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Abstract

The foundation of the U.S. health care system is a workforce of highly

competent doctors who are prepared to provide the highest quality

health care when they enter practice. However, there is increasing con-
cern that the current system for training doctors following graduation

from medical school falls short in terms of producing an adequate

workforce to meet the nation’s changing health care needs. Reforming

the graduate medical education system will require accurate data on

the true costs of training physicians, greater oversight and account-
ability, and a transition from the current outdated financing system

that is based mainly on federal support to a system that is more eq-
uitably distributed among stakeholders and where the funding is con-
trolled by the states and follows the trainee.

he U.S. health care system has some of the most highly qualified,

competent doctors in the world, and the care that they provide is
generally as good as—and in many cases, superior to—that in other
nations. However, America’s current system for training doctors
after graduation from medical school needs substantial reform.

The primary deficiency is an uncoordinated and outdated
financing system that fails to foster the kind of health care work-
force needed to keep pace with the changing demographic and epi-
demiological profile of America’s patient population. The graduate
medical education (GME) system falls short in both the number of
doctors trained and their distribution by specialty and geography.

The good news is that private accreditation and certification enti-
ties are already actively pursuing reforms to basic GME standards
and training methods—without the need for government interven-
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KEY POINTS

m Although the U.S. graduate
medical education (GME) sys-
tem produces highly competent
doctors, it is encumbered by a
50-year-old financing structure
that is disproportionately based
on federal funding and a payment
system that largely supports the
parochial interests of the training
institutions rather than national
health care workforce needs.

m GME financing should be consoli-
dated into one funding stream
that reflects the actual costs of
training residents.

m States will be more responsive
than the federal government to
local needs. Therefore, gov-
ernment GME funding should
be allocated to the individual
states according to agreed-
upon criteria.

m Having the funds follow the
trainee rather than directly fund-
ing training programs would
force teaching institutions to be
more rigorous and transparent
in accounting for the total costs
of training residents and spur
them to demonstrate the value in
their programs.

m GME financing should be more
stable and equitable.
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tion. Yet, for revised medical education standards
and methods to be truly effective, those changes
must be accompanied by complementary reforms
to GME financing, governance, and accountabil-
ity—all of which are still lacking. Federal and state
lawmakers need to tackle this second set of issues
because government funding heavily influences
the basic structure and performance of America’s
GME system.

Lawmakers should pursue a reform agenda based
on four principles:

= Government funding should be consolidat-
ed. Any government support for GME should be
in the form of a single payment stream, and pay-
ments should be based on the combined direct
and indirect expenses associated with the train-
ing programs.

m States should manage public GME funding.
While the vast majority of public funding for
GME comes from the federal government, state
governments are in a better position to manage
public funding of GME more effectively.

= Funding should follow the trainee. The pur-
pose of public GME funding should be to meet
the public need for qualified medical profession-
als, not the parochial revenue needs of teach-
ing institutions.

m Federal funding should encourage, not sup-
plant, state and private-sector support. As
appropriate, the burden of GME funding should
be realigned across all relevant stakeholders.

The History of Graduate
Medical Education

Calls for substantial reform of GME are not new.
Among others, the Commission on Graduate Medi-
cal Education in 1940, the Millis and Coggeshall
reports in 1966, the Medicare Payment Advisory
Committee in 2010, and, most recently, the Institute
of Medicine (IOM) in areport published in July 2014
have called for reform. Given that the past century

witnessed significant and rapid advances in medical
science, periodic calls to reform medical education
to keep pace should not be surprising.

Indeed, the first systemic redesign of American
medical education dates back to the reformist era at
the turn of the 20th century. In 1904, the American
Medical Association (AMA) established the Coun-
cil on Medical Education, which led to Abraham
Flexner’s extensive survey of medical schools and
their educational standards and practices. Flexner’s
report was published in 1910 and became the cata-
lyst for a sweeping transformation and standardiza-
tion of what is now known as undergraduate medi-
cal education (UME), the period of study leading to
amedical degree.!

Opportunities for postgraduate medical edu-
cation existed as early as the mid-19th century,
although widespread adoption of a period of train-
ing in a formal residency program as the preferred—
and eventually the only—path to becoming a board-
certified doctor was largely a post-World War II
phenomenon. For instance, surgical residency pro-
grams existed as early as 1889. However, during
most of the first half of the 20th century, the major-
ity of surgeons entered general practice before gain-
ing surgical expertise through informal methods
such as apprenticeships, educational opportunities
in Europe, short courses, or performing progres-
sively more complex operations on surgical patients
in their practices.?

In 1913, Pennsylvania was the first state to
require a one-year rotating internship after gradu-
ation from medical school as a prerequisite for phy-
sician licensure—something that is now a minimum
requirement in all states. Physician specialty boards
began to proliferate in the 1920s and 1930s, and dur-
ing World War I1, board-certified doctors were given
higher rank, better pay, and better assignments in
the armed forces.

Before 1940, hospitals directly paid for physician
internships and residency training, without govern-
ment subsidies and passed the cost onto patients in
the form of higher fees.

After World War II, the Veterans Administration
(VA) ruled that living expenses incurred during resi-

1. Abraham Flexner, Medical Education in the United States and Canada: A Report to the Carnegie Foundation for the Advancement of Teaching (New
York: Carnegie Foundation, 1910), http://archive.carnegiefoundation.org/pdfs/elibrary/Carnegie_Flexner_Report.pdf (accessed December 1, 2014).

2. JohnS. O'Shea, "Becoming a Surgeon in the Early 20th Century: Parallels to the Present,” Journal of Surgical Education, Vol. 65, No. 3
(May-June 2008), pp. 236-241, http://www.jsurged.org/article/S1931-7204(07)00292-9/pdf (accessed December 1, 2014).
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dency training of veterans pursuing careers in medi-
cine were reimbursable under the GI Bill (Service-
men’s Readjustment Act of 1944), thus providing the
first government financial support for GME. In addi-
tion, the Hill-Burton Act of 1946 provided federal
funding for expanding the number and size of com-
munity hospitals, with the side effect of enabling the
hospital system to accommodate a growing number
of interns and residents. Consequently, the number
of positions available in graduate physician training
programs in the U.S. expanded at aremarkable rate.?

