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Executive Summary

The Minnesota Legislature recognizes the importance of medical education and research to the
state and its economy. As part of the 1993 and 1994 MinnesotaCare Acts, legislators asked
the Commissioner of Health to study the costs and financing of medical education and
research.’

The Commissioner established the Medical Education and Research Cost (MERC) Advisory
Task Force, representing key stakeholders, to assist in the study. Two reports have already
been submitted to the Legislature on the progress of the study.> This report contains the final
conclusions and recommendations of the Commissioner of Health.

Since all health care stakeholders, as well as society at large, benefit from medical education
and health care research, it is appropriate that the costs of these activities should be fairly
allocated across the health care system. The impact of increased competition and the
increasing unwillingness of purchasers to pay for the incremental costs of teaching and
research through negotiated rates, as well as the anticipated cuts in Medicare funding for
medical education, contribute to the problem of decreased funding for these activities.

Challenges to Medical Education and Research
Training clinicians and conducting health care research are costly activities. Teaching

institutions® have typically financed a portion of the cost of these activities through patient
care revenues. Patient care charges at accredited teaching institutions are generally higher
than those at non-teaching and non-research institutions because they are intended to cover a
portion of the institution’s teaching and research costs. Public and private health care group
purchasers’ have traditionally paid this difference (termed the “education and research

' In the context of this report, “medical education” refers only to the clinical training of physicians,
dentists, advanced practice nurses, and physician assistants. “Health care research” includes only clinical, outcomes,
and health services investigations.

“Minnesota Department of Health. Medical Education and Research Costs (MERC) In Minnesota’s
Reformed Health Care System: An Interim Report from the Commissioner of Health to the Legislature. Minnesota
Department of Health, St. Paul, MN. 1993. -AND- Minnesota Department of Health. Future Funding for Medical
Education and Research in Minnesota: A Report to the Legisiature and Recommendations for Continued Study.
Minnesota Department of Health, St. Paul, MN. 1994,

3 This report will use the term “teaching institution” to refer to any hospitai, medical center, clinic, or other
organization that currently sponsors or conducts medical education (accredited programs) and/or clinical research in
Minnesota.

* This report will use the term “group purchaser” to refer to a person or organization that purchases health
care services on behalf of an identified group of persons, regardless of whether the cost of coverage or services is
paid for by the purchaser or by the persons receiving coverage or services as further defined in rules adopted by the
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increment”), thereby covering a portion of the cost of medical education and research. These
costs were typically passed on to consumers in their premium rates at a time when there was
less emphasis on cost. The implicit rationale was that teaching institutions were seen by
purchasers (as well as by society in general) as state, regional, and perhaps even national
resources. The higher charges they were willing to pay were equivalent to a tax, of sorts, to
guarantee that these institutions would continue to be at the forefront of modern medicine as
well as to educate health professionals for the future.

However, the group purchasers’ willingness to voluntarily pay the education and research
increment is eroding. In a price competitive market, group purchasers of medical services are
increasingly unwilling to pay the higher charges at teaching institutions when they can obtain
care of the same quality for less cost at another institution. In Minnesota, as in many other
areas of the country, group purchasers can obtain most patient care services at non-teaching
institutions. In such a competitive environment, therefore, teaching institutions may no longer
be able to include the education and research increment in their charges and expect purchasers
to pay for the additional costs.

Economic Impact of Medical Education and Research Activities in Minnesota

Although it is becoming more difficult to fund these activities, medical education and research
are essential: as already noted, the long-term success of any health care system depends on
the renewal of its work force and continued investment in health care research. The education
and research products of teaching institutions are “our investment in the future” (Kassirer
1994). This is evident in Minnesota, which is recognized as a world leader in training health
care professionals, conducting innovative research, and providing high quality care. The
state’s vibrant health care environment has led to numerous innovations and medical
breakthroughs (MDTED 1993).

