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Repeal of the
“Boren Amendment”:
Implications for Quality of
Care in Nursing Homes

Joshua M. Wiener and David G. Stevenson

rom 1980 to 1997, federal law directly] glaring quality of care deficiencies in Califor-
linked Medicaid nursing home rates with  nia nursing homes, the U.S. Senate Special
minimum federal and state quality of care Committee on Aging held critical hearings on
standards. As part of the Omnibus Reconcilia- nursing homes and their regulators, and Presi-
tion Act of 1980, the “Boren amendment”’ dent Clinton unveiled tougher enforcement
required that Medicaid nursing homates be standards.

“reasonable and adequate to meet the Despite nursing home industry claims
costs which must be incurred by that low payment rates inhibit
efficiently and economically . quality of care, Medicaid rates
operated facilities in order to As states gain for nursing facility care are

provide care and services in" freedom to cut nursing a logical target for states

conformity with applicable . ... trying to reduce the
state and federal laws, regu home reimbursement, it growth rate of long-term

lations, and quality and DE€COMES more important to care expenditures. Nurs-

safety standards” (Sectior  ynderstand whether and ng home care account-
1902(a)(13) of the Social ed for 20 percent of

Security Act). State Medi- how these c_:hanges m_lght Medicaid expenditures
caid officials overwhelm- . affect quality of care in in 1996. Whereas the

ingly came to oppose the nursing homes. financial effect of reforms

amendment as impossible to such as expanding home and
operationalize, believing that they community-based services and
were forced by the courts to spend too integrating acute and long-term care
much on nursing homes at the expense of is uncertain, with savings likely to occur some
other services. time in the future, the impact of nursing home

The federal Balanced Budget Act of 1997 rate reductions on state budgets is predictable,
repealed the Boren amendment, giving states farimmediate, and potentially large. Similarly,
greater freedom in setting nursing home pay- with nearly 70 percent of nursing home resi-
ment rates. The nursing home industry warned dents dependent on Medicaid to pay for their
that Medicaid reimbursement levels already are care, it is hard to overstate the importance of
too low, and that further reductions would Medicaid to the nursing home industry.
adversely affect quality of care. Indeed, poor- As states gain freedom to cut nursing home
quality nursing home care is gaining increasing reimbursement, it becomes more important to
attention. For example, in response to a recentunderstand whether and how these changes
General Accounting Office report identifying) might affect quality of care in nursing homes.
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The question for state policymakers i
whether and to what extent goals of
quality assurance and cost control are
compatible. In particular, can state
reduce Medicaid nursing home pay
ment rates without jeopardizing quali
ty? To aid policymakers faced with thi
decision, this policy brief reviews the
research literature (most of which i
very old) pertaining to the relationshi
between financing and the quality o
long-term care.

Reimbursement and
Quality

Research on reimbursement and its
potential impact on quality of care gen
erally focuses on two broad areas of
concern. First, what is the relationshi
between the costs of long-term care and
quality of care? This policy question i
motivated largely by the arguably lo
rates paid by Medicaid. Like most othe
areas of Medicaid policy, nursing hom
reimbursement levels and methods va
dramatically by state (table 1). Averag
Medicaid nursing home reimbursement
rates for 1998 vary from a low of
$62.58 per day in Nebraska to a high of
$329.62 per day in Alaska. Secon
does the method of payment (e.g., flat
rate, prospective payment, casemi
adjustment), independent of its level
affect quality of care? This question i
potentially very important because gov
ernment policymakers have consider-
able control over these policy levers.

Level of Cost, Payment, and
Quality

Although measuring cost and pay
ment levels is comparatively straight
forward, measuring quality of care i
not, and how it is assessed can signifi-
cantly affect the results of studies exam-
ining the relationship between the two.
Most studies have analyzed the rel
tionship between cost (or payment) an
quality by using some form of input
(e.g., staffing levels) or process indica-
tor as the measure of quality. Usin
1995-96 On-Line Survey Certification
and Reporting (OSCAR) system dat
Harrington et al. found a small but pos
itive relationship between the amoun
of Medicaid reimbursement and nurs
staffing levels (except for nurse assi
tants). Facilities with higher staffing

levels also had fewer certification
deficienciest However, using structur-
al measures of quality can be problem
atic because increased inputs imply,
almost by definition, higher costs. That
is, a positive relationship between
inputs and costs is likely, regardless of
whether there is a relationship between
costs and “quality.”Several studies
have found that higher reimbursement
was associated with higher staffing
but failed to find a significant rela-
tionship for other measures of quali-
ty4 For instance, Zinn found that
higher reimbursement was associated
not only with higher registered nurse
staffing, but, surprisingly, also with
more use of restraints and a greater
proportion of residents who were not
toileted.

