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Medicaid Physician Fee Levels And Children’s Access To Care

by Joel W. Cohen and Peter J. Cunningham

Abstract: This study examines the effects of physician fees on children’s use of preventive and
illness-related ambulatory physician services under the Medicaid program. Using data from the 1987
National Medical Expend iture Su rvey (NMES), we examine the effects of Medicaid fee generosity
on physician service use and overall ambulatory physician spending. The results indicate that more
generous fees are associated with a greater likelihood of having a doctor’s office as a usual source of
care and a higher number of preventive visits at office-based sites of care. Having a doctor’s office as
a usual source of care is associated with lower overall ambulatory physician expenditures.

Access to care, particularly for children, has been an important issue
for the Medicaid program in recent years. This interest stems from
the belief that lack of access leads not only to adverse outcomes but

also to inefficient use of medical resources. Although expanding Medicaid
eligibility is one method of trying to increase the provision of preventive
care to poor and uninsured children, it is not clear that it is sufficient to
achieve that objective. Research on Medicaid physician payment policies
has shown that payment levels are a primary determinant of office-based
doctors’ participation in the Medicaid program: The lower the Medicaid
payments are relative to private or Medicare fees, the less office-based
doctors participate in the program.1

Medicaid recipients can obtain care, however, in nonoffice settings.
Research on use of physician services suggests that lower reimbursement is
associated with where physicians are seen, rather than whether or not they
are seen at all.2 This has implications both for continuity of care, which is
likely to be important for receiving preventive services, and the overall cost
to the program of providing care, because people would seek care in the
hospital, which is more expensive. Research also has shown that Medicaid
beneficiaries tend to use hospital-based sites as a usual source of care much
more often than other insured persons do.3 To examine these issues, we
present descriptive data on the effect of various levels of Medicaid fees on
the site of usual source of care, on use of preventive and illness-related
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physician services, and on ambulatory physician expenditures. We then
show results from multivariate models that examine the effects of fees and
usual source of care on medical care use and spending.

Data sources. The primary source of data for this study is the household
component of the 1987 National Medical Expenditure Survey (NMES),
conducted by the Agency for Health Care Policy and Research (AHCPR).
NMES looks at health status, health insurance, and medical care use and
spending for a national probability sample of the U.S. civilian noninstitu-
tionalized population over an entire year.4 The sample for this study con-
sisted of 1,333 children under age eighteen who were covered by Medicaid
for all of 1987. Information on Medicaid physician fees and policies is from
a database of Medicaid and insurance regulations developed specifically for
use with NMES.5 Fee generosity is calculated as the ratio of the Medicaid
fee to the Medicare allowed charge for an office visit6 Data for the market
supply and demand variables used in the multivariate analysis were ob-
tained primarily from the area resource file (ARF) and the National Plan-
ning Council’s census tract-level demographic database.7

Study Findings

Most children with Medicaid coverage live in states where the Medicaid
reimbursement level is less than that for other payers (Exhibit 1). In fact,
more than one-fifth of Medicaid children live in states where the ratio of
Medicaid to Medicare fees is less than 50 percent, and only about one-
fourth of Medicaid children live in states where the Medicaid reimburse-
ment rate is at least 90 percent that of Medicare.

Fee generosity and site of care. There appears to be a strong associa-
tion between the relative generosity of Medicaid reimbursement and the
place where Medicaid children usually receive their medical care. In gen-
eral, the higher the fee ratio (indicating more generous Medicaid reim-
bursement), the more likely children are to use a doctor’s office for their
usual source of care and the less likely they are to use a hospital-based or
other health care facility. In the least generous states (fee ratios less than 50
percent) about 60 percent of Medicaid children used a doctor’s office for
their usual source of care in 1987, and about 20 percent used hospital-based
facilities. This gap begins to widen substantially for children in states where
the fee ratio is about 80-89 percent. In the most generous states 80 percent
of Medicaid children used a doctor’s office in 1987, and only 6 percent used
hospital-based facilities.

