Medicare Assignment Rates of
Physicians:

Their Responses to Changes in
Reimbursement Policy

by Lynn Paringer

A physician's Medicare assignment rate Is one measure of
his or her willingness to participate in the Medicare program.
The assignment rate reflects the proportion of services pro-
vided to Medicare beneficiaries for which the physician ac-
cepts the Medicare reasonable fee as payment in full, General-
ly, Medicare reasonable fees are lower than the payment
which a physician receives from providing the same service 1o
a private patient or to a Medicare patient who is not treated
on assignment. Because Medicare eligibles not treated on an
assigned basis are financially liable for the difference be-
tween the physician’s charge and the Medicare reasonable
fee, the assignment rate is an indication of the out-ot-pocket
costs borne by Medicare eligibies.

One factor which may affect the willingness of physicians
to accept patients on assignment is the difference between
the reimbursement which he or she may receive in the private
market and the fee received from freating Medicare eligibles
on assignmeni. Throughout this paper we assume that the
physician's private price or billed charge is equivalent to the
level of reimbursement received from trealing privately insured
patients and Medicare non-assigned patients. Since the level
of reimbursement is generally no greater than the billed
charge and may be less, this assumption may overstate the
actual reimbursement received by the physician. in all in-
stances, reimbursement refers to the aggregate amount
received by the physician from all sources for a given service,
The lower a physician’s Medicare reasonable fee relative to
the private market feo the less willing hefshe may be to par-
ticipate in Medicare assignment. This paper examines the ef-
fect of changes in Medicare reimbursement on the assign-
ment rates of physicians. it also predicts Medicare assign-
ment rates under a policy option which would increase
Medicare reasonable fees to the level of prevailing fees.

The asslgnment rate simulations and the empirical
work on the RVS assignment rate equations were sup-
ported by Contract No. 800-76-0054. Extensions of the
theoretical model to consideration of the assignment
rats, some of the procedure specific empirical worlk,
and additional related research not presented in this
paper ware supported by Grant No. 18-P-9700813-01.
Both the contract and grant are from the Health Care
Financing Administration, USDHEW.
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Medicare Relmbursement

Medicare leglsiation originally provided for
reimbursement of physicians on the basis of
their reasonable, customary, and prevalling
charges. Physicians were paid by Medicare on
the basis of their reasonable charge, which is
the lowest of: (1} the actual charge for the ser-
vice provided, (2) the physiclan’s median
(customary) charge for services rendered during
the calendar year immediately preceding the fee
screen year, or (3) the prevailing charge, set at
the 75th percentile of all customary charges
made for similar services in the same
geographic area.’

Although the CPR methodology for determin-
ing the reasonable fee put some constraints on
the amount which the Medicare program will pay
physicians for their services to the elderly, it
does not necessarily constrain the out-of-pocket
costs of the elderly for medical care. Physicians
participating in the Medicare program are per-
mitted two billing options, assignment and non-

assignment, which they may exercise on a claim-

by-claim basis. When a claim is assigned, physi-
cians submit their bills directly to the Medicare
carrier tor thelr area. Medlcare pays the physi-
cian 80 percent of the reasonable charge for the
service, less any unpaid deductible. The physi-
cian bills the patient for the 20 percent coin-
surance and any unpaid deductible.

The second option is to bill on a non-assigned
basis. Physicians choosing non-assignment
must bill the patient directly for the full amount
charged. The patient in turn pays the physician
directly for the services rendered and secures
reimbursement from Medicare for 80 percent of
the reasonable charge, less any unpaid deducti-
ble. Patients who are treated on a non-assigned
basls are liable for the entire difference between
the billed and reasonable charges, as well as the

' While the customary, prevailing, and reasonable
charge (CPR) methodology was in force at the time of
our study, the imposition of fee controls during the
Economic Stabilization Program {ESP) caused the
determination of reasenable charges to diverge from
the stated methodology. The price controls under the
ESP permitted reasonable charges to increase by only
a fraction of what their increase would have been
using the CPR methodology. Because the controls on
Medicare fees were stricter than those placed on
private prices, the divergence between Medicare
reasonables and private prices increased during the
control years. The controls were lifted in 1974.
However, since reasonable charges for 1874 and 1975
were based on actual charge data from 1972 and 1973,
the increase in reasonable charges in the two years
after controls was limited. In addlition, since 1976 the
rate of increase in prevailing charges has been con-
strained by the imposition of an economic index. This
index parmits prevailing fees to increase at some
weighted average of 2 components; 1) the increase in
the general earings level of workers and 2) increases
in the expenses of the kind incurred by physicians in
office practice.

76

coinsurance and the deductible. From the physi:
cian’s perspective, treating non-assigned
Medicare patients |s equivalent to seeing private
patients.

Physicians treating elderly patients who are
also eligible for Medicaid do not have the same
billlng options. Joint Medicare/Medicald claims
are in practlcality only taken on an assigned
basis. The reimbursement levels are equivalent
1o the reasonable charge as determined by the
Medicare carrier, and Medicaid picks up the
coinsurance and the deductible on behalf of the
patient, The only option the physician has in this
case is to not treat the patlent at all.

Because patients whose physicians do not ac-
cept assignment genarally face larger out-of-
pocket expenditures than those treated on
assignment, the assignment rates of physicians
provide one indication of the share of the cost
borne by the beneficiaries. Increases in the
assignment rates of physicians are desirable
because (ceterus paribus) they may reduce costs
of medical care for the eldetly. By examining
how the assignment rate changes when billed
charges and reasonable fees change, this paper
will provide evidence on the extent to which
changes in Madicare reimbursement can be
used to aiter the assignment rate.

Analytic Framework

The conceptual framework to be used in
analyzing the Medicare assignment decisicn has
been developed by Sloan, Mitchell, and Cromwell
(1978) and Sloan and Steinwald (1978) and ex-
tended by Hadley and Lee {1978). The analysis
assumes that the physician firm is a
monopolistic competitor. The demand curve fac-
ing a physician is therefore downward sloping,
and a physician must set price and output
accordingly. According to the model the physli-
cian treats five types of patients; private,
Medicare non-assigned, Medicare assigned, joint
Medicare/Medicald {mandatory assigned pa-
tients), and Medicald non-aged. In treating the
five patient groups the physician will receive
three different fees. For the private patients and
Medicare non-assigned patients treated, the
physiclan is relmbursed an amount equal to the
billed charge. For treating Medicare assigned pa-
tients and joint Medicare/Medicaid eligibles, the
physician is reimbursed an amount equal to the
Medicare reasonable fee. For services rendered
to the non-aged Medicaid eligibles, the physician
is reimbursed at the Medicaid fee level. in
general, a physician’s billed charge is higher
than hisfher Medicare reasonable fee, which in
turn is higher than the Medicaid fee.

