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ABSTRACT. Some of the challenges of financing pedi-
atric medical education are shared with all medical edu-
cation; others are specific to pediatrics. The general dis-
advantage that funding of graduate medical education
(GME) is linked to reimbursement for clinical care has
uniquely negative consequences for freestanding chil-
dren’s hospitals because they therefore receive little
Medicare GME support. This represents both a compet-
itive disadvantage for such hospitals and an aggregate
federal underinvestment in children’s health care that
now amounts to billions of dollars. The need to subsidize
medical student and subspecialty education with clinical
practice revenue jeopardizes both activities in pediatric
departments already burdened by inadequate reimburse-
ment for children’s health care and the extra costs of
ambulatory care. The challenges of funding are compli-
cated by rising costs as curriculum expands and clinical
education moves to ambulatory settings. Controversies
over prioritization of resources are inevitable. Solutions
require specification of costs of education and a durable
mechanism for building consensus within the pediatric
community. Pediatrics 2000;106(suppl):1256-1269; medi-
cal student education, continuing medical education, med-
ical subspecialties, children, pediatrics, health mainte-
nance organizations, managed care, hospital finances,
children’s hospitals.
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INTRODUCTION
The 1978 Task Force Report

he Task Force on Pediatric Education, in their
I 1978 document, The Future of Pediatric Educa-
tion,! devoted relatively little space to financ-
ing. They recommended moving pediatric care from
inpatient to ambulatory settings, with greater em-
phasis on preventive care, and suggested a corre-
sponding increase in educational activity in ambula-
tory settings. They acknowledged that this was apt to
increase the cost of education. They suggested sup-
port through better reimbursement for ambulatory
preventive services along with increased direct fed-
eral support.

They noted that knowledge of the cost of educa-
tion was minimal, mentioning that “the costs of ed-
ucating medical students and pediatric residents are
difficult to estimate because of the overlapping of
service, research and teaching in university health
sciences centers.”! They also noted that “the future of
pediatric education can no longer be dependent on
antiquated in-hospital reimbursement mecha-
nisms.”! Little has changed in either knowledge of
costs or in methods of reimbursement since 1978.

Summary of Directives to the Financing of Graduate
Medical Education (GME) Workgroup

The charge to the Financing of GME Workgroup is
broader than the title implies. This report will dis-
cuss the financing of medical student and continuing
medical education (CME) as well. With regard to
GME, the report will review funding mechanisms for
general and subspecialty residency training and dis-
cuss possible effects of interacting changes in health
care economics, federal support, and curriculum. It
will discuss cost-analysis as it applies to pediatric
education and review proposals to use GME funding
to effect such policy goals as changes in physician
number and specialty distribution.

CURRENT STATUS OF THE FUNDING OF GME
Overview and Immediate Challenges
Medicare GME Funding

Before Medicare, GME was sponsored by hospitals
in the form of modest payments for room and board.
Beginning in 1966, Medicare payments included re-

imbursement for so-called direct costs of graduate
medical education (DME), defined as the cost of



residents’ salaries and benefits and the costs of fac-
ulty and staff salaries and benefits and miscellaneous
expenses (including allocated hospital overhead)
needed to operate the training program.?? Diagno-
sis-Related Group (DRG)-based Medicare reimburse-
ment was instituted in 1983. To adjust for anticipated
underreimbursement of teaching hospitals, policy-
makers devised a percentage add-on to DRG-based
payments as reimbursement for what was called in-
direct costs of medical education (IME). Although
IME payments were based on the number of resi-
dents, they were intended to pay for more than just
the indirect or overhead costs of GME. They also
compensated teaching hospitals for the estimated
cost of increased severity of illness, greater numbers
of indigent patients, and maintenance of specialized
services.

By 1997 IME payments had come to represent
nearly two thirds of total Medicare GME payments
of nearly $7 billion.® Thus, the provision of the Bal-
anced Budget Act of 1997 (PL 105-33) that will reduce
IME payments by nearly one third by fiscal year (FY)
2002* will reduce overall Medicare GME payments
by ~25%. Although the Consolidated Appropria-
tions Act for FY 2000 slows implementation of these
provisions,® full implementation will almost cer-
tainly result in a decrease in resident education.
Other payers are unlikely to make up the shortfall.

Medicare and Free-Standing Children’s Hospitals

Medicare GME payments depend on the percent-
age of inpatient days attributable to Medicare pa-
tients.? Because the payment formula applies to any
resident in an American Board of Medical Specialties
(ABMS)- or Accreditation Council for Graduate
Medical Education (ACGME)-approved training
program, pediatric residents in a general hospital
qualify for GME reimbursement along with residents
in adult specialties.

Freestanding children’s hospitals have their own
Medicare provider numbers and only report the pa-
tient days for Medicare patients at their institution.
Because the only Medicare patients in a children’s
hospital are the few receiving chronic renal dialysis
therapy, the result is almost no Medicare GME reim-
bursement. This is a serious problem. Freestanding
children’s hospitals train 30% of general pediatric
residents and nearly 50% of pediatric medical and
surgical subspecialty residents.® Moreover, man-
dated pediatric experiences for adult residencies of-
ten take place in freestanding children’s hospitals.
The awkward result is that Medicare provides GME
reimbursement to the general hospital but not for the
same resident at the children’s hospital. The failure
of the Medicare system to reimburse GME in free-
standing children’s hospitals, thus, not only under-
mines pediatric training. If financial pressures force
children’s hospitals to reduce GME support, adult
residency programs will be required to curtail pedi-
atric training or to fund it themselves.

In December 1999, the President signed a bill cre-
ating spending authority for up to $565 million (over
2 years) of federal GME funding for freestanding
children’s hospitals. This would provide GME sup-

port per resident comparable to that provided for
other teaching hospitals. However, just $40 million
was appropriated under the Consolidated Appropri-
ations Act.> The size of the spending authority em-
phasizes the reality that freestanding children’s hos-
pitals have had to draw over $280 000 000 a year
from clinical care reimbursement and philanthropic
contributions, to the exclusion of investments in clin-
ical programs and research, to make up for the lack
of Medicare GME reimbursement. This shortfall has
occurred over many years and now amounts to
many billions of dollars of federal underinvestment
in children’s health care.

Medicaid GME Funding

The majority of states (43) and the District of Co-
lumbia make some level of payment for GME under
their fee-for-service Medicaid programs.7 However,
a large number of states reimburse at a lower rate
than Medicare. Hospitals must cross-subsidize with
Medicare reimbursement, increase their charges, or
cut back their GME program. (Cross-subsidization
with Medicare funds is of course impossible in free-
standing children’s hospitals.) Most states (42 and
the District of Columbia) include GME payments as
part of the capitated managed care payments. At the
time of this writing, only 3 states required that GME
reimbursement be passed along to teaching hospi-
tals.” Thus, if a contract is awarded to a provider
with no GME program, funds meant to reimburse
GME represent a financial windfall. State-to-state
variations in reimbursement methodologies make
GME funds hard to identify. They also add to the
complexity of influencing reimbursement policy
through the political process.

