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EXECUTIVE SUMMARY

What This Paper Covers
Medicare Advantage (MA) offers a distinct public-private structure for delivering health care 
coverage. There are major shortcomings in the government-managed model of traditional 
fee-for-service (FFS) Medicare, whereas MA’s emphasis on competition and patient choice 
have made it the most popular form of Medicare coverage. Policy changes to improve MA’s 
efficiency and flexibility, while guaranteeing regulatory and spending parity with FFS, can 
ensure that continued growth leads to organic, long-term improvement in 
Medicare as a whole.

This paper summarizes the flaws of FFS, describes MA’s structure, highlights key issues in the 
debate about MA, and recommends a package of policy changes to protect and enhance 
choice for Medicare beneficiaries and maximize beneficial competition.

What We Found
Research about MA suggests that it is able to provide more choice, better health outcomes, 
and lower costs to its enrollees than FFS can. MA is already able to deliver core and 
supplemental Medicare benefits more efficiently than FFS can. However, some aspects of its 
current design have led to questions about its overall costs and government restrictions on 
effective and innovative coverage.

Why It Matters
Over 60 million Americans rely on Medicare for health care coverage, over half of whom are in 
MA. Policy changes to FFS are politically difficult to achieve and would have limited success 
within its existing structure. MA, on the other hand, offers higher value care, more 
competition, and enhanced patient choice and is therefore an ideal vehicle for Medicare 
reform. Policy changes will help to improve plan competition, beneficiary choice, and 
programmatic efficiency. They will also allow MA’s continued growth to offer a viable 
alternative to the flawed FFS program. Policymakers should avoid imposing restrictions that 
would limit seniors’ access to the program.
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Policy Suggestions
This paper recommends a unified package of attainable policies that aims to yield savings of 
$250 billion over 10 years (3.3 percent of MA spending), improve MA coverage, and advance 
regulatory parity with FFS:

 • Cap MA benchmarks at 100 percent of local FFS costs outside of areas 
with lower MA penetration and calculate them based on the FFS 
population with both Part A and Part B coverage.

 • End quality bonuses for benchmarks and focus star ratings on core health 
outcomes and patient experience.

 • Improve risk adjustment by scaling the coding intensity reduction for 
individual plans within a statutory range, expanding auditing diagnostic 
practices in MA and FFS, and establishing a transparent rulemaking 
process for changes to the Medicare risk model.

 • Restrict first-dollar coverage of FFS cost-sharing by Medigap plans.

 • Direct beneficiaries to choose between FFS and MA rather than enroll 
them in FFS by default.

 • Remove restrictions on benefits such as MA coverage of hospice and 
medical savings account plan coverage of Part D benefits or free 
preventive services.

 • Initiate demonstrations for non-standard contracts such as long-term 
plans.

 • Align FFS and MA rules, including program integrity policies, insurance 
rules for Medigap plans, and budget neutrality for administrative MA 
changes.

 • Repeal excessive restrictions on MA plan governance and activities.

https://paragoninstitute.org
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INTRODUCTION

Medicare is the largest federal health care program in terms of spending, with annual 
expenditures of over $900 billion in 2022. This exceeds national defense and is second only to 
Social Security among government programs.1 In 2022 it accounted for more than a fifth of 
national health expenditures.2 Providing health care coverage to elderly and disabled 
Americans has become increasingly expensive as the retired population and medical costs in 
the United States have continued to grow, with spending growth exacerbated by misguided 
government policies. But Medicare’s significance is not only a matter of dollars and cents. 
Over 60 million individuals are enrolled in the program, which gives the federal government 
tremendous influence over their health and well-being, as well as the health care system 
overall. Managing it efficiently and effectively is therefore of essential importance to many 
seniors and their families.

Under traditional fee-for-service (FFS) Medicare, the federal government directly pays for 
health care expenses, including hospital stays as well as outpatient and other medical costs 
(in Medicare Parts A and B, respectively). It makes coverage decisions, sets payment rates, 
and regulates care through the Centers for Medicare and Medicaid Services (CMS). However, 
roughly half of Medicare beneficiaries are now choosing to receive their coverage from private 
insurance plans through Medicare Part C, also called Medicare Advantage (MA). Between 
2007 and 2023, the share of Medicare beneficiaries enrolled in MA rose from 19.5 percent to 
48.5 percent, and CMS projects it will cross 50 percent in 2024.3

The growth of MA has shifted the center of gravity in the Medicare program. MA has been 
able to innovate in the payment and delivery of services by managing the excessive utilization 
of services and by offering supplemental benefits and cost-sharing reductions, improving 
upon Medicare’s original design. It is one of the best vehicles for improving patient choice and 
health care delivery that currently exists in federal health programs.