Fee generosity and use of physician services. Despite the strong
association between fee ratios and site of usual source of care, there appears
to be only a weak association between fee generosity and use of physician
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Exhibit 1
Usual Source Of Care, Use Of Ambulatory Physician Services, And Expenditures
For Ambulatory Physician Services For Children Covered By Medicaid, 1987

Ratio of Medicaid to Medicare fees

50%
90%

All 50-59% 60-79% 80-89% o rm o re
Population (thousands) 6,850 1,457 951 1,530 1,000 1,912
Percent of total 100.0 21.3 13.9 22.3 14.6 27.9

Usual source of care site
Physician office
HospitaL based
Other

69.6% 59.2% 63.9% 59.6% 87.6% 79.9%
11.2 19.8 11.7 14.1 2.7 6.0
17.3 18.6 24.4 23.0 9.7 11.6

Physician visit

An y 72.2% 70.1% 72.7% 74.7% 69.5% 72.9%
Preventive 35.6 38.9 26.9 44.2 29.7 33.9
Illness-related 59.8 54.7 64.9 57.8 59.8 62.8

Average number of
physician visit?

Al l types 3.2 3.4 3.3 3.1 3.1 3.3
Preventive office-based 1.7 1.5 1.9 1.5 1.8 2.1
Illness-related office-based 3.0 2.8 3.3 2.9 3.0 3.0

Average physician
expenditu resb $268.0 $344.5 $329.7

Source: National Medical Expenditure Survey (NMES), 1987.
a Conditioned on one or more visits of that type.
b For those with expenditures greater than zero.

$233.1 $182.3 $252.0

services. The probability of using any ambulatory physician services in-
creased only slightly for children living in the most generous states, com-
pared with children in the least generous states. The probability of an
illness-related visit increased somewhat. Although there was considerable
fluctuation in the probability of a preventive visit across the various fee
ratios, no discernable pattern emerges, and the probability of a preventive
visit in the most generous states was slightly less than the probability in the
least generous states.

Fee generosity appears to have virtually no meaningful association with
the total number of physician visits or the number of illness-related physi-
cian visits. Medicaid children who used physician services averaged more
than three visits (of all types) across all levels of reimbursement. Similarly,
no discernable pattern in the average number of illness-related visits was
detected across the fee ratio categories. There does, however, appear to be
an association between the level of fees and the average number of preven-
tive visits in doctors’ offices in 1987.

Fee generosity and ambulatory physician spending. Average total
expenditures for ambulatory physician visits generally decreased as the
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generosity of Medicaid reimbursement increased. Average expenditures for
Medicaid children were highest in the least generous states and decreased
substantially for children in states where fee ratios were in the 60-79
percent range. Although average spending for children in the most gener-
ous states was somewhat higher than in states with fee ratios in the 80-89
percent range, expenditures for children in the most generous states were
still only about three-fourths those in the least generous states.

One explanation for this may be the place where Medicaid children
usually receive their medical care. Services provided in hospital emergency
rooms and outpatient clinics are typically much more costly than similar
services provided in doctors’ offices.8 Average ambulatory physician expen-
ditures for children who had a doctor’s office for their usual source of care
in 1987 were only about 58 percent those for children who were seen in a
hospital-based facility (Exhibit 2). Furthermore, use of the hospital as a
usual source of care is likely to engender costs beyond those attributable to
higher emergency room fees, because emergency room patients are more
likely to be admitted to the hospital than are patients who are seen in a
physician’s office.9

Multivariate analysis. It is possible that the relationship between
Medicaid fee generosity and physician use and spending patterns can be
explained by other beneficiary characteristics, as well as by other state and
local area characteristics. To test whether Medicaid fees affect children’s
use and spending patterns after controlling for these other factors, we
conducted multivariate analyses on the probability of having any physician
visits, having preventive and illness-related office and hospital visits, hav-

Exhibit 2
Ambulatory Physician Expenditures For Children With Medicaid Coverage

Average expenditures (dollars)

Site of usual source of care

Source: National Medical Expenditure Survey (NMES), 1987.
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ing a usual source of care, and having a doctor’s office as the usual source of
care (Exhibit 3). We also tested the effect of fee generosity and usual source
of care site on total spending for ambulatory physician services.10

The results indicate that fees are not significantly associated with the
probability of having a usual source of care, any ambulatory physician visits
in general, or preventive or illness-related physician visits at an office-based
site. Moreover, fees are not significantly associated with the probability of
visiting a hospital-based doctor for either preventive or illness-related care.

Fees are significantly associated with the probability of having an office-
based doctor as a usual source of care and with the number of preventive
visits to office-based doctors for children who have at least one such visit.
The results suggest that a ten percentage point increase in the Medicaid fee
ratio is associated with a 3 percent increase in the probability of having a
doctor’s office as a usual source of care, and an approximately 5 percent
increase in the number of preventive visits received in office-based sites.