Only a few studies have examined
the relationship between facility costg
and quality using outcomes-based qual

found that professional staffing had a
positive and significant relationship to

quality of care in terms of outcomiés.

However, the effects of higher cost/
reimbursement on staffing and of
staffing on outcomes were not large
enough for cost/reimbursement to have
a statistically significant impact on

quality as measured by outcomes.

Method of Reimbursement and
Quality

Setting Medicaid reimbursement
rates for long-term care is one way
states control expenditures and shape
the long-term care market. To achieve
savings, states focus not only on the
overall level of reimbursement but also
on the payment methodology used to
pay long-term care providers. These
policies differ most fundamentally on
two levels: whether they base payment
on facility-specific costs or on a set of

ity measures, and these have been quite flat rates (set independently of an indi-

limited. Using 1983 data from lowa,
Nyman found that costs were not sig:
nificantly greater in nursing homes with
higher quality as measured by various
outcomes (including residents wearing
clean clothing, being fully dressed, and
having clean haif. At the same time,
these outcome measures of quality were
found to be associated with nursing
time per patient. Similarly, using 1987
National Medical Expenditure Survey
data, Cohen and Spector did not find a
statistically significant relationship
between reimbursement level and
outcomes-based quality measures
(including mortality, change in func-
tional status, and presence of decub
tus ulcers), but did find a positive
relationship between reimbursement
level and staffing intensify. Many
aspects of quality care (e.g., staff attir
tude and administrative philosophy)
apparently do not require large expen
ditures andare not significantly related
to facility costs. Thus, improved quali-
ty might not necessarily imply higher
costs, and poor quality might not simply
be a result of inadequate resources.
These results illustrate the com-
plexity of the relationship among costs
inputs, and outcomes and the dilemma
for states in trying to establish payment
rates adequate to produce quality care.
Both analyses found a relationship
between cost/reimbursement level and
staffing intensity, and both analyses

vidual facility’s costs) and whether rates
are set retrospectively or prospectively.

Facility-specific rates (set either
prospectively or retrospectively) are
based on an individual facility’s costs,
usually up to some ceiling. Under this
type of payment, higher-cost facilities
receive higher payments than lower-
cost facilities. Under flat rates, nursing
homes are paid a rate that is not based
on the individual facility’s costs. Typi-
cally, flat rates are based on the cost
experience of all facilities in an area
(sometimes adjusted for facility or
patient characteristics such as the
casemix of a nursing home).

Under retrospective payment, nurs-
ing homes receive a facility-specific
interim payment rate based oosts for
some base year, with adjustment for
inflation. If the actual costs (usually up
to some ceiling) are different from the
interim rate, either the state pays the
facility or the facility pays the state
the difference. This methodology
encourages facilities to spend more
(perhaps improving quality) because
they can be reimbursed for their
expenses, although ceilings on allow-
able costs and lags in altering rates
apply a brake on the incentive for
facilities to increase spending.

Almost all states use prospective
payment systems to pay nursing homes.
Under prospective payment, providers
receive a rate set in advance for a bundle



Table 1
Nursing Home Reimbursement across 50 States and
the District of Columbia, 1998

Per Diem Rate a Method of Reimbursement b Casemix Adjusted P Ancillaries Included bc
Alabama $98.96 prospective facility-specific no basic
Alaska 329.62 prospective facility-specific no 1
Arizona 97.39 prospective facility-specific yes 1,2
Arkansas 63.99 prospective patient-specific yes 1,2
California 83.04 prospective flat-rate no basic
Colorado 98.00 prospective facility-specific no 1,2
Connecticut 130.00 prospective facility-specific no 1,2
Delaware 97.00 prospective patient-specific yes 1,2,3d
District of Columbia 210.35 prospective facility-specific no 1,2
Florida 94.38 prospective flat-rate no 1
Georgia 75.26 prospective facility-specific no 1,2 =
Hawaii 150.00 prospective facility-specific no basic m
Idaho 94.20 prospective facility-specific no 1,2 é
lllinois 77.63 prospective facility-specific yes 1,2 M
Indiana 86.43 prospective facility-specific no 1 [T
lowa 69.50 prospective facility-specific no 2 I'UI'I
Kansas 78.11 prospective facility-specific yes 1,2 o
Kentucky 83.42 prospective facility-specific yes 1 >
Louisiana 65.24 prospective flat-rate no 2 —
Maine 105.85b prospective facility-specific yes 2 92
Maryland 106.62 prospective patient/facility-specific yes 1 Z
Massachusetts 109.52 prospective patient/facility-specific yes basic N
Michigan 95.00 prospective facility-specific no 2 n
Minnesota 101.71 prospective patient/facility-specific yes 2 C
Mississippi 79.85 prospective facility-specific yes 2 [T
Missouri 86.00 prospective facility-specific no 1,2 %
Montana 87.54 prospective facility-specific yes basic )Z>
Nebraska 62.58 retrospective facility-specific yes basic O
Nevada 110.51 prospective facility-specific yes basic o)
New Hampshire 111.94 prospective facility-specific no 1,2 o)
New Jersey 104.93 prospective facility-specific yes 1,2 —
New Mexico 92.10 prospective facility-specific no 1 e
New York 165.80 prospective facility-specific yes 1,2,3 =z
North Carolina 95.12 combination facility-specific no 1,2 wn
North Dakota 94.00 prospective facility-specific yes 1,2 T
Ohio 107.00 prospective facility-specific yes 1,2 ©)
Oklahoma 64.20 prospective flat-rate no 1,2 A
Oregon 89.05 prospective facility-specific no 1 ﬂ
Pennsylvania 114.12 retrospective yes 1,2 >
Rhode Island 125.86 prospective facility-specific no 1 I'_I'll
South Carolina 84.04 prospective facility-specific yes 1 wn
South Dakota 79.93 prospective facility-specific yes 1,2, 3
Tennessee 77.91b combination facility-specific no 1
Texas 75.40 prospective patient-specific yes 1,2
Utah 80.60 prospective facility-specific no 1,2
Vermont 94.24b prospective facility-specific yes 1
Virginia 78.12 combination facility-specific yes 1
Washington 114.31 prospective facility-specific noe 1
West Virginia 97.00 prospective facility-specific yes 1
Wisconsin 91.00 prospective facility-specific yes 2
Wyoming 93.84 prospective facility-specific no 1,2
Sources:

a. American Health Care Association. Nursing Facility Sourcebook: Facts and Trends, 1998.
b. C. Harrington et al. 1996 State Data Book on Long-Term Care Program and Market Characteristics.
c. Most states include ancillary services such as nonprescription drugs and medical supplies in their rates.
States vary more widely in their inclusion of the following ancillary services in the calculation of rates:
1 = physical, occupational, speech, or respiratory therapy
2 = durable medical equipment
3 = prescription drugs
“pbasic” does not include 1, 2, or 3
d. In Delaware, these ancillary services are only included in the rate for public facilities (3 of the 35 facilities in the state).
e. Washington recently adopted a patient-specific casemix reimbursement system.
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of services, without adjustment fo
actual costs. Awiith a capitated pay-
ment for managed care, providers are at
financial risk if facility costs exceed
payments; alternately, providers éaep
the surplus as profits should payments
exceed their costs. Facility-specifi
prospective and flat-rate systepre-
vide greater incentives for facilities t
be efficient than retrospective systemss
do, because nursing home profits are
the difference between their payment
and their expenses. To the extent that
facilities make money by curtailing ser
vices, quality may be adversely affect
ed, which theoretically should be mor
of a problem for flat-rate systems be
cause there is no relationship between
an individual facility’s costs and its
reimbursement. In contrast, facility-
specific prospective payment systems
periodically recalculate a facility’s
costs. Thus, if a facility dramatically
reduced its costs, its future rate woul
also be reduced, limiting the extent t
which reducing costs is in the nursin
home’s interest.

Empirical studies tend to suppo
these theoretical expectations. Usin
cost report data from eight states fro
1978 to 1980,Holahan and Cohen
found strong evidence that the cost-
containment incentives in state reim
bursement systems appearetidoe a
real impact on cost increases: Prospec-
tive and flat-rate systems generall
reduced cost growth more than retrg-
spective paymerit. Aggressive cost-
control strategies were also found t
have a constraining effect on spending
for patient-related services (and there-
fore might adversely affect patien
care)i0 Patient-related costs were con-
strained more than nonpatient-related
costs in reimbursement systems wit
stronger cost-controlling incentives. A
least in the short term, cost-containment
measures did not negatively affect
access for Medicaid patients. In light o
their findings, Holahan and Cohe

flat-rate payments) became stronget,
nursing homes responded by decreasing
the severity of their casemix (e.g., by
limiting access for heavy care patients
and decreasing staffing levéls Nurs-
ing homes in states that paid flat rates
had fewer nurses per bed than similar
homes in cost-based reimbursement
states. In addition, access for Medicaid
patients was worse in states with flat
rate reimbursement and better in states
with prospective reimbursement. Final
ly, prospectively paid nursing facilities
did not have costs significantly different
from retrospectively paid facilities.
However, facilities that were paid flat
rates under Medicaid did have signifi-
cantly lower costs.

