THE

COMMONWEALTH
FUND

The Commonwealth Fund is a
private foundation supporting
independent research on health

and social issues.

For more information,

ple;lse contact:

David R.. Sandman

Senior Program Officer
The Commonwealth Fund
One East 75th Street

New York, NY 10021-2692

Tel 212.606.3800
Fax 212.606.3500

E-mail drs@cmwt.org

Additional copies of this (#505)

and other Commonwealth Fund

publications are available online at

www.cmwf.org

Publications can also be ordered

by calling 1.888.777.2744.

To learn about new Fund
publications when they appear,
visit the Fund’s website and

register to receive e-mail alerts.

JaNuARY 2002

Issue Brief

Drug Coverage for Medicare
Beneficiaries: Why Protection
May Be in Jeopardy
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UNIVERSITY OF M ARYLAND

DENNIS SHEA
PENNSYLVANIA STATE UNIVERSITY

ollowing a period of growth over the last decade, trends sug-

gest that Medicare beneficiaries’ access to affordable prescrip-

tion drug benefits has begun to decline. Since the late 1990s,
the engines that had been driving that growth—employer health
plans and Medicare HMOs—have been offering increasingly less
generous benefits to fewer people. There is no evidence that the
private market or current public programs can reverse this decline
in the coming years.

This analysis evaluates trends in prescription drug coverage for
Medicare beneficiaries during the 1990s as a way to project their
future coverage, costs, and needs. Projections are based on data from
1993 to 1998, the most recent year for which published data are
available. The results indicate that beneficiary drug coverage peaked
in that year, or shortly thereatter, and has been in decline ever since.
Even while coverage was expanding, beneficiaries’ spending on pre-
scriptions was on the rise: the elderly with drug benefits spent 35
percent more out-of-pocket in 1998 than they did in 1993.

The prescription coverage outlook for Medicare beneficiaries
will most likely further deteriorate without concerted and timely
government action. If access to affordable drug benefits is not
greatly expanded, elderly Americans—most of whom already make
do on modest or low incomes—will find it even more difficult to
obtain the medications they need.

Beneficiary Drug Coverage and Spending 1993-98'

Trends in Prescription Coverage
From 1993 to 1998, the number of beneficiaries with some pre-
scription coverage increased from 64.6 percent to 76.0 percent of



the Medicare population (Table 1).” The
most rapid expansion occurred from 1994
to 1997, when coverage grew from 4 to
6 percent per year. The growth rate slowed
to less than 2 percent from 1997 to 1998.
This pattern of growth was far from
uniform across the various sources of
prescription coverage available in the
1990s. Beneficiaries with a single source
of prescription benefits in a given year
accounted for most of the increase
(Table 1). Medicare HMO enrollments
accounted for nearly all the growth in
coverage for these individuals, rising
from just 4 percent of beneficiaries in
1993 to almost 13 percent in 1998.
Prescription coverage from employer-
sponsored plans represented the single
most important source of drug benefits
during the period, reaching nearly 29
percent of the beneficiary population by
1998. However, employer plans offered
little growth in coverage after 1995.
Prescription coverage under self-pur-
chased Medigap plans peaked a year ear-
lier, in 1994, at nearly 10 percent of the
Medicare population, but declined to
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8 percent by 1998. Even larger declines
were recorded for publicly funded
plans—Medicaid and other programs
such as state pharmacy assistance programs
and Veterans Administration programs.
Taken together, drug coverage under
public plans dropped from 16 percent of
the Medicare population in 1993 to less
than 13 percent in 1998.

These shifting patterns reflect only
one aspect of how prescription coverage
for Medicare beneficiaries changed dur-
ing the 1990s. Table 1 shows that the
proportion of beneficiaries with evi-
dence of drug coverage from multiple
sources grew from 11 percent to about
14 percent during the period. We esti-
mate that about a third of these individ-
uals were able to maintain continuous
coverage by switching from one plan to
another during the year (Stuart, Shea,
and Briesacher 2001), while the rest had
sporadic coverage from various sources.
However, even larger numbers of benefi-
ciaries were unable (or perhaps unwill-
Ing) to maintain continuous prescription

coverage from their primary source of’

