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	P R O C E E D I N G S
		(01:40) SEGMENT I 
	WELCOME BY PETER CRAMTON, PROFESSOR OF ECONOMICS
			MR. CRAMTON: Good morning, everyone. Welcome. Thank you so much for being here. Actually, this quote from John Ruskin was emailed to me yesterday as the Quote of the Day. And I thought it was just amazing how relevant this quote from the 1800's is and how much wisdom it embodies. It's definitely something to think about.
(02:19)	So it was on August 24th that I received a phone
call from Nancy Johnson, 24-year Congresswoman from Connecticut who asked me to take a look at the Medicare competitive bidding rules. And she knew I was an expert in auction design and that I would be an appropriate person to take a look at it. So I said, "Sure, I'd be happy to. That's my expertise. I'd be happy to."
		Well, I looked at the rules, and within 10
minutes, I realized that the Rules were fatally flawed; that there were serious -- very serious problems. So then I looked some more, and I spent a little less than a week looking at the Rules and thinking about it.
(03:06)	And then we had a subsequent conversation where I
told her that these Rules are fatally flawed. The program is unsustainable. There's no way that this could work. And she said, "Oh, okay. Well, would you be willing to come to the Hill and tell some of the congressional offices about your views?" and I said sure.
(03:27)	So on September 8th, we marched over together, to the Hill and spoke to a number of relevant congressional offices, including the Ways and Means Committee. And the staffers of the Ways and Means Committee were all very interested and actually quite knowledgeable about Medicare and the Competitive Bidding Program.
		And when I was finished giving my view, they
said, "Well, okay, but you're one expert; I'm sure that if we asked another expert, we'd get another story, and a third expert, a third story. So, you know, why should we believe what you're saying?"
(04:14)	And I said, "No. In fact, every auction expert
will say the exact same thing that I am saying." And they said, "Oh, really? Hm-m-m. Well, can you show us that?" And I said, "Sure. I'll write a letter that outlines the flaws quite firmly, and I'll send it to my colleagues, auction experts around the world. I'll give them 24 hours to respond either, yes, they will sign this letter or, no, they won't.
(04:53)	I sent it to 250 Academics in the middle of
September, a very busy time for Academics. I gave them the primary source documents, such as the Federal Registry and so on, that described the Rule. And within the 48 hours, I had 167 yesses -- signatures, including multiple Nobel Laureates and other very prestigious awards.
		Not a single one of these 250 responded "No, I
disagree." There were several people that responded "No, I 
don't have time to study all the primary documents, and so
I cannot agree to sign." But not a single person raised any issues with any of the points that I was making in that letter.
(05:54)	That letter, I think, is actually very important because it does say that there is complete consensus on this issue among auction experts, which is a very broad and knowledgeable community.
		Now, CMS has historically been headed by medical doctors, and so let me give a medical analogy. I think that all doctors would agree that if you have a serious bacterial infection, that it's a good idea to treat that with the antibiotics. I think that that would be common practice.
(06:28)	And so for me -- now, I'm not a medical doctor, but I could say, "Okay. Well, you know, I don't know 
what you should do with that. I think, you know, leeches sound like a good idea" or you know, "Let's -- let's bleed you or something." And to me, that would be maybe a reasonable thing to do since I don't have the expertise.
		I think we have a similar thing going on here where CMS designed the auction program without any engagement of auction experts. Now, this was done well before Jonathan Blum arrived in his current position.
(07:10)	It was -- this was done -- this has been going on for well over 10 years, and the design was developed over those 10 years with the prior Administration.
		But now we have an opportunity to fix the design, and I'm hoping that this conference will help facilitate that fix. 
		So what happened, beginning in September, is the careful identification of the flaws in the auction design; then, in presentations to relevant groups, such as HHS, CMS, the Capitol, and the Administration -- then we used other tools -- and I say we -- there's many of my colleagues involved in this. We used the scientific methods that we have available to us as experts in auction design, and those tools include theory -- so economic theory.