Even with these strengths, there are still policy changes that can allow MA to operate more 
efficiently and effectively. Part I of this paper outlines the current state of Medicare, critiques 

1 Boards of Trustees, Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds (Medicare Trustees), 2023 
Annual Report, https://www.cms.gov/oact/tr/2023; Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2024, 
https://www.govinfo.gov/content/pkg/BUDGET-2024-BUD/pdf/BUDGET-2024-BUD.pdf.

2 Centers for Medicare and Medicaid Services (CMS), “CMS National Health Expenditure Accounts Data—Historical,” Table 04, last 
modified December 13, 2023, https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/
NationalHealthExpendData/NationalHealthAccountsHistorical.

3 Medicare Trustees, 2017 Annual Report, Table IV.C1, https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/ReportsTrustFunds/Downloads/TR2017.pdf; and 2023 Annual Report, Table IV.C1, https://www.cms.gov/oact/tr/2023; CMS, 
“Medicare Advantage and Medicare Prescription Drug Programs to Remain Stable in 2024,” press release, September 26, 2023, https://
www.cms.gov/newsroom/press-releases/medicare-advantage-and-medicare-prescription-drug-programs-remain-stable-2024.
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its structure, describes principles for programmatic changes, and describes how MA can drive 
systemic improvements in the program. Part II summarizes the structure and opportunities for 
improvement in MA, highlights the overall debate on MA, and offers policy 
recommendations, namely:

 • Cap MA benchmarks at 100 percent of local FFS costs outside of areas 
with lower MA penetration and calculate them based on the FFS 
population with both Part A and Part B coverage.

 • End quality bonuses for benchmarks and focus star ratings on core health 
outcomes and patient experience.

 • Improve risk adjustment by scaling the coding intensity reduction for 
individual plans within a statutory range, expanding auditing diagnostic 
practices in MA and FFS, and establishing a transparent rulemaking 
process for changes to the Medicare risk model.

 • Restrict first-dollar coverage of FFS cost-sharing by Medigap plans.

 • Direct beneficiaries to choose between FFS and MA rather than enroll 
them in FFS by default.

 • Remove restrictions on benefits such as MA coverage of hospice and 
medical savings account plan coverage of Part D benefits or free 
preventive services.

 • Initiate demonstrations for non-standard contracts such as long-term 
plans.

 • Align FFS and MA rules, including program integrity policies, insurance 
rules for Medigap plans, and budget neutrality for administrative MA 
changes.

 • Repeal excessive restrictions on MA plan governance and activities.

This package of policies would improve MA’s efficiency, quality, and advance regulatory and 
spending parity between it and FFS as it continues to grow. In order to achieve the objective of 
ensuring access to MA for beneficiaries, these policies are constructed as a unified package, 
as separating individual provisions without appropriate trade-offs could undermine the 
package’s balance of policy impacts.

https://paragoninstitute.org
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PART I: WHERE DOES MEDICARE STAND?

The first part of this paper describes shortcomings in traditional Medicare both in terms of 
operational management and also in terms of the principles underlying its design. Addressing 
both is crucial to improving Medicare.

Medicare Needs Change
Medicare was enacted in 1965 to provide health care coverage to seniors in order to minimize 
the financial burden of health expenses to those who had exited the workforce. Lawmakers 
later expanded Medicare to people with disabilities and certain illnesses. While these 
beneficiaries are the constituency most directly impacted by the program, direct government 
control over health care financing has allowed parties other than patients to influence the 
program’s policymaking process. Industry interests, the technocratic choices of bureaucrats, 
and the political considerations of lawmakers lead to decisions that reduce health care 
quality, increase costs, and reduce access, despite these stakeholders often purporting to be 
advocating for enrollees’ best interests.

Government Price Setting
Medicare’s administrative rate-setting method is key to understanding the downstream 
problems with quality and innovation in the rest of the health care sector (as Exhibit 1 shows). 
Despite the trappings of scientific rigor over this process, government dictation of prices to 
providers, manufacturers, and others leads to a variety of market distortions and resource 
misallocations.