Health care is the state’s leading industry, employing at least 190,000 Minnesotans and
generating at least $15 billion of the annual gross state product. The state’s medical
education and research infrastructure significantly influences Minnesota’s health care system
and overall economy. New jobs and tax revenues, for example, accrue to the state as a result
of the significant external research funding received by Minnesota organizations involved in
research. Longer-term benefits include the numerous large and small health-related
businesses, including such well-known industry leaders as Medtronic, that have been started in
Minnesota on the basis of research done at organizations within the state (MDTED 1993).

commissioner [of health]. “Group purchaser” includes, but is not limited to, health insurance companies, health
maintenance organizations and other health plan companies; employee health plans offered by self-insured
employers; group health coverage offered by fraternal organizations, professional associations, or other
organizations; state and federal health care programs; state and local public employee health plans; workers’
compensation plans; and the medical component of automobile insurance coverage. (Minnesota Statues, Chapter
621.03, Subd. 6)
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Minnesota’s medical device manufacturing industry is an excellent example of the statewide
impact of medical education and research on the state’s overall economy. Minnesota is
second only to Utah in its share of the medical device manufacturing industry in the national
economy. Total production equalled $1.3 billion in 1990, and this field is considered a “basic
industry [in Minnesota], generating income and jobs for the state through high value-added
exports.” In turn, this and other high-technology industries in the state “create demand for
components and other intermediate products, thus generating more jobs.” In 1990, there were
176 medical device manufacturing establishments with approximately 14,450 employees. This
accounted for 4.1 percent of all manufacturing employment for 1990 (MDTED 1993). This is
just one of the ways in which the activities of medical education and research influence the
state’s economy and illustrates the need for the continued support of these activities. Thus, as
traditional group purchasers withdraw support of the education and research increment,
alternative funding must be found.

Guiding Principles -

The following guiding principles were the basis for discussion and evaluation of the proposed
recommendations (MDH 1994). They are organized into five key areas: 1) Global principles;
2) Financing; 3) Administration; 4) Education-specific; and 5) Research-specific.

Global

¢ Minnesota should remain a national and international leader in training future
generations of health care professionals and in advancing health care knowledge.

+ Public policies for medical education and research should help expand access, contain
costs, and assure quality.

» In return for public funding, training programs should be responsive to public policy
goals on medical education and research.

» Research and patient care are integral to the education of health care professionals.

Financing

* The costs of medical education and research should be identified.

« All health care purchasers, including public, private (including self-insured), and
individual purchasers should help finance medical education and research.

» Since all Minnesota residents potentially benefit from medical education and research
activities, the public should help finance these activities through the state’s general
revenues or other broad-based funding mechanisms.

¢ Funding for medical education and research should: _
- replace a portion of patient-care dollars lost or at risk in a competitive market;
- be predictable, stable, and sufficient to achieve desired policy objectives; and
- allow payments to existing and new education and research programs.

* Funding for medical education should flow to the entity that incurs the costs.

Administration
» Implementation and administration of any alternative financing mechanism should be
simple and inexpensive.




Education

e Minnesota’s teaching institutions should be responsive to the evolving health care
professional workforce requirements by:

- producing an appropriate supply of physicians, dentists, advanced practice nurses,
and physician assistants, at a minimum, to meet the needs of the state;

- producing an appropriate specialty mix (generalists vs. specialists) to meet the
needs of the state; and

- providing health professionals the necessary knowledge, skills, and competencies
for tomorrow’s health care system.

» Public policy incentives should be developed to:

- promote the training of an appropriate mix of health professionals in order to meet
health reform’s access, cost, and quality goals;

- resolve any maldistribution of physicians, dentists, advanced practice nurses, and
physician assistants in Minnesota; and

- influence the gender mix and cultural diversity of matriculants.

e The state should only set broad policy goals to modify the health professional
workforce, leaving the development and management of implementation strategies to
the medical education infrastructure.

» Quality control of education programs should continue to be assured by the teaching
institutions themselves, according to the standards of national, private accreditation and
regulatory organizations.

e Performance and competencies of physicians, dentists, advanced practice nurses, and
physician assistants should remain under the jurisdiction of state licensure boards.

Research
» State funding and policy mandates for research that are currently funded by patient
out-of-pocket expenses or a third party payer should:
- promote research activities responsive to population health needs;
- promote continued high quality research.

Recommendations

The following recommendations are based on the work of the Structural Options and
Financing Options Subcommittees and three years of research and debate on the issues of
funding for medical education and research activities.