Ten states link Medicaid GME payments to policy
goals.”® These include the geographic distribution of
providers, physician specialty mix, racial and ethnic
mix of providers, the percentage of residents remain-
ing in the state after training, and the total number of
residents. States are also experimenting with creation
of state GME-funding pools, incentives to promote
educational consortia (see “Educational Consortia”
section below), and assessment of insurers and pur-
chasers to support GME.®

Up-to-date information on Medicaid GME reim-
bursement policies may be obtained from the Divi-
sion of State Government Affairs of the Department
of Member and Chapter Services at the American
Academy of Pediatrics (AAP) and from the National
Conference of State Legislatures in Washington, DC.

Disproportionate Share (DSH) Payments

Hospitals with a high proportion of poor patients
qualify for federal and state DSH payments® to sup-
plement Medicare and Medicaid payments for hos-
pital services. DSH payments are not intended to
provide for GME, but because teaching hospitals
tend to serve large numbers of low-income patients,
they commonly qualify for such payments. The
amount and formula for allocation vary from state to
state. In general, payments are based on the percent-
age of patients covered by Medicaid plus the per-
centage of patients for whom no compensation is
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available. Medicare and Medicaid DSH payments
are calculated separately. The Balanced Budget Act
of 1997 provides for incremental reductions in both,*
although implementation has been slowed by provi-
sions of the Consolidated Appropriations Act for FY
2000.5

Reductions in IME and DSH payments may de-
crease the number of indigent patients, the variety of
medical conditions, and the quality of care to which
trainees are exposed. They are virtually certain to
decrease the number of residents and faculty and the
amount of time available for teaching.

Other Sources of GME Funding

Because Medicare pays only for GME costs attrib-
utable to Medicare patients, it covers only approxi-
mately one third of total GME costs. The remainder
is reimbursed as part of hospital operational costs
by private insurance or by Medicaid or other gov-
ernmental programs (including the Department of
Defense [through CHAMPUS], Veterans Health Ad-
ministration, and Health Resources Service Admin-
istration grants to support training in primary care).?
The ability of hospitals to recover their teaching costs
from all payers, but especially private insurance, is
declining, leaving GME costs to be borne increas-
ingly by the hospital, the faculty, and philanthropy.

Summary and Preliminary Recommendations

A number of proposals to reform funding of GME
have been advanced (see below). In the meantime,
highest priority should be given to modification of
the current system. Freestanding, corporately sepa-
rate children’s hospitals receive little GME reim-
bursement from Medicare. Although recent legisla-
tion has taken steps toward correction of this
inequity, given the importance of these hospitals in
medical education and society’s documented need
for primary care physicians, much more remains to
be done.

Funding for Subspecialty Training in Pediatrics
The Current Status of Subspecialty Training in Pediatrics

Subspecialty care of children is an important ele-
ment of pediatric training at all levels and a neces-
sary ingredient in child health research programs.
Moreover, pediatric subspecialists provide a large
proportion of both direct and consultative care for
children with complex, chronic, and/or life-threaten-
ing disorders. Subspecialists in neonatology and ad-
olescent medicine address age-related special health
care needs. Although pediatric subspecialists consti-
tute the majority of pediatric academic faculties, they
constitute a minority of pediatricians. Only 23% of
pediatricians were certified in a subspecialty be-
tween 1985 and 1994. In contrast, 68% of internists
were certified in subspecialties over the same peri-
0d.10 In further contrast to adult subspecialists, all
pediatric subspecialists are trained with the intent of
developing future academic pediatricians,!! whereas
most internal medicine specialists practice outside
academic medical centers.

The organization of pediatric subspecialty care is
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an important matter. The relatively small number of
children with certain disorders speaks for regional
centers of excellence in pediatric subspecialty care
and education. This has been discussed recently.!>13

Declining Interest in Pediatric Subspecialty Training

Approximately 11 000 certified pediatric subspe-
cialists were registered by the American Board of
Pediatrics (ABP) in 1998; one half in neonatology,
cardiology, and hematology/oncology.'* Although
jobs are currently available in many subspecialty
areas, both the percentage and the absolute number
of pediatric residents entering subspecialty training
is falling. The change in resident preferences at the
time of the ABP-certifying examination'* is illus-
trated in Table 1. Because the total number of resi-
dents has increased, the number choosing subspe-
cialty training has not fallen as dramatically as the
percentage. Nevertheless, the absolute number has
fallen by 21% over the past 8 years.

Because international medical graduates (IMGs)
choose subspecialty training nearly twice as often as
American medical graduate (AMGs), a decrease in
IMG trainees could have a substantial impact on the
pediatric subspecialty workforce of the future, par-
ticularly in neonatal-perinatal medicine, gastroenter-
ology, and endocrinology, where IMGs constitute the
majority of the trainees.!*

There are a number of possible reasons for the
declining numbers of subspecialty trainees. General-
ist careers have recently received a great deal of
attention. Prolonged subspecialty training (3 addi-
tional years plus several more transitional years for
an academic career) in the face of continuing low
compensation undoubtedly discourages some appli-
cants. The challenges of an academic career, includ-
ing difficulties in achieving and maintaining research
funding and the uncertain position of academic med-
icine in a market-driven health care system, are in-
timidating to some. Funding for training positions
has diminished, especially in freestanding children’s
hospitals. Finally, given the increasing scarcity of
intramural research funding, academic jobs may be
scarce for those who are unlikely to be competitive
for extramural funding.

The influence of educational debts has been diffi-
cult to estimate.!>1® Anecdotal information from de-
partment chairs suggests that large education debts
dissuade otherwise interested residents from pursu-
ing subspecialty training. The effect of gender needs
to be investigated. Although the majority of pediatric
residents are women, women constitute a minority

TABLE 1. The Percentage and Number of Candidates Intend-
ing to Pursue Subspecialty Training of Those Taking the ABP
Examination for Certification in General Pediatrics for the First
Time

1990 1998
Overall percentage 33% 20%
AMG Not available 16%
MG Not available 31%
Total number 721 571
AMG 340
MG 231




of subspecialty trainees.!* Clearly, talented women
are not choosing subspecialty training. One possible
reason is that faculties have relatively few senior
women mentors.!” Another is that cultural pressures
to excel in a variety of roles may dissuade women
from the time demands of academic subspecialty
medicine. This is suggested by 1997 data showing
that 49% to 54% of those taking the Subboard exam-
inations in emergency medicine, adolescent medi-
cine, and endocrinology, specialties with either pre-
dictable or traditionally light on-call responsibilities,
were women, while the percentages in cardiology,
pulmonology, and critical care, specialties with gen-
erally heavier and less predictable night and week-
end call, were 29% to 34%.14

Funding for Subspecialty Training in Pediatrics

Funding for subspecialty training has come from
hospitals, faculty practice plans, and extramural
grants. In a general hospital, Medicare supports sub-
specialty training, although DME payments are de-
creased by 50%.2 As discussed above, far fewer
Medicare dollars are available to freestanding chil-
dren’s hospitals.