Given these three different prices facing a
physician, the model predicts that physicians
will satisfy the demand for care for each higher
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fee market before treating patients in the lower
fee market. The number of markets in which a
physician participates will depend on the in-
tersection of his marginal cost curve and the fee
schedules. Individuals with higher marginal cost
schedules might participate in only the private
market. Those with low marginal cost schedules
may participate in the private, Medicare, and
Medicaid markets.?

A graphic depiction of the problem is
presented in Figure 1, in which the demand
curves have been shifted to account for the coin-
surance and deductibles. Due to the three
separate markets, the physician's marginal
revenue curve is kinked and discontinuous, The
marginal revenue curve pertaining to the private
market is labelled MR. When the marginal
revenue curve intersects the Medicare
reasonable fee at B, it becomes horizontal. This
is because a physician will be able to satisfy all
demand for Medicare assigned output at the ex-
ogenously determined reasonable fee R. Once a
physician exhausts assigned demand at
C, he/she will then drop down to the Medicaid
market and supply cutput at the lower ex-
cgenous fee F. The marginal revenue curve
follows ABCDF with a gap existing between C
(the point at which Medicare assigned output is
exhausted) and D,

Given marginal cost curve MC , to maximize
profits the physician firm will produce total out:
put of OQyc. Of this amount, OQ44 will be pro-
vided to Medicare non-assigned patients and
Q,4Qyp to private patients. For thess two groups
of patients the physician charges (and is reim-
bursed) price P42 At the Medicare reasonable fee
A, an additional Y non-Medicaid sligible elderly

2 In the analysis presented here we assume that the
physlician faces no additional costs from treating non-
assigned patients, and that the probabllity of payment
does not vary for assigned and non-assigned claims.
However, since physicians must collect the full price
of their services from non-asslgned patients but are
assured B0 percent payment for services provided on
assignment, they may take payment probabilities into
accoumt in their assignment decislon. While no em-
pirical evidence on payment defauit is available, It
seems reasonable to assume that such default is a
functlon of patlent characteristics (income, sup-
plemental heaith insurance) and size of blll, If this is
the case, then we might observe higher assignment
rates on expensive services and a higher propensity to
agslgn services to low Income, poorly insured patients.
Thus, physicians would not provide non-assigned ser-
vices to all who demand them but only to those where
the expected payments are larger than 80 percent of
the Medicare reasonable fee. The rest of the output
would be provided on assignment.

* Qur analysis assumes that physicians charge only
one price to private and Medicare non-assigned pa-
tlents, Empirical evidence supporting this assumption
can be found in Bluck and Lee, 1977; and Sloan,
Cromwell, and Mitchell, 1977,
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are willing to purchase services, This is the
available voluntary assignment pool. In addition,
Z, elderly Medicaid eligibles will also desire
physlcian services at the zero price. It is useful
to distinguish between the Medicaid eligible and
non-eligible elderly poputation, since demand for
care by joint Medicare/Medicaid beneficiaries is
not responsive to changes in the reasonable fee
{they face no out-of-pocket price), while demand
by the voluntary assignment pool is a negative
function of R. This has important implications
for the responsiveness of total asslgned demand
to a change in the reasonable fee. All else con-
stant, the larger the proportion of joint
Medicare/Medicaid beneficiaries demanding
assigned services, the less elastlc the response
of assigned demand to a change In reasonable
fees, The physiclan wlll produce Q1gQ4¢ units of
output for the Medicare assignment market, He
or she wlll not, however, exhaust demand for
Medlcare assigned services, and therefore would
not participate in Medicaid.®
Physiclans with marginal cost schedule
MCowill exhaust Medicare assigned demand and
participate In the Medicaid market. Assuming, as
in Figure 1, that all physicians face the same de-
mand curve (dHfering only in their marginal ¢ost
schedules), those who participate in Medicaid
should charge lower private prices and provide a
greater amount of non-assigned output than the
non-participants. A physician with marginal cost
curve MG, will provide OQq, services 1o the
Medicare non-assignment market. Qz,Qqpserv-
ices will be provided to the private market. For
these two groups of patients, the physician will
charge price P,. This physician will provide
Q:plla; services to the Madicare assignment
market, exhausting demand for services among
this group of patients. The physician will then
drop down to the Medicaid market, providing
QycQpp output to this patient group and receiv-
ing the Medicaid fee F for these services.
A physician’s net income can be written as
follows:
¥ =(P)PVT) + (FNX) + (RKY) + (RIZ) + {(FYMAID} - C{Q) where
P = private price
R = Medicare reasonable fee
F = Medicaid reasonable fee
PVT = quantity of services provided to the
private markej
X =quantity of services provided to Medi-
care non-assignment
Y = quantity of services provided to
Medicare on voluntary assignment

% |n practice, non-participatlon in Medicaid may not

be equlvalent to zero Medicaid output. Due to
emergencies or a charity motlve, physicians who do
not participate in Medicaid may still provide some
Medicaid services. In our empirical work we have ar-
bitrarily chosen 500 RVS units of output provided to
Medicaid as the cut-off value between participants
and non-participants.
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FIGURE 1
Graphical Analysis of the Assignment Decision

- R S S S 0’

MC:

(e

o

-.r

0 Qi sy Chg Qg th Q:c Qup,

private price

Medicare reasonable fee

Medicaid reasonable fee

Demand for care by the elderly

Total demand

Marginal revenue function associated with demand curve D,
Marginal cost

OD

m
L VI | I O |

< 2ZOOMNDV

"

available assignment pool
{non-Medicaid sligibles)

availabte assignment pool
(Medicald ellgibles}

X = output to the non-assigned market

N
[

* The marginal cost schedules are arbitrarily drawn to reflect the market participation of two different
physicians. Likewise, the value of Z is arbitrarlly selected for graphical purposes.
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Z = quantity of services provided to joint
Medicare/Medicald patients (man-
datory assignment)

MAID = quantity of services provided to
Medicaid non-elderly
Q=PVT+ X+ Y+Z+MAID
C(Q) = cost function

tn this study we used two definitions of the
assignment rate. The total assignment rate of
physicians is defined as

Y+2
X+Y+2
and represents the percent of total Medicare
RVS units which are taken on assignment. The
voluntary assignment rate is defined as
Y

