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Lessons from Medicare+Choice
for Medicare Reform
Geraldine Dallek, Brian Biles, and Lauren Hersch Nicholas

C urrent discussions of the future of Medicare include proposals to
increase the enrollment of beneficiaries in private health insurance
plans.1 These proposals would provide incentives for beneficiaries

to join private plans, rely on more loosely structured health plans such as
preferred provider organizations (PPOs), change the way health plans are
paid, and in some cases create competition between private plans and tradi-
tional fee-for-service Medicare.

Today’s proposals follow upon Medicare’s long history with private
health plans.The most significant effort to expand the enrollment in pri-
vate plans occurred with the passage of the Balanced Budget Act of 1997
(BBA), which created the Medicare+Choice (M+C) program.The objec-
tives of M+C included expanding the types of plans available to Medicare
beneficiaries, increasing payments to plans in low-cost areas, and fostering
competition among private plans.2

M+C has not met proponents’ expectations.Tied to the low
increases in Medicare’s fee-for-service program and buffeted by provider
pushback and an inability to control costs of care, HMOs have left the
M+C program in large numbers. Although many private M+C plans
perform well compared with fee-for-service (FFS) Medicare on selected
preventive health measures, on other measures—including access to care,
stability of providers, simplicity of benefit structure, and costs to the
Medicare program—the history of M+C is less positive.3,4 Turbulence in
the program and beneficiary dissatisfaction have contributed to a decline
in M+C enrollment, from 16 percent in 1998 to 11 percent in 2003
(Figure 1).5 It had originally been projected that enrollment would reach
34 percent by 2005.

The six-year history of M+C provides seven lessons to help inform
the policy debate on Medicare reform proposals.
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Lesson 1. Private Plans Do Not Participate
in Many States and Geographic Areas
Large portions of the nation, including the vast major-
ity of rural areas, have never been attractive to Medi-
care HMOs and other managed care plans. Even with
payment rates in rural areas that are higher than fee-
for-service costs in the same areas, rural areas have not
attracted M+C plans. Nineteen states and the District
of Columbia have less than 1 percent of Medicare
beneficiaries enrolled in M+C private plans.These
include rural states such as Iowa, Maine, Mississippi,
Montana, North Dakota, South Dakota,Vermont,West
Virginia, and Wyoming. An additional 15 states have
from 1 to 10 percent in M+C plans (Figure 2).

Only 13 percent of rural beneficiaries even
have the option of joining a M+C managed care
plan today.6

Nor have other, more loosely organized
private plans made significant inroads into rural
America.

● Two private fee-for-service (PFFS) plans partici-
pate in M+C. PFFS plans must pay contracting
providers on a fee-for-service basis and may not
require beneficiaries to use network providers.
The first PFFS plan, Sterling, began operations
in 2000 and is available in 19 complete states
and parts of six others. Humana began opera-
tions in six states in January 2003.7 Despite the
plans’ geographic breadth, to date only 22,285
Medicare beneficiaries have enrolled in a PFFS.8

● Thirty-one PPOs operated by 17 insurers in 23
states have been established under a demonstra-
tion initiated by the Centers for Medicare and
Medicaid Services (CMS). All but one of these
insurers also has a M+C contract.9 The PPO
demonstration, which began in January 2003,
has not expanded choice to areas where there
are no M+C plans. Of 10.7 million beneficiaries
who can enroll in a PPO demonstration, only
3 percent do not currently have the option of
joining an M+C managed care plan.10 Enrollment
in PPOs has been limited; only 63,040 benefici-
aries have enrolled in one of the new plans dur-
ing the first five months of the demonstration.11

The lesson from M+C is that any new effort
by Medicare to rely on private plans to serve the
elderly and disabled in rural parts of the country
will face major difficulties.The same barriers that
have led to the absence of M+C plans in many
rural states—a small number of hospitals and
physicians combined with the reluctance of these
providers to contract with managed care plans—
will confront new efforts to attract private plans to
rural areas. Rural America has demonstrated that it
is not fertile ground for private Medicare plans.
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Lesson 2. Premiums and Benefits Vary
Greatly by Geographic Area
As a national program, Medicare is built on the
premise that all beneficiaries receive the same
health care benefits no matter where they live.
The M+C program undermines that promise.
Premiums and benefits vary substantially among
M+C private plans in cities and communities
across the nation.