With the passage of Medicare
and Medicaid in 1965, federal
funding for GME became part of
the mandatory spending in those
entitlement programs.

With the passage of Medicare and Medicaid in
1965, federal funding for GME became part of the
mandatory spending in those entitlement programs.
However, Congress intended that to be a tempo-
rary measure until a more suitable source of fund-
ing could be found. A congressional report at that
time stated:

Educational activities enhance the quality of
care in aninstitution, and it is intended, until the
community undertakes to bear such education
costs in some other way, that a part of the net cost
of such activities (including stipends of trainees,
as well as compensation of teachers and other
costs) should be borne to an appropriate extent
by the hospital insurance program.*

Thus, the original congressional intent was two-
fold. First, the funding was meant to support both
educational and patient care activities. Second, the
arrangement was not meant to be permanent.
Between 1965 and 1983, Medicare supported
GME through Direct GME (DME) payments to hos-

pitals to defray the cost of resident and faculty sala-
ries and related overhead expenses. In 1983, Medi-
care implemented the hospital Prospective Payment
System (PPS), which reimburses hospitals for fixed
amounts per case based on the patient’s diagnosis
and other factors, such as severity of illness. Medi-
care continued to pay for DME, but added an adjust-
ment to the PPS rate, the Indirect GME (IME) pay-
ment, because it was felt that the PPS system did
not adequately reflect the higher cost of caring for
patients in teaching hospitals.

Partially in response to warnings of a physician
surplus, as well as to address growth in the cost of
Medicare GME funding, the Balanced Budget Act
of 1997 (BBA) included several provisions related
to GME. The most significant provision capped the
number of Medicare-funded allopathic and osteo-
pathic residency slots at 1996 levels. This cap has
remained in place ever since.

In addition, the Medicare funding formulas for
calculating each hospital’s GME payments for both
DME and IME include as a variable the share of the
hospital’s patients that are Medicare enrollees. This
policy is consistent with the original congressional
intent that the Medicare program should pay “to
an appropriate extent” for GME costs associated
with treating Medicare patients. However, trainees
in Medicare-funded programs treat a substantial
number of non-Medicare patients and are under no
obligation to offer their services to Medicare ben-
eficiaries once they enter practice. Furthermore,
while this policy can be viewed as roughly equitable
in relation to Medicare’s share of total U.S. hospital
spending, it also has the effect of placing residency
programs in hospitals with few Medicare patients—
most notably, children’s hospitals and some safety
net hospitals—at a distinct disadvantage.

Congress responded to some of those concerns
by enacting the Health Research and Quality Act
in 1999, which established the Children’s Hospital
Graduate Medical Education program, under which
the Health Research and Services Administration
makes DME and IME payments to freestanding chil-
dren’s hospitals with accredited residency programs.

3. JohnS. O'Shea, “Individual and Social Concerns in American Surgical Education: Paying Patients, Prepaid Health Insurance, Medicare and
Medicaid,” Academic Medicine, Vol. 85, No. 5 (May 2010), pp. 854-862,
http://journals.lww.com/academicmedicine/Fulltext/2010/05000/Individual_and_Social_Concerns_in_American.34.aspx

(accessed December 1, 2014).

4, S.Rep. 404, 89th Cong., st Sess., p. 36 (1965), and H.R. 213, 89th Cong., 1st Sess., p. 32 (1965).
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However, funding for the program is not mandatory
and instead depends on the annual appropriations
process. Congress must also reauthorize the pro-
gram every five years.

GME funding also comes from Medicaid on a vol-
untary basis. If a state includes GME funding in its
budget, the federal government will provide match-
ing funds according to the Federal Medical Assis-
tance Percentage, a formula that is based on state
per capita income. In 2014, the federal government
covered 50 percent to 69 percent of those costs.’
However, not all states include funding for GME in
their Medicaid budgets, and the number of partici-
pating states has declined in recent years due to fis-
cal constraints. In addition, many states are expand-
ing their Medicaid managed-care programs, and the
effect this will have on state-level support for GME
remains unclear.b

Medicaid GME funds are mainly distributed
through add-ons to payments for inpatient and out-
patient services and managed-care capitation rates.
However, states have greater flexibility than the fed-
eral government in determining the types of provid-
ers (physician and non-physician), organizations,
and training settings that are eligible for support.

Current Financing of GME
GME funding comes from several sources.
Government Funding. The most recent avail-
able estimates show that the single largest contrib-
utor to government funding of GME in 2012 was
Medicare ($9.7 billion), followed by Medicaid ($3.9

billion) and the Veterans Administration ($1.4 bil-
lion). The Health Resources and Services Adminis-
tration also spends $464 million per year on GME-
related programs.”

As noted, since the adoption of the Medicare
hospital prospective payment system in 1983, the
program has provided two separate GME funding
streams to teaching hospitals:

1. DME funding for a share of the residents’ and fac-
ulty’s salaries, benefits, and related administra-
tive expenses; and

2. IME funding to help to defray the presumed
additional costs of providing patient care associ-
ated with residency programs. Of the $9.7 billion
Medicare paid to acute care teaching hospitals
for GME in 2012, about $6.8 billion (70.8 percent)
was via the IME adjustment and $2.6 billion was
in DME payments (29.2 percent).®

While Medicare has funded GME since the pro-
gram’s inception, the stability of that funding is
increasingly in doubt. Recent reports have proposed
significant cuts to GME funding as part of deficit
reduction strategies.’ In addition, although the Con-
gressional Budget Office projects a slightly less dire
outlook for the Medicare Trust Fund, it still fore-
casts that the fund will be depleted by 2030.%°

Furthermore, because Medicare accounts for
approximately two-thirds of all federal and state
government funding of GME, Medicare’s payment

5. U.S. Department of Health and Human Services, “Federal Financial Participation in State Assistance Expenditures; Federal Matching Shares
for Medicaid, the Children’s Health Insurance Program, and Aid to Needy Aged, Blind, or Disabled Persons for October 1, 2014 Through
September 30, 2015," Federal Register, Vol. 79, No. 13 (January 21, 2014), http://aspe.hhs.gov/health/reports/2014/FMAP2015/fmap15.cfm

(accessed December 1, 2014).