(08:36)	So a number of us did some what I think is very nice work demonstrating the theoretical implications of the CMS design and contrasted that with the theoretical properties of the efficient auction.
(08:56)	And what we found is that from a theoretical point of view, the CMS design has absolutely terrible properties. The auction is chaotic. The pricing is uncertain. Those details are outlined in a paper that was posted -- a revision that was posted yesterday on my web site and so that you can see it. And my two co-authors, Brett and Sean, are sitting right back here. It's got some very nice mathematics that I'm sure many of you will enjoy.
(09:36)	Then recognizing that, you know, that's theory, okay, it turns out actually theory often is extremely helpful in the analysis of complex problems. But it's true; that's just theory. So let's see how it works in a scientific lab.
		So then I got a phone call from Charlie Plott, a very distinguished experimental economist at Caltech. And he said, "Would it be okay if I ran studies in my lab? We can bring in the Caltech students. I'll pay them money based upon the -- the profits that they earn in the auction, and we'll do a comparison, this CMS design versus the efficient auction."
(10:25)	I said, "Great. That would be wonderful." So we did it in the Caltech lab. What happened? The CMS design crashed and burned. The -- had efficiencies of -- they were just atrocious -- way below 50 percent.
		In contrast, the efficient auction had efficiencies with human subjects being paid based upon their performance of 100 percent. So this is not an auction environment that just is too complicated and it can't work, and we're doing the best we can -- no. Far from it. We can do much, much better by using modern techniques, and that's what this is about.
(11:10)	So we also replicated those experiments at the University of Maryland, the same thing in the scientific lab, and Charlie Plott was very, very much involved with -- and his team. Actually, I was sort of a bystander of all this. And we got the exact same results.
		So the evidence is very strong. Now, the third step in the scientific method would be to look at the field. Okay. You do some pilots. And one of the things that CMS has done right is they start with pilots rather than rolling out a nationwide program from the get-go, okay, because you want to do a pilot, see how it works, and then improve it. There's going to be some bugs -- and fix it.
(11:54)	Well, that's what they've been doing. They've been doing the pilots; the problem is they haven't been doing the fixing. So there's been some -- there were some fixes between the Round 1 in November of 2008 and the Round 1 Rebid of November 2009. But the fixes were, you know -- granted there was some progress, but it was far from enough. We needed radical reform, and that we did not get.
		And in fact, one of the changes, switching from average pricing to median pricing, actually exacerbated the poor incentive properties of the auction design.
(12:32)	So -- and then the final step of the scientific method, when you're bringing something, a complex market into practice, is to do simulations and demonstrations, and that's what this is today.
		And so I've got -- we have an incredibly talented team that has been working non-stop seven days a week across multiple countries, you know, literally dozens of people putting together the software which we'll use today, which is a state-of-the-art auction program. Our lead developer, Ulrich Gall, is sitting right here. It's just a brilliant piece of work, and I think you'll agree that it's quite remarkable.
(13:24)	He -- I was getting emails from him towards the end of February saying, "Are we going to do this? You gotta tell me. We -- we -- you know, it's going to take us a long time to get this all together, and you know, we're approaching on 30 days."
		So I got the final one of these emails on March 1st and actually didn't bite the bullet until March 7th. So March 7th I told Ulrich, "Yes, we're a hundred percent go, full steam ahead." And it's been a full team effort with dozens of people working extremely hard to pull together what you'll see today.
(13:57)	Now all of these people, myself, Ulrich, all the others, are totally unpaid. We're not paid for this. We're -- we're doing this because we believe in it. And we believe in it, I think -- you know, certainly for me, I believe in it because I've seen how effective efficient auctions are in solving very important complex economic problems, and others in this room have a similar experience, such as Evan Kwerel from the FCC, who brought spectrum auctions to the United States and have been replicated around the world -- very effective.
