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Continued as the Volume Performance Standard ( VPS ), established a growth rate that was determined, in
part, by the historical growth in the volume and intensity of physicians services. The method for applying the
VPS was fairly straightforward - any excess spending relative to the target triggered a reduction in the update
to the fee schedule two years later. But, because the VPS system depended heavily on the historical trend in the
volume and intensity of physicians services provided to Medicare beneficiaries, it led to updates to the fee
schedule that were unstable. For instance, the decline in that trend in the mid-1990s led to large increases in
Medicares payment rates for physicians services. Attempts to offset the budgetary effects of those increases by
making successively larger cuts in pay-ment rates further destabilized the update mechanism. Indeed, between
1992 and 1998 ( the years that the VPS was in effect ), the MEI varied from 2. 0 per-cent to 3. 2 percent, but the
annual update to the fee schedule varied much more widely, from 0. 6 percent to 7. 5 percent. Under the
Balanced Budget Act of 1997, the VPS was replaced with a new volume-control mechanism that is still in effect -
the Sustainable Growth Rate ( SGR ) system. Like the VPS, the SGR method uses a target to adjust future
payment rates with the purpose of controlling growth in Medicares expendi-tures for physicians services. In
contrast to the VPS, the target under the SGR mechanism is tied...
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