Faculty practice revenue has supported subspe-
cialty training because of the academic value and
because subspecialty trainees have been able to help
with patient care. This changes when a trainee be-
comes a resident in an ACGME- or ABMS-approved
training program leading to board certification. Cur-
rent Health Care Financing Administration (HCFA)
regulations specify that subspecialty residents can-
not bill and collect even for nonsubspecialty services
for which their peers, with whom they completed
general pediatric training, bill and collect as general
pediatricians. Furthermore, current HCFA guide-
lines specify that teaching physicians cannot bill for
services delivered by any resident unless the service
is directly supervised.!® The combination of HCFA
regulations and decreasing patient care reimburse-
ment will decrease the willingness of academic phy-
sicians to support subspecialty training.

The National Institutes of Health (NIH) is the ma-
jor source of subspecialty training grants. These
grants have remained the same in terms of constant
dollars for the past decade and are not anticipated to
increase.’ Of even more concern, NIH training
grants currently provide just 12% (estimation) of sal-
aries and benefits for pediatric trainees, and, mea-
sured in constant dollars, funds awarded to pediatric
departments have decreased over the past decade
(T. F. Boat, personal communication, 1999).

A dwindling candidate pool and diminishing fi-
nancial resources for subspecialty training will create
workforce shortages, with negative consequences for
the care of children, especially those with chronic
and complex illnesses. It will also adversely affect
generalist education and research in child health.

Summary and Preliminary Recommendations

The declining number of pediatric residents enter-
ing subspecialty training is concerning. The GME
Workgroup suggests that pediatricians advocate for
full Medicare GME reimbursement for the clinical

portion of subspecialty training and for increased
NIH and other federal funds for research training.
The Workgroup further suggests that financial obsta-
cles to the selection of academic pediatric subspe-
cialty careers should be addressed through the use of
financial incentives, eg, payment of interest on stu-
dent loans during subspecialty training, increased
stipends, and/or loan abatement. The length of train-
ing is a major determinant of training expense. Al-
though it is possible to shorten the total training
period using the special alternative pathway, this is
seldom used. Options to address shortening the total
training period need to be explored.

Funding of Medical Student Education

The costs of medical student education have been
estimated in a number of studies.?® Direct instruc-
tional costs fall within the relatively narrow range of
$40 000 to $50 000 per student per year. Total costs,
including the costs of providing an educational mi-
lieu, are more variable, ranging between $72 000 and
$93 000 per student per year.

The sources of revenue to support those costs have
changed over time.!® Thirty-five years ago just 6% of
medical school revenue came from faculty profes-
sional services (faculty practice, hospital reimburse-
ments, and service contracts). In 1995, the figure was
50%, with faculty practice income alone accounting
for 33%. The remainder was supplied by federal
grants and contracts (21%); state and local appropri-
ations (10%); tuition and fees (4%); and a combina-
tion of industry sponsorship, foundation grants,
gifts, and endowment (15%). Thus, the largest single
source of medical school revenue is faculty practice
income. Data from 1997-1998 show little change.?! A
dean’s tax and/or department tithe is an obvious use
of faculty practice income for educational purposes,
but the major use is to pay the salaries of faculty
whose teaching time is not otherwise compensated.
This represents a substantial faculty expense. An
Association of American Medical Colleges (AAMC)
study?? indicated that 28% of faculty practice income
is used to subsidize teaching and research, with 8%
directly supporting medical student education and
the rest supporting GME, research, and other schol-
arly activities. Volunteer faculty provided an addi-
tional subsidy, equal in dollars to approximately one
fifth of the full-time faculty subsidy.

Because residents spend a portion of their time
supervising and teaching medical students, GME re-
imbursement may contribute nearly 5% of the costs
of student teaching.?® In addition, IME reimburse-
ment covers a variety of the costs of operating a
teaching hospital including, by implication, some of
the costs of medical student teaching.

The amount of money a medical school spends on
pediatrics will vary with the duration of the pediatric
experience, the specifics of the curriculum, and the
degree to which community-based faculty volunteer
their time. The reasons for these features are highly
local and often buried in history. The amount of
money that a department of pediatrics receives for
teaching may have little to do, for similar reasons,
with the amount of teaching done.
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Summary and Preliminary Recommendations: See III, F
Funding of Postgraduate CME

Undergraduate and graduate medical education
are insufficient to guarantee a consistent level of
excellent practice throughout a career. Despite the
growing importance of CME, its costs, revenues, and
efficacy have received little attention.?* Registration
fees for formal courses are typically borne by indi-
vidual physicians or their employers. However, reg-
istration fees do not reflect the true costs of providing
such educational experiences. Moreover, the costs of
the considerable amount of continuing education
that occurs during one-on-one consultations and lec-
tures (eg, grand rounds) have not been analyzed.

Summary and Preliminary Recommendations: See III, F

SPECIFIC TOPICS
Health Care Economics and Medical Education
Professional Education in a Business Environment

Medical schools differ from other professional
schools?>26 in a way that is not always appreciated.
Law schools and engineering schools, for example,
stand apart from law firms and construction compa-
nies. In contrast, except for the first 2 years of med-
ical school (and that is changing), undergraduate and
graduate medical education occur entirely within the
health care marketplace. The result is that the orga-
nization and financial state and, to an increasing
extent, the culture of medical education closely and
uniquely among professional schools mirror the
marketplace. This has become especially apparent
with the growth of clinical programs. To cite just one
example, an increasingly business-like character of
medical schools has meant increasing pressure to
account for the time of full-time faculty.?>?” This is
just as apparent with volunteer faculty.?® The long-
term trend is for solo practitioners and small group
practices to consolidate into large corporate enti-
ties.?? Corporations manage physician time like any
other asset. One increasingly finds that both full-time
and volunteer faculty are available for education
only to the extent acceptable to business entities, as
employer or client.3® With regard to volunteer fac-
ulty, replacement of the personal generosity of the
professional with the culture of corporate account-
ability means that if the medical school or residency
training program cannot pay, either directly or by
providing such services as night call (H. R. Gephart,
personal communication, 1999), teaching tends to
disappear. In summary, business approaches create
considerable challenges for medical education.