Prospective payment also can
affect patient care services differently,
depending on the bundle of services
included in the unit of payment. For
example, prospective payment may or
may not include ancillary services such
as prescription drugs and therapy ser
vices. In a study of five states that used
the 1996 nursing home minimum data
set, Moore and White compared New
York—which includes prescription
drugs in its prospective payments fo
nursing homes—with four states tha
reimburse prescription drugs on a fee
for-service basis (i.e., separate from the
prospective ratdk The study found
that prescription drug utilization for the
treatment of selected medical condit
tions was significantly lower in New
York than in the comparison states, sug
gesting that nursing homes responded
to financial incentives of the fixed
payment.

Casemix ReimbursementOne
variation of flat-rate reimbursement that
many states have adopted is casemix
reimbursement. An undesirable incen:
tive of pure flat-rate payments (and to
lesser extent, of facility-specific method-
ologies) is for nursing homes to avoi
patients who are severely disabled, as
reimbursement is no greater for patient

recommended that states separate costswith heavy care needs than for patien

into three components—patient-care-
related, noncare-related, and capital—to
identify and more readily eliminate
“unnecessary” cost growth.

Using 1981 Medicare and Medi-
caid Automated Certification Survey
files and Medicare cost reporGphen
and Dubay found that as cost
containment incentives (e.g., the use

with light care needs. Casemix reim
bursement systems are designed to
mitigate the effects of these pervers
incentives by matching the paymen
level to an individual's care needs.
Under casemix reimbursement, nurs-
ing homes receive higher reimburse
ment when individuals require more
services. The major theoretical strengtl

of casemix reimbursement is that it
should make nursing homes indifferent
to the relative care needs of the individ-
uals they admit.

Despite these advantages, casemix
reimbursement also creates disincen-
tives for nursing homes to rehabilitate
patients (because they are paid more for
more disabled residents) or to provide
services that diminish their profits
(because profits are the difference
between reimbursement and expendi-
tures). These systems also have incen-
tives to misreport resident conditions or
services received. In their analysis of
1987 data from six states, Butler and
Schlenker found some evidence that
these problems did in fact occur and
concluded that casemix reimbursement
systems must include explicit ways to
measure and ensure quality of c&rin
their review of the casemix reimburse-
ment literature, Weissert and Musliner
concluded that casemix payment by
itself generally did little to improve
quality of carei4 Disappointingly,
higher casemix payments were not
necessarily used to increase nursing
home staffing levels. In contrast, the
research is more positive on the use of
casemix systems to improve access to
care, although improving access for
heavycare patients can create access
difficulties for light care residents
(who arguably should be served out-
side nursing homes).

Reimbursement Incentives to Im-
prove Quality of CareSome researchers
have proposed that reimbursement be
linked directly to quality of care.
Because nursing homes respond to
cost-containment mechanisms of dif-
fering reimbursement systems, Zinn
reasoned they would respond similar-
ly if quality indicators were linked to
paymentl> Pointing out that reim-
bursement and quality assurance are
typically defined by independent sys-
tems with separate objectives,
Shaughnessy and Kurowski explored
the theoretical dimensions of linking
reimbursement and quality assurance
and detailed several areas of research
that need to be addressed before this
linkage is possible, including the devel-
opment of better process and outcome
measures, identification of quality
norms, and development of incentives
to change provider behavitt. Al-
though this article was wtén 16 years



ago, most of the same limitations in
the research base stidmain today.
There have been some exper
ments with outcomes-based incentives.
A demonstration in San Diego in the
early 1980s tested the effectiveness of
monetary incentives on improving the
health of nursing home residents and
reducing Medicaid expenditures. These
]
d

incentives for improved outcomes ha
beneficial effects on quality, access, an
number of hospital transfe¥s.Other
initiatives in lllinois, Connecticut, and
Michigan have not been evaluated.

Limited Nursing Home
Bed Supply and Quality
of Care

Several studies done in the 1970s
and early 1980s found a strong relatior
ship between poor quality and a hig
percentage of Medicaid residents i
nursing home#3 These results are often
interpreted as evidence that Medicai
nursing home reimbursement rate
were too low to provide good-quality
care. If that were the case, the quality of
care problem could be alleviated simpl
by raising Medicaid reimbursemen
rates.

An alternative explanation is tha
the relationship between low quali
and homes that are heavily dependent
on Medicaid is attributable to an insuf
ficient supply of nursing home bed
available for Medicaid residents (i.e.
excess demand), which means that
facilities need not compete by provid
ing high-quality caré? Excess demand
exists when not enough beds are avalil-
able for patients demanding care at |a
given market price, a condition thal
may be optimal for both the state an
the nursing homes, if not for residents.
Nursing homes typically charge tw
different rates—one for Medicaid resi
dents and a higher one for private-p
residents (Minnesota and North Dakot
require that nursing homes charge the
same rate to private and Medicai
patients). Because private-pay rate
are almost always higher than Medi
caid reimbursement levels, profit-
maximizing nursing homes would
rather admit a private-paying individ-
ual over an individual supported b
Medicaid. In an analysis of data fro
43 states for 1969—73, Scanlon foun

that excess demand resulted in a seg- not be affected by Medicaid demand or

mented nursing home market, wit
private-paying residents obtaining al
desired care and public-paying resi
dents filling any remaining bed8.If
excess demand exists for nursing
home beds, it is excess Medicaid
demand. Studies done of Wisconsi
and the 10 national long-term care
channeling demonstration sites in the
early 1980s also found evidence o
excess demarid.