X+Y
and exciudes mandatory assigned output from
beth the numerator and the denominator,
Because it excludes services which must either
be taken on assignment or not taken at all, the
voluntary assignment rate provides an indication
of a physician’s willingness to assign claims
over which he has the discretion to do so.
Because both X and Y enter into the determina-
tion of the assignment rate, the response will de-
pend on what happens to the quantity of both
assigned and non-assigned output as the price
vatlables change,

Let us first examine the tmpact of an increase
in R.* Because of coinsurance, an increase In
reasonable fees will reduce the quantity of serv-
ices demanded by patients currently on assign-
ment. However, an increase in the reasonable
charge will also decrease the out-of-pocket price
of non-assigned patients by 80 percent of the
change in the reasonable fee. This is equivalent
to an outward shift in the demand curve facing
the physician at prices above the reasonable fee.
At the new, higher, reasonable fee and the old
price, the quantity of non-assigned services
demanded will increase (assuming all else Is
equal). The resuiting impact on the assignment
rate is not known and depends on the shape of
the demand and supply curve of the physician.
Because physicians who don’t participate in

¢ This analysis assumes that the physician’s
marginal cost curve remains stationary and that the
physician's implicit wage is exogenous. However, it is
possibte that a physiclan's implicit wage might rise
with increases in prices and reasonable fees. If this
occurs, the fong run etfsct of a change in R on the
assigned output of non-Medicaid participating physi-
clans is indeterminate. Similarly, this model has not
dealt explicitly with the iabor/leisure choice of physi-
cians. Using a utllity maximizing framework, it would
be possible to predict a decline in output as prices
rise if the physlician is on the backward bending por-
tion of his labor supply curve,
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Medicald are able to increase supply to the
assignment market, an increase in reasonable
fees may Increase the assignment rates of these
physicians (as long as the supply elasticity is
greater than demand elasticity). The assignment
rates of physicians who do participate in
Medicare are expected to decrease, since those
physicians will redistribute output from the
assigned to the non-assigned market.

The long run 7 impact of a change in
reasonable fees on the assignment rate may dif-
fer from the short run impact. Among physicians
who don't participate in Medicaid, an increase In
reasonable fees will have two effects. First, it
will directly increase the price at which the
Medicare reascnable fee intersects the marginal
revenue curve (raising it from B to E). Secondly,
by reducing the out-of-pocket price faced by non-
assigned patients, it will also shift the demand
and marginal revenue curves facing the physi-
cian.® Both of these effects will 1sad to an in-
crease In private price. Medicaid participating
physicians will only respond to the second ef-
fect since an increase in the Medicare
reasconable will not directly affect the point at
which the private marginal revenue curve in-
tersects the Medicaid reasonable. Thus, we
would expect a larger private price response to a
change in the Medicare reasonable to occur
among physicians not participating in Medicaid.
Because physicians will eventually increase
private price in response to an increase in
Medicare reasonable fees, the long run effects
of altering reasonable fees will be to move
physicians to a higher price and a lower level of
non-assigned output on the new demand curve,
In the long run, non-assigned output may seither
increase or decrease in relation to the level
before the change in the reasonable. The long
run effect on the assignment rate will depend on
the relatlve elasticities of demand and supply.
The relationship between the Medicare
reasonable fee and the assignment rate remains
an empirical question.

Let us now investigate the impact of a change
in P. First of all, let us assume that an Increase
in price is motivated by an outward shift in de-
mand by the non-elderly. If the demand curve of
the elderly remalns stationary, an increase in
price wili decrease non-assigned output and will
lead to a substitution of private output for out-

7 Long run and short run impacts are distinguished
by whether private price has responded to the new
reasonable fee. In the short run we assume such ad-
justment has not yet occurred.

* The change in qut-of-pocket price represents a
movement along the consumers’ demand curve, since
that curve is defined in terms of the out-of-pocket
price. This same phenomenon is represented by an
outward shift in the demand curve facing the physi-
cian, since at the same price P he/she can provide
more services.

79



put in the fixed fee markets. Physicians not par-
ticipating in Medicaid would reduce their
Medlcare assigned output. Singe both assigned
and non-assigned cutput will decrease, the im-
pact on the assignment rate Is not known and
depends on the elasticity of demand. Among
physicians who participate in Medlcaid, an in-
crease in private price will shift the distribution
of Medicare output toward more assigned out-
put.

Description of Data Base and
Empirical Specifications

Data Base

The data file used in this analysis consists of
all ¢claims paid by Medicare and Medicaid to a
cohort of northern Callfornia physicians during
the second quarter of each of the years 1972
through 1975. All of the physicians in the sample
are solo practicioners who were eligible for reim-
bursement by California Blue Shield (the
Medicare carrier) and who did not move during
the study period. Information available from Blue
Shield consists of the number and type of ser-
vices provided to Medicare non-assigned,
Medicare assigned, joint Medicare/Medicald, and
Medicaid patients. Information on the
physician’s date of graduation from medical
school and country of medical education was
also avallable. Additional information on the
characteristics of the county in which the physi-
¢lan practices was available from public
sources,

Since the major concern of this paper is to
estimate the impact of private price and
Medicare reasonable fees on the overall assign-
ment rate, it was necessary to devise some
method of aggregating physiclan prices and out-
put. To deal with this problem we have defined
Medicare output as the number of California
Relative Value Scale {CRVS) units provided by
the physician.? Previous research has shown
that for surgical procedures, the number of
CRVS units is highly correlated with the amount
of surgeon time required to perform the pro-
cedure (Hughes, 1972). In addition, the reiative
value scale has been in effect since 1969 and is
well known among Californla physicians. Given
the decision to use this definition of output, we
then defined our price and reasonable variables
as billed charge and reasonable fees per RVS
unit,

% CRVS assigns a unit value to a medical procedure.
Unit value is detormined by the price and complexity
of the procedure,
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The principal question of interest is the extent
to which the assighment rate is sensitive to
changes in the Medlcare reasonable fee and in
the price which the physlician recelves in the
private market, Underlying this relationship be-
tween prices and output leveis is a set of struc-
tural equations expressing the determinants of
the supply of and demand for medical care. De-
mand for physician visits can be written as

D=1f{NP, NPALT, Y, H, T}
NP = net price of the service {Including time
price)
NPALT =net price of alternatives
Y = family income
H = health status
T = vector of taste variables.
The supply of services by a physician is:
S=1(P, CL, Ce, W)
P = price per unit of service
Ci =cost of labor inputs
C; = cost of capital inputs
W = physician’s implicit wage
In this type of structural model, both output and
price are endogenous (determined within the
model} variables.