Effects of Market-Driven Health Care Reimbursement on
Medical Education

A principal goal of a market-driven system of
health care reimbursement is to manage ex-
pense.31-34 This has had a disproportionate impact
on AMCs committed to funding a milieu emphasiz-
ing education and research and to caring for indigent
patients. The costs of education, research, and indi-
gent care have been subsidized by public payers and
by higher premiums for private insurance.?26.3335-39
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In a competitive market, subsidies mean higher costs
and higher costs can mean loss of patients and mar-
ket share.3339 Indigent care, education, and research
are not the only public goods subsidized by clinical
revenue in an AMC. AMCs also tend to have patients
with more complex and costly illnesses. This is both
because indigent patients are associated with higher
costs*94! and because AMCs attract patients referred
for unique and expensive services.3¢42 The common
wisdom is that another reason for high cost is that
housestaff make excessive use of diagnostic tests and
that lengths of stay are longer because of care by
inexperienced trainees.*3 This was more a feature of
the past than of the present.** Current HCFA regu-
lations mandate close housestaff supervision by
teaching physicians'® (see “Effect of HCFA Docu-
mentation Guidelines on GME Costs” section below).
This, along with a general increase in cost-conscious-
ness, may explain the results of recent studies in
academic children’s hospitals showing that care by
residents was associated with neither excessive diag-
nostic tests nor increased lengths of stay.444¢

Movement of patients into managed care risk-
sharing plans also threatens AMCs by reducing GME
reimbursement.” The historical total per -capita
spending on Medicare patients for each county, in-
cluding reimbursement for DME, IME, and DSH, has
been used to calculate an adjusted average per capita
cost (AAPCC) as the basis for payments to a risk-
sharing plan. Yet plans have no obligation to use
IME and DME funds for their original purpose. The
result is that DME and IME payments are moved
from hospitals that incur GME costs to organizations
with no obligation to support GME. The Balanced
Budget Act of 1997 provides for a 5-year carve out of
GME funds.* DSH payments, however, remain in
AAPCC calculations.

This federal legislative remedy applies only to
Medicare. As mentioned previously, only a handful
of states carve GME funds out of Medicaid managed
care payments.” Even if funds are carved out, they
decrease. Federal regulations specify that Medicaid
managed care contracts may be written for no more
than 95% of the applicable fee-for-service payment.

Some AMCs have responded by teaming with
managed care organizations (MCOs).#” This can be
problematic if the MCO sees medical education as a
hindrance to market competitiveness. Fortunately,
some, such as the Group Health Cooperative in Se-
attle and Kaiser, see it as a community responsibility
and as an opportunity to recruit and train physicians
for their organizations.

The Effects of Market Fragmentation on Pediatric Medical
Education

Market-driven approaches to health care financing
also tend to fragment medical care.?* This has par-
ticularly negative consequences for pediatric medical
education.

First, health care organizations fragment the pop-
ulation as they compete for covered lives and treat
them in a proprietary way. This poses a serious
difficulty for pediatric medical education*®4° be-
cause only 25% of the general population are chil-



dren and the incidence and prevalence of children’s
diseases are low. In order for a comprehensive gen-
eral pediatric training program to have access to the
500 000 children necessary to provide pediatric edu-
cation, it must have access to a total population of at
least 2 million.*>5° The population needed to support
some subspecialties is even greater.*” This demo-
graphic and epidemiologic reality is seldom appre-
ciated, even by medical schools and university teach-
ing hospitals. Family medicine, general internal
medicine, general surgery, and many adult subspe-
cialty training programs can thrive with total popu-
lations (including children) of 500 000.5°

Second, managed care may fragment pediatric
care even within a single organization. Referral pro-
tocols sometimes direct routine pediatric subspe-
cialty problems to adult subspecialists,'? with refer-
rals to pediatric subspecialists limited to the youngest
or most complicated patients. This deprives pediatric
subspecialists of patients for teaching purposes. It
also threatens their financial viability. A system that
diverts routine cases to adult subspecialists, while
routing complex cases to pediatric subspecialists will
tend to overreimburse the adult subspecialist and
underreimburse the pediatric subspecialist.

Third, market-driven approaches tend to fragment
pediatricians among adult-dominated delivery sys-
tems, thus dividing the constituency best able to
speak for the health care needs of children and for
pediatric education. It is difficult enough for children
to get a hearing in a market-dominated health care
system: although they account for ~25% of the pop-
ulation, they comprise a much lower percentage of
health care expenditures. Even within Medicaid,
they represent just 16% of expenditures.5! No market
will spontaneously serve a small percentage of its
clients. The influence of children is likely to diminish
even further. By 2030, people over 65 years of age are
predicted to outnumber those under 18 years of
age.>?

Finally, market-driven reimbursement tends to
fragment specialty care even within pediatrics. The
stage is set by the epidemiology of pediatric diseases
and complicated by the number of pediatric tertiary
care centers in certain areas. If there are not enough
patients for all centers in a metropolitan area, chil-
dren with one particular disorder may be directed to
one AMC, while patients with another disorder
(sometimes even within the same subspecialty disci-
pline) are directed to another AMC. This increases
the cost of training because it reduces the continuity
and the quality of the training experience. Fragmen-
tation is not only a problem for training. Fragmenta-
tion of services can also worsen patient outcome.>

Summary and Preliminary Recommendations

Market-driven reimbursement tends to fragment
pediatric health care among individual health care
systems that may lack the spectrum or frequency of
disorders needed to sustain broad and excellent pe-
diatric training. The challenge is greatest for subspe-
cialty training. Fragmented care and correspond-
ingly fragmented teaching is unlikely to lead to a
comprehensive understanding of a subspecialty. Pe-

diatric subspecialty education is best done in re-
gional centers able to sustain the patient volume
necessary to sustain clinical expertise and a compre-
hensive educational experience. Systems to ensure
patient access (geographic, financial, organizational,
etc) to such centers are needed. Pediatric educators
need to agree as to the features of centers that will
ensure educational excellence.

Increasing Costs of Education

By unhappy coincidence, as resources to support
education are decreasing, costs are increasing. This is
happening for a number of reasons.

Effect of Changes in Curriculum on GME Costs

A number of changes in curriculum have in-
creased the cost of education:

1. More patients are managed in an outpatient set-
ting, where teaching is more costly,>-5¢ especially
with inexperienced trainees.>”*® Use of a clinic
examination room for a prolonged period to ac-
commodate teaching is inefficient. Inefficiency is
exaggerated by HCFA regulations governing the
amount of patient contact necessary for a teaching
physician to bill for services (see below).

2. The scope of information (eg, genetics, cellular,
and molecular pathophysiology/pharmacology)
that a trainee must master is enormous and grow-
ing. Not all of this information is required to
attend to immediate patient needs. This makes the
apprenticeship model, in which residents learn on
the job, increasingly insufficient for a comprehen-
sive educational experience. To the extent that
time is taken away from patient service to ensure
that the trainee has a thorough grasp of all aspects
of the disorder, the cost of education increases.

3. The spectrum of general and subspecialty pediat-
ric practice has increased, increasing the breadth
of experiences that a training program is expected
to provide.59-60

Despite the increasing cost of GME, no formal
mechanism considers the costs of changes in curric-
ulum. The situation is long-standing. A 1985 Com-
monwealth Fund report®! listed 4 groups responsible
for GME: 1) the ACGME and residency review com-
mittees (RRCs); 2) specialty boards; 3) specialty soci-
eties; and 4) hospitals and academic departments.
The report notes that “the lack of dependable and
constructive relationships among the [groups] ... is
readily apparent.” It goes on to point out that
“[n]one of the players [in the first 3 groups] is in the
chain of funding for graduate medical education”
and that if there is disagreement “there is no built-in
mechanism to settle their differences.”®! In sum-
mary, the lack of a formal connection between orga-
nizations responsible for education policy and those
that implement and pay for those policies makes
discontinuity and controversy inevitable.

