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Will Health Care Costs Come Down?

Watch the IPAB
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The Affordable Care Act (ACA) offers many different
attempts to reduce spending, but none is more hotly debat-
ed than the Independent Payment Advisory Board (IPAB).
Let’s take a look at some of the controversy surrounding
the IPAB.

As demonstrated by the recent Time magazine article,
“Bitter Pill,”* the economics of health care are complex and
unlike any other business models. Well before this provoca-
tive feature story, economists have proven that health care
does not respond to supply and demand like other indus-
tries.”

Frequently, costs continue to increase even when
a particular procedure is shown to offer equal—if not
poorer—outcomes than cheaper, alternative treatments.3
In fact, in our health care system any correlation between
cost and quality is inconsistent and may be either a posi-
tive or negative association.# What’s more, politics and
lobbying in Congress further complicate the discussion of
federal health care expenditures, representing 21 percent of
the federal budget in 2011.5

In an effort to lower the ever-increasing cost of
health care, the ACA created the IPAB based upon an idea
that was floated back in 1999 by the National Bipartisan
Commission on the Future of Medicare.

The Congressional Budget Office (CBO) estimated
in 2009 that the IPAB could reduce Medicare spending by
#15.5 billion between 2010 and 2019, with cost savings con-
tinuing into the future.® This is in stark contrast to the his-
tory of Medicare spending, which—until now—has never
been subject to spending caps.” Former White House bud-
get chief Peter Orzag has said that the IPAB is among the
most important provisions in the ACA to sustain Medicare,
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which is projected to go broke within a decade on its cur-
rent trajectory.® Many consider the IPAB the cornerstone
of the ACA’s goal to slow health care spending in the
country.®

Structure of the IPAB

Section 3403 of the ACA created the “Independent
Medicare Advisory Board,” renamed the “Independent
Payment Advisory Board” in the budget reconciliation bill
necessary to make passage of the ACA a reality in March,
20102

The IPAB is designed as a board with 15 full-time mem-
bers situated within the executive branch of the federal
government [as opposed to Medicare Payment Advisory
Commission (MedPAC), which is a non-binding, inde-
pendent advisory body for Congress]. IPAB members are
appointed by the president with congressional input on 12
of the 15: the Senate majority leader, Senate minority lead-
er, speaker of the House, and House minority leader are
each to be consulted for three members of the IPAB.

All are subject to Senate confirmation.®

The members are to be recognized experts in medicine
and the financial and policy realms of the health care sys-
tem, and they cannot be employed outside of the IPAB
during their six-year terms. An additional 10-member
board, representing patients, will advise the IPAB.”

If the chief actuary of the Centers for Medicare and
Medicaid Services (CMS) projects that per-capita growth
of Medicare spending will exceed the “targeted growth
rate,” the IPAB must recommend ways to reduce costs.
(The first potential year will be 2015.) The criteria for IPAB
activity is subject to different factors beginning in 2020.°

IPAB recommendations are limited under the law. It
may not raise costs to beneficiaries, restrict benefits or
modify eligibility criteria. Imposition by the IPAB of physi-
cian fee reductions may be curtailed if alternative payment
control is successful under the Sustained Growth Rate
(SGR) formula, or if other avenues for lowering costs
prove successful.?



Through 2019, the IPAB is also
prohibited from implementing con-
trols on providers already scheduled
to sustain reductions under the ACA,
such as inpatient and outpatient hos-
pital services, inpatient rehabilitation
and psychiatric facilities, long-term
care hospitals, and hospices; clinical
laboratories are protected from IPAB
reductions until 2016.°

Because of these limitations,
IPAB recommendations are likely to
focus on Medicare Advantage Plans,
Medicare Part D, skilled nursing facil-
ities, home health, dialysis, ambu-
lance services, ambulatory surgical
centers and durable medical equip-
ment. The law prohibits any recom-
mendations that would create health
care rationing.®

Congress may not amend or
reject the IPAB’s recommendations
but may implement alternative, cost-
cutting measures if their actions meet
the same goal of expenditure reduc-
tions with cost savings equal to the
rejected IPAB recommendations.®

If Congress wants to avoid the
recommendations of the IPAB and
avoid having to make similar reduc-
tions in spending through alternative
means, both houses must vote to waive
the rule— via a three-fifths vote in the
Senate and simple majority vote in the
House.? As is true with any congressio-
nal action the implementation of alter-
natives to the IPAB recommendations
passed by Congress could be subject to
a presidential veto.

In the absence of congressional
action upon the IPAB’s recommen-
dations, the ACA requires the sec-
retary of the Department of Health
and Human Services to implement
the IPAB’s cost-cutting measures.
Administrative or judicial review
of actions taken by the secretary in
response to IPAB recommendations is
restricted under the ACA.°

Goal of the IPAB

The inception of the IPAB is an
attempt to reduce political forces on

Frequently, costs continue to increase even when a particular procedure is shown to
offer equal—if not poorer—outcomes than cheaper, alternative treatments.3 In fact,
in our health care system any correlation between cost and quality is inconsistent and
may be either a positive or negative association.

health care spending. This reflects the
concern that the non-binding, cost-
cutting recommendations made by
MedPAC have been largely ignored by
Congress since its creation in 1997.8

Advocates point to the
Federal Reserve Board and the
Base Realignment and Closing
Commissions (BRAC) as other bodies
that effectively make difficult, con-
crete decisions on spending beyond
political influence. BRAC, for exam-
ple, is set up so that an independent
panel publishes a list of military bases
that should be closed or combined,
and the president and Congress must
reject or accept the recommendations
without any changes.'®

In the absence of these com-
missions in the past, congressional
representatives—facing the forces
of frequent, local elections—became
deadlocked over closing bases.
Similarly—in creating the IPAB—

Timothy Stoltzfus Jost writes,
”Congress is attempting to lash itself
to the mast to keep the siren song of
special interest lobbyists from dis-
tracting it from its task of controlling
Medicare cost growth.”