The reascnable charge may be viewed as
dependent upon previous values of the en-
dogenous variables and therefore may be treated
as exogenous (determined outside the model).
Because of the simultaneous determination of
price and output, the instrumental variable ap-
proach is an appropriate regression technique to
use. The predicted price variable is then
substituted for the observed billed charge in the
second stage equation which estimates the
determinants of the assignment rate.

Variable Definitions
Dependent Variable

The dependent variable in the analysls is the
physician’s Medicare assignment rate. As
discussed previously, we will use two different
definitions of the assigment rate, the voluntary
assignment rate {(which excludes joint Medi-
care/Medicaid claims) and the total assignment
rate. One probiem with using the voluntary
assignment rate however, is that the available
data do not permit one to distinguish voluntary
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assigned claims in 1974.' Therefore, in
estimating the voluntary assignment rate regres-
sions we will only use data for 1972, 1973 and
1975. The total assignment rate regressions will
use data from all four years.

Because we are using a regression framework
for our empirical analysls, the estimated coeffi-
clent represents the change in the dependent
variable with respect to a change in the indepen-
dent variable, holding the value of all other in-
dependent variables constant. The coefficient on
the reasonable fee therefore represents the short
run effect on the assignment rate from an in-
crease in R (i.e., P is held constant). As outlined
In the previous section, an Increase in the
reasonable fee will have an ambiguous effect on
the assignment rates of non-Medicaid par-
ticipating physicians. The Increase in reasonable
fees is expected to reduce the assignment rates
of physicians who particlpate in Medicald. An in-
crease in private price will also have an am-
biguous effect on the assignment rates of non-
Medicaid participating physicians, while increas-
ing the assignment rates of physicians par-
ticipating In Medicaid.

Cost Varlables

The location of the physician’s marginal cost
curve wilt determine the markets in which he or
she chooses to participate and the amount of
output supplied to each market, Wages and
salarles pald to office employees comprise one
input to the firm’s cost curve. Wage data are
available by county and represent the cost of
labor to the physician firm. The wage variable is
defined by county and is a measure of the
average salary of physicians’ offlce employees.
Firms with higher costs are less likely to par-
ticipate in Medicare assignment and should
have lower assignment rates,

" Ar: additional problem in using the voluntary
assignment rate in our empirical work is that the
variable is measured with error, because the data did
not directly identify which asslgned claims were volun.
tarily assigned. Rather, the number of voluntary
assigned claims was computed as the differance be-
tween total assigned ¢laims and mandatory assigned
claims. Mandatory assigned (joint Medlcars/Medicaid)
claims must first pass through Medicare for payment
before being submitted to Medicald. Dus to the time
lag batween payment from the two programs, it is
possible that the number of mandatory assigned
ciaims recorded by Medicare in a time period would
differ from those recorded by Medicaid. Since the data
from Blue Shield are based on date of claim payment
rather than date of service, and since our information
on mandatory assigned claims was provided by
Medicald while the total of assigned and non-assigned
claims was provided by Medicare, it is possible that
the number of voluntary assigned clalms is measured
with error, The direction of measurement error is not
known, but will depend on the flow of claims through
Medicare to Medicaid and the time lag between pay-
ment from the two programs,

HEALTH CARE FINANCING REVIEW ! WINTER 1960

Perhaps the most important factor which af-
fects the marginal cost curve is the physician's
implicit wage rate. Two variables are available
as proxies for this wage: a dummy variable
(FMG), which equals ons if the physician
graduated from a medical school outside of the
United States, and the number of years since
graduation from medical school (EXP). FMG
status is expected to be nagatively associated
with the physician’s implicit wage rate and
therefore should increase his whlingness to ac-
cept Medicare patients on assignment, conse-
guently increasing the assignment rate. The ex-
perience variable is expected to be positively
associated with the implicit wage and therefore
would reduce both willingness to accept assign-
ment and the assignment rate.

The relationship between the physician's
specialty and the assignment rate is somewhat
ambiguous. From 1972 through 1975, Callfornia
Blue Shield did not reimburse physicians on a
speclalty specific basis. To the extent that inter-
nists and general surgeons have higher implicit
wages one would expect that they would be less
willing to take patients on assignment. However,
general surgeons tend to provide more complex
and expensive services than elither general prac-
titioners or Internists. Previous research has
shown that assignment rates are positively cor-
related with the price of the service being
rendered (Health Insurance Benefits Council,
1973). If the probability of reimburgsement under
non-assignment varies with the size of the bill, it
may be reasonable to take the higher priced pro-
cedures on assignment to avoid the risk of non-
payment. This should increase general surgeons’
incentives to accept assignment.

Other Variables

The number of physicians per aged population
{DOCSA) is an indication of the avallability of
medical care In an area. As such, it may reflect
the length of the mandatory assigned portion of
the demand curve, The greater the number of
physicians per population, the smaller the man-
datory assigned demand facing each physician,
and the lower will be the total assignment rate.

Two additional variables have been included in
the regression equations to capture any addi-
tional variations not captured by the revenue or
cost variables. The population (POF} in the coun-
ty where the physician practices may be
positively associated with the cost of providing
services, due to rural-urban difterences in costs
which are not captured by other cost variables,
In addition, year dummies* are included in the
analysis to capturs any year to year effects not

" Yeoar dummies are variables which assume the
value of 0 or 1, depending on the year. The omitted
year in the regression Is 1972,
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captured by the price variables. These might in-
clude the speed with which claims are process-
ed between Medicare and Medicaid, shifts in
eligibility requirements, or the effects of price
controls,

Equation Specification and Estimation Method

To estimate the impact of private prices and
Medicare reasonable fees on physicians’ Medi-
care assignment rates, we posited a regression
framewaork of the following form:

Y =A [P-Rle (E8ixi + u)

where Y represents the Medicare assignment
rate, A is a constant term, P and R rafer to the
billed price and Medicare reasonable, the x; are
the other independent variables, u is the error
term, and o, ¥, and the 8, are the estimated regres-
sion coefficlents.”? The coefficients on the price
and reasonable fee varlables are interpreted as
elasticities.

Since private price and output are
simultanecusly determined, ordinary least
sqguares is not an appropriate statistical tool. An
instrumental variable approach was therefore
used to obtain estimates of a predicted billed
price.' This predicted price was then input into
the second stage regression which estimated
the determinants of the assignment rate.