* Establishment of Medical Education and Research Trust Fund

The Commissioner of Health shall request that the Legislature create and fund a Medical
Education and Research Trust Fund with separate accounts for education and research. These
funds would be distributed by the Commissioner to eligible programs. The distribution of
funds will be accomplished through the application of a formula to the amount of funds
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available for distribution. Some of the guiding principles for the development of this formula
for education are:

- it is to be equitable (i.e, small programs as well as the major teaching institutions
will be included and the funding divided fairly);

- it should provide incentives for areas of training that are deemed appropriate;

- it should not encourage the expansion of any area of training where there is an
anticipated “oversupply” of providers.

Market forces are having a significant impact on the supply of providers, particularly
influencing the mix of trainees. Further, while the total number of trainees are determined by
individual decisions of the training facilities, market forces are influencing these decisions as
well. The principles contained in the distribution formula are, therefore, designed to reward
those training facilities most closely following the market lead in determining both the
number and type of trainees to educate. Application for funding from the Medical Education
and Research Trust Fund will be on a strictly voluntary basis.

o Creation of the Medical Education and Research Cost (MERC) Advisory Commission

The Commissioner of Health shall appoint an advisory commission. The advisory
commission will assist in the development and implementation of a mechanism by which to
administer the Trust Fund to be set up for funding the activities of medical education and
research, They will also continue to study the costs and benefits of medical education and
research, funding options, and associated workforce issues. The commission would consist of
appointed members and be staffed by staff of the Health Department (similar to the structure
of the current MERC Advisory Task Force). The Commissioner shall consider the interests of
all stakeholders when selecting commission members. Members should include representation
of public and private academic health centers, teaching hospitals, other accredited training
programs, managed care organizations, health care group purchasers, other providers, and
community leaders. Commission members shall represent both urban and rural interests, and
include both ambulatory and inpatient care perspectives.

» Establishment of Financing Mechanism

The Department is requesting an annual appropriation of $10 million for the Trust Fund with
first year funding to come from general revenues for FY 1997.

The $10 million estimate is based on preliminary and ongoing work by the MERC Advisory
Task Force to identify the costs and revenues associated with teaching and research programs
to determine the amount “at risk” in an increasingly competitive health care environment.
Staff of the Health Economics Program’s initial and preliminary estimate of the amount at
risk, based on the current mix of teaching programs, is approximately $37 million. The Task
Force recommended that public funds be used to fund only a portion of this deficit and
recommended funding at 25 percent, representing an estimate of $10 million per year. The




cost/revenue calculations will continue to be refined as new and better information becomes
available. This estimate does not include a projection of anticipated cuts in federal Medicare
funding for medical education.

The MERC Advisory Task Force did not recommend a specific source of funding. However,
they did indicate that the most desirable option for new base funding is an allocation from the
general fund. This is indeed the most broad-based tax available in which virtually everyone
benefitting is contributing toward the cost. In addition, the Task Force recommended that the
self-insured contribute to the Trust Fund and encourages the Department of Employee
Relations to contribute their “fair share” for the state’s self-insured business to the Trust Fund
as a model to all other self-insured plans in this state. This may be set up as a “contribution
in lieu of tax.” A certain amount paid per employee has been suggested.

» Transfer of Existing Medical Education Funds to the Medical Education Trust Fund
Account

In addition to the base funding of $10 million, other sources may be considered for the Trust
Fund. For example, the Department of Human Services (DHS) currently includes an “add-
on” to the capitation rates for their Pre-paid Medical Assistance Program (PMAP) for medical
education costs. If federal funds are block granted to the state, there may be opportunities for
the medical education funds to be allocated through a different mechanism. The new Medical
Education Trust Fund Account may be one alternative. By allocating Medical Assistance
education funds through the Trust Fund, it is anticipated that there would be fewer
administrative costs as well as potential better targeting of scarce resources. Should other
such funding sources of medical education be identified in the future, they could also be
consolidated into the Medical Education Trust Fund Account if it is deemed appropriate by
the legislature.

