Negotiating for quality in dutch healthcare
Introduction
Since the introduction of Medicare in the United States in 1965 its costs are growing beyond proportion. The system at first was designed so that every distinct action taken by the hospital attributable to a patient was billed. To control the rapid increase in cost Fetter and Thompson (1977) designed a new hospital reimbursement system. This system was no longer based on all expenses paid but on a fixed price per case. Later these cases were reclassified as diagnosis related groups (DRGs). With this new system of fixed prices hospitals have an incentive to optimize efficiency and thereby reduce cost.
Economic incentives in the health care industry give rise to a moral problem. First there is the possibility that the economic drive of the hospital can become more important than the patient. Secondly, there is no linked incentive for hospitals to improve quality above the lowest acceptable threshold. The unique market characteristics of public curative health care makes quality review by patients very complex thus competition between hospitals is limited. To circumvent this problem and provide good quality reviews Fetter and Thompson point out that this should be delegated to the state. Though obviously it would be better if there is an incentive linked to the economic incentives for hospitals to improve quality.
The DRG system was implemented in The United States in 1983, since then the system was copied, adapted and implemented all over the world. In Europe nine countries have adopted it including The Netherlands starting in 2005. The Dutch DRG system is different from the US version because among other reasons its DRGs are divided in two categories, list A and list B. List A is state regulated and list B is deregulated and therefore left to the market (i.e. hospitals and health insurers). The underlying assumption of the list B DRGs is that hospitals will compete with each other for the best quality for the lowest cost (Oostenbrink & Rutten 2006).

The question this thesis will answer is: "does quality affect list B rates and does quality play a role in contracting hospitals in competitive areas within the Dutch DRG system". This research will either validate or invalidate the main assumption of the deregulated list B DRGs. So far there has not been any research to confirm whether quality is a real factor in list B price setting. Though there are studies that argue the Dutch DRG system is not currently set up to promote high quality (Custers et al. 2007). The quality aspect of the US version is also questioned (Porter & Teisberg, 2004). Also the relation between list B DRGs, contracting and spatial competition is never before studied. Though there is evidence that spatial competition (i.e. distance between hospitals) plays a role in the patients decision making (Montefiori, 2005).

The remainder of this paper is organized as follows. Section two describes theoretical background. Section three discusses the hypotheses and the employed research method. Section four presents the structure of the final thesis and a timeline for the completion of the thesis.
Theoretical background

Diagnosis related groups & Diagnosis treatment combinations (DBC)
Though the introduction suggests that The Netherlands uses the DRG system in reality it is more nuanced. The Dutch system is the diagnosis treatment combination (Zuurbier & Bakker, 2002). The registration is done by the physicians themselves during the episode and thus unlike DRGs which are registered by hospital administrators after the care has taken place. Every step of the treatment is described by the DBC, from the first visit to the final check-up, because each intermediate product is attributed to the DBC. Another important difference is that a patient in the DRG system will leave with a bill for one DRG no matter how many referrals or treatments. In the DBC system however, an episode of care can be described by more than one DBC health product, resulting in multiple claims (Baas, 2001; Zuurbier & Bakker, 2002; Westerdijk & Ludwig, 2002; Welvaarts et al 2003). The DBC system is in that aspect more detailed and thus transparent than the DRG system though it is administratively more work. The DBC system consists of around 30.000 billable DBCs, though the DRG system consists of only 600. Because both DRGs and DBCs were created with the same basic ideas the term DRG is used in this paper to describe the Dutch system.
Contracting theory
One of the purposes of the DRG system is to support contracting between health care providers and health financing institutions. These institutions are either the Dutch state or a health insurer. The contracting of the list B DRGs can also be seen as a principal-agency problem. The health care providers are agents performing tasks on behalf of the principals which are the financing institutions (Pratt & Zeckhauser, 1989). Agents have private information about effort level and capabilities that is not communicated to the principal (Fama & Jensen, 1983a). The principal tries to form contracts that motivate providers to be effective, efficient and work with low costs. There are three elements wherein lies a tradeoff to creating effective performance contracts, like the DRG system is designed to do: (1) the measuring costs of the performance standards, (2) the accuracy of estimating minimum agent effort levels, and (3) the extent to which health care providers can influence the contracted performance level (Murphy, 2001). The first element relates to the cost-benefit criteria: measurement costs should not outweight the potential benefits of the contract. The second element is known as the "accuracy criterion" or "informativeness criterion" (Holmstr�m, 1979; Banker & Datar, 1989; Feltham & Xie, 1994). It posits that performance contracts should include any (costless) performance measure that provides incremental information on the actions the 7 principal wishes to motivate in order to promote congruence between the principal's objectives and that of the agent. The third element focuses on the extent to which agents can influence the standard-setting process. When next year's contracts for instance are dependent on prior-year performance, health care providers may prevent prior-year positive outcomes or may engage in upcoding activities in order to maintain an relatively easy performance level for the next year. Health care providers will have less opportunities to influence the standard-setting process when performance targets are more dependent on previous-year industry performance, in stead of on individual historic performance. As already mentioned, in specific situations some of these contract characteristics need to be traded off against each other. Some performance measures may convey incremental information on the agent's actions or performance and may be changed by the agent. This may occur when detailed DBC-information is used that comes from medical registration by the physicians.