Empirical Results

Table 1 presents the means and standard
deviations for the two samples of data. The
predicted price per RVS unit is about 15 to 20
percent higher than the Medicare reasonable
fee. Among physicians not participating in
Medicald, the average price (billed charge) per
RVS unit was $.72, compared to a reasonable fee
of $.61 per RVS unit. The average prices and
reasonable fees for physicians participating in
Medicaid were $.68 and $.59 respectively.

Voluntary Assignment Rates Segmented by
Medicalid Participation/Non-Paiticipation

The dependsnt variable for the first set of
regressions is the voluntary assignment rate,
The resuits are presented in Table 2. The first
column presents the coefficients and t-statistics

2 Initially we posited a linear relationship betwesn
the assignment rate and prices and reasconable fees.
However, ingpection of the error term indicated that a
muhltiplicative specification was superior In providing
a random distribution of the error term across all
values of the predicted dependent variable.

13 Regressions for the predicted price equations can
be found In Lynn Paringer, "“The Medicare Assignment
Rates of Physiclans: Thelr Responses to Changes in
Reimbursement Folicy.” Urban Institute Working Paper
1250-1, March 1979,
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for those physicians who were not Medicaid par-
ticipants. The second ¢column reports the resuits
for Medicaid participants.

As predicted by the model, the voluntary
assignment rate of physicians not participating
in Medicaid is sensitive to changes in private
prices and Medicare reasonable fees, An in-
crease in reasonable fees of one percent results
in a five percent increase in the voluntary
assignment rate for Medicaid non-participants.
This implies that the increased quantity of
assigned output provided more than offsets the
increase in non-assigned output, resulting in an
increase in the assignment rate. (An increase in
R reduces the out-of-pocket price for Medicare
patients not on assignment, thereby increasing
the quantity demanded. It also Increases physi-
cian wiflingness to supply output to the assign-
ment market. The net effect of these two
phenomena is an Increase In the assignment
rate.)

The positive coefficient on the Medicare
reasonable fee for Medicaid participants is con-
trary to the model, Without knowing something
about the response of total assigned and non-
assigned output, it is not possible to detarmine
whether the increase in the assignment rates is
due to an ability to increase assigned output or
to a shift in output from non-assignment to
assignment. ¥ there are significant problems in
collecting payment from non-assigned patients,
an increase in the reasonable fee would ralse
the expected payment for assigned claims
relative to non-assigned ctaims and may cause
physicians to shift to more assigned output.
Alternatively, if physicians are able to induce de-
mand, or if they have not exhausted assigned
demand,"* an increase in reasonable fees could
result in an increase In their assignment rate.

“If physicians have not exhausted assigned de-
mand, the levet of Medicaid output at which we
segmented our sample is not sufficiently high to
selact out those physicians who cannot increase out-
put to Medicare as the reagonable fee rises.
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Table 1
Means and Standard Deviations of the Independent Variables

Voluntary Assignment Rate

Total Assignment Rate

Standard Standard
Mean Deviation Mean Deviation
PRICE 593 112 894 109
REASONABLE 585 .082 593 081
SURGEON .266 - .269 -
INTERNIST 287 - .286 —
FMG 086 — 088 -
EXP 25,159 9.821 25277 9.809
DOSCA 13.605 5.510 13.591 5.520
POP 485.906 302.396 489.482 304.889
WAGE 2.464 749 2.548 597
Y73 S12 — 232 -
Y74 _ - .255 —
Y75 344 — 257 -
N=3127 N=4199
Medicald Non-Participants
PRICE 718 087 718 109
REASONABLE 608 115 605 .087
N =963 N=1312
Medicald Participants
PRICE 683 110 683 107
REASONABLE 589 079 588 078
N=2164 N = 2887

~
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Table 2
Voluntary Assignment Rate Supply Function

Dependent Variable = LN {(Voluntary Assignment
Rate)
(t-statistics in parentheses)

Medicaid

Medicald
Pan';‘c?;ants Participants

LN(BILLED) ~5095017 2796V
{3.64) (2.97

LN{REASONABLE) 5101 ¥ 1.654 *
{3.38) {1.74)

SURGEON ** 691 v 40207
(3.31) (3.29)
INTERNIST * -.128 -0
{.70) {0.00)
WAGE -.029 116
{.16) {1.40)

FMG -.019 298 1
(-.07) (1.80)

EXP —-.015% - 0197
(1.89) (3.46)

POP (000,000} -.379 69917
(1.38) {3.83)

DOCSAGED -.016 -.036 17
(1.08) {3.61)
YEAR 73 649 ¢ 134
(3.41) {1.12)

YEAR 75 1.435 1 76417
(3.93) {4.10)
GCONSTANT -2.33 —2.381
R2 05 .03
Standard error 2.24 217
N 963 2164

't General Practitioners represent the omitted
speciaity.

"* Significant at the .10 level

7 Significant at the .05 level

The physician’s private price is negatively
related to histher assignment rate. A ona percent
increase in private price is associated with a six
percent decrease in the assignment rate of
physiclans not participating In Medicald and a
2.8 percent decrease in the rate of Medicaid par-
ticipants. The reduction in assigned output more
than offsets any decrease in non-assigned out-
put, resulting in a decrease in the assignment
rate.

in all of the analysis presented it must be
remembered that the coefficient on the
reasonable fee represents the effect of the
reasonable fee on the assignment rate, assum-
Ing that price remains constant. As our
theoretical model indicated, increases in
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reasonable fees will motivate increases in the
private price of services. Since the coefficient on
private price is negative, the long run effect of
ralsing reasonable fees will be partially offset by
the price increase. The extent of the offset will
depend on the relative size of the private price
and reasonable charge coefficients and the
elasticlty of price with respect to changes in
reasonable fees. In the simulations, we will
predict assignment rate responses to policy
changes, using differing assumptions of the
elasticity of price to reasonable fees.

Our resulis also show that surgeons have
somewhat higher assighment rates than general
practitioners. In part, this could result from dif-
ferences in the type of procedures performed by
surgeons. Because surgeons are most likely to
provide services with high RVS values and high
prices, they risk greater loss of revenue if the pa-
tient defaults than do physlcians in other
specialties. To minimize expected losses they
may choose higher assignment rates.