quality. Although Medicaid residents
prefer higher quality of care, they can
not exercise these preferences und

with a surplus of nursing home beds
however, nursing homes cannot act
their preference to admit private-paying
patients over Medicaid-subsidized
patients—they will accept either type o
patient in order to fill their beds. this
environment, both private- and Medi
caid-paying residents would be able
to exercise their preference for high
quality care. Consequently, nursing
homes should increase quality to
attract patients.
Using 1978-79 and 1983 data
from Wisconsin, Nyman found evi-
dence to support his theory that excess
demand was responsible for lower
quality nursing home caf@.He found
that the low-quality—high-Medicaid
relationship was stronger under condi-
tions of excess demand. In dilal,
Nyman found that nursindrhomes in
counties with a surplus bed suppl
spent more on patient care per emp
bed than counties with a tight bed
supply. Nyman posited that this evi
dence cast doubt on the assumption
that the high-Medicaid—low-quality
relationship resulted simply from
lower Medicaid payments. On the
basis of a 1987 nursing home surve)
and certification data, Zinn reached
similar conclusiong3
In addition to quality, the presence
of excess demand in the nursing home

y

bed supply because private-pay patients
will always have admission preference.
Using 1982-84 data from the National
Long-Term Care Survey and Area
Resource data, Ettner found that Medi-
caid patients had worse access to
nursing homes on average, and that
this situation seemed to exist mainly
in areas invhich bed supply was low
or private competition for beds was
greatee4 In addition, some nursing
homes (e.g., Vencor, Inc.) have begun
to focus on the private-pay and
Medicare market to the exclusion of the
Medicaid market>Few facilities, how-
ever, can afford to exclude Medicaid

r residents completely because Medicaid

residents.

There is some evidence that excess
demand has declined in recent years. In
an evaluation of 1988 data from Wis-
consin, Minnesota, and Oregon, Nyman
found no evidence of excess demand
(this finding for Wisconsin contrasted
with his previous analysis of 1983
data)?6 In addition, national nursing
home occupancy rates declined from 92
percent in 1985 to 88 percent in 1395.
This decline is particularly remarkable
because the ratio of nursing home beds
per 1,000 elderly persons aged 85 and
over declined by 21 percent between
1978 and 1998 Nonetheless, there
remains an extremely strong relation-
ship between nursing home bed supply
and utilization, leading most states to
fear that a higher number of nursing
home beds will result in higher Medi-
caid expenditure As a result, most
states control the supply of nursing
homes through certificate-of-need pro-
grams or moratoriums on new construc-
tion or certification for Medicaid.

State efforts to shift the balance of
the long-term care system from institu-
tional-based to home and community-
based care by expanding home care
services and using case management
and preadmission screening efforts to
encourage placement in settings other
than nursing homes may also reduce
excess demand. In all but a few states,
however, home and community-based
services are only a small proportion of
Medicaid long-term care expenditures

market creates concern about access|to for the elderly. In addition, Medicare

nursing home care, especially for Medi
caid patients. Private demand should

home health expenditures have sky-
rocketed since 1989, and the benefit
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has become more long-term-care
oriented. As the availability of home
and community-based services in
creases, nursing homes will have tp
compete more actively with other
types of long-term care providers
such as assisted living facilities and
home health agencies, as well as wi
other nursing homes.

Conclusion

The repeal of federal minimum
standards for Medicaid nursing hom
reimbursement gives states additional
flexibility in determining how to set
payment rates but, by itself, does not
alter state policy. Instead, the impact af
the repeal will depend on how muc
states choose to alter nursing home pay-
ment in the changed statutory environ-
ment. So far, a booming economy and|a
low rate of increase in Medicaid expen
ditures have meant that few states have
needed to find large Medicaid savings.
Although the nursing home industry i
politically powerful in most states and
may succeed in blocking substanti
rate reductions in the future, nursin
homes and some resident advocates
across the country are still concerned
that the Boren amendment’s repeal will
ultimately result in reimbursement rat
cuts that adversely affect quality o
care. Moreover, any Medicaid payment
reductions will be in addition to the
Medicare skilled nursing facility cuts

and reimbursement changes enacted asInstead of hoping to achieve quality

part of the Balanced Budget Act o
199730 Reimbursement reductions ar
of considerable concern because there
is already evidence of significant quali
ty of care problems in nursing homes.