» Development and Implementation of Reporting Requirements

Develop and implement a standard reporting format for the collection of medical education
and research costs from all entities receiving funding from the Medical Education and
Research Trust Fund. Reports will be submitted to the Commissioner of Health. (NOTE: The
Department of Health already has authority under Minnesota Statute 62J to collect certain
revenue and expenditure data and has, since 1993, been collecting data on provider expenses
and revenues for medical education .and research. Any new initiatives should be coordinated
with ongoing data collection activities.)

o Adjunct Recommendation — Increase Funding for Population-Based Research

The MERC Advisory Task Force supports an increase in funding, separate from the Trust
Fund, for Minnesota-specific, population-based research. This special allocation to the
Minnesota Department of Health (MDH) should come from the general fund and should not
supplant existing allocations, but should result in a net increase in total funds available for
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this key aspect of health care research. The research may be conducted by MDH or
contracted out to other appropriate entities.

o Continue Work on Health Care Research

The Commissioner of Health will, with the advice of the Medical Education and Research
Cost Advisory Commission, continue the work of developing strategies to identify the cost of
health care research that is funded by patient care dollars and mechanisms to increase funding
for those activities.

+ Continued Refinement of Standard Care Requirement

The MERC Advisory Commission should continue to work on a policy that would maintain
dollars available for clinical research’ in Minnesota by requiring all group purchasers
operating in the state to cover standard care for those patients involved in clinical trials in
Minnesota. This includes research involving investigational procedures and technology and
Minnesota-specific outcome medical research conducted by group purchasers and providers to
optimize cost-effective care. It excludes research sponsored by a federal agency or other
entity. Plans would be required to cover the costs of care that would be provided if the
patient were NOT involved in a clinical trial. This policy must be carefully designed so that
health plans would not be required to cover additional costs over and above those costs which
would have normally incurred through the standard course of treatment. In other words,
standard care costs in clinical trials must not exceed the costs associated with standard
treatment. Note: Much work on definitions is still needed before such a policy could be
implemented. Not all Task Force members agreed with this recommendation.

o Establish Voluntary Pooled Research Initiative

Require the Commissioner to establish a mechanism through which group purchasers, in a
cooperative voluntary effort with the research community, will select and fund a limited
number of randomized, prospective studies. The purpose of the studies is to determine the
effectiveness (both in terms of cost and patient outcomes) of certain diagnostic and therapeutic
modalities. These studies will be selected by a committee of representatives of researchers,
providers, and group purchasers. Selection of a project by this committee will result in a
voluntary payment of all costs (as defined in the study proposal) incurred for the selected
studies by the group purchasers operating in Minnesota. The number of studies may be
limited as necessary, based upon the determination of the committee, taking into account the
cost of studies already approved.

> In the context of this report, “clinical research” refers to research conducted with human subjects (or
on material of human origins such as tissues, specimens, or cognitive phenomena) with whom the investigator
directly interacts in either an outpatient or inpatient setting. This includes the development of new technologies;
mechanisms of human disease; therapeutic interventions; and clinical trials (NIH 1990).
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I. INTRODUCTION

The purpose of this study on the costs and financing of medical education and research is to
develop policy recommendations in accordance with the stated purpose in the 1994
MinnesotaCare Act:

“The legislature finds that health care research and the preparation of future health
care practitioners are of great importance to the quality of health care available to the
citizens of this state; that medical education and research must be designed to meet
the health needs of the population and the changing needs of the health care delivery
system, and that the cost of medical education and research should not place
institutions engaged in these activities at a competitive disadvantage in the
marketplace.”

Background research has been accomplished in the previous three years by the Department of
Health with the advice of the Medical Education and Research Cost (MERC) Advisory Task
Force. The legislative history, relevant definitions and guiding principles developed in the
course of this previous work are included in this section as background information.
Throughout this report, portions of text from the previous two reports will be included as
necessary.

MERC Legislative History and Summary of Study Progress

The Minnesota legislature included a section in the 1993 MinnesotaCare Act directing the
Commissioner of Health (Commissioner) to examine medical education and research costs. In
1993, the Commissioner was specifically requested to: (1) identify the annual cost of medical
education and research; (2) establish a percentage of the annual growth rate in the state’s total
health care expenditures to be allocated for the cost of medical education and research; (3)
develop a method to pool these funds into an “education and research fund”; and (4) distribute
the fund to specific health care providers. The proposed medical education and research fund
was seen as a mechanism to more fairly allocate the costs of medical education and research
across the health care system (See Appendix A for 1993, 1994, and 1995 legislation).