(14:43)	Jeff Wharff, who almost brought -- there's Jeff behind Evan -- who almost brought the auctioning of takeoff and landing rights at congested airports. That's something that's still in the works, but, you know, with some -- before we die that will happen. Congress passed a law banning the auction of slots at airports. So congressional power can have a role.
		And there's several other agencies represented here. It's a very, very good group. Here it is -- the majority of you are Medicare providers or represent Medicare providers, and that's very good. That was my expectation, and we have just over half. There's 106 of you here today, and just over half are Medicare providers.
(15:33)	There are a lot of auction experts, about 20, 18 from Government agencies. Very impressive, a long list. We've got HHS, CMS, CBO, FAA, FCC, Department of Interior, USDA. It goes on and on. NSF, one of our sponsors -- thank you very much, NSF, for supporting this effort, and thank you too for the University of Maryland.
			MS. NANCY LUTZ: (Indiscernible) that we support Peter and Larry's research. We are not paying for the conference.
			MR. CRAMTON: Yes, absolutely.
			MS. NANCY LUTZ: (Indiscernible) NSF 
does not (indiscernible) policy.
(16:18)		MR. CRAMTON: That's right. Yes. Yes, I should be clear about that. Yes. So -- yes.
			MS. NANCY LUTZ: (Indiscernible) to that again.
			MR. CRAMTON: Sure, okay. Yeah -- no. Nancy is the Director of the Economics Program at NSF, and NSF has as they -- they support many scientists, and Larry and I are currently being supported by NSF, our research, but, yes, they are not directly funding this conference. They're sponsors, but not funding sponsors. And they're not taking any political positions, of course, just scientific positions -- like gravity does exist. They will -- they'll go along with that.
(17:01)	There's a number from congressional staff. Actually, you see the cameras here. The cameras actually are -- when we talked to people on the Hill, they said, "We would love to be there, but we cannot spend eight hours -- given what's going on in Washington right now, we cannot leave the Hill for eight hours."
		And so they insisted that it be filmed and that then they be able to see that. So that -- that's the plan with respect to the congressional staff. I thank very much those congressional staff that were able to pull themselves away for eight hours.
(17:34)	There's some journalists here, I believe, from the trade press, and there's one investment banker. 
		The last question on the questionnaire that I had you fill out said this, "Auctions, if done right, can be an effective method of pricing certain types of Medicare supplies and services. Agree, disagree?"
(18:00)	So my expectation, given the group of participants and given the politics that I've been hearing, was that there would be roughly a 60/40 split, 60 disagree, 40 agree. I was surprised, and I think you may be as well. Of the 106, 84 agree with that statement, and only 22 disagree.
		So I -- that actually means that there's a bunch of hopeful people here, and that is extremely impressive given what you've experienced over the last 12 years with respect to auctions because you really haven't seen the -- I'm sure CMS means very well, but you have not seen the state-of-the-art when it comes to auctions over those last 12 years.
(18:52)	Why is it so important and why am I so engaged by this and -- and my colleagues so engaged? Well, it's incredibly important for our national economy. Right now we've got many tens of trillions of unfunded Medicare expenses looking forward, and that is a big number. We have our financial crises and maybe it doesn't seem like a big number, but 70 trillion is a big number. I don't know if it's 70. It might be 60; it might be 120, but it is a big number.
(19:24)	And using innovative market methods to help price goods and services efficiently is the best approach, I believe, to rectifying this very difficult situation.
		With respect -- now, of course, this DME we're talking about, home medical equipment, and that, in this picture -- I love this picture. This is just diabetes, and it's from 2007, so these numbers have grown. But for just diabetes, you can see that it actually -- we're not talking about that much money. So why are we talking about tens of trillions?
(20:11)	Well, because this is sort of the test case, and if we can't do this test case, then we won't be able to use market methods in other areas where the savings could be larger.
		But the other thing I love about this is if we mess up here -- just think about the Ruskin quote at the 
beginning -- what happens if you mess up here and so you don't get the quality goods that are needed? So what if I get diabetes test strips that are messed up? What if I do not get the oxygen?