Because we did not have accurate estimates
of actual practice costs, we used a number of
variables as proxies for the input price vector.
The wage (WAGE) of personnel in physicians’ of-
fices proved not to be a signlficant determinant
of the assignment rate. Similarly, graduation
from a foreign medical school {FMG) did not af-
fact the voluntary assignment rate. The physi-
cian’s level of experience howeaver, was
significantly related to the assignment rate
among those participating in Medicaid. We
hypothesized that the estimated coefficient
would have a negative sign, reflecting the higher
implicit wage of experienced physicians. Our
results confirm this hypothesis. The population
of the county in which the physician practices
(POP) was found to have a negative sign in the
regression for Medicaid participants and was
not significant among the non-participants. In-
ability to accurately capture the practice costs
by these variables may be partly responsible for
the lack of significance on some of the coeffi-
cients. in addition, the theoretical implication
that physicians who participate in either of the
fixed fee markets will set marginal cost equal to
the fixed fee suggests that Medicaid participa-
tion status may account for a large part of the
difference In marginal cost among physlcians.
The coefficlents on the other proxy variables
may therefore not be significant.*

" This is because participation in one or both
markets largely reflects the position of the physician’s
marginal cost curve, and additional variables will not
greatly enhance the abillty to trace out the MC curve,
if we could perfectly separate out those physicians
who are unable to increase Medicare output in
response to an increase in reasonable fees {l.e.,
Medicaid participants), then we should exclude the
proxy marginal cost variables from the assignment
rate equations of these physlicians, since the assign-
ment rate should respond to demand conditions only.
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The number of physicians per aged population
has a negative impact on the voluntary assign-

. ment rate. There are two possible reasons for
this. A charity motive ¢ould cause physicians liv-
ing in underserved areas to treat more patients
than profit maximization would dictate. Since
these patients are less likely to be able to afford
the price of services than the more affluent pa-
tients, a higher assignment rate would result.
Also, areas with relatively high physician to
population ratios are more affluent, and the
lower assignment rate may represent a demand
phenomenon,

Total Assignment Rates Segmenting by
Medicaid Particlpation/Non-Participation

The second series of regressions which we
estimated used the total Medicare assignment
rate as the dependent variable, Table 3 presents
the results of this analysis segmenting the sam-
ple by Medicaid participation.

The assignment rate of non-Medicald par-
ticipants is significantly affected by billed prices
and Medicare reasonable fees. A 1 percent in-
crease In billed charge results in a 2 percent
decrease in the assignment rate. The elasticity
of the assignment rate with respect to the
reasonable fee is 1.4. In general, the elasticity
tfor the total assignment rate is considerably
smaller than it was for the voluntary assignment
rate. In part, this results from the fact that total
assignment rates are greater than the voluntary
assignment rates, sc an absolute change is be-
ing applied to a much larger base. Among
Medicaid participants, increases in reasonabie
fees are not related to increases in the assign-
ment rate, Increases in billed charges have a
significant negative impact on assignment rates,
but the size of the coefficient is much smaller
than it is for non-participants.

One notable difference between the results of
the voluntary and total assignment rate regres-
sions Is in the coefficients on the specialty dum-
mles. Surgeons and internists have significantly
lower total assignment rates than general practi-
tioners. This would result if specialists were less
witling to treat joint Medicare/Medicald patients
than general practitioners. Available evidence for
1975 indicates that mandatory assignment rates
are also substantially lower among internists
and surgeons than among general practitioners.
The proporticn of assigned cases that are volun-
tarily assigned is higher among specialists than
it s among general practitioners, Part of this
may be the result of locational differences be-
tween the specialties, with general practitioners
locating in lower income areas.

Generally, the remaining coefficients were
similar in terms of significance to those found in
the voluntary assignment regressions. Ex-
perience is negatively associated with the
assignment rate. The salaries of empiloyees in
physicians’ offices are not significantly related to
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Table 3
Total Assignment Rate Supply Function

Dependent Variable = LN (Total Assignment Rate)
(t-statistics in parentheses)

Medicaid
Non- Medicaid
Participants Participants
LN(BILLED)} —2.036% — .583#
(3.43) {2.51)
LN(REASO-
NABLE) 1.352% 087
(2.47) (-36)
SURGEON" -4 -.231
(2.14) {6.94)
INTERNIST™ - .4119 =271y
(5.98) (8.44)
WAGE 060 0493
(83 (2.00)
FMG 175 229%
(1.75) {5.11)
EXP — 008 ~ 0044
(2.82) 271
POP (000,000) - 074 1139
{70 (2.28)
DOCSAGED -.025% =020
{(4.36) (727}
YEAR 73 122 —-.034
{1.49) (.90)
YEAR 74 097 - 024
(.09) (:57)
YEAR 75 24120 0102
(1.68) (1.92)
CONSTANT -.826 - .624
R? 07 .08
Standatd error a8 .69
N 1312 2887

* General practitioners represent the omitted
specialty

2 Significant at the .10 level

 Significant at the .05 level
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the assignment rate, and FMG status is signifi-
cant only among Medicaid participants. The
number of physicians per aged population is
negatively associated with the assignment rate,
as It was in the voluntary assignment rate
regressions.

Assignment Rate Simulations

The empirical results of the previous section
provided estimates of the responsiveness of
Medicare assignment rates to changes in
reasonable fees and billed charges. The results
indicate that the assignment rate is sensitive to
changes in the revenue variables, This section of
the paper will simulate the effect on the
Medicare assignment rate of increasing
reasonable charges for all physicians to the
level of Medicare prevailing charges. This policy
alternative will be evaluated in terms of its im-
pact on both the voluntary and total assignment
rate for Medicare services. We will base our
simulations on the estimated coefficients of the
assignment rate equations.

Because this policy strategy entails increasing
the Medicare reasonable fee, it will be necessary
to make some assumptions regarding the rela-
tionship between private prices and Medicare
reasonable charges. The results of our pradicted
price equations and our mode! support the
hypothesis of a positive relation between price
and reasonable fees. However, our predicted
price equations cannot indicate the magnitude
of this relationship, It is reasonable to expect
that the lenger the time period, the greater the
price responsge, in addition, our theoretical
model predicted that the price response to a
change in reasonable fees will be greater among
physicians who do not participate in Medicaid
than among those who do because of the effect

which a change in reasonable fees has on ths in-

tersection of the physiclan’s marginal revenue
curve with the fee recelved in the fixed fee
market. We have therefore simulated the assign-
ni"nent response under four alternative assump-
tions:

1) An Increase in reasonable fees will have no
effect on private prices.

2) A 1 percent increase in the reasonable fee
will result in a .25 percent incraase in billed
charges.

3) A 1 percent increase in the reasonable fee
will result in a .50 percent increase in
private price.

