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19.3 Medicare Spending & Spending Growth Vary Substantially across Geographical Areas


In Medicare, there are sizable geographic variations in spending and spending growth. Only a relatively small part of geographic variations in Medicare spending can be explained by differences in health status, income, or race. Most of the difference relates to "practice style."




 There is almost a three-to-one difference in Medicare spending per enrollee between hospital markets with the least amount of spending and those with the highest (figure 19.3a). These enormous differences by location are not a new phenomenon, having been observed for decades. Many factors contribute to these differences, but they are not entirely well understood. Because Medicare eligibility and benefits are the same across the entire country, these factors cannot explain the large geographic variations in Medicare spending. 
  [image: Medicare reimbursements per enrollee vary substantially across hospital market areas in the United States.]


 The availability of resources contributes to these spending differences. Geographic areas that have more physicians or hospital beds relative to the population tend to spend more, which in turn can attract more physicians. Differences in organizational and physician decision-making, which some characterize as practice style, also play a critical role in these financial differences. Many discretionary decisions, such as whether a patient warrants admission to the hospital, hospital lengths of stay, whether a patient is referred to a specialist, the ordering of various tests, or how often to see chronically ill patients, collectively drive much of the variation. 
 Medicare's fee-for-service system also plays a role. Geographic variations in Medicare spending are not always replicated in private health plans, in which most members are in some form of managed care. Increases in Medicare spending also vary geographically. Areas that have high spending growth are not generally areas with the highest spending levels. Thus, Medicare's geographic variations might decrease over time. 
 Differences in income, race, and health status play a relatively minor role in explaining the geographic variations in Medicare spending (figure 19.3b). Income can explain health-spending differences across countries and individual states. However, income explains little of the difference between Medicare regions that spend more compared with those in the bottom 20 percent of spending. 
  [image: Differences in income, race or health explain less than half the spending differences across regions.]

1. Downloads 



 Download PowerPoint versions of both figures. 

 	Figure 19.3a Image Slide (as it appears above)

	Figure 19.3a Editable Slide (can be formatted as desired)

	Figure 19.3b Image Slide (as it appears above)

	Figure 19.3b Editable Slide (can be formatted as desired)
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19.3a Medicare reimbursements per enrollee vary substantially across
hospital market areas in the United States
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Note: Non<apitated Medicare is equivalent to feeforservice Medicare; i.e., it excludes spending related to
members of Medicare Advantage plans such as Kaiser or other HMOs. Numbers in parentheses represent the
number of market areas in each category.
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Note: The vertical bars show the proportion of the difference in spending befween regions in each of the four top
careintensity quintiles and the regions in the lowest quintile that can be explained by differences in patients' race,
income, health factors (self-reported health, presence or absence of diabetes, high blood pressure, body-mass index,
and smoking history), and regional factors. All models control for age, gender, and urban or rural residence.