Table 1
Prescription Drug Coverage of Medicare Beneficiaries by Source, 1993-1998"
Percent
Sources of Change
Prescription Coverage 1993 1994 1995 1996 1997 1998 1993-98
All sources 64.6%  653% 68.9%  71.6%  747%  76.0% 17.7%
Beneficiaries with a single
source of coverage 53.4%  54.0%  57.8% 58.5%  60.0%  62.1% 16.3%
Employer-sponsored 25.6 25.9 27.9 28.2 28.0 28.7 12.2
Medigap 7.8 9.6 8.5 8.9 8.6 8.1 4.1
Medicare HMO 4.1 5.0 7.4 8.2 10.7 12.9 211.6
Medicaid 11.3 11.5 9.9 9.3 9.1 8.9 —21.1
Other public 4.6 4.7 4.2 3.9 3.6 3.6 —22.1
Beneficiaries with multiple
sources of covelrageb 11.2%  11.3%  11.1% 13.1%  147%  13.9% 24.1%

a . . . . . . - .
Noninstitutionalized beneficiaries with full-year Medicare enrollment.

® Includes small numbers of beneficiaries with evidence of third-party payments for prescription drugs
but no identified benefit plan.

Source: Medicare Current Beneficiary Surveys, 1993—-1998.
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Figure 1
Stability of Prescription Drug Coverage Among Noninstitutionalized

Medicare Beneficiaries, 1995-1998
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Source: Medicare Current Beneficiary Surveys, 1995-1998.

drug benefits. In all, 17 to 19 percent of
beneficiaries had coverage for only part of
the year from 1995 to 1998 (Figure 1).’
Further, among people with some cover-
age, those with continuous coverage
decreased from 74 percent in 1995 to

72 percent in 1998.

Trends in Prescription Spending

Table 2 presents data from 1993 and
1998 showing changes in total and out-
of-pocket prescription spending for
Medicare beneficiaries.’ Total drug expen-
ditures per person increased dramatically
regardless of prescription coverage status,
although growth in spending was slower
for those without coverage. In 1993,
beneficiaries with no drug benefits
incurred prescription drug expenditures
just 60 percent of those of people with
some form of coverage. By 1998 that
fraction had declined to 55 percent. For
beneficiaries with coverage, growth in
per-person drug expenditures was great-
est for “dual eligible” Medicare/Medicaid
recipients and least for those enrolled in
other public programs.

For beneficiaries without drug cov-
erage, the increase in their out-of-pocket
spending on prescription drugs equaled
the change in their total spending on

prescriptions—>51 percent. However,
those who had benefits paid 35 percent
more out-of-pocket in 1998 than they
did six years earlier. Clearly, the additional
coverage did not protect these benefici-
aries from rising prescription costs.

The most dramatic percentage
increase in out-of-pocket drug spending
occurred among Medicare HMO
enrollees. From 1993 to 1998, Medicare
HMO enrollees saw their out-of-pocket
costs more than double, to 40 percent of
their total drug expenditures. Although
high, this pales before the 67 percent
paid out-of-pocket by beneficiaries with
only Medigap coverage in 1998.
Medigap policies with prescription ben-
efits covered only one-third of Medicare
beneficiaries’ prescription drug expenses.
The only two sources of drug coverage
that provided significant protection to
beneficiaries in 1998, compared with
1993, were Medicaid and employer-
sponsored plans.

Another way to measure the level of
protection that prescription coverage
provides is to examine out-of-pocket
spending as a percent of beneficiary
income. Figure 2 shows that, despite
expanding drug coverage in the 1990s,
more Medicare beneficiaries spent




Table 2
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Total Prescription Spending and Out-of-Pocket Prescription Spending
for Medicare Beneficiaries by Presence and Source of Drug Coverage, 1993-1998"

Out-of-Pocket Spending

Total Out-of-Pocket as a Percent of Total
Prescription Spending Prescription Spending Prescription Spending
Presence and Percent Percent Percent
Source of Change Change Change
Prescription Coverage 1993 1998 1993-98 1993 1998 1993-98 1993 1998 1993-98
No coverageb $368.90 $ 555.42 50.5%  $368.91 $555.32 50.5% 100.0% 100.0% 0.0%
Any coverage 615.13 1007.08 63.7 241.09 326.49 354 39.2 324 304
Percent difference 60.0% 55.1% 153.0% 170.1%
Beneficiaries with a single
source of coverage
Employer-sponsored $637.36 $1101.97 72.9%  $247.33 §$288.04 16.5% 38.8% 26.1% -32.6%
Medigap 519.08 852.44 64.2 370.47 569.58 53.7 71.4 66.8 —6.4
Medicare HMO 39590 679.28 71.6 122.02  273.03 123.8 30.8 40.2 30.4
Medicaid 636.38 1223.00 92.2 128.70 17451 35.6 20.2 143 294
Other public 729.24 1116.30 53.1 281.24 484.84 724 38.6 43.4 12.6
Beneficiaries with multiple
sources of coverage’ $643.60 $1038.19 61.3%  $277.64 $370.96 33.6% 43.1% 35.7% —17.2%

a . . - . . . . .
Noninstitutionalized beneficiaries with full-year Medicare enrollment.