Medicare’s payments are often based on detailed formulas that represent, at best, an 
educated guess about the underlying cost of providing care, let alone what a market-bearing 
price would be. All third-party payers face difficulty in determining the value of health care to 
the consumer in terms of balancing cost and quality. But in the private market, prices 
emerging from negotiation or competition are a better indicator of value, as they must account 
for both demand- and supply-side factors, and consumers can choose among options. By 
contrast, government decisions depend more on the choices of public officials, who tend to be 
procedural, consensus-driven, and risk-averse rather than organic, objective, and innovative.

For example, Medicare’s use of different payment systems for different settings of care create 
obvious opportunities for gaming that policymakers have been slow to address. On average, 
hospitals receive twice as much as independent physician offices do for the same services. 
This “site-of-service differential” leads to excessive payments for hospital care, which in turn 

https://paragoninstitute.org
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drives more market consolidation from hospitals acquiring independent physician practices 
so that they can charge more due to increased negotiating leverage.4

Medicare’s centralized process of payment updates also creates numerous known and 
unknown cases of mispricing. Setting prices too high or too low mismatches the supply and 
demand of services, leading to waste or reduced access to care, respectively.5 Overspending 
on health care is a particularly dire risk to the federal government’s fiscal stability. Federal 
health spending is projected to grow from around 6 percent of the economy to over 9 percent 
over the next 30 years, and reductions in federal health spending are needed in the next 
decade to ensure their long-term sustainability without painful benefit cuts or tax increases.6 
The Office of Management and Budget projects that Medicare will grow from 11.9 percent of 
federal outlays in 2022 to 18.5 percent in 2033.7 Furthermore, the Medicare trustees project 
that the Hospital Insurance Trust Fund will become insolvent in 2031, which will necessitate 
an 11 percent cut in Part A spending.8

Politicized Payment
Medicare’s payment systems allow politics to impact resource allocation in the health care 
sector. The process of establishing coverage and payment is complex and opaque, which 
established stakeholders are better able to navigate to obtain more influence. Various carve-
outs catering to politically powerful groups have seeped into Medicare over time. Indeed, the 
Supreme Court has ruled that payments to participating providers qualify as a program 
“benefit,” not only to compensate them for services within the program but for guaranteeing 
their financial viability in general.9 This means beneficiaries are not always the primary focus 
of policymaking efforts.

Excessively stringent rules or stingy payment can certainly reduce access to care by making it 
less attractive for providers to participate in the program. But in some cases, efforts to 
increase compensation can look more nakedly political. For example, Medicare’s hospital 
payment systems include numerous add-on payments to facilities with higher purported 
costs or lower revenues, such as teaching hospitals. But such policies leave room for 
favoritism. One historical account reported that lawmakers purposefully offered “overly 

4 Joe Albanese, “Reducing Overpayments in Medicare through Site-Neutral Reforms,” Paragon Health Institute, June 7, 2023, https://
paragoninstitute.org/policy-brief-site-neutral-payments-joe-albanese-20230607/.

5 Joe Albanese, “Roadblock to Progress: How Medicare Impedes Health Care Innovation,” Paragon Health Institute, September 2023, 
https://paragoninstitute.org/research-paper-page-joe-albanese-medicare-roadblock-innovation-20230918/.

6 Paul Winfree, “The Contribution of Federal Health Programs to U.S. Fiscal Challenges and the Need for Reform,” Paragon Health Institute, 
January 2023, https://paragoninstitute.org/
the-contribution-of-federal-health-programs-to-us-fiscal-challenges-and-the-need-for-reform/.