(20:45)	Well, then I just move up here into the ER realm. And so I've just magnified my costs by -- I've taken a $20 cost and it's turned into a multiple thousand dollar cost, maybe a $20,000 cost.
		So you can have a hundred-fold, thousand-fold increase in cost if you don't do a good job here. That's why this is very important.
(21:12)	Okay. Finally, before I introduce Jon Blum, I'd just like to say that Obama appears to be very much on-board with fixing the Program, and I glean that from his Executive Order of January 18th. In particular, these are the basic principles that he lays out in that Executive Order, and it says things like "It must be based on the best available science." One cannot say that of the CMS auction. It's not based on any science; it's based upon some politics, but no science.
		And there is a lot of science in this field now. There's -- there's literally thousands and thousands of papers that have been written and studies that have been done.
(22:02)	So -- and it goes on, but I think that you'll find that there's actually many shortcomings of the current CMS Program that can be fixed and I hope will be fixed in Round Two.
		With that, let me turn the floor over to Jon Blum, the Deputy Administrator of CMS, who is in charge of the Program and I know working very hard in trying to make Round Two as good as it can be. 
		[CONCLUSION OF FIRST TAPE - FILE 0543]
	WELCOME BY JONATHAN BLUM, DEPUTY ADMINISTRATOR, CMS
			MR. BLUM: Thank you for having me.
		I just want to open or help open the conference, one, to express CMS thanks for Professor Cramton and his colleagues. That is rare, I think for an individual or a group to come together to help CMS build the best possible policy without funding, without -- with the best interests.
(00:31 - File 0544) Most conferences where I speak about the topic I hear push-back about the notion about competitive bidding in general. I think we're all here because we support the notion of competitive bidding, but we want to do it right.
		I, unfortunately, can't stay for the day, but we have CMS staff here in the audience. They are going to participate. They are going to learn. They are going to take the experience and come back to CMS leadership, tell us what happened, tell us the results. So we are -- we are very much interested in today's simulation and will take back the information and will take back the input.
(01:15)	I want to just kind of say from a CMS perspective why competitive bidding is so important to CMS. We have a fee schedule throughout the country that is ineffective from our perspective. We know we're paying too high for certain items, for certain supplies.
		We have concerns about fraud and abuse. We have concerns about quality. We have concerns regarding appropriate use of certain items, certain supplies. This is not just CMS. This is the consensus throughout all the Government oversight agencies. And so we think that one key strategy to address these concerns is through competitive bidding, to get the right price, to get the right utilization, to get the right oversight, the right quality, and that is why it is so important to us to implement the Program in its current phases.
(02:09)	And as we know, the Program is structured in phases. We have implemented Round One in nine parts of the country. We are carefully assessing the data, both clinical and costs and claims. We are going to present next week at our Tuesday PAOC Meeting -- we have some folks here in the audience from our PAOC -- the results so far, and so we'll have a lot of details to share regarding both the clinical experience of beneficiaries in those nine competitive areas, how have claims changed, use changed. 			
(02:45)	We're comparing them to control groups. So, for example, we're looking at Orlando and comparing it to the experience of Tampa, you know, cities close by who have got similar populations, to ensure that we can assess the experience versus a control. And we're watching complaint data very carefully, both coming into our call centers, both experienced by the regions. We're assessing patient experience, and so we'll have a lot of data to share on Tuesday just in the interest of transparency just so folks can know what CMS is watching and also to form their own notions on how the program is going so far.
(03:30)	So folks have asked me, have asked CMS what is CMS watching for. We have briefed members of Congress. We have briefed our political leadership. But the things that CMS right now is watching very carefully is, one, how has clinical use changed. And the foremost concern is to understand how our beneficiaries' clinical outcomes changed since January.
		We're watching carefully changes in overall utilization, and we expect changes because we expect -- we know right now that in some cases, we have over-utilization of certain items, certain supplies.