In March, 1994, a preliminary report, Future Funding for Medical Education and Research in
Minnesota: A Report to the Legislature and Recommendations for Continued Study, was
submitted to the Legislature that provided a conceptual framework of the issues that needed to
be considered in developing appropriate policies for the future funding of medical education
and health care research. Citing the complexity of these issues, the Advisory Task Force
requested additional time before recommending specific policies.

In 1994, the Legislature agreed to this plan and authorized the Commissioner to continue the
MERC study. The 1994 MERC legislation included some additional responsibilities and




requirements of the Commissioner, and authorized the establishment of a new Advisory Task
Force with expanded representation of stakeholders.

The Commissioner created the MERC II Advisory Task Force (Task Force) in August, 1994.
On the 20-member Task Force were representatives from the major stakeholders interested in
medical education and research (See Appendix C). The Task Force, which met monthly from
August 1994 through January 1996 (with additional subcommittee meetings), provided
valuable expertise, information, and direction to the MERC study. Since the complexity of
the issues, combined with the difficulty in collecting necessary data, did not permit the
Commissioner to complete all legislatively-mandated tasks by the 1995 deadline, an interim
report was submitted, Medical Education and Research Costs (MERC) In Minnesota’s
Reformed Health Care System: An Interim Report from the Commissioner of Health to the
Legislature. The study was extended an additional year. During the 1995 study period, two
subcommittees were formed: Structural Options and Financing Options. These subcommittees
reviewed the findings and literature to date and completed reports to the Task Force on the
various facets of the study for which they were to make recommendations. Those
recommendations were presented to the full Task Force and modified as necessary based on
the comments and requests of the Task Force. Those reports form the basis for this final
report. '

The three MERC reports present both national and Minnesota perspectives. The national
perspective is discussed when comparable Minnesota information is not available (e.g., cost of
medical education in ambulatory settings); other times the national perspective serves to
highlight similarities and differences between Minnesota and the nation. It is important to
note that the education and research environment in Minnesota is unique and that national
data may not be fully reflective of Minnesota’s experience.

Definitions

Operative definitions of the two central terms, “medical education” and “health care research,”
are critical for the MERC study’s purpose of calculating costs and developing appropriate
financing policies. The MERC Advisory Task Force recommended narrow definitions of
these common terms reflecting both feasibility (e.g., the targeted education and research
activities must be able to be isolated and their costs measured) and administrative simplicity.

Medical Education

Medical education could include the entire range of activities to educate all health care
practitioners (physicians, dentists, nurses, pharmacists, chiropractors, podiatrists, etc.)
throughout their careers—from undergraduate through graduate and continuing education.

The MERC Advisory Task Force considered: 1) the professions with the greatest impact on
the health care system and the population’s health; 2) the professions characterized by the
greatest imbalance between supply and demand; 3) the education funds at greatest risk in
Minnesota’s reformed system; and 4) the professions for which data is most readily available
or easily obtained. Based on these criteria, “medical education™ (in the context of this report)
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refers only to the clinical training of physicians, dentists, advanced practice nurses, and
physician assistants.’®

Clinical training refers to the patient-care component of health professional education,
including clinical rotations and clerkships for medical, dental, advanced practice nursing, and
physician assistant students (which are now spread throughout the education period) as well as
residency training for physicians and dentists (referred to as Graduate Medical Education and
Graduate Dental Education). Clinical training, as opposed to basic science didactic (i.e.,
classroom and laboratory) instruction, is primarily funded through patient-care revenues—
which are at greatest risk in a competitive health care system. Restricting the definition of
medical education to include only clinical training is not meant to ignore the cost of basic
science didactic education; rather, it underscores the commonly accepted distinction that the
cost of clinical training is a health care expense while the cost of basic science training is
strictly an educational expense for the training site.

Health Care Research

Health care research could include all activities on the research continuum extending from
basic research to health services research. A report from the Medical Alley association
(Committee on Research 1994) identifies five types of research along that continuum:

“Basic research encompasses development of the fundamental knowledge of behavioral
and biologic systems. This type of research does not necessarily have specific
diagnostic or therapeutic objectives.