7 Office of Management and Budget, Budget of the U.S. Government, Fiscal Year 2024, Table S-3.

8 Medicare Trustees, 2023 Annual Report.

9 Fischer v. U.S., 527 U.S. 667 (2000), https://www.law.cornell.edu/supct/pdf/99-116P.ZO.
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generous” funding to teaching hospitals based on “totally made-up number[s]” in order to win 
political support for other policy changes.10 This has resulted in higher spending as well as an 
expectation that poorly targeted federal subsidies should be the primary method of managing 
the health care workforce.11

Exhibit 1: Medicare’s Influence on the Private 
Health Care Market
The size and scope of Medicare means that its policies significantly influence the rest 
of the U.S. health care sector. A few ways it does this include the following:

1. Private payers often base their payments on Medicare rates, despite their ability to
negotiate with providers.

2. Providers often adopt practices required by Medicare regulation and apply them
to non-Medicare patients.

3. Medicare coverage is a key factor for manufacturers deciding whether to bring
new drugs or devices to market.

4. Medicare is a major source of financial support for medical education,
uncompensated care, and rural providers.

Policymakers should be mindful of how their decisions on Medicare can distort private 
actors’ behavior. The intended effects of a policy may not necessarily align with its 
actual direct or indirect effects.

This dynamic plays out across the program. As Medicare’s scope grows, the incentive to 
secure favorable treatments or carve-outs likewise increases. Gearing Medicare policies 
toward providers can sometimes be an end in itself rather than a means of improving quality 
or access to care for beneficiaries.

Obstacles to Quality Improvement
Medicare’s FFS administrative pricing reflects an obsolete 1960s model of health care 
coverage. Even when policymakers have enacted legislative and regulatory changes, they 

10 Rick Mayes and Robert A. Berenson, Medicare Prospective Payment and the Shaping of U.S. Health Care (Baltimore, MD: Johns Hopkins 
University Press, 2008), pp. 44-45, https://www.press.jhu.edu/books/title/3463/
medicare-prospective-payment-and-shaping-us-health-care.

11 Theo Merkel, “Paragon’s Theo Merkel Responds to Senate Request for Information on Shortages in the Health Care Workforce,” Paragon 
Health Institute, March 20, 2023, https://paragoninstitute.org/
paragons-theo-merkel-responds-to-senate-request-for-information-on-shortages-in-the-health-care-workforce/.
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have appended them on top of Medicare’s inefficient original structure, which is not conducive 
to innovation.

Outside of the health care sector, producers compete on both price and quality, which 
encourages them to improve value for consumers. However, Medicare generally pays based 
on the number and types of services (and the type of provider offering the service) regardless 
of the quality it provides. Policymakers have attempted to move from this “fee-for-service” 
structure to “value-based” payment with quality improvement programs. These efforts have 
spawned a complex array of quality metrics for different providers, as well as a cottage 
industry devoted to developing, maintaining, and evaluating them—with little to show for it 
besides increased clinician burden.12

CMS has also tried to test alternative payment models outside of its traditional 
reimbursement policies with the goal of lowering costs or improving quality. After more than a 
decade, most of these models have failed to do this, while efforts to promote more 
“accountable care” have also had mixed results.13

While policymakers often acknowledge the managerial shortcomings inherent to the current 
structure of FFS, CMS continues to maintain a centralized role in micromanaging health care 
delivery with siloed models and quality initiatives. A prevailing technocratic mindset leads 
policy experts to believe that pulling the right levers and incrementally tweaking policies will 
sufficiently improve Medicare without creating too much disruption. If past is precedent, 
minor changes cannot redeem an approach that is flawed at its root.

Paternalism
The political and expert class tend to approach health policy with an attitude that more 
government rules are in patients’ best interest, even if it reduces their choices. For example, 
policymakers may think that shopping for care or coverage should be restricted because it is 
too complex or burdensome for some individuals. This mentality may be based on benevolent 
motives, but is ultimately paternalistic.

One example is that Medicare will not reimburse doctors for performing over one thousand 
procedures outside inpatient hospital settings, which are often more expensive than 

12 Joe Albanese, “MACRA: Medicare’s Fitful Quest for Value-Based Care,” Paragon Health Institute, May 2023, https://paragoninstitute.org/
research-paper-joe-albanese-macra-medicare-value-based-care-page/.

13 CMS, Innovation Center Strategy Refresh, https://innovation.cms.gov/strategic-direction-whitepaper; CBO, Federal Budgetary Effects of the 
Activities of the Center for Medicare and Medicaid Innovation, September 2023, https://www.cbo.gov/system/files/2023-
09/59274-CMMI.pdf.
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ambulatory settings and may expose the patient to hospital-borne infections.14 CMS forbids 
any service from being performed in an ambulatory surgical center unless it decides to add it 
to a list of covered procedures. CMS, along with stakeholders such as hospital associations, 
justifies these rules by citing the risks of delivering such services to the “typical Medicare 
beneficiary.”15 But these restrictions prevent doctors from making site-of-service decisions 
based on their clinical expertise, patient preferences, and individual circumstances, instead 
directing them to the more expensive inpatient setting. In these instances federal officials are 
making health care decisions on behalf of millions of beneficiaries on the basis of a 
generalized assessment of risk.

