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The Wrong Medicare Advantage Reform:
Cutting Benefits, Limiting Choices, and Increasing Costs

James C. Capretta and Robert A. Book, Ph.D.

The health care bills currently under active con-
sideration in Congress would substantially modify
the Medicare Advantage (MA) program, imposing
deep benefit cuts to partially offset new non-Medi-
care entitlement spending while reducing health
plan choices for seniors and bending the cost curve
in the wrong direction.

Over 9.9 million seniors would be restricted
from choosing the plan that best suits their needs,
with an estimated 8.5 million losing MA coverage
entirely. According to the Congressional Budget
Office (CBO), MA payments would be cut by
$117 billion in the Senate Finance Committee
bill' and by $156 billion in the House bill? from
2010 to 2019.

Reform should mean more patient choice and
health plan accountability. But these current propos-
als would lead in the opposite direction—toward a
system of less choice, less accountability, and even-
tually lower-quality health care at higher costs.

Problems with Medicare Fee-for-Service. By
1982, it became apparent that the original Medicare
program, in its traditional fee-for-service (FFS)
form, had serious shortcomings. With fees tied to
crude cost measures, FFS pays more for a high-cost,
low-value service than for a high-value, low-cost
alternative. As a result, spending spiraled out of
control, and holding down fees failed to contain
spending because the per-beneficiary volume of ser-
vice increased more than enough to make up the
difference. Separate payments to every entity caring
for a patient encouraged fragmentation of the health
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care system, leading to higher total payments and
lower quality.

Furthermore, most beneficiaries find the FFS
program madequate and obtain supplemental cov-
erage from a former employer retiree plan,* Med-
icaid, or an individual “Medigap” plan. Overall, 89
percent of FFS beneﬁaanes have some source of
additional coverage.” Thus, the actual spending by
Medicare beneficiaries far exceeds the Medicare pre-
mium. For example, in 2008 the average Medigap
premium was $1,895 per year.6

Establishment of Medicare Advantage. In
1982, Congress sought to address these problems
by giving beneficiaries access to private-sector cov-
erage options. The “risk contracting program”
allowed health maintenance organizations to pro-
vide coverage for a fixed monthly “capitated” pay-
ment in exchange for accepting financial risk. In
1997, the program was modified to allow a form of
bidding for beneficiaries based on regional “bench-
mark” prices. If a beneficiary chooses a plan that
bids under the benchmark price, the savings is
shared: 25 percent to the government and 75 per-
cent to the beneficiaries in the form of additional
health benefits, lower cost-sharing, or a rebate on
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premiums. Therefore, most MA plans provide an
enhanced benefit package at a lower cost than FFS
plus a supplemental plan.

Implications of Cuts. Reforms contemplated in
the House and Senate bills would have significant
adverse repercussions for Medicare beneficiaries
and the future of the Medicare program. These
repercussions include:

* Benefit reductions. The chief actuary of the Cen-
ters for Medicare and Medicaid Services (CMS)
found that the House bill would result in “less
generous” benefit packages.” CBO estimated that
an MA policy similar to the one in the House bill
would produce benefit cuts averaging nearly
$1,000 per MA enrollee in 2019.8

e Worse options. The CMS chief actuary estimated
that the House bill would force 8.5 million MA
enrollees (of the 9.9 million) out of the health
plan they have chosen and into the FFS program
they have rejected and exacerbate the problems
associated with fragmentation of care.

e More financial risk. Mass migration from capi-
tated payment plans into FFS would transfer
more financial risk to the taxpayer and under-

mine provisions to establish accountability for
providers.

e Higher state and federal Medicaid costs. Many
lower-income seniors choose MA to obtain com-
prehensive coverage. Without that option, some
would obtain Medicaid support for FFS co-pay-
ments and deductibles. If Medicaid-eligible
seniors currently enrolled in MA switched to
FFS, average annual Medicaid spending on those
beneficiaries would increase from an average of
only $30 to $1,128 per beneficiary.”

e Higher prescription drug spending. MA plans
must include prescription drug coverage, and
their bids for that component average well below
the premiums of standalone Part D prescription
drug plans. Consequently, migration from MA
plans would drive up Part D spending—both
beneficiaries and the government would pay more.