Clinical research involves studies of human diseases and how body systems are
affected by the disease process.

Applied research studies and evaluates diagnostic and therapeutic modalities involving

humans and animals in clinical and laboratory trials. Patient-based research may
involve normal or diseased populations.

Product development research [includes] the evaluation and validation of a
pharmaceutical product or medical device.

Health services research defines and evaluates the methods and economics of health
care delivery, patients’ and providers’ interactions and outcomes research.”

In addition, many identify outcomes research, which examines the effect of health care
interventions on patients’ clinical conditions, as a distinct new field “positioned at the
intersection of biomedical and traditional health services research” (AAMC 1993b).

¢ Advanced practice nurses include Clinical Nurse Specialists, Certified Registered Nurse Anesthetists,
Nurse Practitioners, and Certified Nurse Midwives.

11




Given the concerns identified above, for the purpose of the MERC study, “health care
research” includes only clinical, outcomes, and health services investigations. Other types of
inquiry that only indirectly affect patient care, such as market research or organizations’
internal evaluations of practice patterns or resource utilization, are excluded. Such
investigations are primarily designed to benefit specific organizations—their value to clinical
science is minimal. Note that the 1993 MERC legislation further restricts the term “health
care research” to investigations that are “funded by patient out-of-pocket expenses or a third

party payer.”’

Organization of Report

The next section (Section II) provides an overview of the medical education and research
environment in Minnesota. Section III presents the findings of the Structural Options
Subcommittee. Section IV presents the findings of the Financing Options Subcommittee.
Section V summarizes and discusses the recommendations of the Commissioner of Health to
the Legislature. The final section provides additional background information on financing
medical education and health care research as well as a discussion of workforce issues.

" Furthermore, the 1993 MERC legislation only includes research “approved by an institutional review
board [IRB] certified by the United States Department of Health and Human Services” (DHHS). Minn. Stat. Sec.
621.045 Subd. 2 (1993). In the preliminary MERC report, the Commissioner recommended that the statute’s IRB-
approval clause be clarified. Research approved by an IRB with the appropriate “assurances” from the DHHS or
other Federal department or agency should qualify as “health care research” for the purpose of the MERC study
(MDH 1994).

12
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Il. Overview of Medical Education and
Research Issues

This section summarizes some of the basic issues and discussions related to the activities of
medical education and research. The significance of the activities of medical education and
research to the state of Minnesota is discussed, as well as federal/state issues.

Challenges to Medical Education and Research
Training clinicians and conducting health care research are costly activities. Teaching

institutions® have typically financed a portion of the cost of these activities through patient
care revenues. Patient care charges at accredited teaching institutions are generally higher
than those at non-teaching and non-research institutions because they are intended to cover a
portion of the institution’s teaching and research costs. Public and private health care group
purchasers® have traditionally paid this difference (termed the “education and research
increment”), thereby covering a portion of the cost of medical education and research. These
costs were typically passed on to consumers in their premium rates at a time when there was
less emphasis on cost. The implicit rationale was that teaching institutions were seen by
purchasers (as well as by society in general) as state, regional, and perhaps even national
resources. The higher charges they were willing to pay were equivalent to a tax, of sorts, to
guarantee that these institutions would continue to be at the forefront of modern medicine as
well as to educate health professionals for the future.

However, the group purchasers’ willingness to voluntarily pay the education and research
increment is eroding. In a price competitive market, group purchasers of medical services are
increasingly unwilling to pay the higher charges at teaching institutions when they can obtain
care of the same quality for less cost at another institution. In Minnesota, as in many other
areas of the country, group purchasers can obtain most patient care services at non-teaching
institutions. In such a competitive environment, therefore, teaching institutions may no longer

® This report will use the term “teaching institution” to refer to any hospital, medical center, clinic, or other

organization that currently sponsors or conducts medical education (accredited programs) and/or clinical research in
Minnesota.

® This report will use the term “group purchaser” to refer to a person or organization that purchases health
care services on behalf of an identified group of persons, regardless of whether the cost of coverage or services is
paid for by the purchaser or by the persons receiving coverage or services as further defined in rules adopted by the
commissioner [of health]. “Group purchaser” includes, but is not limited to, health insurance companies, health
maintenance organizations and other health plan companies; employee health plans offered by self-insured
employers; group health coverage offered by fraternal organizations, professional associations, or other
organizations; state and federal health care programs; state and local public employee health plans; workers’
compensation plans; and the medical component of automobile insurance coverage (Minnesota Statues, Chapter
62].03, Subd. 6).
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be able to include the education and research increment in their charges and expect purchasers
to pay for the additional costs.