4) A 1 percent increase In the reasonable fee
wifl resuit in a .75 percent increase in
private price.

Calculating the resulting assignment rate under
each of the four assumptions will provide an in-
dication of the sensitlvity of results to the rela-
tionship between private prices and Medicare
reasonable fees.
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We will perform separate simulations for each
of the three specilalties in our sampie. Specialty-
specific simulations are of interest, since
Medicare assignment rates and output levels dif-
ter dramatically by speclalty. Table 4 indicates
the percentage increase in reasonable fees
which would occur if reasonable charges were
increased to the level of prevailing ones.

In calculating the changes In assignment rate
which would occur in such a situation, we
estimated the equivalent percent increase in
reasonable fees for each physician. Using our
estimated regresslon coefficients, we simulated
the new assignment rate for each physician. The
aggregate assignment rate I1s a weighted
average of the assignment rates of each physi-
cian, where the weight is the physician’s total
Medicare output for 1975.

Table 4

Percent Increass In Rsasonable
Fees for Pollcy Option
(1975 data)

Raise Reasonable
Fees to Level of
Prevaillng Fees

(in percents)

General Practitioners

Medicaid
non-participants 16.1
Medicaid participants 19.1
General Surgeons
Medicaid
non-participants 12.3
Medicaid participants 10.6
Internists
Medicaid
non-participants 12.6
Medicaid participants 146
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Table 5 presents the simulated assignment
rates of general practitioners, general surgeons,
and internists for each assumption regarding the
relationship of prices and reasonable fees. The
simulations indicate that the assignment rates
. wlll increase the most if we assume that prices
will not respond to an increase in the reasonable
charge. Assuming the etasticity of price with
respect to reasonable fee of .5 among all physi-
cians, we find that increasing reasonable fees to
the leveal of prevailing ones wil! increase the
voluntary assignment rates of general practl-
tioners not participating in Medicaid from 18.1 to
24.9 percent. It will increase thelr total assign-
ment rate from 33.4 to 35.4 percent. The volun-
tary assignment rates of general practitioners
participating in Medicaid will increase from 42.4
to 44.6 percent. Due 10 the larger coefficient on
price, and assuming a .5 elasticity, an Increase
in reasonable faes will actually decrease the
total assignment rates of general practitioners
who do participate in Medicaid.,

Again assuming a .5 elascticity of price with
respect to reasonable fees, we find that increas-
ing them to the level of prevalling fees wiil in-
crease the voluntary assignment rates of general
surgeons not participating in Medicaid from 24.7

to 34.2 percent. Their total assignment rates
would increase 6 percent (from 35.2 to 37.3 per-
cent). General surgeons participating in
Medicaid would Increase their asslgnment rates
from 42.9 to 44.6 percent. Aggregating both the
Medicaid participants and non-participants, we
find that the voiluntary assignment rate would in-
crease slightly. The total assignment rate would

‘decrease slightly under such a policy. Since the

estimated coefficients in the regression model
were the same for each specialty, the dif-
ferences in the simulated assignment rates
reflect the different specialty-specific assign-
ment rates prior to the policy change as well as
speclalty differences in the percent Increass in
reasonable fees from each policy alternative.
Among internists, the voluntary assignment
rates of physicians not participating in Medicaid
will increase from 15.7 to 20.5 percent (assuming
an elasticity of .5) if reasonable fees were raised
to the level of prevalling ones. The total assign-
ment rate would increase much more moderate-
ly, from 25.8 to 27.2 percent. As with the other
specialties, the majority of internists participate
in Medicaid. Thus, the aggregate assignment
rate response will be much smaller than the
rasponse for physicians who don't participate.

Table 5
Simulations of Medicare Assignment Rates

Voluntary Assignment Rate

Total Assignment Rate

Raise Reasonable Fees  Medicaid Medicaid ;
10 Level of non- pg‘,ﬁg{gg'ﬁts Totai non- pg‘rﬁg',ggﬁs Total
Prevailing Fees participanis participants
General Practitioners
Case 1 {no price
response) 34.4 56.5 53.2 4.5 64.5 61.1
Case 2 {25 selasticity) 29.7 50.6 43.0 38.5 62,7 £9.1
Case 3 (.50 elasticity) 249 44.6 41.6 35.4 61.0 57.2
Case 4 (.75 elasticity) 20.1 386 328 325 59.2 55.2
Actual 1975 Assighment
Rate 18.1 42.4 38.8 33.4 63.7 59.2
General Surgeons
Case 1 47.6 53.7 51.9 439 56.6 53.8
Case 2 40.9 49.1 46.6 40.7 55.4 51.0
Case 3 34.2 44.6 41.5 37.3 54.2 49.1
Case 4 27.5 40.1 36.3 341 530 47.3
Actual 1975 Assignment
Rate 24.7 429 374 35.2 55.9 49.7
Internists
Case 1 27.3 384 35.2 31.0 47.0 42.4
Case 2 23.9 34.5 314 29.1 45.8 41.0
Case 3 205 30.7 27.7 27.2 446 39.6
Case 4 17.1 26.9 241 25.3 435 38.2
Actual 1975 Assignment
Rate 15.7 29.3 25.4 258 46.1 40.2
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For all of the simulations, we are assuming
that the price response to a change in
reasonable fees is the same for both Medicaid
participants and non-participants. As our
theoretical model pointed out however, those not
particlpating in Medicaid are expected to exhibit
a larger price response to a change in
reasonable fees than are participants. In reality
therefore, we might exhiblt a price elasticity
response of .75 for non-Medicaid participants
and one of .25 for the Medicald participants. The
50 elasticity may thus represent an understate-
ment of the assignment rate response of
Medicaid participants and an overstatement of
the response of non-participants.

The effect of this differential response by
physiciang is unclear. Medicaid-participating
physicians account for a larger share of the
Medicare market, not only In terms of numbers
but also in terms of Medicare output per physi-
cian. Their assighment rates are less responsive
to a change in reasonable fees than are the
assignment rates of physicians not partlcipating
in Medicaid. Thus one would initially expect a
relatively small Increase In assignment rates
from all physicidns, when a large proportion of
them participate in Medicald and when they ac-
count for a large proportion of total output.
However, private price response to a given
change in reasonable fees should be lower
among physicians participating in Medicaid than
among those not participating. The effect on
reducing non-assigned demand {and hsence part
of the denominator of the assignment rate} from
a given Increase in reasonable fees should
therefore be greater among physicians who do
not participate in Medicaid than among those
who do. (Non-assigned demand will decline more
as the elasticity of price with respect to a
change in reasonable fees increases). Glven
these results, it Is not possible to determine
which group of physiclans wlll experience a
larger Increase in price from a given change in
reasonable fees.