For example, the 2002 enrollment-weighted
average monthly premiums ranged from $3 in the
five boroughs of New York City to $87 in neigh-
boring Long Island. In 2002, 92 percent of M+C
enrollees in Los Angeles and New York City were
in plans that provided some brand name prescrip-
tion drug coverage, while no M+C enrollees in
Seattle, Houston, and Tucson had such coverage.
Cost-sharing for hospital and physician services also
varies by community by hundreds of dollars a year.

Taken together, the differences in premiums,
benefits, and cost-sharing result in wide geographi-
cal variation in total out-of-pocket costs. For
example, Seattle M+C enrollees in good health
would expect to pay 2.7 times as much in out-of-
pocket costs as do enrollees in Los Angeles. Seattle
M+C enrollees in poor health spend more than
2.3 times as much in out-of-pocket costs as do Los
Angeles enrollees in poor health (Figure 3).12

The lesson from M+C is that the causes of
benefit inequality—differences in Medicare pay-
ment rates to HMOs that reflect local medical
practice patterns, the inability of private plans to
control costs and utilization, and plans’ fear of
adverse risk selection (see Lesson 6 below)—will
confront any new Medicare program that depends
on private plans.13

Lesson 3. Participation by Private Plans in
M+C Has Been Unstable
For 38 years, traditional Medicare has been a remark-
ably stable insurance program. Over 40 million
elderly and disabled Americans have the security
of knowing from year to year the benefits covered
and the out-of-pocket costs of those benefits.

Over the past six years, private plan with-
drawals and sharp premium increases and benefit
reductions have resulted in significant M+C pro-
gram instability. Between 1999 and 2003, more
than 2.4 million beneficiaries were affected by plan
withdrawals or service area reductions and overall
enrollment in M+C managed care plans dropped
by 1.4 million beneficiaries (Table 1).14 In addition
to withdrawals, plans increasingly capped or froze
enrollment in M+C, thus further limiting choice.15

This market turmoil is not a one-time phenome-
non. Between 1985 and 1991, 68 private plans
withdrew from Medicare, a 42 percent decline in
plan participation.16

Private plans withdrew from Medicare for
specific reasons: hospital and physician pushback,
including resistance to utilization review; demand
for higher payments and refusal to accept risk con-
tracts; increasing costs of prescription drugs; fear of
adverse risk selection; low market share; and plan
characteristics, including their national and for-
profit status.17

Private plans have found it difficult to oper-
ate in an era in which overall costs in traditional
Medicare have slowed. Medicare HMO payment
rate increases during the late 1990s have been lim-
ited, generally to 2 percent a year.18 This is signifi-



cantly lower than rate increases in employer health
insurance, making continued participation in M+C
less attractive to plans than expanded enrollment in
the commercial market.19

Even when private plans have remained in
M+C, they have raised premiums, reduced pre-
scription drug benefits, and increased beneficiary
cost-sharing in each of the past four years, leading
to financial difficulties for plan enrollees.20

Many beneficiaries who paid low or no pre-
miums for extensive prescription drug coverage in
1999 were paying high premiums for limited or no
drug coverage by 2003 (Table 2). Cost-sharing for
hospital care and other benefits has been increased,
creating a special burden for beneficiaries with
chronic and life-threatening illnesses.21

The lesson from M+C is that a Medicare
program based on private plans is highly dependent
on annual judgments by plans on the financial prof-
itability of participating in Medicare.These decisions
are made metro area by metro area. In many cases
these decisions reflect judgments by national for-
profit plans. A recent study found that 42 percent of
M+C beneficiaries are enrolled in plans managed
by one of six national for-profit health insurers.22