Economic Impact of Medical Education and Research Activities in

Minnesota

Although it is becoming more difficult to fund these activities, medical education and research
are essential: as already noted, the long-term success of any health care system depends on
the renewal of its work force and continued investment in health care research. The education
and research products of teaching institutions are “our investment in the future” (Kassirer
1994). This is evident in Minnesota, which is recognized as a world leader in training health
care professionals, conducting innovative research, and providing high quality care. The
state’s vibrant health care environment has led to numerous innovations and medical
breakthroughs (MDTED 1993).

Health care is the state’s leading industry, employing at least 190,000 Minnesotans and
generating at least $15 billion of the annual gross state product. The state’s medical
education and research infrastructure significantly influences Minnesota’s health care system
and overall economy. New jobs and tax revenues, for example, accrue to the state as a result
of the significant external research funding received by Minnesota organizations involved in
research. Longer-term benefits include the numerous large and small health-related
businesses, including such well-known industry leaders as Medtronic, that have been started in
Minnesota on the basis of research done at organizations within the state (MDTED 1993).

Minnesota’s medical device manufacturing industry is an excellent example of the statewide
impact of medical education and research on the state’s overall economy. Minnesota is
second only to Utah in its share of the medical device manufacturing industry in the national
economy. Total production equalled $1.3 billion in 1990, and this field is considered a “basic
industry [in Minnesota], generating income and jobs for the state through high value-added
exports.” In turn, this and other high-technology industries in the state “create demand for
components and other intermediate products, thus generating more jobs.,” In 1990, there were
176 medical device manufacturing establishments with approximately 14,450 employees. This
accounted for 4.1 percent of all manufacturing employment for 1990 (MDTED 1993). This
is just one of the ways.in which the activities of medical education and research influence the
state’s economy. '

Medical education activities in Minnesota are concentrated primarily in programs sponsored
by or affiliated with one of the state’s two academic health centers (AHCs), the Mayo
Medical Center (Mayo) and the University of Minnesota Academic Health Center (U of M).
Mayo and the U of M are among the largest AHCs in the country and are world-renowned for
their education, research, and patient care. Both operate hospitals that are among the nation’s
premier research and teaching institutions.

The influence of Minnesota’s two AHC extends far beyond the boundaries of Minnesota.
Both are referral centers, attracting many out-of-state patients. Over 45 percent of the
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325,000 registered patients at Mayo’s Rochester facilities, for example, are now from outside
Minnesota; the University of Minnesota derives nearly 20 percent of its revenue from out-of-
state patients (Gold 1994). The market for graduates of the health professional training
programs at Mayo and the U of M is nationwide, and for Mayo residents it is often
worldwide.

Significance of Medical Education and Research

The health professional workforce is a cornerstone of every health care system. The training
of tomorrow’s clinicians'®, particularly of physicians, significantly affects the overall quality
and availability of health care as well as the cost of care. Their training, how they practice
medicine, and the supply and distribution of physicians in the health care system thus
dramatically impact costs. An oversupply of physicians may increase costs. Costs may also
increase when physicians provide care that could be appropriately provided by non-physician
practitioners. Conversely, an insufficient number of physicians or other clinicians means
some people will not have a regular source of care, resulting in missed opportunities for
prevention. Geographic maldistribution, as well as an undersupply of any type of clinician,
exacerbates this problem in rural and inner-city communities.

Health care research is the second cornerstone of every health care system. Biomedical
breakthroughs over the past few decades have produced a staggering array of practical
applications and useful technologies. Similar to medical education, research affects the
delivery of both appropriate and quality care and, ultimately, the true cost of health care.

