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everal recent reports have

highlighted the mismatch
between the health needs of the
U.S. population and the specialty
distribution of newly trained phy-
sicians, the continuing geograph-
ic maldistribution of physicians
within the country, inadequate
diversity among physicians, gaps
in physicians’ skills for practic-
ing in the new health care deliv-
ery context, and the lack of fiscal
transparency in the graduate med-
ical education (GME) system. As
a direct follow-on to two Macy
Foundation reports on these is-
sues, b2 the Institute of Medicine
(IOM) convened a Committee on
the Governance and Financing of
GME. That committee, which we
cochaired, issued its own report
on July 29.3

The charge to the IOM com-
mittee was to review the financ-
ing and governance of GME and
to make recommendations for
improving it. The committee’s
overarching task was to assess
the extent to which the current
GME system is helping to pro-
duce a physician workforce that
is ready to provide high-quality,
patient-centered, affordable health
care. The committee recognizes
that GME by itself cannot pro-
duce a high-value health care sys-
tem, but the committee believes
that GME can have a substantial
influence on the development of
the physician workforce that such
a system needs.

The committee agreed to a set
of six goals for the future con-
figuration of GME financing and
governance. These include the
production of a physician work-
force that is better prepared to
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work in a delivery system that
provides better patient care, im-
proves population health, and
does so at lower cost — what has
been articulated as the “triple
aim”4; innovations in the struc-
ture, location, and design of GME
to achieve that desired physician
workforce; greater transparency
and accountability for achieving
GME goals; more efficient use
of public funds; greater clarity
in the planning and oversight of
GME policy; and mitigation of
unwanted consequences of mi-
gration to a new GME system.

After reviewing the relevant
literature, the committee reached
several important conclusions
that helped shape its recommen-
dations: forecasts of future phy-
sician shortages are variable and
have been historically unreliable;
increasing the number of physi-
cians is unlikely to resolve special-
ty and geographic maldistribution;
increasing Medicare funding is
not essential for increasing the
physician workforce — the num-
ber of U.S. residency positions
has increased by 17.5% in the
past decade, despite a cap on the
number of Medicare-funded slots;
current programs are producing
an increasingly specialized work-
force that is insufficiently re-
sponsive to local and national
needs; and many newly trained
physicians lack essential office-
based skills.

The committee debated at great
length whether it is justifiable to
continue government funding for
GME, through either Medicare or
other sources; current government
funding is an estimated $15 bil-
lion per year. It noted the lack of
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similar funding for undergradu-
ate medical education and for
other health care professions and
nonmedical professions that are
also important to society and
whose workforce may also fall
short of demand.

Three considerations ultimate-
ly led to the recommendation that
Medicare GME funding (updated
for inflation) should continue for
at least the next 10 years, assum-
ing that the types of reforms re-
flected in our other recommen-
dations are undertaken. The first
consideration was that the deliv-
ery system is in the midst of con-
siderable change, as it moves
toward a health care system fo-
cused on improving the patient’s
health care experience, lowering
costs, and improving population
health. Second, continued Medi-
care funding can be used to lever-
age the changes that are needed
to produce a physician workforce
that is better suited to such a
reformed delivery system. And
third, funding from Medicare,
because it is an entitlement pro-
gram, can provide a level of sta-
bility and predictability that other
funding sources cannot provide
and that is critical for transform-
ing the GME program, which by
its nature requires multiyear
commitments.

The committee proposes, how-
ever, that GME funds be distrib-
uted in two streams: an opera-
tional fund whose role is to
support continued funding for
current GME programs, and a
transformation fund intended to
support innovation in the pat-
terns and use of GME funding.
Among other uses, a transforma-
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tion fund would support the de-
velopment of performance-based
GME metrics — a key require-
ment if the goals of greater
transparency and accountability
are to be met. The relative amounts
allocated to these two funds
should shift over time, as GME
sponsoring groups and other in-
stitutions develop the capacity to
make good use of the transfor-
mation fund and as some of the
results of innovations reach the
point where they are ready to be
incorporated into the programs
supported by the operational fund.

These funding changes are part
of the five major recommenda-
tions the committee has made.
First, Medicare should maintain its
GME support (the total of its di-
rect and indirect medical education
funds), adjusted for inflation,
while gradually moving to a per-
formance-based system with over-
sight and accountability that en-
courages innovation. The current
GME payment system should be
replaced in phases by a new one.

Second, an adequately resourced
GME policy council should be
created in the Office of the Sec-
retary of Health and Human Ser-
vices to develop a strategic plan
for GME funding, sponsor re-
search regarding the sufficiency
of a future physician workforce,
and coordinate collaborative activi-
ties among federal agencies and
accrediting and certifying orga-
nizations. A GME Center should
also be established within the
Centers for Medi-
care and Medicaid
Services to manage
and distribute the funds in a
manner consistent with the poli-
cies developed by the policy
council.

Third, a single Medicare GME
fund should be created with two
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component funds: the GME Op-
erational Fund to distribute on-
going support for residency train-
ing positions that are currently
approved and funded and a GME
Transformation Fund to finance
initiatives to develop and evalu-
ate innovative GME programs, de-
termine and evaluate GME perfor-
mance measures, pilot new GME
payment methods and programs,
and award new Medicare-funded
GME training positions in priority
specialty and geographic areas.

Fourth, the Medicare payment
methods should be simplified by
replacing the current direct and in-
direct GME funding with a sin-
gle payment to organizations
sponsoring GME programs that is
based on a national, geographical-
ly adjusted, per-resident amount.
The per-resident amount should be
set by dividing the total value of
the GME Operational Fund by the
current number of full-time Medi-
care-funded training slots and
should be distributed directly to
GME sponsoring institutions. Per-
formance-based payments should
be implemented over time on the
basis of lessons from the Trans-
formation Fund pilot projects.

And fifth, Medicaid funding
for GME should remain at the dis-
cretion of individual states. How-
ever, Congress should require the
same level of accountability and
transparency in the use of Med-
icaid funds as is being proposed
for Medicare-funded GME pro-
grams.

The committee recognizes that
the redesigning and repurposing
of Medicare funds will be disrup-
tive for the teaching hospitals
and other GME sponsors that
have been receiving GME fund-
ing in approximately the same way
for more than 30 years. For that
reason, the committee recom-
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mends a phased implementation
over a 10-year period. An addi-
tional assessment regarding the
ongoing need for Medicare fund-
ing should be conducted at that
time. Despite the potential for
disruption, the committee firmly
believes that Medicare funding
of GME can and should be better
leveraged than it has been to date
for achieving national health care
objectives and meeting the needs
of the American people. Only then
can the use of continued public
funding of GME be justified.
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