The controversies can be especially strenuous and
frustrating. The RRC, general pediatric residency
program directors, and department chairs are criti-
cized by everyone from MCOs®23 to subspecialty
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program directors to rural private practitioners to
inner-city clinic directors, all saying that training is
inadequate. The ability to respond to such concerns
is limited by the practical difficulty of providing
comprehensive training in just 33 months of resi-
dency. Individual constituencies suggest different
compromises. This makes creation of a formal
method of achieving consensus among the RRC, pro-
gram directors, department chairs, and other inter-
ested parties an important matter. It also raises the
separate issue of whether special interests should
fund postresidency training to meet their particular
needs.

Additional Costs

As competition for residents has increased, pro-
grams have begun to fund recruitment incentives
such as payment for interview-related travel costs
and other perquisites associated with the interview,
payment of moving costs, reimbursement for princi-
ple and/or interest on education loans, and signing
bonuses.zref64 Currently it is not possible to esti-
mate the prevalence of such practices.

Effect of HCFA Documentation Guidelines on GME Costs

Current rules for physician billing in a teaching
setting specify that a teaching physician may be paid
by Medicare only if the physician is present for the
key portion of any service for which payment is
sought.'® The requirement is waived only when a
physician bills for health maintenance services ren-
dered by residents beyond the first 6 months of
training in an ambulatory setting with which the
patient has a consistent relationship, eg, a continuity
clinic. In contrast, inpatient and complicated ambu-
latory care provided by general residents, as well as
consultations, endoscopies, and minor surgical pro-
cedures provided by subspecialty residents (fellows),
require the documented involvement of the teaching
physician. As mentioned above under “Funding of
Subspecialty Training in Pediatrics,” supervision of
subspecialty residents is necessary even when they
deliver nonsubspecialty care for which they are fully
trained.

The HCFA guidelines have a profound educa-
tional impact. Close supervision of even routine pro-
cedures increases the cost of education, because it
decreases the efficient use of faculty time. The guide-
lines make no provision for residents to gain experi-
ence in independent management of patients unless
teaching physicians forego their professional fees.
The first opportunity for independent practice will
occur after completion of training, in a situation with
little or no access to expertise when one’s limit is
reached.

HCFA guidelines are written for Medicare pa-
tients, but they have the same effect on pediatrics.
Many state Medicaid programs automatically adopt
Medicare billing rules. Furthermore, given the im-
practicality of tailoring approaches on a patient-by-
patient basis, practice plans tend to treat patients the
same regardless of payer.6®
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Summary and Preliminary Recommendations

The long list of challenges faced by pediatric med-
ical education requires comprehensive oversight.
Currently, responsibility for overseeing pediatric
education is shared by a number of committees and
groups. This has served in the past, but the chal-
lenges of the future will emphasize its weaknesses.
Although it is important that the various committees
and groups remain independent and represent their
individual constituencies and missions, it is also im-
portant that they come together to achieve a compre-
hensive overview of pediatric education. It is impor-
tant that there be a durable mechanism for achieving
compromise. It is also important that pediatric edu-
cation has a comprehensive institutional memory.
These goals will not be achieved unless the effort is
supported by permanent staff, charged with moni-
toring and researching a range of issues affecting
pediatric education.

Special Challenges of Funding Pediatric Medical
Education

The challenges faced by departments of pediatrics
in funding education arise from the heavy reliance
on faculty practice revenue as a source of support for
teaching (see “Funding of Medical Student Educa-
tion” section).?? Academic faculty salaries are low
because clinical revenue also pays for teaching and
research. This internal subsidy amounts to approxi-
mately one third of the revenue of the average med-
ical school?! and, by coincidence, almost one third of
faculty practice revenue.?? The particular challenge
for academic departments of pediatrics is that edu-
cation is not the only activity requiring subsidy. Chil-
dren’s health care is underreimbursed, both because
it tends to be cognitive rather than procedural and
because the reimbursement system is tailored to
adult health care. School and developmental behav-
ioral problems, for example, are uniquely pediatric
disorders. Genetic profiling and counseling have
only recently become concerns of adult medicine. In
both cases, reimbursement is not commensurate with
the time and training required. Furthermore, pediat-
ric departments and other departments with large
ambulatory practices often pay clinic overhead fees
or their equivalent. In doing so, they bear a dispro-
portionate burden within a hospital. Surgeons and
anesthesiologists do not share the costs of the oper-
ating room, and radiologists and pathologists do not
pay for their facilities. Finally, pediatric education in
freestanding children’s hospitals is penalized by a
lack of Medicare GME reimbursement (see “Medi-
care Funding for Pediatric GME” section).

Despite the importance of pediatric training pro-
grams to children and to medical school accredita-
tion, medical schools generally expect departments
of pediatrics to find their own solutions to these
challenges. Pediatric subspecialists whose activities
are reimbursed appropriately must subsidize those
whose services are reimbursed poorly. This exten-
sive internal cross-subsidization is virtually unique
to departments of pediatrics. It limits financial re-
sources available to support education.



Summary and Preliminary Recommendations: See III, F

Methodologies for Analysis of the Costs of Pediatric
Education

Approaches to Educational Costing

The special financial challenges in pediatrics are
complicated by a problem common to all medical
education: the costs of education have rarely been
determined. If pediatric education programs are to
be supported appropriately, they must determine
their costs, find stable sources of revenue, and be
accountable for the product.

Educational costs can be categorized as direct
costs, ie, costs that can be specifically identified, and
indirect costs, costs incurred because of organiza-
tional inefficiencies introduced by education.?’ The 2
basic approaches to educational costing are cost-
analysis/cost-allocation and cost-construction/mod-
eling.

Cost-Analysis/Cost-Allocation Versus
Cost-Construction/Modeling

The first step in a cost-analysis/cost-allocation
approach is to determine how expenditures by a
teaching hospital, medical school, or medical school
department have been allocated over a specified pe-
riod.?? Categories include faculty and staff salary
and benefits, the costs and overhead associated with
the physical facility, malpractice insurance, library
services, administration (such as costs of the dean’s
office and GME office), instructional materials, resi-
dent salaries and benefits, university overhead allo-
cations, etc. Indirect educational costs are typically
calculated by formula.? The advantages of costs-anal-
ysis/cost-allocation are that the method is easily un-
derstood, that costs can be benchmarked and com-
pared, and that most budgets are built on allocation
models. The disadvantages are substantial. Alloca-
tion models determine only what was spent, not
what an appropriate program should cost. Organi-
zations tend to spend according to what they have,
rather than according to what the educational pro-
gram should require. Moreover, unless milieu costs
are included (meaning the cost of being in a research
institution rather than in a community setting), the
cost allocation method determines the cost of instruc-
tion, not the cost of education. Finally, a comparison
of programs is impossible unless educational content
is identical.

