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In the Literature

ESTIMATING THE EFFECTS OF PRESCRIPTION
DRUG COVERAGE FOR MEDICARE BENEFICIARIES

Medicare Part D was enacted to subsidize
the costs of prescription drugs for millions
of Medicare beneficiaries. But, in doing
so, the new benefit raises serious ques-
tions about costs and utilization—namely,
how prescription drug coverage affects
drug use and what the impact is on sub-
sequent costs.

In “Estimating the Effects of Prescription

Drug Coverage for Medicare Beneficiari-
es,” (Health Services Research, June 2007),
Dennis G. Shea of Pennsylvania State
University, Joseph V. Terza of the Uni-
versity of Florida, and colleagues use drug

utilization data from the Medicare Current
Beneficiary Survey from 1999—before
coverage was available through Part D—
to examine the relationship between
insurance coverage and prescription drug
utilization. Perhaps not surprisingly, they
find that Medicare beneficiaries with cov-
erage used more prescription drugs than
those without.

The study sample included 5,270 com-
munity-dwelling beneficiaries with con-
tinuous Medicare coverage, supplemental
Medicare insurance, and either full-year
prescription drug coverage or no pre-
scription drug coverage at all during the
year (i.e., beneficiaries with prescription
benefits for only part of the year were
excluded). In 1999, approximately 80
percent of noninstitutionalized Medicare
beneficiaries with some form of insurance
supplementation had prescription drug
coverage.

Opverall, the researchers found that people
who lived in urban areas were more likely
to have drug coverage, as were married
people. Individuals with certain chronic con-
ditions, like heart disease, cancer, arthritis,
diabetes, and hypertension were also more
likely to have coverage. Black people were
less likely to have coverage, as were those
in excellent health.

The pre-Part D findings hold relevance
today, the researchers say, because they sug-
gest “that the most important factors under-
lying the selection process can be captured
through information in beneficiaries’ Medi-
care claims files, and to that extent can be
managed through risk adjustment.”

The research team determined that, even
when controlling for factors such as health
status and income, people with drug cov-
erage had substantially higher drug use
because coverage reduces the effective out-
of-pocket costs of prescriptions. The price
elasticity for prescription drugs was esti-
mated at —0.54, meaning that a 10 percent
decrease in the cost of drugs results in a 5.4
percent increase in utilization. This esti-
mate, the researchers say, is slightly higher
than in previous samples, possibly because
of differences in data and methods as well
as to changes in the pharmaceutical mar-
ket, including new drug approvals and
innovations in marketing directly to con-
sumers. “Even this slightly higher elasticity
estimate, however, can lead to significant
changes in the cost of the benefit,” they
say, in conclusion.
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