6. Tim M. Henderson, “Medicaid Graduate Medical Education Payments: A 50 State Survey,” 2013, Association of American Medical Colleges,
https://members.aamc.org/eweb/upload/Medicaid%20Graduate%20Medical%20Education%20Payments%20A%2050-State%20Survey.pdf

(accessed December 1, 2014).

7. Jill Eden, Donald Berwick, and Gail Wilensky, Graduate Medical Education That Meets the Nation’s Health Needs (Washington, DC: National
Academies Press, 2014), p. 3-2, http://www.nap.edu/catalog/18754 /graduate-medical-education-that-meets-the-nations-health-needs

(accessed December 16, 2014).
Ibid., p. 64, Table 3-1.

For example, see National Commission on Fiscal Responsibility and Reform, “The Moment of Truth,” December 2010,
http://www.fiscalcommission.gov/sites/fiscalcommission.gov/files/documents/TheMomentofTruth12_1_2010.pdf (accessed December 1, 2014).

10. Congressional Budget Office, The 2014 Long-Term Budget Outlook, July 15, 2014, p. 43,

http://www.cbo.gov/sites/default/files/cbofiles/attachments/45471-Long-TermBudgetOutlook_7-29.pdf (accessed December 2, 2014). See
also Robert E. Moffit and Alyene Senger, “The 2014 Medicare Trustees Report: A Dire Future for Seniors and Taxpayers Without Reform,”

Heritage Foundation Issue Brief No. 4256, August 1, 2014,

http://www.heritage.org/research/reports/2014,/08/the-2014-medicare-trustees-report-a-dire-future-for-seniors-and-taxpayers-without-

reform.
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policies have a substantial, if not disproportionate,
effect on the cost and structure of America’s entire
graduate medical education system.

Private Funding. GME is also supported to an
unspecified degree by private sources, including
hospitals, universities, physician organizations, and
faculty practice plans. Private insurers also support
GME indirectly when they pay teaching hospitals at
rates higher than those paid to other hospitals.

Although private funding of GME is difficult to
track precisely, there are indications that it is sub-
stantial and has grown significantly over the past 15
years. A key piece of evidence is that the number of
residency slots has increased significantly since 1997
despite the BBA cap on the number of Medicare-
funded residency positions.

According to a 2013 report by the Rand Corpora-
tion, although the total number of residents slowed
when the Medicare limits were first put into effect,
the number of GME programs and residency slots
have steadily increased since the 2002 academic
year at a rate similar to the rate before the Medicare
residency cap in 1997. Between 2003 and 2013, the
number of programs increased by 16 percent, and
the number of residency slots grew by 17.5 percent.!

While support for GME from private payers is
assumed to be included in their reimbursements to
teaching hospitals for patient care—that is, higher
payments for services furnished by teaching hospi-
tals relative to payments for the same services fur-
nished by other hospitals—information on aggregate
funding amounts, payment differentials, payment
trends, and how the funds are usedis entirely opaque.
Consequently, it is currently impossible either to
definitively assess the equity of public versus private
GME funding or to accurately identify any trends in
private GME financing.

Indeed, the need for more comprehensive and
reliable data on private GME funding has taken on
new importance since implementation of the Afford-
able Care Act (ACA), commonly known as Obam-

acare. The legislation’s expansion of Medicaid and
requirement that lower-income exchange enrollees
be offered plans with very limited patient cost shar-
ing has resulted in a number of insurers adopting
narrower provider networks, which in some cases
exclude teaching hospitals.”> While the extent and
duration of this phenomenon are still unclear, it
would negatively affect private funding of GME if it
proves to be a significant and long-term change in
private insurer behavior.

Problems with the Current System

On a fundamental level, there are ongoing and
reasonable discussions about the policy goal of
including GME funding in the original Medicare
legislation, whether the current level of funding is
appropriate, and whether the government should
continue to finance GME. The case has been made
that government support of the training of doctors
may not be appropriate since the government does
not support the training of other professionals, such
as architects or engineers. In fact, if Medicare had
not been a funder for the past 50 years, current dis-
cussions would not likely recommend that the feder-
al government should now assume that role."® Aside
from debates about the proper role of government,
the issues in GME funding include not merely those
of aggregate size or the division of responsibility
among public and private payers, but also the effects
of GME payment policies on medical education in
general and on the health profession’s workforce.

Geographic Disparities. Among the effects
are wide geographic variations in GME funding
that produce significant differences among states
in the number of Medicare-funded residents, even
after adjusting for differences in population density.
For instance, the number of Medicare-funded resi-
dents per 100,000 population is 77 in New York, but
only 19 in California, 14 in Florida, and just three in
Arkansas. In addition, when viewed on a state-by-
state basis, Medicare GME payments do not reflect,

1. Barbara O. Wynn, Robert Smalley, Kristina M. Cordasco, “Does It Cost More to Train Residents or to Replace Them? A Look at the Costs and
Benefits of Operating Graduate Medical Education Programs,” RAND Corporation, 2013, p. 1,
http://www.rand.org/pubs/research_reports/RR324.html (accessed December 2, 2014).

12.  Rebecca Peters and John Holahan, “Narrow Networks, Access to Hospitals and Premiums: An Analysis of Marketplace Products in Six Cities,”
Urban Institute, October 2014, http://www.urban.org/UploadedPDF/413282-Narrow-Networks-Access-to-Hospitals-and-Premiums.pdf

(accessed December 16, 2014).

13.  Chris Fleming, “Rethinking Graduate Medical Education Funding: An Interview with Gail Wilensky,” Health Affairs, September 9, 2014,
http://healthaffairs.org/blog/2014,/09/09/rethinking-graduate-medical-education-funding-an-interview-with-gail-wilensky/

(accessed December 2, 2014).
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for example, recent population growth in the South
and West.