Health care research can significantly reduce both short term and longer term costs through
the development of more cost-effective treatments, earlier detection and even annihilation of
diseases. Yet, innovations are expensive and may result in increased costs. This occurs when
the savings incurred from innovative surgical techniques are offset by the increase in patients
having surgery (Culliton 1993). However, research has vastly improved the quality of our
lives and contributed significantly to the health of the population. Much of health services
research is specifically designed to measure and improve the quality of care. Finally, when
research increases efficiency, it indirectly expands access by enabling the health care system
to use the same quantity of resources to serve more people or provide more services.

Federal-State Issues

In an effort to cut costs, many areas under federal jurisdiction are currently under
consideration as to whether they are appropriate for transfer to state authority. Programs that
will remain under federal jurisdiction, such as Medicare (which is the single largest source of
medical education funding), are trying to cut costs. It is expected, even in the near future,
that cuts will be made to the funding available. Thus, the challenge to address the concerns
raised by medical education and research rests with the states.

10 The term “clinicians” will be used in this report to refer to physicians, dentists, advanced practice
nurses, and physician assistants.
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Limits on State’s Influence

Even though national reform efforts are more concerned with cost-cutting than preserving
medical education and research funding, the state’s role will remain restricted. The federal
government will likely remain the largest single funding source for both medical education
and health care research. This will continue to limit the state’s leverage to influence these
activities. Thus, state policies will continue to remain secondary to federal policies in their
ability to influence these activities. Additional factors limiting a state’s ability to significantly
impact medical education and research within its own borders include:

. The state’s permeable borders. For example, some clinicians enroll in health education
programs in one state, receive post graduate training in another, and establish practice
in a third. The significant in- and out-migration of health professional trainees and
practitioners complicates efforts to control the number and mix of such professionals
within a state.

° The lengthy training period. The long training pipeline (which can exceed 10 years—
post-baccalaureate degree—for some physician specialists) means that any policies
implemented now will not affect the supply of clinicians for many years. To a large
extent, the health professional workforce supply, particularly for physicians, is
determined for the next 10 to 15 years, regardless of any immediate changes in the
number of clinicians trained or admitted to practice.

. ERISA. The federal Employee Retirement Income Security Act (ERISA) will
continue to hamper the ability of states to apply health reform requirements to self-
insured employers. ERISA may, for instance, restrict a state’s ability to require all
health care purchasers to help pay for medical education and research activities, even
though such activities benefit all residents of that state.

Overall, Minnesota’s policies on medical education and research should take account of and
respond to the state’s unique characteristics, recognize the national impact of its education and
research activities, and acknowledge its limited ability to affect medical education and
research; yet these policies should provide clear direction, with flexibility to enable the state
to adapt successfully to whatever policies or reforms that may ultimately be enacted at the
national level.

Congressional Medicare Proposal

In November, 1995, Congress passed HR 2491, the Balanced Budget Act of 1995 (BBA),
which would make changes to entitlement programs, decrease taxes, eliminate certain federal
government programs, and reduce federal discretionary spending in order to balance the
federal budget by the year 2002. The largest amount of savings in this legislation is derived
from the Medicare program. The actual dollar amounts involved in this legislation are still
under negotiation. :
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The current Medicare program recognizes the costs of graduate medical eduation in teaching
hospitals and the higher costs of providing services in those institutions. Medicare has two
payment mechanisms to those teaching institutions: direct graduate medical education (GME)
payments and an indirect medical education adjustment (IMEA).

The BBA would create a new trust fund in the Treasury known as the Teaching Hospital and

Graduate Medical Education Trust Fund, which would make annual payment distributions to
teaching hospitals nationwide. The Trust Fund would include five accounts: the General
MedicarePlus Incentive Account; the General Indirect-Costs Medical Education Account; the
General Direct-Costs Medical Education Account; the Medicare Indirect-Costs Medical
Education Account; and the Medicare Direct-Costs Medical Education Account. It is unclear
what the timing or final outcomes of these reforms will be. The Minnesota Department of
Health will, however, continue to closely follow reform intitiatives at the federal level.
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lll. Structural Options Subcommittee
Report

The MERC Structural Options Subcommittee was formed to address some of the specific
structural issues and questions relating to alternative funding mechanisms for the funding of
medical education and research activities. The subcommittee was charged with addressing the
following questions:

. Is there a need for state intervention in the funding of medical education and
research?
o What specific role should the state play in collecting and distributing medical

and research funds?