The controversy

Repeal initiatives and concerns
over the IPAB began immediately
after its inception; at the time of this
writing, it is arguably the most hotly
debated component of the ACA. In
early 2013, bills with bipartisan sup-
port were introduced in the House
and Senate to repeal the IPAB."

Similarly, there are currently
attempts in the House to change the
procedural rules of the IPAB, such
as eliminating the requirement that
Congress enact alternative measures
only if they achieve similar savings
to the IPAB recommendations. Other
proposed legislation would restrain
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congressional Medicare-reduction
activity and/or repeal the procedural
rules creating a “fast track” status
for IPAB recommendations (thereby
limiting debate and voting time
allowances).'>

In a Feb. 25, 2013, letter to Senator
John Cornyn (R-TX), the American
Hospital Association expressed sup-
port for his bill to repeal the IPAB,
“because its existence permanently
removes Congress from the process of
making decisions regarding Medicare
payment, and [it] threatens the impor-
tant dialogue between hospitals and
their elected officials about how hospi-
tals can continue to provide the high-
est quality care to their patients and
communities.”’3

The American Medical
Association has condemned the IPAB
as “a panel that would have little
accountability and the power to make
indiscriminate cuts that adversely
affect access to healthcare [sic] for
patients.”'4

Physician reaction to the IPAB
has been weighted toward specialty-
practice associations. The Alliance of
Specialty Medicine (whose members
include neurosurgeons, plastic sur-
geons and cardiologists)'S the College
of Neurological Surgeons, and the
American Association of Neurological
Surgeons have all voiced support
for Congressional repeal attempts.'®
To date, there have been few public
announcements of support or opposi-
tion from primary care associations.

In an article published by
AARP last June, the arguments for
and against the IPAB are briefly
reviewed by representatives from two
widely known political think tanks.
Stuart Butler, PhD, of the Heritage
Foundation expressed concern about
the ability for unelected people to set
government spending, (similar to the
provider groups mentioned above).

Recognizing that Congress can
set alternatives to equal the sav-
ings of IPAB proposals, Butler notes
that “if Congress can’t agree on its
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own package, then the IPAB’s cuts
will go into place automatically and
nobody—not the courts or even
Congress itself—can stop them.”

He also fears that cuts in Medicare
spending will result in fewer partici-
pating physicians, leaving Medicare
beneficiaries without care. In the
aftermath of the complete repeal of
the IPAB “each older person would
have the right to decide either which
health plan, or which doctor and hos-
pital, will get that person’s portion of
the Medicare budget.”"”

The opposing view in the AARP
paper is voiced by Henry J. Aaron,
Ph.D. of the Brookings Institution,
who argues that if the ACA works as
intended, costs will decrease suffi-
ciently without the need for IPAB rec-
ommendations. Aaron argues that the
IPAB does not “usurp Congressional
authority” because Congress created
it in the first place as an expression
of an important goal: “slowing the
growth of health care spending.”

He concludes that the IPAB
should in fact be strengthened,
allowing it to recommend changes in
provider payments, invest in other
cost-saving endeavors (such as bill-
ing efficiencies), and be given greater
funding to support a larger staff.'”

Other advocates have noted
that current Medicare spending has
slowed sufficiently to fall under the
limit that would trigger IPAB recom-
mendations. “If Medicare spending
keeps going the way it has the past
few years, the board will never hold a
meeting.”®

Arguments against repeal also
reflect the underlying concern that
Congress is incapable of making
politically difficult decisions regard-
ing health care expenditures, so
“removing Congress permanently
from the process of making decisions
regarding Medicare payment might
be just the thing to get some control
over the health care cost monster.”*?

Perhaps the debate over the
IPAB can best be summarized by

the conflicting cries of those who
rally against the board and strive to
remain true to a representative gov-
ernment where voters can petition
their elected officials, and the propo-
nents of the IPAB who argue that it is
petitioning and the role of politics in
health care spending that created the
necessity for an independent board in
the first place. The argument over
the IPAB is as fundamental as any
controversy over the role of govern-
ment in society.

The final resolution over the
IPAB controversy will be indicative
of the future of health care reform
in general and the ACA in particular.
Although the IPAB is controversial,
most people agree that health care
costs are not indefinitely sustain-
able if they continue to increase
unchecked.

Parties may differ on where cuts
may be made, but they agree that the
country can’t decrease health care
costs without some sectors bearing
those reductions. Herein lies the rub,
for any cut, cost saving measure, or
reduction in reimbursement will raise
the ire and political forces associated
with that demographic.

The final solution may not be the
IPAB as conceived, however, in order
to protect the system as a whole,
there has to be some limitation of
spending. If political forces success-
fully strip the ACA of all cost-saving
measures, America will have created a
paper giant. That may be the reader’s
goal or the reader’s fear, but both
should be watching the future of the
IPAB as the political canary in the
mine of health care reform.
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