The impact of potential financing
changes on the quality of long-ter
care is difficult to assess. Almost al
the research literature on the relation-
ship between financing and quality o
nursing homes is based on very ol
data and does not reflect the regulato-
ry changes required by the Omnibu
Budget Reconciliation Act of 1987.
Most studies on the topic were pub
lished in the mid- to late 1980s an
relied on data from the late 1970s and
early 1980s. Moreover, several stud-
ies discussed in this brief focused o
data from one or a few states, makin
it hard to generalize to the nation as @
whole. In addition, the measures o

quality in most of these studies wereg
quite rudimentary, especially in termg
of outcomes.

For states seeking Medicaid sav
ings by lowering nursing home rates
the available research does not offe

conclusive evidence about the level of

reimbursement needed to provide ade
quate quality of care. Logic dictates
that there is some minimal level of
reimbursement below which it is
impossible—or at least unacceptably
difficult—to provide good-quality

care. That

assumption was the

payment with resident needs, they pro-
vide little incentive for improved out-
comes: Nursing homes receive higher
reimbursement for more severely dis-
abled residents, but they are not
r required to spend additional funds to
provide care. Finally, although linking
payment and quality of care would
seem conceptually desirable, the tech-
nology to implement such systems at
the state level is not currently available.
State policymakers also need to be
cognizant of the effects that the long-
term care market can have on quality of

B
i

premise of the Boren amendment; the care and its relation to Medicaid reim-

problem was that nobody could ever

specify in any scientific way what
that level of reimbursement was.
Nursing homes often complain
that current Medicaid rates are tod
low to provide high-quality care and
that reduced payments will adversely
affect quality. A dilemma for policy-
makers is that a dollar's worth of

increased Medicaid reimbursement

will generate less than a dollar’s
worth of quality improvement. High-
er rates might be diluted in ways—
including administrative expenses,
profits, and inefficiency—that do not
improve resident outcomes. And
while it seems intuitive that it should
cost more to provide higher quality of

bursement. Diminished competition as
a result of excess demand seems to have
a negative impact on quality of care, but
the extent to which excess demand still
exists in the long-term care market is
unclear. States can lower excess
demand by increasing the supply of
nursing homes and by expanding the
supply of home and community-based
services, but these changes also would
increase the total cost of the long-term
care system, implying a cost/quality
tradeoff. Moreover, the expansion of
nursing home alternatives raises a host
of other issues related to quality of care
in these settings.

In sum, because quality of care in
nursing homes is already problematic,

care, this is not necessarily the case. states looking to cut nursing home rates

Higher-cost facilities generally have
higher levels of inputs, but many ele-
ments of “quality” are costless.

indirectly through more generous
reimbursement, a more effective way
to improve quality of care may be
through a regulatory approach tha

requires increased care inputs (e.g.

staffing). Fairness, however, requires
that states be willing to pay for the
cost of new regulatory requirements.

Beyond the level of reimburse-
ment, state choices in method of reim
bursement are likely to affect quality of

care. Patient care is particularly vulner:

able to reimbursement-focused cost

need to be cautious in their quest for
Medicaid savings. Though it does seem
true that higher rates are not necessarily
used to improve patient care and that
many elements of quality care do not
require higher costs, direct patient care
expenditures are particularly vulnerable
t to rate-reduction initiatives. Lowering
, Medicaid nursing home reimbursement
5 rates may be especially problematic in
states with high levels of excess
demand, as nursing homes in those
states do not have to compete for
patients on the basis of quality. Reduc-
ing excess demand would lower the
quality risks of reducing reimbursement
rates but probably would result in high-

containment efforts such as flat rateg, er Medicaid expenditures as well.

suggesting that states should separate

out those elements for more generous Notes
treatment. Casemix reimbursement is
becoming increasingly popular among 1. U.S. General Accounting

states and may improve access far Office, California Nursing Homes:

heavy care patients, but it seems to ha
little positive impact on quality of care.
Although casemix systems better matc

e Care Problems Persist Despite Federal
and State Oversightashington, DC:
h GAO/HEHS-98-202, 1998.



2. American Health Care Asso-
ciation, Nursing Facility Sourcebook:
Facts and Trends, 199%Vashington,
DC: American Health Care Associa-
tion, 1998.

3. Harrington, C., J. Mullen, and
H. Carillo, Predicting Nurse Staffing
in Nursing Facilities in the U.SSan
Frarcisco: University of California,
1998b; Harrington, C., et alNursing
Home Staffing and Its Relationship tag
Deficiencies San Francisco: University
of California, 1998c.

