita hospital payment growth to arate lower than Medicare’ s national
annual per-capita hospital growth rate, as well asto reduce the Medicare subsidy by at least $330 million over
this period. As of August 2016, the estimated cumulative reduction in Maryland’ s Medicare subsidy was
estimated to be $429 million because of the waiver, which far exceeds the model’ s five-year hospital savings
requirement of $330 million.[12] While the Medicare subsidy to Maryland has declined, the net result isa
continued annual subsidy of $1.4 billion.

Barriersto Expanding Maryland’s All-Payer System

Given current proposals that would introduce a Medicare for All-style system at the federal level, itis
unsurprising that Maryland’ s Medicare-subsidized rate-setting program is being referenced by some as a model
to emulate. Proponents argue it would preserve private insurance while giving the federal and state governments
more control to contain costs through rate setting.

Proponents fail to articulate the challenges to a national implementation, and these challenges largely stem from
the payment imbalance between Maryland and other states. Despite the modest reductionsin the Medicare
subsidy resulting from recent reforms to Maryland’ s system, the all-payer system still resultsin Maryland
hospitals receiving greater payments from Medicare than they otherwise would. Whileit is estimated that the
waiver resulted in areduction in the subsidy of $796 million from 2014 to 2018, Maryland still received a
subsidy from Medicare to the tune of $1.440 billionin 2017. And even if Maryland hospitals achieve the
reformed program’s goal of $200 million in savings on average per year from 2019 to 2023, the state would till
be receiving roughly $1.24 billion in extra Medicare payments per year. In other words, the subsidy from the
Medicare Trust Fund that props up the rate-setting program dwarfs the savings the program aspires to achieve.

What would happen if the current program, with its current Medicare reimbursement levels, were expanded to

every other state and Washington, DC? When adjusted for population and geographic variation in costs, the
Maryland system would have resulted in an additional $77 billion in Medicare spending in 2016 alone.
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On top of the budget concerns, it has been suggested that Maryland’ s recent global budget cap model—which
would be needed to help make this sort of program viable on a national scale—would lower hospital utilization
or lower aggregate payments to hospitals, or both.[13] While these changes drive providersto find greater
efficiencies, they could also result in access issues, as lower payments could lead some hospitalsto close. Any
implementation would need to account for these potential challenges.

Conclusion

The data around MAPS indicate that it has faced several problems. First, MAPS comes at the expense of the
Medicare program as a whole—effectively requiring other states to subsidize it. Moreover, such a system has
proven not to be aroute to bending the cost curve: Maryland remains one of the highest-cost states in the
country. These facts raise fundamental questions about the viability of rate-setting programs.
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