Furthermore, the current formula also results in
widely different per-resident payments depending
on the state. For example, the federal government
pays Louisiana teaching institutions $64,000 per
year to train each resident while the per-resident
payment in Connecticut is $155,000.'

Among the effects are wide geographic
variations in GME funding that
produce significant differences among
states in the number of Medicare-
funded residents, even after adjusting
for differences in population density.

Workforce Needs. Another major concern is that
the specialty mix of residency positions, particularly
those added in recent years, may not match health
care workforce needs. Forinstance, between 1996 and
2011, the number of primary care residents increased
8.4 percent compared with a 10.3 percent increase in
residency slots in other pipeline specialties and a 61.1
percent increase in subspecialty residents.””

In fact, GME funding flows are generally not
linked in any way to current or future health care
workforce needs. This issue has become even more
salient in recent years because the number of Medi-
care-funded residencies is still subject to the 1997
cap, which was based on an assessment of work-
force adequacy that is now nearly two decades out of
date. The resulting mix of specialty and subspecialty
training slots is the aggregate product of decisions
made by the various teaching institutions—each
pursuing its own interests—rather than a response
to any overarching national or state assessment of
workforce needs. Furthermore, so long as Medicare
remains the dominant source of government GME
funding and continues essentially automatically to

pay contingent only on a program being accredited,
teaching institutions will lack incentives to adjust
their mix of residency slots to meet workforce needs.

Paucity of Data. A glaring deficiency in the cur-
rent GME system is the absolute scarcity of data.
Much of the data needed to answer even basic ques-
tions, much less to make informed recommenda-
tions for the future, remain either uncollected or
inaccessible. Undertaking meaningful reforms of
GME will require, at a minimum, data on the true
costs and benefits of residency programs to their
sponsoring organizations, detailed analyses of cur-
rent funding sources, better assessments of current
and future health care workforce needs, and analy-
ses of the trends in health care payments, delivery
system structures, and new technologies that are
reshaping the health care marketplace in ways that
affect GME.

Lack of Oversight and Planning. The recent
Institute of Medicine report also pointed out the lack
of a federal entity with the responsibility to coordi-
nate and oversee all federal GME funding and the
corresponding absence of a plan for ensuring that
the $15 billion in annual taxpayer funding for GME
is spent in ways that will meet the nation’s health
care workforce needs.’ The current federal coordi-
nation and planning are limited and fragmented and
include the following entities:

m The Council on Graduate Medical Education is
a federal board established in 1986 to advise the
Secretary of Health and Human Services and
Congress on relevant GME issues, but it has no
supervisory or regulatory authority.

m The Medicare Payment Advisory Commission is
an independent advisory commission that pro-
vides analysis and advice on all aspects of Medi-
care spending, including GME funding. Yet GME
funding is a relatively minor focus for the com-
mission because it constitutes only about 2 per-
cent of Medicare spending.

14. Fitzhugh Mullan, Candice Chen, and Erika Steinmetz, “The Geography of Graduate Medical Education: Imbalances Signal Need for New
Distribution Policies,” Health Affairs, Vol. 32, No. 11 (November 2013), pp. 1914-1921,
http://content.healthaffairs.org/content/32/11/1914.full.html (accessed December 2, 2014).

15.  The term “pipeline specialty” refers to programs that include a period of training, lasting three years to five years, leading to initial board

certification. In contrast, subspecialty programs generally include an additional period of fellowship training beyond the initial period.

16. Eden et al., Graduate Medical Education That Meets the Nation's Health Needs, p. 107.
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m The National Health Care Workforce Commis-
sion was created under the ACA to analyze and
offer policy advice on the health care workforce,
including GME. However, Congress has not
appropriated any funding for this new commis-
sion, so it remains inactive.

m The Bureau of Health Professions in the Health
Resources and Services Administration is also
involved in analyzing the health professions
workforce, but does not have a direct link to
the Centers for Medicare and Medicaid Ser-
vices (CMS) and has had minimal influence on
GME policy.

m The CMS plays a largely passive role in GME gov-
ernance. Although training programs must be
accredited to receive funding from Medicare, the
funding is determined by payment formulas and
thus essentially operates on autopilot.

Involvement in GME by private-sector organi-
zations focuses on standards and accreditations for
GME programs and related board certification of
physicians.” The U.S. GME system trains graduates
of American medical schools and U.S. citizens who
are international medical graduates, attracts other
medical graduates from around the world, and large-
ly produces highly competent physicians. Recently,
however, there has been some concern that gradu-
ates of American residency programs “often lack
sufficient training and experience in care coordina-
tion, team-based care, costs of care, cultural compe-
tence, and quality improvement.”® The private enti-
ties involved in accreditation and certification have
been responsive to these criticisms and have intro-
duced core competencies and other initiatives into
the training process to address deficiencies—with-
out the need for direct government oversight or reg-
ulation. The principal private organizations in this
areaare:

m The Accreditation Council for Graduate Medical
Education (ACGME), which sets standards for
residency education programs “in 140 specialty
and subspecialty areas of medicine” and enforc-
es those standards through an accreditation
process conducted by its 28 Residency Review
Committees;"

m The American Board of Medical Specialties,
which assists the 24 approved medical specialty
boards in developing and using standards for the
evaluation and certification of physicians;

m The Bureau of Osteopathic Specialists and the
Council on Osteopathic Postdoctoral Training—
both funded by the American Osteopathic Asso-
ciation—which performs similar functions for
Doctors of Osteopathy; and

m The Educational Commission for Foreign Medi-
cal Graduates (ECFMG), which oversees interna-
tional medical graduates in American postgradu-
ate training programes.

While these private organizations perform
essential roles in establishing, enforcing, and updat-
ing standards for postgraduate medical education,
they are not in a position to directly guide either
public or private funding of GME, although their
standards and decisions indirectly influence fund-
ing decisions made by public and private payers.

Insufficient Accountability. Given the lack of
data, it is not surprising that there is little account-
ability attached to the substantial government
funding of GME programs. Ideally, GME programs
should need to demonstrate that they are produc-
ing not only physicians with the appropriate level of
knowledge and skills to enter practice in their cho-
sen disciplines, but also the proper number and mix
of physicians required to meet the nation’s health
care needs.