* Total spending and out-of-pocket spending differ because of the small group of medications covered by Medicare.

“ Includes small numbers of beneficiaries with evidence of third-party payments for prescription drugs
but no identified benefit plan.

Source: Medicare Current Beneficiary Surveys, 1993—-1998.

Figure 2

Proportion of Medicare Beneficiaries Spending 5 Percent or More of Income
on Prescriptions, by Drug Coverage Status, 1993-1998
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5 percent or more of their incomes on
prescriptions in 1998 than in 1993. The
trend holds regardless of whether they
had prescription drug coverage or not.
By 1998, almost one-third of all benefi-
ciaries without coverage spent more
than 5 percent of their income on pre-
scriptions. A much smaller fraction of
people with full-year drug benefits fell
into this category, but the trend is
upward just the same. Those with part-
year drug coverage were about twice as
likely to spend 5 percent or more of
income on drugs compared with those
with full-year coverage.

Beneficiary Drug Coverage and
Spending Since 1998
Our empirical analysis ends at what may
have been the high point in drug cover-
age for Medicare beneficiaries. There are
good reasons to believe that, if coverage
did not peak in 1998, then it did shortly
thereafter. Recent developments in pre-
miums and offer rates for private sources
of drug benefits from employers, private
insurers, and Medicare+Choice managed
care plans all point in that direction.
New retirees may not be as fortu-
nate as those in the 1990s. Although
employer-sponsored health insurance
plans were a stable and generous source
of drug benefits at least until 1998,
recent data cast doubt on the sustainabil-
ity of such coverage. Periodic surveys
conducted by Hewitt Associates show
continued erosion in the number of
large employers offering retiree health
benetits, dropping from 80 percent in
1991 down to 66 percent by 1999
(Hewitt Associates 1997; 1999). When
asked if they are seriously considering
further retrenchment, 30 percent of the
employers interviewed in 1999 indicated
they would consider dropping all retiree
coverage in the next three to five years,
and 40 percent said they would consider
cutting back on prescription benefits
(Hewitt Associates 1999). These are par-

ticularly ominous findings because large
employers have traditionally been much
more likely to offer retiree health benefits
than small employers. Because employers
typically grandfather current retirees when
making benefit policy changes (McArdle
2000), the impact of these changes should
accelerate with the influx of new retirees
into the Medicare system.

Medicare beneficiaries without
access to employer-sponsored health
benefits can buy individual Medigap
policies that offer limited prescription
coverage (up to $1,250 after deductible
and coinsurance payments for the stan-
dard H and I plans, and up to $3,000 for
plan J). Some beneficiaries have access to
non-standardized policies with more
generous drug coverage, either because
they live in a state exempt from the
1989 federal law authorizing the stan-
dardized plans or because they continued
to renew policies purchased prior to July
1992, when the federal law took effect.’
A recent study by Chollet (2001) found
that most Medigap policyholders with
drug benefits bought their coverage
before 1992. This would help explain
the decline in Medigap coverage rates
after 1994, noted in Table 1, as older
policyholders die and fewer new retirees
take up coverage. Indeed, this movement
may accelerate in the future if Medigap
premium rates continue to climb. From
1998 to 2000, the premiums for Medigap
policies with drug coverage rose 37 per-
cent, more than twice the increase for
Medigap policies without drug coverage
(Weiss Ratings 2001).

Medicare HMOs Drop Out

Medicare HMOs typically included pre-
scription drug benefits in the 1990s,
making them an attractive option. As
late as 1997, virtually all Medicare+
Choice HMO plans offered prescription
benefits (Poisal and Murray 2001). But
by 2001, only 70 percent did so (Gold
2001). The cost to beneficiaries enrolling
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in Medicare+Choice plans has also risen
sharply. In 1999, 80 percent of plans
offered zero-premium policies (i.e., pre-
miums equal to the Part B monthly
amount). By March 2001, only 46 per-
cent of plans had zero premium options
(Gold 2001). Compounding the financial
burden, the extra premiums buy less
coverage today. In 1999, 36 percent of
Medicare+Choice plans offered drug
coverage with an annual benefit cap
greater than $1,000. By 2001, that had
dropped to 22 percent (Gold 2001).