In contrast, the cost-construction/modeling ap-
proach defines the program to be delivered and then
calculates its cost.®® Steps are enumerated in Table 2.

The cost-construction model is best for a number
of reasons. First, once a curriculum is defined, it can
be applied to any institution. Using ACGME require-
ments for GME and the recently suggested Council
on Medical Student Education in Pediatrics curricu-
lum for medical students, a minimum, an average,
and an outstanding curriculum could be developed
and the cost determined. Second, the cost-construc-
tion approach determines how many full-time equiv-
alent residents (FTEs) are needed, while the alloca-
tion approach simply divides tasks among existing
faculty. Calculation of FTEs removes the distinction

TABLE 2. Steps in Cost-Construction/Modeling Approach to
Cost Estimation

Definition of educational mission

Definition of organizational structure

Definition of curriculum

Definition of teaching methods

Clarification of a philosophy regarding educational milieu

Designation of student enrollment and the number of students
to be graduated

Calculation of educator contact hours

Development of professional activities profiles

Definition of educators by level (eg, academic rank)

Determination of FTEs

Specification of educator salaries

Calculation of educator costs

Calculation of costs of supporting personnel /resources

between full-time and volunteer faculty; allocating
costs for volunteer faculty does not recognize the
true cost because volunteer faculty members usually
work without salary. Relating costs to FTEs allows
for standardization using AAMC salary averages.
This eliminates regional differences that will occur
with the allocation approach. The construction ap-
proach avoids another major disadvantage of the
allocation approach: departments of pediatrics differ
in their relationships to their medical schools and
hospitals, greatly affecting how costs are attributed
and allocated. The construction approach is indepen-
dent of organizational structure.

Substitute Labor Costs

Another way of estimating at least a portion of
GME costs is calculation of the costs of substituting
other providers for residents. The Child Health Cor-
poration of America has compared the costs of
housestaff and alternative providers for a number of
children’s hospitals using a cost-allocation ap-
proach.*® Early studies indicated a slight financial
advantage associated with replacement of house-
staff. Subsequent studies failed to confirm this (J.
Rutherford, personal communication, 1998). A large
part of the housestaff-related cost disadvantage in
early studies was based on postulated increased
lengths of stay and increased use of diagnostic test-
ing extrapolated from a study of an internal medicine
training program 10 years ago.®” Recent data from
pediatric services show no housestaff-associated in-
crease in hospital costs.*>4¢ The discrepancy may
reflect differences in pediatric and internal medicine
training programs. It may also represent a trend
toward closer housestaff supervision by teaching
physicians, dictated both by pressure to reduce
lengths of stay and hospital costs and by the super-
vision requirements of HCFA physician-billing poli-
cies.

Summary and Preliminary Recommendations

The Workgroup suggests that the resources asso-
ciated with a general template for pediatric curricula
at each stage of pediatric education should be quan-
tified. Each organization could then determine costs
using local salary scales. Cost information is crucial if
departments are to be effective in advocating for
resources within medical schools and if pediatrics is
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to be effective in advocating for adequate resources
on a state and national level.

Use of GME Funding to Alter the Size and
Composition of the Physician Workforce

Numbers of Residents

Despite numerous recommendations that the
number of US residency positions be decreased (see
“Implications of Restriction of the Number of GME
Positions” section below), the number has in-
creased.®®70 A major reason has been Medicare
GME reimbursement. DME payments are based on
historical hospital costs calculated in a variety of
ways. The result is that some hospitals receive DME
payments of over $200 000 per resident.”? These hos-
pitals have had strong incentive to increase resident
number. This changed when the Balanced Budget
Act of 1997 capped the number of residents qualify-
ing for DME reimbursement at the number reported
on or before December 31, 1996,* but the Act allows
for establishment of new residency training pro-
grams. Its effectiveness in restraining GME growth
remains to be seen.

The Balanced Budget Act also provides for transi-
tional payments to residency programs that volun-
tarily reduce the number of residents similar to a
program in New York State.®”2 However, a principal
reason for a hospital to participate was the threat of
loss of Medicare GME payments to managed care
organizations.® Now that GME payments will be
carved out of AAPCC calculations,* the incentive for
reducing residents, especially for institutions receiv-
ing generous GME payments,”! is not clear. Indeed, a
recent report noted that one half of the hospitals
enrolled in the original New York plan have dropped
out, apparently because they decided that the cost of
losing Medicare GME reimbursement was too
great.”

Specialty Choice

Before discussing specific programs and propos-
als, the possible influence of medical student indebt-
edness on specialty choice should be mentioned.
Some have held that indebtedness tends to favor
primary care training because the training period is
shorter. Others have postulated that indebtedness
tends to steer graduates toward higher paying sub-
specialties. Recent studies suggest that the reasons
for specialty choice are varied, interact in poorly
understood ways, and vary with context.!>1674 How-
ever, anecdotes from department chairs suggest that
it would be a mistake to dismiss the possibility that
educational debts tend to discourage subspecialty
training, especially in poorly reimbursed subspecial-
ties.

Proposals to use GME funding to change the ratio
of generalists to specialists have a long history. The
1985 Commonwealth Fund report®! suggested pro-
grams to shift graduates away from specialization,
citing supporting statements over the previous 10
years. In 1994 the Federation of Pediatric Organiza-
tions noted that “. . . the use of differential weights in
calculating payments for primary care residency po-
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sitions could provide an incentive for teaching insti-
tutions to increase the number of primary care resi-
dency positions.””> They went on to suggest such
additional measures as deferment, partial repay-
ment, or forgiveness of educational loans for those
entering primary care, increased numbers of feder-
ally funded primary care training positions, and aug-
mentation of reimbursement for primary care prac-
tice. The Council on Graduate Medical Education
(COGME) has made similar recommendations.”®77 A
1997 Consensus Statement on the Physician Workforce
released by a consortium of 6 national medical asso-
ciations suggested creation of a national physician
workforce body to make specific recommenda-
tions.”®

Two current Medicare GME policies promote pri-
mary care training. One reimburses DME for pediat-
rics, internal medicine, family medicine, and obstet-
rics and gynecology at a slightly higher rate. The
other reduces DME reimbursement by 50% for train-
ing beyond the minimum number of years required
for initial board eligibility.? The Balanced Budget Act
of 1997 provided an exception for medicine—pediat-
rics.* It did not address combined pediatric training
with rehabilitation medicine, neurology, genetics,
and adult and child psychiatry (triple board). Cur-
rent policy, thus, represents a problem for the health
care of children.

Regulatory Versus Market Approaches to Modifying Specialty
Selection

Perceptions of job availability have a pronounced
effect on specialty choice by medical students.” The
rapidity with which medical student preferences
change speaks in favor of market rather than regu-
latory approaches to specialty selection. Markets are
not perfect in the short-term; overreaction is com-
mon. In the long-term, however, a market approach
is far more flexible than regulations.

