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Despite Medicare’s Lower 

Overhead, Enrollment of Medicare 

Patients in Private Plans Has Grown 







Medicare’s Attempt to Risk- 

Adjust HMO Payment 

• Pre-2004 - HMOs were “cherry-
picking” when payment adjusted 
only for age, sex and other 
demographics 

• 2004 – Risk adjustment formula 
added 70 (now 90)  diagnosis 
categories called HCCs. 

 





The Impact of Risk Adjustment 

of Medicare HMO Payments 

   “We show that . . . risk-adjustment  . . . . can actually 
increase differential payments relative to pre-risk-
adjustment levels and thus . . . raise the total cost to 
the government. . . . The differential payments . . . 
totaled $30 billion in 2006, or nearly 8 percent of 
total Medicare spending. . . . recalibration [of the risk 
adjustment formula] will likely exacerbate 
mispricing.”  

 
                Source: NBER #16977   



Up-coding and Overdiagnosis Defeats 

Risk Adjustment: 

A Fatal Flaw in  Capitation/DRGs  

   By  maximizing the number of coded 
diagnoses and comorbidities,  
hospitals, doctors and HMOs can 
make their patients look sicker on 
paper, leading to higher payments 
and falsely “better” outcomes                   



# of Diagnoses Increased After 

DRGs Were Implemented 

Source: R.C. Houchens, J.E. Conklin, and W.W. Briscoe,“Refining a Measure of Complexity of Illness Within 

DRGs,” prepared for the Prospective Payment Assessment Commission under contract no. T-47540316, March 

1989. Note: DRGs were implemented in most states in 1983 and in MA and NY three years later. 



 

Upcoding: 

 How One Hospital Instantly “Improved” 

Quality and Increased Reimbursement 

` • Emergency! Adjusted Medicare mortality = 

1.42 

• Response: $500K investment in coding 

consultants 

• Results: 

      Adjusted mortality Q1 = 1.01, Q2 =0.86 

      Reimbursement rises $3 million 





Overdiagnosis 



“If diagnosis is not solely an 
attribute of underlying disease 
burden, adjustments based on 
frequency of diagnosis may 
introduce bias into efforts to 
compare outcomes [and] pay for 
health care.” 

Source: Welch et al.  JAMA 2011;305:1113 



              High Cost = More Serious Diagnoses 





How Could a Medicare HMO 

Profit by Over-diagnosing CHF?  

• A CHF diagnosis increases the HMO’s 
capitation rate by 41% 

• Among F-F-S Medicare enrollees with CHF: 

      The costliest 5% averaged > $37,000/year  

      The least costly 5% averaged $115/year 

• Universal echocardiogram screening would 
label many asymptomatic seniors as having 
CHF 

Source: MedPAC data for 2008 





Corporate Management 

 

“In one location, the physical processes of 

production are executed. In another are 

concentrated the design, planning, calculation, 

and record-keeping. . . . The production units 

operate like a hand, watched, corrected and 

controlled by a distant brain.” 

 

Harry Braverman, Labor and Monopoly Capital: The Degradation of Work 

in the Twentieth Century - 1974 



“Modern management requires that every activity 

in production have its several parallel activities in 

the management center. . . . The result is that the 

process of production is replicated in paper form 

before, as, and after it takes place in physical 

form. . . . This paper replica of production, the 

shadow form which corresponds to the physical, 

calls into existence a variety of new occupations, 

the hallmark of which is that they are found not in 

the flow of things but in the flow of paper.” 



“The normal presumption in intercorporate dealings is 

not one of honesty but of dishonesty.  Thus each pair 

of corporations, in their dealings with each other in the 

transactions of purchase and sale, credit and payment, 

etc., maintain a complete set of records, each the 

mirror image of those kept by the other. . . . to be used 

not for helpful coordination but as a weapon. The 

internal record keeping of each corporate institution is, 

moreover, constructed in a way which assumes the 

possible dishonesty, disloyalty, or laxity of every 

human agency which it employs.” 



“Nor is this all.  Since corporations must 

exhibit financial statements to the outside 

world for the purposes of raising capital, 

bank credit, etc., still another means of 

providing the truth of records is provided.   

This the independent audit by an accounting 

firm . . . brings into existence still another set 

of records and another species of duplicatory 

clerical work.” 

  
Harry Braverman, Labor and Monopoly Capital: The Degradation of 

Work in the Twentieth Century - 1974 