Instability is likely to be a feature of any
Medicare program that relies upon private plans and
a competitive marketplace to limit the increase in
health care costs.23 The same factors that have led
M+C private plans to withdraw from Medicare
over the past six years will confront any new
Medicare program that depends on private plans.24

Lesson 4. Physician and Hospital Participa-
tion in M+C Private Plans Has Been Unstable
Because nearly every hospital and physician in the
country participates in traditional Medicare, bene-
ficiaries have the security of knowing that their
medical providers will continue to serve them
from year to year. M+C enrollees do not have that
same measure of security.

Statewide M+C primary care provider
turnover rates ran as high as 33 percent in New

Mexico in 2001. Nine of 36 states with reported
data had M+C primary care turnover rates of 20
percent or more.25 These included plans in large
states such as Illinois,Texas, and Florida (Table 3).

A review of M+C plan provider directories
in selected cities found that primary care physician
turnover rates during the two-year period 1999–
2001 ranged from 23 to 61 percent among M+C
plans in St. Petersburg, Florida, and from 17 to
25 percent among plans in the Cleveland area.
Cardiologist turnover rates in St. Petersburg M+C
plans were also high, ranging from 17 to 25 percent
in the two-year period.26

Contract disputes between plans and hospi-
tals also disrupt care to M+C enrollees. For exam-
ple, during 2001–2002, M+C enrollees in Cleveland
lost access to the Cleveland Clinic; in Tucson, to
the city’s only teaching hospital; on Long Island,
to the largest hospital network; and in New York
City, to one of the nation’s premier cancer treat-
ment centers.27

Elderly and disabled Medicare beneficiaries
are more affected by provider turnover than are
younger, employer-insured populations. High levels
of disability and increasing age tie beneficiaries to
their physicians and other health providers, making
disruptions in continuity of care more serious.28

The lesson from M+C is that instability of
physicians and providers is likely to be an issue
with any Medicare program that depends on pri-
vate plans. As the M+C experience demonstrates,
the continuing availability of providers depends on
the policies of individual plans across a wide range
of payment and administrative matters. Once plans
are placed between Medicare and providers, there
is little that Medicare can do to prevent high
provider turnover rates.

Lesson 5. M+C Options Are Too
Complicated for Many Beneficiaries to
Make an Informed Choice
Support for expanded use of private plans often is
premised on the goal of increasing choice for
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elderly population have one or more chronic
conditions.31

The lesson from M+C is that—in the
absence of a standardized benefit package—multi-
ple private plans in a market area will offer very
different and complex packages of benefits, cost-
sharing, and premiums.These packages are confus-
ing to elderly and disabled Medicare beneficiaries
attempting to choose a personal health plan.32

Until Medicare establishes standardized benefit
packages limited to specific options, as is the case
for Medigap policies, variations in benefits are
likely to proliferate, making informed choice all
the more difficult.

Lesson 6. M+C Plan Design Can Discourage
Enrollment by High-Risk Beneficiaries
Historically, Medicare private plans have enrolled
healthier, lower-cost individuals than has traditional
Medicare. A General Accounting Office study
found that, because of the failure to fully adjust for
health status, in 1998 Medicare spent $3.2 billion,
or 13.2 percent more, on health plan enrollees
than they would have spent if those enrollees had
received services in FFS Medicare.33 These differ-
ences may be reduced as CMS increases use of risk
adjustment.

Private insurers remaining in the M+C mar-
ket increasingly show an interest in risk selection.
In particular, increases in cost-sharing for some
services by some plans seem to be directly related
to the fear of enrolling high-cost beneficiaries.34

Across the nation, plans have increased costs on
specific services most likely to be used by enrollees
with high-cost chronic conditions, such as hospital
care, oxygen, dialysis, chemotherapy, and radiation
therapy.35

In 2002, the design of M+C plan benefits
resulted in the average M+C enrollee in good
health spending $1,429 out-of-pocket on health
care, compared with $4,783 spent by an enrollee
in poor health. Since 1999, plans’ benefit changes
have focused on increasing out-of-pocket costs
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Medicare beneficiaries. Subtle and multiple varia-
tions in benefits and cost-sharing make it difficult
for anyone, but especially the elderly and those
who are cognitively impaired, to evaluate choices
among plans.