17.  Although board certification does not carry the same legal obligation as state licensure, most physicians pursue certification because it is
a standard generally used by hospitals and insurers. According to the American Board of Medical Specialties (ABMS), more than 800,000
doctors are board certified by an ABMS Member Board—a figure that equates to between 80 percent and 85 percent of all doctors licensed
in the U.S. See American Board of Medical Specialties, “Board Certification Editorial Background What Does It Mean If a Doctor is Board

Certified?” March 29, 2013,

http://www.abms.org/News_and_Events/Media_Newsroom/pdf/ABMS_EditorialBackground.pdf (unavailable December 2, 2014).
18. Eden et al., Graduate Medical Education That Meets the Nation's Health Needs, p. 46.
19. Accreditation Council for Graduate Medical Education, "About ACGME,” https://www.acgme.org/acgmeweb/tabid/116/About.aspx

(accessed December 2, 2014).
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With respect to the first part of this two-part test,
the positive news is that the private accreditation
and certification bodies seem to be doing a good job
of training competent physicians and responding to
deficiencies when they arise. It is encouraging that
educational reform efforts are underway—through
initiatives such as the ACGME’s Next Accreditation
System—to develop outcome measures for GME pro-
grams that supplement or even replace the process
measures currently used to evaluate programs. This
project envisions permitting GME programs suffi-
cient flexibility to innovate in how they achieve the
desired outcomes.?® If program improvements are
linked to funding, they also have the potential to
accelerate the overall pace of change in GME train-
ing. Moreover, moving to competency-based, rather
than time-based, training standards should general-
ly result in better and more efficient GME programs.

There is little accountability attached
to the substantial government
funding of GME programs.

Producing the right mix of physicians is the
more challenging part of this two-part test. Simply
increasing the number of residency positions will
not address the issues of specialty and geograph-
ic maldistribution.

Without question, medicine has become increas-
ingly sub-specialized in recent years. Between 1999
and 2013, the number of different specialty certifi-
cates issued by the American Board of Medical Spe-
cialties increased from 84 to 145.* However, simply
discouraging sub-specialization is not the answer
because sub-specialization produces true experts
who can provide cutting-edge treatments and many
important clinical breakthroughs occur in the
sub-specialties.

Addressing geographic disparities will require
both offering the appropriate number of residency
slots to prepare doctors to work in rural and other
underserved areas of the country as well as attract-
ing doctors to practice in those areas. Accomplish-

ing the latter will likely entail introducing incen-
tives and identifying candidates before they enter
residency training, i.e., during medical school or
even earlier.

A GME Reform Agenda

The good news is that many of the necessary
GME reforms—particularly those involving pro-
gram accreditation, curriculum development, and
assessment of individual trainees—do not require
new legislation or regulations. Private organizations
are already undertaking much of what is needed in
these areas.

Federal and state lawmakers should instead
focus on making the public financing and gover-
nance of GME more transparent and accountable.
In designing these reforms, lawmakers should be
guided by four basic principles:

1. Government funding should be consolidat-
ed. Any government support for GME should be
in the form of a single payment stream, and pay-
ments should be based on the combined direct
and indirect expenses associated with train-
ing programs.

2. States should manage public funding of
GME. While the vast majority of public fund-
ing for GME comes from the federal government,
state governments are better positioned to man-
age public funding of GME more effectively.
Because states license and regulate health care
professionals and institutions, states are bet-
ter able to coordinate training standards with
licensure and practice standards. States also
have stronger incentives to align medical train-
ing programs with current and future health
profession workforce needs in ways that accom-
modate their differing geographic and demo-
graphic profiles.

3. Funding should follow the trainee. The pur-
pose of public GME funding should be to meet
the public need for qualified medical profession-
als, not to meet the parochial revenue needs of

20. Council on Graduate Medical Education, “Improving Value in Graduate Medical Education,” August 2013, p. 23,
http://www.hrsa.gov/advisorycommittees/bhpradvisory/cogme/Reports/twentyfirstreport.pdf (accessed December 2, 2014).

21.  American Board of Medical Specialties, “Expansion of Specialties and Growth of Subspecialties,” 2013,
http://www.abms.org/About_ABMS/ABMS_History/Extended_History/Expansion.aspx (unavailable December 2, 2014).
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teaching institutions. The best way to improve
funding accountability is to link all payments
directly to the trainees. This would force teach-
ing institutions to be more rigorous and trans-
parent in accounting for the total costs of
training residents. It would also spur teaching
institutions to compete on the basis of demon-
strating value in their programs.

4. Federal funding should encourage, not sup-
plant, state and private-sector support. In
any area, there is always the risk that public
funding will supplant private funding if the
program is not properly structured. The long-
term goal should be an appropriate realignment
of the burden of GME funding across all rele-
vant stakeholders.

Reform GME Financing

The longer-term objective should be to transition
to a more stable and balanced funding system that
spreads the costs of GME equitably among relevant
stakeholders and is less reliant on federal govern-
ment financing.

The short-term goal of GME financing reform
should be to restructure existing government fund-
ing to make it more direct and accountable. In par-
ticular, continuing Medicare’s practice of providing
indirect GME payments to sponsoring institutions
is not appropriate. Any government funding of GME
should be based on the true, total costs of residen-
cy programs, and residents should be trained to be
more, not less, resourceful in providing care. If it is
agreed that some teaching hospitals provide valu-
able high-cost, low-volume services such as trauma
care and burn units, those services should certainly
be supported. However, this should be done through
an explicit process in which the funds are tracked,
not through the current, opaque process.