(04:12)	We are watching the changes in the overall delivery of services -- for example, diabetes test strips. Has diabetes test strips mail order use shifted it to the retailer? We're watching that very careful, and we'll have some data to present on Tuesday.
		Again, we're watching very carefully beneficiary complaints. Those are being escalated to our case managers. And we're very pleased that overall beneficiary complaints coming into CMS is way -- much, much, much less than what CMS had expected.
(04:44)	We're also watching customer satisfaction. We're surveying beneficiaries who are in competitive bid areas to assess customer satisfaction, and that is part of our ongoing efforts.
		So while we're watching Round One very carefully, we're also going through the process to think through how to think about Round Two. Round Two, according to the law, will expand competitive bidding tenfold. So today it's in nine parts of the country. By law, CMS has to implement the Program to, I think, 91 parts of the country by January 1st, 2013.
(05:23)	Tremendous expansion. Tremendous workload for all of us, and so we're thinking very carefully of how to think about how to implement Round Two going forward. Some of the questions that we're asking ourselves -- and I know this group here is here to help us address -- is one, what mechanisms, what structures, what calculations will produce the best prices.
		So the notion is how to get more efficient prices than the current fee schedules that we have in place throughout the country. What's going to be the structure? What's going to be the mechanism that produces the best possible, most stable efficient prices.
(06:05)	CMS also has to balance competing tensions. We have to balance competing tensions about the best price, but we also want to serve beneficiaries well. We need to ensure beneficiaries have choices, can choose from multiple suppliers. And sometimes those goals towards the most efficient price sometimes compete with the goals to have beneficiary choice.
(06:28) We also face pressure. We also face a lot of interest from small business interests to ensure that our bidding mechanism also addresses concerns about ensuring good participation from small business.
		I think the last question that CMS has to think about very hard is how do we balance our constrained resources? We're going into a world of very, very constrained resources, constrained budgets, constrained staff resources, through CMS Baltimore, through our regional staff, through our call centers. And so we have to choose and implement a design that also considers CMS resource constraints going forward.
(07:10)	So over the next several months CMS will be in the mode of thinking very critically, thinking very carefully about what changes to put in place to implement Round Two. We have not made any decisions. We are looking very carefully at data. We want feedback. We want the feedback from this conference. 
(07:39)	CMS staff will be here throughout to participate, to learn, to understand. That's going to go into our thinking. We want to hear from stakeholders. We want to hear from our PAOC on Tuesday about thoughts. And while we are open to suggestions for improvements, we believe very strongly that DME competitive bidding should continue to move forward, both for the reasons that Professor Cramton outlined, to ensure that we have a stable Medicare program going -- sustainable Medicare program going forward, but also in the interests to ensure that our beneficiaries pay the right price -- they pay 20 percent cost-sharing for DME items and supplies -- to ensure we have the best quality, to ensure Program integrity, and that that goal has not changed. 
(08:19)	On Tuesday, CMS will be outlining our proposed timelines for Round Two. Those proposed timelines will take into account the prospect for possible changes through rule-making, but, again, we have not made any decisions.
		We're going to take this conference, we're going to take experience, we're going to take our claims monitoring, clinical monitoring, but we're going to propose some thoughts to our PAOC for feedback for advice on Tuesday. But, again, we are in the world of thinking about possible improvements, possible changes, and I want to thank everybody here for helping us go through that process.
(09:00)	Unfortunately, I can't stay today. Would love the opportunity to stay all day, but we have a few crises back at CMS that I have to tend to; not about competitive bidding, but otherwise. 
(09:12)	But, again, I want to thank everybody here in the audience. It's rare to have a group come together to help CMS accomplish its goals. And we look forward to the experience, look forward to the simulation, and our staff will be participating and will bring back to CMS leadership the experiences, the results that will inform CMS decision-making going forward.		
		So thank you, Peter, and thanks to everybody here.
		[APPLAUSE]
		[CONCLUSION OF FILE 0544 & SEGMENT I]
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