We found no significant direct association between Medicaid fee levels
and total ambulatory physician expenses, all else being equal. This is true
even when usual source of care is not included in the expenditure equation.
The results do indicate, however, that having an office-based doctor as the
usual source of care is associated with lower total ambulatory physician
expenditures. The magnitude of this association was relatively large, which
indicates that controlling for other factors, children with a doctor’s office as
a usual source of care had 33 percent lower total expenses, compared with
children whose usual source of care was a hospital emergency room or
outpatient department or a clinic.

Exhibit 3
Effect Of Medicaid Fee Generosity On Probability And Level Of Use Of Ambulatory
Physician Services, Controlling For Other Factors

10 percent increase in fee ratio
Type of use Probability of use Number of visitsa
Any visits N S b N S

Office-based preventive visits N S +5%
Office-based illness-related visits N S N S

Hospital-based preventive visits NS - c

Hospital-based illness-related visits E - c

Any usual source of care N S - c

Doctor’s office as usual source of care +3% - c

Source: Analysis from the National Medical Expenditure Survey (NMES), 1987.
a Conditioned on one or more visits of that type.
b No significant association.
c Not applicable.
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Discussion And Policy Implications

The results of this analysis are consistent with previous findings that
Medicaid physician fee levels affect site of use more than probability of use
or number of visits. Although fees were not associated with whether or not
Medicaid-covered children had any physician visits or a usual source of
care, they were significantly related to a usual source of care site. Where fee
levels were higher, Medicaid-covered children were more likely to have a
doctor’s office as a usual source of care. Similarly, the findings indicate that
higher fee levels are associated with greater numbers of office-based preven-
tive visits for those children who were able to obtain such care. To the
extent that greater use of preventive care at noninstitutionalized sites is
considered an indication of better-quality care, these findings reinforce the
desirability of relatively generous Medicaid fees.

Interestingly, although the descriptive analysis suggests that lower
Medicaid fees were associated with higher overall ambulatory physician
expenses, this relationship was not confirmed by the multivariate analysis.
The difference is likely a function of the fact that market characteristics and
fee levels tend to be related. Therefore, the association between fees and
expenses is attenuated when market variables are taken into account.
Although this implies that there is no significant association between fees
and expenses after market characteristics are accounted for, the direction of
the relationship was negative, and it simply may be that it is difficult to
isolate the impact of fees from that of market variables and thus difficult to
find a statistically significant result. Moreover, at a minimum, these results
suggest that low-fee states could raise their fees without raising their Medic-
aid spending or, looked at another way, that keeping fees low is not actually
generating savings.

The bivariate relationship between site of usual source of care and total
expenses remained after controlling for other factors. Having a doctor’s
office as a usual source of care was associated with a reduction of about
one-third in total expenses. Thus, policies that encourage use of doctors’
offices as usual sources of care may have cost-saving potential.

These results have important implications for the Medicaid program.
First, they suggest that recently mandated eligibility expansions for children
may not accomplish the goals of encouraging preventive care and discour-
aging use of emergency rooms for routine care if fees are set too low relative
to fees for other payers. Although federal law requires states to set fees for
pediatric and obstetric services at levels that are sufficient to ensure access
for Medicaid beneficiaries, a recent report by the Physician Payment Re-
view Commission (PPRC) concluded that although the gap between
Medicaid fees and fees paid by other insurers has narrowed somewhat in
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recent years, average Medicaid fees are still less than 75 percent those of
Medicare and less than 50 percent those paid by private insurers.11

Perhaps more important, particularly in light of recent state efforts to use
Medicaid Section 1115 waivers to cover the uninsured, these results have
implications for the use of Medicaid managed care. Under Section 1115
waivers, states can shift to managed care arrangements in an effort to
expand coverage without increasing total Medicaid spending. The success
of this approach hinges on the ability to provide services under managed
care at a lower per capita cost than would be the case with unrestricted
choice of providers. Because managed care programs typically assign pri- .
mary care providers to serve as gatekeepers who direct the provision of
services to enrollees, this approach is comparable to having an office-based
doctor as a usual source of care. Thus, the results presented here support the
view that managed care in Medicaid can lead to lower expenses without
reducing the quantity of primary care services that beneficiaries receive.

This paper was presented at the Annual Meeting of the American Public Health Association, San
Francisco, California, 25 October 1993. The opinions expressed are solely those of the authors.
No official endorsement by the Agency for Health Care Policy and Research or the Department of
Health and Human Services is intended or should be inferred.
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