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WHY COMMIT TO MEDICAL MANAGEMENT?
Measurable ROI and/or Defensive Expenditures

Health plans commit to medical management activities to assure that their members 
receive optimal care. That is, they spend medical management dollars to avoid 
unnecessary and inappropriate health care expenses.

Implicit in this analysis and in the design of the Sherlock Benchmarks is the recognition that 
managing costs relates to managing the cost variances actually borne by the plan. For 
instance, ASO cost variances are borne by self insured groups: per member Commercial 
Insured medical management is 1.8 times that of ASO for Blue Plans and 1.2 times for 
Independent / Provider - Sponsored plans. Therefore the focus of this analysis is on 
insured people whose costs variances borne by the plan: Commercial HMO Insured, Total 
Commercial Insured Medicare and Medicaid.

Also, within the products offered to the insured population, medical management relates 
to the needs of the population, both reflecting member age and the actual care that 
members require. 

We performed numerous analyses and found a few direct examples of how greater per 
member medical management expenses led to higher gross margins (premiums less 
health benefits) or lower health care costs. We also found that sometimes higher medical 
management of specific forms was associated lower health care utilization. Finally, we 
also found that sometimes medical management appeared to anticipate a population’s 
need for health care, measured by costs or by age of the membership.

Healthcare Analysts

Douglas B. Sherlock, CFA
sherlock@sherlockco.com

Christopher E. de Garay
cgaray@sherlockco.com

Erin Ottolini
erin.ottolini@sherlockco.com

John Park, CFA
jpark@sherlockco.com

Andrew L. Sherlock
asherlock@sherlockco.com

(215) 628-2289

Please see page 8 for our 
invitation to participate in 
the 2023 or license the 2022 
Sherlock Benchmarks.

R² = 19.3%
P-Value = 6.0%
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Figure 1. Plan Management Navigator
Why Commit to Medical Management?
Medical Management and Gross Margin for Medicaid
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Format of Analysis

Measuring ROI on medical management is not a straightforward exercise in that the 
medical management commitments may be defensive. In other words if expenditures are 
in response to anticipated high costs from, for example the demographics of the served 
population, then rather than more medical management being associated with lower 
health costs, it may be associated with higher health costs. So we have split the following 
analysis into measuring ROI in Medical Management and considering Medical 
Management as defensive expenditures. 

MEASURABLE ROI IN MEDICAL MANAGEMENT

During the 2022 benchmarking cycle, the 19 Sherlock Benchmarks participating plans 
offering Medicaid displayed promising results as shown in Figure 1, found on Page 1.  
(Values are expressed PMPM.) This relationship also held for the association between 
prior year Medicaid medical management and current year gross margins. Only the 
Medicaid product showed this relationship as Medicare and the commercial products did 
not show any statistically significant positive relationships between gross margin and 
Medical Management.

A few possible reasons spring to mind for Medicaid’s unique relationship . First, the 
participating plans operate in a “third-party payor” environment, meaning that each plan 
shares providers with its competitors. So, a plan’s efforts to improve performance its own 
providers could bleed over to its competitors using the same doctors and hospitals. If so, 
then perhaps the uniquely favorable result in Medicaid results from the reportedly 
narrow panels of providers available to Medicaid beneficiaries. Similarly, some states 
have limited number of competitors which may make limit competitive moves to expand 
their panels of providers.

Secondly, commercial insured products can set their own prices, wisely or unwisely, an 
option unavailable to Medicaid products, which complicates measures of efficacy for 
Commercial.

Thirdly, a beneficary prior to enrollment “has fewer resources at their disposal” so that 
once the Medicaid member joins, she receives “more support for health care services” that 
“improves treatment and … health outcomes compared to commercial or ACA 
populations.” For instance, one plan notes that its Medicaid membership enjoys, “higher 
prenatal and postpartum visit rate among our enrolled members compared to those who 
do not participate” and “a significant decline in avoidable and ED visits”.