Making a choice of M+C plans is very
complicated. Because M+C does not require stan-
dardized benefit packages (as Medigap plans are
required to do), different plans have varying cost-
sharing requirements for drugs and other benefits
(see Appendix). Drug benefits, for example, can
vary by prescription drug limits and the way these
limits are calculated (monthly, quarterly, or yearly);
whether brand or only generic drugs are covered;
copayment levels; whether a formulary is used, and
if so, which drugs are on it; whether the plan pro-
vides a discount mail-order pharmacy benefit; and
how each plan determines drug costs that count
toward benefit limits.

Hospital costs can also vary dramatically.The
M+C 2003 plan benefits available to Cleveland
beneficiaries have hospital costs for a five-day stay
of: $0, $250, $375, $750, $875, $1,000, and $1,325.

In Cleveland (and elsewhere), differences
among M+C plans in the out-of-pocket costs for
radiation services are as dramatic, ranging for $0
copayments to $35 to 20 percent of the cost of
each visit. For a woman undergoing radiation ther-
apy for breast cancer, which can require as many as
35 radiation therapy visits, out-of-pocket costs
would be more than $1,000.

With additional cost-sharing on a myriad of
other benefits, beneficiaries must now make com-
plicated calculations based on premiums, drug ben-
efits, and cost-sharing to assess which plan might
make the most economic sense.29

Studies suggest that the elderly are vulnera-
ble to making poor purchasing decisions when
insurance options are too confusing and are reluc-
tant to change insurer, even when in their eco-
nomic self-interest.30 Choosing an appropriate
health plan is especially critical for beneficiaries
in poor health, and 82 percent of the Medicare



for those in poor health: costs for those in poor
health have increased by 116 percent, compared
with 71 percent for those in good health.36

Differences between out-of-pocket costs
paid by M+C enrollees in poor health and those
paid by enrollees in good health are even more
dramatic in some communities. In Houston in
2002, M+C enrollees in poor health spent $4,503,
while those in good health spent $471—nearly a
tenfold difference. In Cleveland and Seattle, M+C
enrollees in poor health spent over 6.7 and 4.4
times more out-of-pocket, respectively, than
enrollees in good health (Figure 4).37

The lesson from M+C suggests that private
plans design their benefit packages to avoid attract-
ing higher-cost enrollees. Beneficiaries most in
need of care who enroll in a private plan may pay
higher out-of-pocket costs than they would in fee-
for-service Medicare.To the extent that private
plans discourage beneficiaries in poor health from
enrolling, and without an adequate risk adjustment
methodology, the Medicare program will also face
higher costs for beneficiaries who remain in tradi-
tional fee-for-service Medicare.

Lesson 7. Private Plans Are Not Less
Costly Than Traditional Medicare
The major goal of Medicare reform based on pri-
vate plans is to use competition to control the

growth in overall Medicare costs.The experience
from M+C suggests that private plans do not save
Medicare money and that, to the contrary, they
can increase program costs (Table 4).38

The reasons why M+C private plans have
not succeeded in reducing total Medicare costs
include:

● Enrollees in M+C managed care plans have his-
torically been healthier than those who remain
in fee-for-service Medicare, and risk-adjusted
Medicare payment does not fully compensate for
this pattern.40

● To attract M+C plans in more rural and non-
metropolitan areas, Medicare has increased pay-
ments for M+C plans above the level it pays in
these areas for traditional Medicare.While this has
not led to increased participation by Medicare
HMOs, increased rural payments translate into
higher Medicare costs for PFFS plan contracts.

