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CBO/OMB Budget Scoring Guidance Could Greatly Accelerate Development of
Rigorous Evidence About “What Works” To Achieve Major Budget Savings

Overview: The solution to the nation’s long-term deficit problem is sometimes portrayed as a

choice among sharp budget cuts, major tax increases, or a combination of the two. Given the
magnitude of the problem, some level of sacrifice is probably unavoidable. But largely overlooked
in the discussion are clear examples, from welfare and health care policy in the 1980s and 1990s,
in which rigorous randomized experiments identified program reforms that produced important
budgetary savings without adverse effects and, in some cases, with improvements in people’s lives.
Similar cost-saving opportunities already exist in a few areas, and many more could likely be
identified through rigorous research.

Importantly, we believe that a modest clarification in CBO and OMB budget scoring guidance,
described below, could provide a strong new impetus for the policy and research community to
conduct such research, and thereby create a smarter, less painful path to major budget savings.

1. Rigorous studies have identified a few programs/reforms that produce sizable savings in
federal entitlement spending, illustrating how such studies can build the evidence
needed for significant and smart spending reductions.

» Example: Welfare reform. In the 1980s and 90s, federal officials sponsored many large
experimental (i.e., randomized) evaluations of state and local welfare reforms. These
studies showed convincingly that certain reform models that emphasized moving
participants quickly into the workforce through short-term job search assistance and
training — as opposed to providing remedial education — produced large gains in
employment and earnings, reductions in welfare, and net entitlement savings (in AFDC and
Food Stamps) of $1700-$6000 per participant.! Such findings helped shape the 1996
federal welfare reform act and the major work-focused reforms in state and local welfare
programs that followed.

» Example: Medicare home health agencies. In 1995, federal officials launched a rigorous
experimental evaluation to test prospective payment of Medicare home health agencies —
i.e., paying such agencies an up-front lump sum per patient — against the usual cost-
reimbursement approach. The evaluation found that prospective payment reduced costs to
Medicare by 20% over three years, compared to cost reimbursement, with no adverse
effects on patient health.? This finding helped shape Medicare’s nationwide
implementation of prospective payment for home health agencies in 2000, producing large
cost savings in this $15 billion program.®

> Example: Transitional Care Model. Older adults are discharged from U.S. hospitals 13
million times each year; more than one-third are rehospitalized within 90 days, generating
major costs to Medicare.* The Transitional Care Model is a nurse-led hospital discharge
and home follow-up program for chronically-ill older adults, designed to prevent health
problems and rehospitalizations. It has been identified as one of the few social programs
meeting the highest (Congressional “Top Tier”) standard of evidence, based on two well-
conducted randomized experiments carried out in real-world hospital settings.® In these
studies, the program was found to produce a 30-50% reduction in rehospitalizations, and
net savings in health care expenditures of about $4,000 per patient, within 5-12 months
after patient discharge — without any adverse effects on patient health or quality of life.
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2. To identify enough of these cost-saving strategies to produce sizable long-term deficit
reduction, many more rigorous experiments testing a wide range of strategies are needed.

In part, this is because experience suggests that many of the strategies tested, including those backed
by promising preliminary evidence, will be found not to work. For example, the welfare experiments
— in addition to identifying a few reform strategies with large effects — showed that many strategies
thought to be effective based on expert opinion or preliminary studies actually had little impact on
welfare and employment.

Similarly, the federal government’s ongoing Medicare Coordinated Care Demonstration (MCCD) is a
large experimental evaluation of 15 cost-saving strategies for Medicare patients with chronic
conditions, designed to coordinate care among their many physicians. A systematic review of earlier,
more preliminary studies (quasi-experiments and small randomized trials) suggested that such
programs reduced hospitalizations and health care costs, often by 25% or more.® By contrast, the
more definitive MCCD study has found — in follow-up one to three years after random assignment —
that none of the 15 strategies is producing net savings in Medicare costs. On average, they have
actually increased such costs by 11%.” This is a typical pattern across diverse policy areas: promising
preliminary evidence is often not confirmed in more definitive experimental studies.

3. Recommendation: That CBO and OMB make clear in their budget scoring guidance that when
they consider available evidence to estimate a program'’s effect on entitlement spending, they
will give greater weight to findings from rigorous experimental research, particularly when
conducted in real-world community settings with replication across multiple sites or studies.

> Given budget scoring’s central role in the legislative process, such guidance would create a
strong new incentive for federal agencies and others to build reliable evidence about how to
reduce entitlement spending. Specifically, it would incentivize the policy and research
community — including the federal agencies that sponsor many of the large studies — to carry out
rigorous experimental studies that measure program impact on entitlement spending as one of the
key outcomes. Doing so would have a clear payoff: programs able to establish entitlement savings
through such research would be scored as costing less than comparable programs without such
evidence, and thus would have an important advantage in obtaining Congressional funding.
Currently, there is little awareness in the policy and research community that such advantage is
possible; and experimental studies, when they are undertaken, rarely measure entitlement savings as
an outcome.

> Such a statement would be consistent with evidence standards articulated by the National
Academies,® Institute of Education Sciences,’ U.S. Preventive Services Task
Force," FDA,™ and other respected scientific bodies — all of which recognize findings from
well-conducted randomized experiments, carried out in real-world environments, as the strongest
method for measuring an intervention’s impact.

> OMB has already taken a key step forward, recently advising the federal agencies that it will
score entitlement savings demonstrated through rigorous experimental research. However,
this guidance is not yet available to the larger policy community. Furthermore, CBO — whose
budget scoring decisions govern Congressional legislation — would need to provide similar
guidance in order to send the community a clear signal about the potential policy impact of such
research.

Conclusion: Experimental research has shown that it can produce important evidence about “what
works” to reduce entitlement spending. CBO and OMB guidance could create a strong new impetus
for such research, generating reliable evidence to help point the way to major budget savings.
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