4. Nyman, J.A., “Improving the
Quality of Nursing Home Outcomes:
Are Adequacy- or Incentive-Oriented
Policies More Effective?”Medical
Care, vol. 26, no. 12 (1988b):
1158-1171; Zinn, J.S., “Market Com-
petition and the Quality of Nursing
Home Care,”Journal of Health Poli-
tics, Policy, and Lawvol. 19, no. 3
(1994): 555-582; Cohen, J.W., and
W.D. Spector, “The Effect of Medicaid
Reimbursement on Quality of Care in
Nursing Homes,”Journal of Health
Economicsvol. 15 (1996): 23-48.

5. Nyman, J.A., 1988b.

6. Cohen, JW., and W.D. Spector
1996.

7. Nyman, J.A., 1988b; Uliman,
S.G., “Ownership, Regulation, Quality

Assessment, and Performance in the

Long-Term Health Care Industry,”
Gerontologist vol. 27, no. 2 (1987):
233-239.

8. According to a 1996 Institute
of Medicine review, “The preponder-
ance of evidence, from a number of
studies using different types of quality

measures, shows a positive relation-

ship between nursing staff levels and
quality of nursing home care....”
(Wunderlich, G.S., F.A. Sloan, and
C.K. Davis, edsNursing Staff in Hos-
pitals and Nursing Homes: Is It Ade-
guate? Washington, DC: National
Academy of Sciences, 1996).

9. Holahan, J.F., and J.W.
Cohen, “Nursing Home Reimburse-
ment: Implications for Cost Contain-
ment, Access, and QualityMilbank
Quarterly, vol. 65, no. 1 (1987):
112-147.

10. Holahan and Cohen categor
rized the eight study states according
to the relative stringency of their
reimbursement systems by consider
ing the use of flat rates, adjustment
for inflation, efficiency bonuses, and
relative payment ceilings.

11. Cohen, J.W., and L.C.
Dubay, “The Effects of Medicaid
Reimbursement Method and Owner
ship on Nursing Home Costs, Case
Mix, and Staffing,” Inquiry, vol. 27
(Summer 1990): 183-200.

12. Moore, T., and A. White,
Drug Utilization and MDS-Based
Outcomes for Elderly Nursing Home
ResidentsBriefing paper. Cambridge,
MA: Abt Associates, 1998.

13. Butler, P.A.,, and R.E.
Schlenker, “Case-Mix Reimbursemen
for Nursing Homes: Objectives and
Achievements,” Milbank Quarterly
vol. 67, no. 1 (1989): 103-136.

14. Weissert, W.G., and M.C.
Musliner, “Case-Mix Adjusted Nurs-
ing Home Reimbursement: A Critical
Review of the Evidence,Milbank
Quarterly, vol. 70, no. 3 (1992):
455-490.

15. Zinn, J.S., 1994.

16. Shaughnessy, P.W., and B.

Kurowski, “Quality Assurance through
Reimbursement,” Health Services
Research vol. 17, no. 2 (1982):
157-183.

17. Norton, E., “Incentive Regu-
lation of Nursing Homes,Journal of
Health Economigsvol. 11 (1992):
105-128.

18. Anderson, N., et alNursing
Home Care: A Minnesota Analysis
Minneapolis: American Rehabilitation

Foundation, 1968; Kosberg, J., and

S.S. Tobin, “Variability among Nurs-
ing Homes,” Gerontologist vol. 12

(1972): 214-219; Gottesman, L.E.
“Nursing Home Performance as Relat

ed to Resident Traits, Ownership, Size

and Source of PaymentAmerican

Journal of Public Healthvol. 64, no. 3

(1974): 269-276; Fottler, M.D., H.L.
Smith, and W.L. James, “Profits and
Patient Care Quality in Nursing
Homes: Are They Compatible?”
Gerontologist vol. 21, no. 5 (1981):
532-538; Lewis, M.A., et al., “The

Immediate and Subsequent Outcomes

of Nursing Home Care,”’American
Journal of Public Healthvol. 75, no. 7

(1985): 758-762; Weissert, W., and

W.J. Scanlon, “Determinants of Nurs;
ing Home Discharge Statudyledical
Care vol. 23, no. 4 (1985): 333-343.

19. Nyman, J.A., “The Effect of
Competition on Nursing Home Expen-
ditures under Prospective Reimburse
ment,” Health Services Researctol.
23 (1988a): 555-574; Nyman, J.A.

t

1988b; Nyman, J.A., “Excess Demand,
the Percentage of Medicaid Patients,
and the Quality of Nursing Home
Care,” Journal of Human Resources
vol. 23, no. 1 (1988c): 76-92; Nyman
J.A., “Testing for Excess Demand in
Nursing Home Care Marketdyledical
Care vol. 31 (1993): 680—693.