These numbers have received less
public attention than HMOs dropping
out of the Medicare+Choice program in
the last two years. More than 300 plans
have left the program since 1999, leaving
beneficiaries with fewer choices. In
2001, 67 percent of beneficiaries lived in
regions served by one or more Medicare+
Choice plans, down from 72 percent in
1999. Total Medicare+Choice enrollments
dropped by nearly 1 million people dur-
ing this two-year period (Gold 2001). In
an attempt to turn these trends around,
Congress passed the Benefits Improvement
and Protections Act (BIPA) in 2000. The
early evidence suggests that BIPA has
had minimal effect (Gold and Achman
2001). The Medicare program anticipates
that plan withdrawals will affect several
hundred thousand beneficiaries in 2002,
as the five largest Medicare HMOs all
announced dropping business in next
year’s Medicare+Choice filings (Appleby
2001). Even if the number of plans
stabilizes, the combination of rising
premiums and reduced drug benefits will
make Medicare+Choice plans a less
desirable choice for beneficiaries in
search of prescription coverage.

Rising Drug Costs a Major Factor in
Declining Coverage

The rising cost of prescription drugs
places beneficiaries’ coverage in jeopardy.
Expenditures on prescription drugs
increased an estimated 19 percent from
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1999 to 2000, capping four years of
double digit increases (NTHCM 2001).
Moreover, it is projected that the rate of
growth will be about 15 percent annu-
ally through 2004 (Mullins et al. 2001).
The increases are fueled by price, vol-
ume, and, most importantly, a steady shift
to newer, more expensive therapies. Our
trend analysis showed that Medicare
beneficiaries who have no prescription
coverage feel the impact of increasing
prescription costs most keenly. But even
those with coverage feel the eftects
through higher premiums, reduced ben-
efits, and fewer choices of coverage. If
the forecasts prove correct, there is little
relief in sight.

Taken together, these findings sug-
gest that the increased availability of
prescription coverage in the mid-1990s
will not continue and has already begun
to decline. There is no evidence that
either the private market or public pro-
grams as currently designed can solve
the problem of prescription coverage for
Medicare beneficiaries in the coming
decade. In fact, our analysis of the six-
year period from 1993 through 1998
showed that out-of-pocket prescription
costs rose continually even as prescrip-
tion coverage was rising.

These data, together with projec-
tions for the future, presage a looming
crisis in the elderly’s access to prescrip-
tion drugs if nothing is done soon to
address the situation. Adding prescription
coverage to the Medicare benefit pack-
age is the only sure solution.
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NOTES

I Our estimates come from the Medicare Current
Beneficiary Survey (MCBS) Cost and Use files for
1993—-1998. Each annual sample consists of all
beneficiaries with full-year Medicare entitlement
who live outside of a facility for at least part of the
year. (We exclude a small group of people who
were newly entitled or died during the year in
order to distinguish those with full-year and part-
year drug coverage. People who live in facilities are
omitted because prescription use is not captured in
the MCBS.) We then classified individuals accord-
ing to whether or not they have any prescription
coverage and, if so, the source of coverage. The
sources of coverage included employer-sponsored
plans, Medicare HMOs, Medigap plans, Medicaid,
and “other” coverage sources, including state phar-
macy assistance plans, Veterans Administration cov-
erage, and unknown sources of private coverage. In
cases where people had more than one source of
coverage or had third party payments for prescrip-
tion fills but did not report the source, we assigned
them to a mixed plan category.

2 The estimated coverage rate of 76 percent is
3 percentage points higher than the figure in
Poisal and Murray (2001). They base coverage on
the full-year and part-year Medicare population
while we use only the full-year enrolled popula-
tion. The difference means that beneficiaries who
are not enrolled in Medicare for the entire year
have lower drug coverage rates than those who
are. This difference was only 1 percentage point in
1996 (see Stuart, Shea, and Briesacher 2000). The
implication is that fewer new Medicare enrollees
have prescription coverage and that this trend is
accelerating.

3 Limitations in MCBS reporting preclude estimat-
ing duration of coverage for beneficiaries in 1993
and 1994.

4 In 1998, the MCBS applied a new methodology
to estimate prescription payment amounts, which
increased per capita total drug spending by about 8
percent more than it would have been under the
original methodology. See Poisal and Murray 2001
for a discussion of the new method.

5 Massachusetts, Minnesota, and Wisconsin have such
exemptions.
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