Government support for GME through Medi-
care, Medicaid, the Health Resources and Services
Administration, and the VA totals approximately
$15.5 billion.*®* While this includes some state Med-
icaid funding, the vast majority is federal spending.
Because accurate data on other non-federal govern-

ment spending and private funding are not avail-
able, it is impossible to know either the total amount
from all sources or the relative shares contributed
by each. However, data on the distribution of spend-
ing for medical care by payer type could be a proxy
estimate for future recommendations. For instance,
according to national health expenditure data, the
division of health care spending by payment source
is currently about 53 percent private, 29 percent
federal government, and 18 percent state and local
governments.?®

Combine Current Federal GME Support into
a Single Funding Source. As the first step, Con-
gress should combine federal GME funding into a
single payment program. Initially, Congress should
simply maintain total federal funding at its present
level for the first several years. This would be both
practical and prudent, since a sudden decrease in
support would be disruptive and politically unten-
able. Later, after other reforms have had time to take
effect and after gathering better data on the true cost
of residency programs, Congress can then adjust the
federal GME support with the longer-term goal of
bringingitinto line with the federal share of national
spending on medical care.

Distribute Current Federal GME Funds to
States. Congress should then structure the new pro-
gram to apportion federal funding equitably among
the states and distribute it according to agreed-upon
measures, such as population, resident-to-popula-
tion ratios, physician-to-population ratios, number
of medical school graduates, or projected workforce
needs. Congress could allow for future adjustments
to the formula as data and experience dictate.

Initial federal funding should be set at the level of
the index year and adjusted for inflation going for-
ward. Any additional funding would need to come
from sources other than the federal government.
For the first two years following implementation,
states would be allocated the same amount of fund-
ing as they currently receive. This would allow for
the establishment of state GME oversight boards,
data collection, and other necessary infrastructure
groundwork. From year 3 to year 5, allocation to the
states would be based on the agreed-upon criteria.

22. Eden et al., Graduate Medical Education That Meets the Nation's Health Needs, p. 64, Table 3-1.

23. Centers for Medicare and Medicaid Services, “National Health Expenditure Projections 2012-2022,"
http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/downloads/

proj2012.pdf (accessed December 2, 2014).
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To minimize disruption, this should be phased in.
For example, in year 3, one-third of federal funding
would be tied to the criteria; in year 4, two-thirds;
and by year 5, all federal support.

Beginning in year 6, federal support for GME
would slowly and gradually be readjusted. Better
data are needed to estimate the appropriate level of
annual readjustment. For example, if federal fund-
ing currently represents 75 percent of GME financ-
ing and if it is agreed that the proper federal share
should be one-half, federal support could then be
transitioned to other sources at a rate of 5 percent
per year. This would complete the transition with-
in a decade (and within the budget window). Main-
taining federal funding at current levels indefinite-
ly is inappropriate and unrealistic, and this time
line would be less disruptive than what would like-
ly occur if GME financing remains on the table in
future deficit reduction debates.

The recent IOM report also discusses shifting
GME support away from the federal government.
However, the approach described here differs from
the IOM recommendation. The IOM proposes
diverting a portion of current funding to a GME
Transformation Fund to finance demonstrations of
innovative GME payment methods and other inter-
ventions to produce a physician workforce “in sync
with local, regional, and national health needs.”**
The Transformation Fund would receive 10 percent
of GME funding initially, increasing to 30 percent,
and then falling back to 10 percent over a 10-year
period. The idea is that providing financial sup-
port for demonstrations and pilots would produce
enough viable models to allow for a substantial
reduction in government GME support. However,
the grant application, approval, and demonstra-
tion process is long and arduous; the results would
likely be uneven at best; and maintaining current
funding levels is unlikely to provide enough incen-
tive for change.

State control of the funds is important because
this would give them greater leverage in developing
alternative financing, and states are in a better posi-

tion to make the case for why hospitals, faculty prac-
tices, and private funders at the state and local level
should support GME.

States Should Focus Their Programs and Pol-
icies on Meeting Workforce Needs. The strongest
rationale for GME reform is the need for a workforce
of medical professionals that better aligns with the
changing demographic and epidemiological profiles
of America’s patient population in number and dis-
tribution by geography and specialty.

Reforming federal GME funding and distribut-
ing those funds to the states are just the first steps.
The ultimate purpose of these changes is to create
the necessary preconditions for state lawmakers to
align medical training with state and local work-
force needs.

As noted, because states license and regulate
health care professionals and institutions, they are
better positioned to coordinate training standards
with licensure and practice standards. In addi-
tion, there is a well-known geographic correlation
between where physicians train and where they
subsequently practice. According to AAMC data, in
2012, states retained nearly half of the physicians
(47.4 percent) that graduated from their residency
programs, and even more (66.6 percent) of those
who completed both undergraduate and graduate
medical education in a state, went on to practice in
that same state.?

While availability and location of training are
important, they are not the only factors. Despite
widespread concern that there are not enough pri-
mary care physicians, many primary care residency
programs have had difficulty filling their slots with
qualified candidates.?¢

Of course, differences in reimbursement rates
have a major effect on physicians’ decisions on both
specialization and practice location. A physician’s
personal preference for different types of practice
settings can be another key determinant. Quality-
of-life considerations influence the location deci-
sions of medical professionals just as much as those
of prospective employees and business owners in

24. Eden et al., Graduate Medical Education That Meets the Nation's Health Needs, p. 156.

25. American Association of Medical Colleges, “2013 State Physician Workforce Data Book,” November 2013, p. 29, Table 10,
https://members.aamc.org/eweb/upload/State%20Physician%20Workforce%20Data%20Book%202013%20%28PDF%29.pdf

(accessed December 2, 2014).

26. Sheri Porter, “Family Medicine Match Rate Increases Slightly Again in 2013,” American Academy of Family Physicians, March 15, 2013,
http://www.aafp.org/news/education-professional-development,/20130315matchresults.html (accessed December 2, 2014).
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any other economic sector. These are all issues
that states are better positioned to address, and the
inherent differences among the states will likely
lead to a variety of solutions.

Indeed, a number of states have already devel-
oped innovative ways of financing GME and link-
ing the funding to outcomes, such as in-state reten-
tion and the proportion of residents who practice in
a needed specialty.?” For example, while Medicare
GME subsidies are limited to physicians, dentists,
and podiatrists, states may use Medicaid funds to
train other clinicians. In 2012, 12 states used Med-
icaid funds to support training of other health care
professionals, including advanced-practice nurs-
es, physician assistants, emergency medical tech-
nicians, chiropractors, dentists, pharmacists, and
laboratory personnel.?®* However, Medicaid funding
represents only a small fraction of GME funding,
and some states have reduced or eliminated GME
from their Medicaid budgets. States have limited
resources and leverage to support these initiatives.
That will change once states control a larger pool
of funds.