20. Scanlon, W.J., “A Theory of
the Nursing Home Market,Inquiry,
vol. 17 (Spring 1980): 25-41.

21. Nyman, J.A., “Prospective
and ‘Cost-Plus’ Medicaid Reimburse-
ment, Excess Medicaid Demand, and
the Quality of Nursing Home Care,”
Journal of Health Economig¢svol. 4
(1985): 237-259; Nyman, J.A., 1988a,
1988c.

22. Nyman, J.A., 1985, 1988a,
1988c.

23. Zinn, J.S., 1994,

24. Ettner, S.L., “Do Elderly
Medicaid Patients Experience Reduced
Access to Nursing Home CareRjur-
nal of Health Economigsvol. 12
(1993): 259-280.

25. Moss, M., and C. Adams,
“Industry Focus: For Medicaid
Patients, Doors Slam Closed; Citing
Finances, Nursing Home Evicts the
Needy,” Wall Street Journal 7 April
1998, B1.

26. Nyman, J.A., 1993.

27. Strahan, G.W., “An Over-
view of National Nursing Homes and
Their Current Residents: Data from the
1995 National Nursing Home Survey,”
Advance Data from Vital and Health
Statistics Hyattsville, MD: National
Center for Health Statistics, 1997.

28. Harrington, C., et al1996
State Data Book on Long-Term Care
Program and Market Characteristics
San Francisco: University of Califor-
nia, 1998a.

29. Wiener, J.M., D.G. Steven-
son, and S.M. Goldenso@pntrolling
the Supply of Long-Term Care
Providers at the State LeyeDc-
casional Paper No. 22ssessing the
New Federalism Washington, DC:
Urban Institute, forthcoming.

30. The Balanced Budget Act of
1997 established a casemix-adjusted
prospective payment system for
Medicare skilled nursing facilities
(effective July 1998) that is projected
to save almost $10 billion between
1998 and 2002.

zZ
m
=
T
T
O
m
Y]
>
—
wn
=
n
(0]
(@
L
(0]
>
Z
O
@)
U
=
(@)
Z
(0]
T
@)
Py
®
>
LI
0]




ISSUES AND OPTIONS FOR STATES

=
2
-
<
s
m
a)
m
L
=
W
Z

2100 M Street, N.W.

Address Service Requested

B THE URBAN INSTITUTE

Nonprofit Org.
U.S. Postage

I \\ashington, D.C. 20037 PAID

Permit No. 8098
Washington, D.C.

Telephone: (202) 833-7200 = Fax: (202) 429-0687 m E-Mail: paffairs@ui.urban.org = Web Site: http://www.urban.org

About the Authors

Joshua M. Wieneris a principal
research associate at the Urbgn
Institute’s Health Policy Center
where he specializes in research p
Medicaid, long-term care, and
health policy for the elderly. Before
coming to the Urban Institute, he
did research and policy analysis f
the Brookings Institution, th
Health Care Financing Administr
tion, the Commonwealth of Massa-
chusetts, the state of New Yor|
and the city of New York.

David G. Stevensoris a research
associate at the Urban Institutefs

This series is a product éfssessing the New Federalisenmulti-year project

to monitor and assess the devolution of social programs from the federal to the

state and local levels. Alan Weil is the project director. The project anal
changes in income support, social services, and health programs and
effects. In collaboration with Child Trends, Inc., the project studies child
family well-being.

zes
their
and

The project has received funding from The Annie E. Casey Foundation, theg W.K.
Kellogg Foundation, The Robert Wood Johnson Foundation, The Henry J. Kiser
Family Foundation, The Ford Foundation, The John D. and Cathering T

MacArthur Foundation, the Charles Stewart Mott Foundation, The David

3I"I(i

Lucile Packard Foundation, The Commonwealth Fund, the Stuart Foundatior), the

Weingart Foundation, The McKnight Foundation, The Fund for New Jersey,

and

The Rockefeller Foundation. Additional funding is provided by the Joyce Foynda-

tion and The Lynde and Harry &tley Foundation through a subcontract with the

University of Wisconsin at Madison.

This series is dedicated to the memory of Steven D. Gold, who was codire
Assessing the New Federalismitil his death in August 1996.

tor of

Health Policy Center. His researdh

has centered on aging, disability,
and long-term care. Mr. Stever)-
son’s previous research focused pn
access to health care for peofle
with disabilities, the cost-effective
ness of clinical preventive serviceg,
and Medicaid managed care for
people with disabilities.

Publisher: The Urban Institute, 2100 M Street, N.W., Washington, D.C. 20037
Copyright © 1998

The views expressed are those of the authors and do not necessarily reflect those
Urban Institute, its board, its sponsors, or other authors in the series.

Permission is granted for reproduction of this document, with attribution to the Urban Insti

For extra copies call 202-261-5687, or visit the Urban Institute’s Web 4
(http:/Amww.urban.org) and click on “Assessing the New Federalism.”

of the

tute.
ite