● The newer private plans—PFFS plans and
demonstration PPOs—contract in areas where
M+C payment rates are higher than traditional
Medicare rates.41

● Medicare administrative costs average approxi-
mately 2 percent, while administrative costs in
private plans in employer groups generally exceed
10 percent. In particular, private plans have costs
associated with marketing and, in the case of
for-profit plans, a return for investors.42

New, less-structured PFFS and PPO plans,
with broader provider networks and fewer cost
containment features, may be even less able than
are current M+C HMO plans to limit total costs
through reductions in price, rates of hospitaliza-
tion, and use of specialized services.43

The lesson from M+C suggests that it is dif-
ficult for private plans to reduce total costs of care
from the level of the traditional Medicare pro-
gram.44 It is even more difficult for private plans to
offer additional benefits, cover marketing and
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administrative costs, and make a profit while pric-
ing their products below the costs of the Medicare
fee-for-service program.

Conclusion
In 1997, it was predicted that 34 percent of
Medicare beneficiaries would be enrolled in M+C
private plans by 2005.45 Instead, 11 percent of the
Medicare population is enrolled in M+C plans in
2003, down from 16 percent in 1998.46 Policy
experts also projected that M+C plans would
expand to all parts of the country, educated bene-
ficiaries would begin to make informed choices
based on costs and quality, and competition among
plans would reduce overall costs to the Medicare
program and to beneficiaries alike.

None of these predictions has occurred.
Instead, the M+C program has fostered broad dis-
satisfaction by private plans, providers, and elderly
and disabled beneficiaries. Rather than steady
growth, the program has undergone a period of
persistent instability and a decline in enrollment.

The history of M+C is a cautionary tale. It
offers important lessons for consideration in any
new program to expand the use of private plans
in Medicare.
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Table 2. M+C Plans in Cleveland: Selected Benefits, 1999–2003
1999 2001 2003

Plans 10 5 5
Plan products 15 7 10a

Products with hospital cost-sharing Not available 3 9
Average cost of 5-day hospital stay

for products with cost-sharing Not available $558 $717
Range of costs for a 5-day stay Not available $0–$875 $0–$1,325
Products with any prescription drug/

any brand coverage 15/15 6/6 6/2a

Average monthly premium $9.50 $24.70 $50.60
Premium range $0–$38.50 $0–$95 $0–$120
Average monthly premium/

any prescription drug benefit $9.50 $28.80 $65.70
Premiums range $0–$38.50 $0–$95 $0–$120
Average monthly premium/

brand+generic > $1,000 or
unlimited generic & brand > $500 $13 $41.30 $100

Premium range $0–$38.50 $0–$95 $80–$120
a One plan offers five different products, including a $0 premium product with no prescription drug coverage and two premium products
with an optional prescription drug rider, costing an additional $40/month for brand coverage of $500. A second plan offers two products.
Source: CMS, Medicare Health Plan Compare: 1999, 2001, 2003.

Table 3. States with Highest Primary Care Provider Turnover Rates, 2001
New Mexico: 33% Michigan: 23%
Connecticut: 30% Oklahoma: 22%
Illinois: 29% Florida: 21%
Texas: 26% Missouri: 20%
Arizona: 23%

Source: Medicare Health Plan Compare at http://www.medicare.gov.

Table 4. 2003 Expected Costs of M+C Plans Compared with Traditional Medicare
M+C Plan Percent of Average FFS Medicare Payment*
HMOs 104%
PPO Demonstrations 109%
PFFS Plans 102%

* These estimates include the following assumptions: 1) M+C risk adjusters are not improved; 2) enrollment in the PPO demonstrations is
proportional to their availability across participating counties; and 3) PFFS enrollees are demographically similar to the average Medicare
beneficiary. Average FFS spending includes area-specific adjustment in payment rates.
Source: Medicare Payment Advisory Commission, Report to the Congress: Medicare Payment Policy (Washington, D.C.: MedPAC,
March 2003): 195–97.
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