The price of the DBC is based on the hospital's costs, separately combined with the medical specialist's work load. Health insurers, hospital and medical specialists will negotiate the volume, the price and the content of the DBCs. There is more attention for quality during negotiations but hospitals and health insurers still don't make quality agreements. Quality of care will be considered in the negotiations in terms of reduction of unnecessary activities. Improving other quality of care aspects as reducing post-operative infections and decubitus rates are not yet stimulated in the DBC system (NZa, 2007, Custers, 2007) .
Research methodology and hypotheses
In this section the hypotheses are develop and the employed methodology to test them is described. Also the data sources used to test the hypotheses are described.
Hypothesis development
Higher quality hospitals can and must negotiate a higher DRG rate to sustain the high quality care. Also the opposite must be true for low quality hospitals, they provide lower quality care and thus it must be cheaper. This leads to the following hypotheses:

H1a: High quality hospitals negotiate above average rates

H1b: Low quality hospitals negotiate below average rates

Health care insurers and hospitals are not obligated to negotiate a contract. Though health care insurers will try to cover most of the country so their customers will have a contracted hospital nearby. When not all hospitals in competitive areas are contracted than it would be likely that the high quality hospitals are contracted and the low quality hospitals are not.

H2a: High quality hospitals in competitive areas are contracted

H2b: Low quality hospitals in competitive areas do not get contracted

Because of the competition in certain cities insurers can negotiate lower rates than usual with high quality hospitals.

H3: High quality hospitals in competitive areas negotiate lower rates than high quality hospitals in uncompetitive areas
Methodology
The methodology will be quantitative in nature and is based on the analysis of historical data. The data sources for the research are existing databases. The data in the databases ranges from 2006 to 2009 and allows a time series analysis. The database with negotiated rates is proprietary, the database with hospital quality information is publicly accessible and the database with hospitals in competitive areas is compiled from publicly available information.

The proprietary database with DRG rates for the B list contains data from two distinct health insurers. This suggests that the statistics can be run twice with two sets of DRG rates. Similar results can strengthen the hypothesis test outcome and contradictory results might produce leads to future research. The data looks like this in a formatted manner:

The database contains all possible combinations of B list DRGs, year (2006-2009) and hospital identifier per insurer. If there is no record for any combination it means there is no rate negotiated with that hospital in the given year.

The hospital quality database is distilled from research by Elsevier, they hold an annual quality review of all Dutch hospitals on several categories. The review is conducted by an external firm and the survey is filled out by anonymous hospital staff and medical specialists. The database contains a quality index on a scale from one to five for nearly all Dutch hospitals from 2006 to 2009.

Competition is measured by the amount of hospitals in the surrounding area. For example Amsterdam has four general hospitals and two academic hospitals, so there is a lot of competition for these hospitals. But Leeuwarden only has one hospital and resulting from this the only hospital there does not have any competition. A hospital has competition if there is more than one hospital in the city.
Structure & timeline
This section contains the structure outline of the thesis and a timeline for completion late summer 2010. The structure will be as follows.
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