The implications of rapid shifts in trainee numbers
have been considered.®’ Case studies suggest that
success depends on anticipation of the need to resize,
agreement on clear principles by which resizing will
proceed, identification of a time frame, acquisition of
support from all constituencies, affirmation of the
institution’s commitment to current residents, and
reconfiguration of patient care services to compen-
sate for reduction in resident numbers.

Summary and Preliminary Recommendations: See III, F
Proposed Changes in GME Financing
All-Payer GME Financing

A number of organizations,”#8182 including the
Federation of Pediatric Organizations”> and the
AAP® have endorsed an all-payers approach to
funding GME in which all medical insurance payers,
including private payers, would participate. The ob-
stacles to implementation at the federal level are
formidable.?® First, the political challenge of impos-
ing a tax on reimbursement in nonteaching settings is
great. Second, many employers are self-insured and,
therefore, exempt from federal regulations under the
1978 Employment Retirement Income Security Act.



An all-payers system might be easier to achieve at
the state level.® The New York Health Reform Act of
1996 requires all private payers to pay an assessment
on covered lives. Although the contribution is tech-
nically voluntary, payers who do not participate
must pay an add-on to inpatient rates. The recently
established Medical Education Council in Utah is
considering a hospital bed charge and a worker’s
compensation surcharge to pay for medical educa-
tion (L. Osborn, personal communication, 1998).

Institution of a new reimbursement system at ei-
ther the state or federal level presents an opportunity
to pay for medical education in a way that would
permit AMCs and academic children’s hospitals to
compete with nonteaching counterparts on an equal
financial footing. It also provides an opportunity to
address health policy issues.?8* The Institute of Med-
icine (IOM) Committee on Implementing a National
Graduate Medical Education Trust Fund and others
have suggested the creation of a single national GME
trust fund.818284 The preface to the IOM document®?
describes the proposal as a “way in which Medicare
funds, and potentially other sources of revenue,
could be more effectively distributed to accomplish
the most cost-effective use of resources while main-
taining the highest quality of contemporaneous med-
ical education and care.... ” The Committee pro-
posed an annually defined fund, consisting initially
of Medicare funds, but intended eventually to in-
clude non-Medicare sources. The document pro-
poses changes in reimbursement policy including
retargeting funds to any sponsoring institution that
meets defined criteria as well as increased reim-
bursement for nonmedical providers. GME reim-
bursement would be dissociated from patient care
reimbursement. In short, the IOM proposes to direct
federal funds for GME into a fund that would serve
certain GME policy goals. In that respect, the think-
ing is similar to that behind GME-funding plans in
New York, Utah, Tennessee, and other states.®

Educational Consortia

Proposals to direct GME funds to educational con-
sortia represent another attempt to free GME reim-
bursement from the Medicare-linked system and, at
the same time, advance health policy objectives re-
garding educational content and the types of profes-
sionals trained. Consortia organize education around
a group of entities (hospitals, medical schools, pro-
viders), in contrast to organization around a teaching
hospital.8> The COGME Workgroup on GME Con-
sortia noted that a consortium would provide an
opportunity to consider undergraduate medical ed-
ucation, GME, and CME as a continuum and might
serve a unifying, interdisciplinary role, if they had
overall responsibility for educational policy and al-
location of resources. A consortium could also solve
the problem of reimbursement to nonhospital sites. It
would control GME funds from all sources and could
cover costs at any approved training site.

Although the consortium idea is not new,828586
few exist?” COGME has recommended federally
funded demonstration consortia along with incen-
tives to promote their formation.8> The IOM Com-

mittee on Implementing a National Graduate Educa-
tion Trust Fund noted the possible advantages of
consortia but urged caution without careful evalua-
tion of structure and of the possible effects on AMCs
and teaching hospitals.?? The Balanced Budget Act of
1997 requires that the Secretary of Health and Hu-
man Services establish a demonstration project that
will pay DME payments to a consortium.*

New Sources of Support for Medical Education

Desmarais and Hash®® recently discussed various
revenue sources as alternatives to the current system.
They scored various options (Table 3) as to equity,
adequacy, collectibility, and effectiveness and con-
cluded that the most equitable method is use of
general federal income tax revenues. (They did not
discuss the disadvantages of annual approval of
GME reimbursement in competition with other gov-
ernment expenditures.) They noted that payroll taxes
are easy to collect but are regressive. Sales taxes,
premium taxes, and provider taxes have the same
shortcoming. A provider tax would be difficult to
collect. Other options scored even less well.

Summary and Preliminary Conclusions

Current methods of funding medical student GME
and CME are unsatisfactory. The Medicare model of
GME reimbursement, with reimbursement tied to
payment for hospital services, was conceived nearly
40 years ago. It is not consistent with contemporary
medical practice or with contemporary concepts of
GME. Moreover, any medical education costs not
explicitly reimbursed, including remaining GME
costs and the costs of medical student education and
CME, have to be embedded in the cost of patient
services. This places teaching institutions at a finan-
cial disadvantage that is unsustainable in the current
competitive health care environment. The underly-
ing flaw in all current methods of funding medical
education is that reimbursement for education is
linked to reimbursement for patient care.%8489.90
There is little doubt that this should change. The
Workgroup recommends that GME (and medical
student education) should be funded explicitly and
that funding should come from all payers.

At the same time, pediatricians must be aware that
although reform is very much needed, it also carries
risks. Ideally, parents and cost-sensitive health care
companies should determine for themselves what
type of child heath care providers should be trained.
However, it is likely that central policy decisions

TABLE 3.
cation

Alternative Mechanisms of Funding Medical Edu-

Taxes
Federal income tax
Payroll tax
Alcohol and/or tobacco taxes
Assessment on health insurance premiums
Health care provider tax (eg, bed day tax on provider receipts)
Elimination of resident salaries
Tuition for residency training
Increase in medical school tuition to pay actual costs of medical
education
National lottery

SUPPLEMENT 1265



with regard to allocations from an all-payers fund
would play a substantial role. In that case, pediatric
educators must be prepared to be effective advocates
in a highly political environment. History suggests
that the challenge of maintaining funding for pedi-
atric training will be considerable. Children’s health
care needs do not necessarily receive thoughtful con-
sideration. Examples of state and national policy that
disadvantaged children are many. One has only to
compare the percentage of elderly adults covered by
Medicare with the percentage of children covered by
Medicaid, or compare Medicare with Medicaid reim-
bursement rates for similar services,®! or consider
failure to provide GME reimbursement for freestand-
ing children’s hospitals. Furthermore, policies will
not necessarily support the training of pediatricians
and pediatric subspecialists.”? Pediatrics will be per-
suasive only if its positions are well thought out,
supported by data, and cogently presented as the
consensus of pediatric educators and health care pro-
viders.