The Wrong Kind of Reform: Reducing Choice
and Restricting Innovation. The Senate Finance
Committee bill seeks to make “additional bene-
fits...more consistent across plans,”? an approach
equivalent to limiting patient choice by homogeniz-
ing plans. The goal should be the opposite: to have
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plans as different from each other as possible so that
patients can choose a plan that most closely meets
their needs. Patients have a wide variety of needs:
the greater the diversity of plans, the greater the
likelihood that these needs will be met.

The bill'! would restrict patient choice by
requiring that cost savings be applied in a set “pri-
ority order”—first to reduce cost-sharing, followed
by wellness care (to be defined), then other benefits.
Some seniors might care more about the benefits
than the cost-sharing; this would restrict their abil-
ity to find a plan that meets their needs.

Indeed, the imposition of any “priority order”
restricts patient choice and inhibits innovation—
including innovation that could “bend the cost
curve.” Even worse, requiring plans to “use the most
significant share to meaningfully reduce cost-shar-
ing otherwise applicable for benefits under the orig-
inal Medicare fee-for-service program”'? expressly
encourages MA plans to provide incentives to
patients that would increase spending rather than
decrease it. This not only inhibits the ability of MA
plans to achieve lower costs than FFS; it also
encourages incentives that will bend the cost curve
upward rather than downward.

The prohibition on reducing or eliminating the
monthly premium!® would hamper the ability of
MA plans to attract seniors but do nothing to
restrain costs. This would most severely harm low-
income seniors, destroying their ability to find plans
more affordable than traditional FFS.

The bill would also “categorize” plans'* accord-

ing to the ratio of their “rebate” to a “benchmark”
and require plans to market themselves on that
basis. This would keep seniors narrowly focused on

how much money they would get rather than what
health care services they would receive. By focusing
on one component of the plan—money—this “cat-
egorization” distracts attention from innovations
that might deliver better care at lower costs.

The entire package is designed to produce one-
size-fits-all MA plans, all but prohibiting innovation
in health care delivery and severely limiting seniors’
choices by reducing the wide variety of plans cur-
rently available. To achieve real reform, innovation
should be encouraged, not eliminated.

Genuine Competitive Bidding Must Include
FFS. The Medicare Payment Advisory Commission
and others have argued that the payment mecha-
nism “overpays” MA plans in some regions.15 This
is mainly due to the fact that the current system is
based on “benchmarks” that are the result of a series
of discrete policy decisions, the cumulative effect of
which is a somewhat arbitrary structure. A much
more rational payment system—based on market
principles—is possible. However, cutting the pay-
ment rates—by tying them either to local average
FFS spending or to the average of bids offered only
by MA plans—would be even worse than the cur-
rent system.

Requiring MA plans to bid competitively for
patients is a good idea in principle—but only if they
would compete directly with FES based on price.
Otherwise, by simply bidding against each other,
they would drive down only their own payments
while their main competitor, FFS, could remain
inefficient and expensive with impunity. The result
would be higher costs, less innovation, fewer
choices for patients, and more restricted benefits.
Moreover, primary reliance on FEFS leaves Medicare
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vulnerable to the counterproductive pressures that
favor high-cost, low-value services in today’s overly
regulated payment system.

The Ideal Outcome. The ideal outcome of any
Medicare Advantage reform would be a wide variety
of choices for seniors, ranging from plans with base-
line benefits and lower patient costs to those with
more comprehensive benefits, perhaps with supple-
mental payments. The way to get there is with a true
competitive marketplace in which all plans bid for
services, including the FFS program. With true
competition, an MA plan can innovate and cut costs

to gain a competitive advantage relative to FFS and
thus attract enrollment.

Implemented properly, this system would pro-
duce increased patient choice, better benefit pack-
ages, and lower costs. MA would become the
“private option” that would “keep Medicare honest.”

—James C. Capretta is Fellow in the Economics and
Ethics Program of the Ethics and Public Policy Center
and a policy research consultant to private health insur-
ers and Robert A. Book, Ph.D., is Senior Research Fel-
low in Health Economics in the Center for Data Analysis
at The Heritage Foundation.
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