Summary and Conclusions

This paper has investigated the effect of
private prices and Medicare reasonable fees on
toth the voluntary and total Medicare assign-
ment rates of physicians. Because Medicare
assignment rates are an Important indicator of
the cut-of-pocket cost burden for medical ser-
vices on the elderly, increases in assignment
rates are desirable, since they reduce this
burden.

Using a simple theoretical model which
viewed the physician firm as a monopolistic
competitor, we were able to predict the assign-
ment rate responses of certain groups of physi-
cians to changes in private prices and Medicare
reasonable fees. The theoretical model was
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useful in pointing out that physiclans par-
ticipating in both Medicald and Medicare should
exhibit different responses to changes In the
price variables than physicians who participate
only in the Medicare market. In brief, the assign-
ment rates of Medicaid particlpating physicians
were not expected to reaspond positively to in-
creases in reasonable fees.

A second important implication of the model
was that increases in reasonable fees would in-
duce physicians to increase the private price of
their services. The magnltude of this response
depends on the elasticity of the demand curve
facing the physiclan. Because of the relationship
between price and reasonable charges, any ef-
fort to close the gap between the two revenue
variables by raising reasonable charges will be
met by further increases in price.

Finally, the model pointed out that a change
in reasonable feas will affect demand for ser-
vices as well as supply. Assuming price is con-
stant, increasing reasonable fees will reduce
quantity demanded among assigned patients
and increase the quantity of physiclans services
demanded by non-assigned patients. The assign-
ment rate is dependent on the relative sizes of
asslgned and non-assigned output. Thus, assign-
ment rates may rise or fall in response to an in-
crease in reasonable fees, depending on what
happens 10 both assigned and non-assigned out-
put. The uncertaln regponse of price to the in-
crease in reasonable fees further complicates
the issue, )

Qur emptrical rodel estimated the elasticity
of the assignment rate to private prices and
reasonable fees. We estimated assignment rate
regressions using as a dependent variable the
physicians’ Medicare assignment rate defined in
terms of RVS units. Our results indicate that the
RVS asslgnment rates of physicians not par-
ticipating in Medicaid are positively related 1o
the Medicare reasonable fee. A 1 percent in-
creass ip reasonable fees will induce a 5.1 per-
cent increase in the voluntary assignment rates
of these physicians and a 1.4 percent increase in
their total assignment rate. A similar increase in
billed charge will reduce the voluntary assign-
ment rate by 6.0 percent and the fotal assign-
ment rate by 2.0 percent. Assignment rates of
physicians participating in Medicaid exhibit a
much smaller rasponse to changes in the
revenue variables, although the response is in
the same directlon. A 1 percent increase in
reasonable fees will increase the voluntary
asslgnment rate by 1.7 percent but will not
significantly affect the total assignment rate of
these physicians. An equivalent increase in
billed charge will reduce the voluntary assign-
ment rate by 2.8 percent and the total assign-
ment rate by .6 percent.

Using the regression results from our RVS
assignment rate equations, and assuming a
number of different relationships between prices
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and reasonable fees, we predicted specialty-
specific assignment rates under a policy option
which would raise reasonabie fees to the level of
prevailing ones. Given the simulation results, it
appears that physicians would not increase their
assignment rates substantially if reasonable
fees increase between 11 and 20 percent. In ad-
dition, such an increase would increase
Medicare program costs significantly. It would
also increase the out-of-pocket cost to Medicare
voluntary-assigned beneficiarles because of the
coinsurance rate. This should lead to a decline
in the amount of services demanded at the
reasonable fee. An increase in the reasonable
charge will initially lower the out-of-pocket costs
of non-assigned beneficiaries. However, this
reduction in out-of-pocket costs will be limited
because of the relatlonship between prices and
reasonable fees,

Although the simulation results do not predict
a substantial increase in the assignment rate
from raising reasonable fees to the level of
prevaillng ones, improvements in medical care
access among the elderly may still occur. In-
creasing the Medicare reasonable fee should in-
crease physiclan willingness to participate in the
Medicare program and may therefore increase
Medicare output. Because an increase in
reasonable fees will also reduce the price of
non-assigned services, both assigned and non-
asslgned output may increase. The result could
be little or ne change in the assignment rate,
although access might be improved con-
siderably,

Also, since the time period covered by this
study, there has been a signiflcant change in the
determination of reasonable fees. The economic
Index went inte effect in 1976 and acts to con-
strain the rate of increase in Medicare prevailing
feas. (Thus the difference between reasonable
fees and the effective prevailing fee is smaller
than it Is in this study). Assuming physicians in-
crease their private fees at a rate greater than
that permitted by the index, the result will be a
movement toward the use of a fee schedule in
the Medicare market. The index will algo modify
the relationship between a physician’s private
price and hisfther reasonable fee, so that current
increases in private prices will have a smaller
impact on the future value of a physician’s
Medicare reasonable fee than was the case
under the CPR system. The long run impact of a
Medicare fee schedule on the availability of
Medicare services will depend on the Medicare
fee level relative to the physician’s private
market price. In areas where the gap between
the fee schedule and private price widens con-
siderably, we may see a decline in the will-
ingness of physicians to provide Medicare ser-
vices on assignment.

The simutations in this paper have been per-
formed assuming that any poiicy changes which
increase Medicare reasonable fees would be ap-
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plied to all Medicare claims. Another alternative
is 10 apply a bonus to claims taken on assign-
ment conly. In terms of the model, such a policy
would eliminate the increase in non-assigned de-
mand resulting from an increase in reasonable
fee, This effect would, in turn, reduce the price
response to a reasonable fee change among
physicians not participating in Medicald, and
should eliminate any response among Medicaid
participants. The result would he a larger in-
crease in assignment rates at a lower total cost
to the program than that which would occur
when reasonable fees are raised for all Medicare
services.

In this paper, we have focused exclusively on
the Medicare assignment rate and how changing
reasonable fees would affect It. While we cur-
rently do not know the private price impact of in-
creasing reasonable fees, or the behavior of
physicians under some of these alternative
policy measures, this study has furthered our
understanding of the nature and complexity of
the problem. By understanding the impact that a
variety of different factors have on altering the
distribution between assigned and non-assigned
output, we gain additional insight into the
response of physicians to alternative reimburse-
ment strategles and the effect that changes in
policy will have on the medical care cost burden
of the elderly.
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