In addition, the state is the level where important
workforce issues, such as licensing and scope of prac-
tice, are decided. However, where training programs
are affiliated with state universities and their medi-
calschools, appropriate safeguards maybe needed to
ensure that funding flows equitably to both public
and private institutions.

States Should Ensure that the Money Follows
the Trainee. Anumber of states—including Arizona,
Florida, Michigan, Pennsylvania, and Texas—have
attempted to address projected workforce short-
ages by making substantial investments in under-
graduate medical education. In the past decade, the
number of medical colleges (both allopathic and
osteopathic) and the size of medical school classes
have increased markedly.?* However, these efforts
fail to recognize that increasing UME capacity will
not address workforce issues without the appropri-
ate number and mix of residency training positions.

Identifying additional funding sources for GME
will also not solve the problem if the funds contin-
ue to flow to training institutions with no link to
desired outcomes.

Training institutions tend to make decisions
about which specialty training programs to sponsor
according to their own institutional needs, such as
expanding service lines that generate revenue, not
according to community workforce needs.?® The
national scope of the graduate medical education
marketplace is an additional factor that contrib-
utes to the geographic and specialty maldistribution
of the health care workforce. Training programs
recruit residents from a national pool of applicants,
and their graduates practice throughout the country.

Instead of paying the training institution, the
flow of money should follow the trainee. This will
allow for a simpler, more transparent tracking of
both the true costs for each trainee and, importantly,
how the money is spent—data that are not current-
ly available.

While applicants would still be free to apply for
the residency position that best fits their career
interests, states could give priority to appli-
cants who are most likely to meet their workforce
needs. For instance, a state might award priority
points to candidates based on whether they reside
in the state, graduated from an in-state medical
school, are applying to a residency program in the
state, or are pursuing training in a specialty for
which the state has identified a critical need. Some
states may find that they will need to recruit more
out-of-state applicants to meet their workforce aims.

Once funding is linked to trainees, states will
likely find that they can meet most of their work-
force needs for specialties—such as adult primary
care, general surgery, and psychiatry—from in-state
applicants and accommodate them by placing pro-
grams and rotations in a variety of venues through-
out the state. That would also promote more train-
ing in non-hospital and rural settings. On the other
hand, candidates applying for residency positions in

27. For afull discussion of initiatives at the state level to reform GME, see J. C. Spero, E. P. Fraher, T. C. Ricketts, and P. H. Rockey, “"GME in the
United States: A Review of State Initiatives,” 2013, Cecil G. Sheps Center for Health Services Research, University of North Carolina at Chapel
Hill, http://www.shepscenter.unc.edu/wp-content/uploads/2013/09/GMEstateReview_Sept2013.pdf (accessed December 2, 2014).

28. Henderson, “Medicaid Graduate Medical Education Payments.”

29. Michael E. Whitcomb, “New and Developing Medical Schools: Motivating Factors, Major Challenges, Planning Strategies, Part 2," Josiah Macy
Jr. Foundation, July 2013, http://macyfoundation.org/docs/macy_pubs/New_and_Developing_Schools_Part2.pdf (accessed December 6, 2014).

30. Spero et al., "GME in the United States,” p. 18.
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highly specialized fields may need to go out of state
to receive that training since certain fields—such as
neurosurgery, cardiac surgery, and pediatric sub-
specialties—require large patient volumes that are
only available at tertiary referral hospitals in met-
ropolitan areas, and national recruitment for these
specialties is generally needed. If the funds follow
the trainee, states can also add incentives—such
as student loan repayment or differential per-res-
ident amounts, including salary increases or liv-
ing expenses—to trainees who agree to practice in
shortage specialties or rural locations.

Establish Oversight and Governance

Given the current financing arrangement in
which federal funds go directly to teaching institu-
tions with no accountability for meeting workforce
needs, it is not surprising that most states do not
have an entity that collects relevant data or informs
decisions on the number, location, or specialty of
residency positions. A key priority of GME reform
should be to establish independent state entities
(GME oversight boards) to collect relevant data on
GME development and to make financial, structur-
al, and, where indicated, regulatory recommenda-
tions on GME policy. A federal administrative entity
would also be needed to analyze data submitted by
the states and to allocate funding.

Data. A primary function of the state GME over-
sight boards would be to collect accurate and reg-
ularly updated data on ongoing workforce needs,
training costs, changes in the medical marketplace,
and health care reform, such as payment and deliv-
ery policies that impact GME. States are in a better
position than the federal government to produce up-
to-date information on their health care workforce
and to identify specialty and geographic shortages
to aid in GME funding decisions.

The boards should also function as coordinating
bodies throughout the continuum of medical edu-
cation from pre-medical through UME, residency
training, and practice placement. The boards—whose
membership should include representatives from
medical schools, training programs, public and pri-
vate insurers, patient and trainee organizations, and
other GME stakeholders—could also be a resource for
state-level policymakers on GME-related issues.

State-Level Oversight. In most states, teach-
ing entities make important decisions regarding
GME, and those decisions reflect institutional needs,
not state workforce needs. However, a few notable
exceptions can serve as examples once states have
greater control over the flow of GME funding.

Georgia has two statutory entities that influence
state appropriations for GME. The GME Regents
Evaluation and Assessment Team (GREAT), a sub-
committee of the Georgia Board of Regents, deter-
mines which hospitals will receive start-up funding
for training programs and has oversight responsibil-
ity for those funds. A second state agency, the Geor-
gia Board for Physician Workforce (GBPW), founded
in 1976, is a legislated board that conducts work-
force studies of the state physician and physician
assistant workforce. In addition, it tracks placement
of graduates from medical schools and residency
training programs, provides a job-matching service
for physicians, administers a medical school schol-
arship program, and administers loan repayment
programes for practicing physicians.®

The Utah Medical Education Council (UMEC),
created in 1997 by the state legislature, conducts
surveys to ascertain the number and mix of provid-
ers (e.g., physicians, advanced practice nurses, phy-
sician assistants, dentists, pharmacists, and podia-
trists) and project the demand for and supply of these
providers over the next two decades. These data are
then used to influence GME financing policies at the
state level.?> Other states—including Idaho, Mon-
tana, New Jersey, New York, North Carolina, and
Texas—have either established GME oversight enti-
ties or enacted policies with varying levels of influ-
ence over GME decisions.