Implications of Proposals to Regulate the Number
of GME Training Slots

Proposed Reduction in Resident Number

COGME and others””8493-95 have recommended
that the number of residents be reduced from the
current complement of ~140% of the number of US
medical graduates to 110%. The basis is the discon-
nect between projections of physician oversupply
and Medicare-sponsored incentives that encourage
residency training.®®-70 Because residency positions
in excess of those required by AMGs tend to be filled
with IMGs, one way to reduce the number of resi-
dents is to reduce the number of IMGs. Eleventh
Report®® by the COGME suggests changing visa reg-
ulations to encourage IMGs to return to their native
countries after completion of training except for
“uniquely qualified researchers.” Although the 1994
Federation of Pediatric Organizations statement did
not advocate a specific number of residences, it did
support limiting slots for IMGs.”> The most recent
statement by the AAP endorsed “the stance that
first-year GME positions be reduced in number to
more closely correspond to the number of US med-
ical school graduates.”®® Limitation was also sup-
ported by the AAMC, American Medical Association
(AMA), and others in their 1997 Consensus Statement
on the Physician Workforce.” The alternative of closing
US medical schools has not been recommended by
any organization except the Pew Commission.”®

As mentioned above, the Balanced Budget Act of
1997 will limit continued growth in the number of
residency positions. The practical obstacles to reduc-
tion in the number of residency positions, in contrast
to reduction of further growth, are substantial.®”

Allocation of Residency Slots

If GME slots were reduced either indirectly, by
limiting IMGs, or directly, the remainder would have
to be allocated in some way. They might be allocated
according to current distribution. The disadvantage
of this approach is that certain programs have in-
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creased in size for financial reasons®3%; there seems
little point in perpetuating that situation. Alterna-
tively, slots might be allocated based on population,
with areas with the highest population density re-
ceiving the greatest number. This assumes that prox-
imity to the area in which a graduate might eventu-
ally practice is the major determinant in selection of
a training program. In fact, graduates frequently
train in one area and practice in another. Allocation
based on population would have the effect of penal-
izing excellent programs in areas of relatively low
population density in favor of programs located in
multi-city metroplexes. It would also tend to discour-
age development of programs in low population
density areas and possibly distribute of health care
professionals away from rural areas.

Voucher Allocation of GME Funds

The 1985 Commonwealth Fund Task Force on Ac-
ademic Medical Centers Support proposed that GME
reimbursement be given to graduates rather than
training sites. The graduate would be issued a
voucher and allowed to choose any accredited pro-
gram.®! This approach was recently endorsed, albeit
with dissent, by the Pew Commission.®* The AMA
Council on Medical Education has proposed a simi-
lar “authorization system.”®® Although a voucher
system has appealing simplicity, the implications are
complex. A system in which payments follow the
resident to the training site would, in the words of
the AMA Council, “. .. facilitate student’s responses
to market signals. ... ”?® It could provide for reim-
bursement to various training sites and provide for
reimbursement of novel training arrangements like
educational consortia. In contrast, residency training
involves substantial investments in facilities and per-
sonnel, and continuity of funding over time is im-
portant to sustained excellence. Allocation of aca-
demic medical care on a purely free market basis is
unsatisfactory primarily because academic medical
centers are not ordinary business entities that can
expand and contract on short notice. It is also con-
ceivable that vouchers might be traded on the open
market or that institutions would offer bounties to
attract vouchers. It would be more difficult to disci-
pline a resident if departure meant immediate loss of
funds. Finally, although a voucher system would
initially place control in the hands of the graduate,
central dispensation of vouchers would create an
ideal opportunity to advance various policy agendas,
just as the Pew Commission has recently suggest-
ed.8* The resulting political entanglements could
produce the ironic outcome that a voucher system
intended to foster market responsiveness would end
up supporting the opposite.

Summary and Preliminary Recommendations

The number of GME positions has grown to 140%
of US medical graduates for reasons that have more
to do with financial incentives than with community
needs. Few disagree that the overall number of train-
ing slots is excessive. Training slots might be reduced
by fiat, by means of incentives, or coincidentally if
more stringent requirements for ECEMG certification



reduces the number of IMGs. The most likely way a
smaller number of slots would be allocated is that a
trainee would be allowed to choose any RRC-ap-
proved programs, as is the case now. Several orga-
nizations have suggested a voucher system of dis-
tributing GME funds. The Workgroup recognizes the
shortcomings of the current system. It is not, how-
ever, able to endorse the voucher system as an alter-
native.

CME: Trends and Financing
Trends in CME

CME has traditionally been sponsored by AMCs
and pediatric organizations. Other organizations
have participated inconsistently. Lectures, interac-
tive workshops, and, more recently, hands-on work-
shops for procedural skills have been the primary
methodologies. In the future, pediatric CME will
include physicians and nonphysician pediatric
health providers and may include patients and com-
munity education programs.

The style of continuing education is changing to-
ward an emphasis on learning (impact on the partic-
ipant) rather than on the teaching capacity of facul-
ty.?” Comprehensive assessment of learner needs has
not been incorporated into most CME programs, but
in the future the content and methodology of CME
will increasingly be dictated by the audiences. An
individual or group will develop educational goals
and evaluate progress on a regular basis. Tools to
achieve these goals may include written material,
lectures, video seminars, workshops, miniresiden-
cies, and/or interactive computer learning. The
agency providing CME will have to provide evi-
dence of progress toward the goal, as measured by a
change in behavior.>* The emphasis on learner-
driven CME will accelerate as more physicians be-
come members of large groups and organizations
that will demand measurable health outcomes.
Funding will become correspondingly more consol-
idated and directed by organizations or group prac-
tices.

Individual physicians will have to meet certifica-
tion and recertification criteria to continue working
within their group. CME programs will be driven by
the need of the participants to pass these examina-
tions. Organizations will pick educational programs
based on how the programs meet their learning style
and work schedules and by the record of successful
certification of previous enrollees. CME opportuni-
ties through the Internet will not be either faculty or
geographically limited. Other computerized en-
hancements and distant learning will be increasingly
available and tailored to the time and learning style
of the individual. Opportunities for learning in small
group settings within the office or group practices
will also be enhanced as physicians become geo-
graphically grouped.

Summary and Preliminary Recommendations

Funding for CME is problematic. Fees at tradi-
tional continuing education courses fund only a frac-
tion of the cost. Faculty time spent preparing presen-

tations has been largely volunteered. Perhaps this
will continue, but expectations for demonstrable out-
comes will mean that curriculum, educational tech-
niques, and outcome evaluation will also become
more formalized. The increased cost will be shared
by faculty, learners, both as individuals and through
professional organizations and employers, and by
patients. They also need to be shared by health in-
surance companies, pharmaceutical manufacturers,
medical supply manufacturers, and others. There is
currently no formal mechanism to achieve that end.

A cost-construction approach should be used to
define the costs of each step in the CME process. This
would include an initial assessment of the learners’
scientific knowledge base and the national, regional,
and local profiles of pediatric morbidity and mor-
tality along with an assessment of the learner’s spe-
cific needs; construction of the curriculum and meth-
odology of delivery; and use of an evaluation
methodology to determine effectiveness. The evalu-
ation should also include feedback to redefine the
learning needs, suggest modifications in presenta-
tion, changes in faculty, etc.
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