So why spend money on medical management if its return on investment is hard to 
measure, and may even be illusive? The question is especially salient in products other 
than Medicaid.
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For the following analyses we calculated the relationships between various health 
services and various methods of medical management in each of the insured products 
mentioned earlier.  Key significant relationships are reflected here.

Figure 2 shows a relationship between general acute admissions and Case Management 
for Total Commercial Insured. The relationship suggests that the more spent in Case 
Management for Commercial Insured, the lower the General Acute Admissions. 

Figure 3, on the next page, shows the results of the regression for Case Management and 
Outpatient Hospital Encounters for Total Commercial Insured. Similar to Figure 2, this 
regression implies that higher per member Case Management leads to lower Outpatient 
Hospital Encounters per 1,000 members in the Commercial Insured market segment.

While not shown, Utilization Review expenses for Medicaid and General Acute 
Admissions exhibited similar results to Figures 2 and 3: higher expenses for Medicaid 
Utilization Review corresponded with lower per member General Acute Admissions. 
However, the sample size was very small. 

R² = 38.5%
P-value = 4.2%
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Figure 2. Plan Management Navigator
Why Commit to Medical Management?
Case Management and General Acute Admissions for Total Commercial Insured
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DEFENSIVE MEDICAL MANAGEMENT EXPENDITURES

On the other hand, expenditures in medical management may be defensive. That is, 
they are in reaction to the expected health care needs of the population they serve. For 
Medicaid, in addition to higher margins, higher medical management in the prior year 
are associated with higher health care costs in the current year, shown in Figure 4.

R² = 26.6%
P-Value = 8.6%
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Figure 3. Plan Management Navigator
Why Commit to Medical Management
Case Mgmt & Outpatient Hospital Encounters / 1k Members for Total Commercial Insured

R² = 24.3%
P-value = 8.7%
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Figure 4. Plan Management Navigator
Why Commit to Medical Management
Prior Year Medical Management and Healthcare Costs for Medicaid
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Defensive medical management may mitigate the underlying costs of care for a 
population. Since older people generally require more health services than younger 
people, they may require more medical management to assure that care is appropriately 
delivered. For instance, among our participants, per member Medicare Advantage 
health care costs are about 2.5 times that of the commercial HMO product, serving a 
population that is on average about twice as old.

That effect age on costs is apparent within products too. For Commercial Insured, higher 
health benefit costs are associated with higher age, as shown in Figure 5. So, within a 
product, if members are older, they may have higher health care needs and health plans 
respond with greater medical management activities. Commercial ASO, Medicare, and 
Medicaid also displayed a similar statistically significant, positive correlation between 
Average Age and Healthcare costs. 

Accordingly, as shown in Figure 6 on the next page, higher medical management 
expenses are associated with higher average ages in the Commercial Insured members 
served. Commercial HMO yielded similar, statistically significant results. Medicare and 
Medicaid results were not significant, perhaps because of the narrower age ranges. 
Medicare is chiefly composed of seniors and, for Blue Plans Medicaid membership was 
overwhelmingly younger people, with a mean of 57% of members aged twenty-one and 
under. 

R² = 58.9%
P-Value = 0.1%
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Figure 5. Plan Management Navigator
Why Commit to Medical Management?
Avg Age and Health Benefit Expenses PMPM for Commercial Insured
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Figure 7 is another example of Medical Management spending in reaction to 
population age.  It shows Average Age and Disease Management in Medicare. This 
statistically significant relationship suggests that for Medicare, older members are 
associated with greater spending for Disease Management. This relationship also held 
for Medicare Supplement within our dataset but had a very small sample. 