In addition to the state-level GME boards, a fed-
eral entity would be needed to analyze the informa-
tion provided by the states and administer the funds.
Since the allocation of funds will be based on agreed-
upon criteria, this entity should not require substan-
tial financial support.

Increase Accountability

Programs should demonstrate the value of train-
ing. Training programs need to be accountable to
state GME oversight boards for the value of the
training they provide in order to qualify and com-

31. Ibid. p.19.

32. Utah Medical Education Council, “Welcome to the UMEC,” http://www.utahmec.org/index.php (accessed December 2, 2014).
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pete for funding. Making funding for GME contin-
gent on meeting quality metrics is necessary if GME
goals are to be achieved. However, given the cur-
rent lack of meaningful quality measures for GME,
as well as the less than successful early experience
with pay-for-performance initiatives, it will be chal-
lenging to make this approach more successful when
applied to GME.

One suggestion has been to link funding to the
quality of care provided by graduates of residency
programs.®® However, measuring the performance of
graduates would be exceedingly difficult, and it seems
inappropriate to hold programs accountable for the
performance of physicians once they have entered
practice and are no longer under the program’s influ-
ence. Another option is to track the placement of
training program graduates according to where and
in what specialty they practice in order to evaluate
how well the program is meeting workforce needs.
Although most training programs and their spon-
sors do not track these data, the VA and the Children’s
Hospitals GME programs are notable exceptions,
suggesting that this is a viable approach.®*

In spite of the current difficulties in assessing
training program performance, with appropriate
input from relevant stakeholders, meaningful mea-
sures can and should be developed. This process
should be transparent and overseen by the state
GME boards. Information on program performance
and educational innovation initiatives should be
available and used to compete for funding as well as
to attract the best and brightest prospective train-
ees. Existing programs as well as program appli-
cants should be assessed according to the measures.

Dr. David Goodman, director of the Dartmouth
Institute for Health Policy and Clinical Practice, has
outlined a proposed mechanism, based on the Nation-
al Institutes of Health’s competitive peer-review pro-
cess that could be used to introduce competition for

GME funding. In such a system, funding requests
could be scored for performance measures such as
training in evidence-based medicine, shared patient
decision making, chronic illness management, effi-
cient delivery, and care provided in an underserved
area. Money could also be allocated to support prima-
ry care or other high-priority specialties.?

Program accreditation, curriculum development,
assessment of individual trainee competencies, and
requirements for certification should remain the
exclusive purview of the accrediting and certifying
bodies. However, this should be a transparent pro-
cess with the goal of making training better and
more efficient, i.e., improving the value of GME.

GME Transformation in the
Context of Payment and Delivery Reform
When restructuring GME to meet health care
workforce needs, it is important to realize that recent
analyses likely overestimate the need significantly.
For example, reports from the American Association
of Medical Colleges (AAMC) and others in the past
several years predicted a physician shortage of at least
63,000 by 2015 and 130,000 by 2025, evenly divided
between primary care providers and specialists.°
However, basing future needs on past provid-
er-to-patient ratios and the current payment and
delivery environment may vastly overstate the pro-
jected shortage, at least in the nation’s primary care
physician workforce. Expanded roles for physician
assistants and advanced practice registered nurses,
use of electronic communication and telemedicine
to reduce the need for face-to-face visits, and other
health care delivery innovations could help to meet
the demand. According to an analysis published in
Health Affairs in 2013, “most if not all of the project-
ed primary care physician shortage could be elimi-
nated” by working in practices of two or three doc-
tors, shifting as little as 20 percent of patients to a

33. David A. Asch et al., “How Do You Deliver a Good Obstetrician? Outcome-Based Evaluation of Medical Education,” Academic Medicine, Vol.
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non-physician provider, and using an Electronic
Health Record.?” Planning for the future of GME
should take into account the potential impact of
these changes in health care delivery.

Decisions about how to structure the future GME
system to produce the right number and mix of phy-
sicians to meet future needs must be flexible enough
toimplement these rapid changes, while considering
fundamental reforms of Medicare and the overall
health care system.

Conclusion

Without well-trained, highly competent doctors,
there would be no health care system. However, the
current system of GME financing, oversight, and
accountability needs to change.

Combining current GME funding into a single
pool, allocating the money to the states rather than
directly to teaching institutions, and allowing the
money to follow individual trainees would promote
the development of a system of training programs
that will achieve regional, state, and local GME goals.
Transitioning to an equitable, stable financing struc-
ture in which the burden of support is spread among
relevant stakeholders should be a long-term goal.

One of the main deficiencies in the current sys-
tem is the absolute paucity of necessary data. State
GME oversight boards could collect and dissemi-
nate accurate data relevant to GME and the health
care workforce and could coordinate the adminis-
tration of GME among programs, teaching institu-
tions, funders, trainees, and other relevant stake-
holders. State GME boards could also assist doctors
and other health care providers throughout the
undergraduate, postgraduate, and practice phases
of their careers and support better informed GME
policy decisions.

Finally, reforming GME in the context of ongo-
ing reforms to Medicare and the broader health care
system, including the rapid changes in payment and
delivery reform, would promote a Graduate Medical
Education system capable of producing the proper
number and mix of the world’s most competent doc-
tors in the most efficient way, in a patient-centered,
high-quality, fiscally sustainable health care system
in which those doctors can heal, teach, and discover.

—John S. O’Shea, MD, is a practicing physician
and a Senior Fellow in the Center for Health Policy
Studies, of the Institute for Family, Community, and
Opportunity, at The Heritage Foundation.
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