R² = 37.1%
P-Value = 2.1%
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Figure 6. Plan Management Navigator
Why Commit to Medical Management?
Avg. Age and Med Mgmt/ QA / Wellness Expenses PMPM for Commercial Insured

R² = 32.6%
P-Value = 5.2%

D
is

ea
se

 M
an

ag
em

en
t E

xp
en

se
s 

P
M

P
M

 in
 M

ed
ic

ar
e

Average Age for Medicare

Figure 7. Plan Management Navigator
Why Commit to Medical Management?
Avg Age and Disease Management PMPM in Medicare
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Conclusion

In this Plan Management Navigator, we have reflected a number of relationships bearing 
on the efficacy of medical management. In this, we have highlighted some challenges in 
calculating ROI on medical management. It is not straightforward and the most direct 
way of calculating, gross margins, yields results that are visible only in Medicaid.  Lower 
General Acute Admissions and lower Outpatient Hospital Encounters were associated 
with higher Medical Management expenses in the Commercial Insured segment.

In addition, health plans may be committing to medical management as a defensive 
strategy to ameliorate cost variances where it identifies high health care needs. These can 
be measured by utilization or by age of member. For Medicaid, high health care costs in 
the current year are associated with high medical management costs in the prior year. 
For the commercial segment, higher average age is associated with higher medical 
management and higher health care costs. An appendix of all regression results is 
available upon request.

Note on Process

A lesser-known aspect of the Sherlock Benchmarks are metrics that bear on health care 
costs, such as utilization, and the relationship between them and factors that may 
contribute to them. These factors include the age of the population served and medical 
management activities that may optimize costs, irrespective of age.  

MEMBER AGE

The Sherlock Benchmarks collect member age information on a voluntary basis, that is, it is 
not required for full participation in the Sherlock Benchmarks. The form of the collection is 
age segmented into brackets by product. The voluntary aspect of this data collection 
stems from the difficulty in validating self-reported values. By contrast, for example, we 
can check financial metrics such as cost and staffing information against a combination 
of audit information and very granular statistical analysis. In the case of Member Age, 
the test of validity is that participants’ own effort-versus-insight views encourage 
reporting only if they are confident in the reliability of their own data.

In the Sherlock Benchmarks, the compilation of member age is found in the Membership 
and Billing subfunction. Eight Independent / Provider – Sponsored plans and six Blue 
Cross Blue Shield Plans provided relevant data. 

HEALTH CARE UTILIZATION

Like member age, utilization metrics are voluntary, and they are so for the same reason. 
The most populated health care utilization metric used in this analysis was 12 out of 34 
total participants. 
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Invitation to Participate in the 2023 Sherlock Benchmarking Study

The highly valid, well-populated Sherlock Benchmarks provide an unbiased ranking and 
helps prioritize cost management activities to have the greatest impact on improving 
your health plan’s overall operating performance. 

The 2023 study will be the 26th consecutive year, reflecting a cumulative experience of 
966 health plan years. Since June of 2019, health plans serving at least 210 million people 
have licensed the Sherlock Benchmarks including most Blue Cross Blue Shield plans, 
public companies and the largest Independent/Provider-Sponsored health plans.

For the most recent cycle of the Sherlock Benchmarks, of the 33 U.S.-based Blue Cross Blue 
Shield primary licensees, sixteen serving approximately 49.1 million people, participated 
in the Sherlock Benchmarks for Blue Cross Blue Shield Plans. For Independent / Provider 
– Sponsored Plans, fifteen plans serving 10.6 million people participated in the most 
recent cycle. Of the 15 members of the Alliance of Community Health Plans that are not 
focused on public programs or are staff-model plans, six participated in 2022's Sherlock 
Benchmarking Study for Independent / Provider – Sponsored health plans. Four of the 
10 largest commercial-focused Health Plan Alliance members participated in the prior 
year’s Sherlock Benchmarks.

The Sherlock Benchmarks have been called the “Gold Standard” by leading health care 
consultants. Report publication begins in late June but varies by universe. Participation 
entails efforts on the part of the plans since actionable outputs require relatively granular 
inputs. However, the cost is relatively modest.

The Sherlock Benchmarks are also available to license. Please reach out to Douglas 
Sherlock at sherlock@sherlockco.com or 215-628-2289 if you are interested in either 
participation or licensing. You will be among good company.
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