Even when CMS does decide to remove misguided regulations, it can take years to consider, 
propose, enact, and implement such changes. Rather than organically responding to changes 
in the health care sector, CMS decisions are accountable to the public only to the extent its 
officials are persuaded by stakeholder comments or compelled by Congress, the courts, or 
presidential appointees to change. For example, CMS decided to remove hip and knee 
replacement procedures from the inpatient-only list nearly two decades after it first created 
that list, which led to a significant shift in those procedures to lower-cost ambulatory care 
settings and reduced Medicare spending.16 That shift may have happened much sooner if 
CMS had not imposed restrictions on the decisions of medical practitioners and patients in the 
first place. These policies may be stifling other unknown innovations too.

Unlike in the private insurance market, where individuals have more freedom to choose among 
coverage options, Medicare enables officials in a single agency to make one-size-fits-all 
decisions for tens of millions of people nationwide. Trusting patients to make the best 
decisions for themselves, in consultation with their doctors, is crucial to improving federal 
health programs.

Core Principles for Medicare
Instead of mismanaging resources, favoring incumbent stakeholders, stifling innovation, and 
undervaluing choice, the best way to manage Medicare is to empower beneficiaries to make 
their own decisions. Policymakers can accomplish this by pursuing policies consistent with 
four principles:

1. Patients benefit from being able to choose among more options for 
doctors, other health care providers, and insurance plans.

14 Kelsey Chalmers et al., “Adverse Events and Hospital-Acquired Conditions Associated with Potential Low-Value Care in Medicare 
Beneficiaries,” JAMA Health Forum 2, no. 7 (July 2021), https://www.ncbi.nlm.nih.gov/pmc/articles/PMC8796970/.

15 86 Fed. Reg. 63458 (Nov. 16, 2021), https://www.govinfo.gov/content/pkg/FR-2021-11-16/pdf/2021-24011.pdf

16 2023 Annual Report.
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2. Patients are best positioned to determine the value of health care by
consulting with their providers and exercising direct control over
financing.

3. Prices should be transparent and based on economic value, as expressed
by patient preferences in a competitive market, rather than political
power.

4. Value-based care requires strong incentives to manage financial risk and
ensure quality of care on behalf of patients.

What do these principles mean?

First, a patient-driven approach to Medicare—and to health care in general—respects that 
individuals have different preferences and needs. The health care market contains private 
providers, suppliers, and insurance plans seeking to win over the business of beneficiaries. 
Policies that directly or indirectly constrain consumers’ choices may limit access to the care 
that best meets their needs and limit competition that would otherwise drive prices down 
and quality up.

Second, patients are in the best position to determine the value of health care for themselves, 
with the support of those who know them and their circumstances best. While these decisions 
are not simple, giving consumers more control over the financing of health care allows them 
to put these preferences into practice by making trade-offs based on concrete parameters.

Third, market prices provide information that central planners cannot possibly know about the 
value of goods and services, and the opportunity costs of resources, by accounting for 
individual preferences. Government interventions in a market politicize prices and distort 
resource allocation. For example, price ceilings that are set below market prices typically lead 
to shortages and decreased quality, because consumers consumer more at artificially low 
prices while firms have less incentive to offer quality services at below-market rates.

Finally, maximizing value requires proper incentives to get the best quality of care at the 
lowest cost. Entities that have access to relevant data, the ability to demand changes to costs 
or quality, and the economic requirement to meet consumer needs can help consumers and 
patients maximize value.

Building on the Success of Medicare Advantage
Enacting major legislative changes to federal entitlement programs is a notoriously difficult 
task. It may therefore seem like the prospect of aligning with the above principles is slim. 
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Fortunately, a mechanism for market competition and patient choice already exists in 
Medicare Advantage. It enables enrollees to shop for the plan that best meets their needs and 
incentivizes those plans to manage their resources efficiently. MA has grown to cover half of 
Medicare beneficiaries, and it represents the best and most realistic vehicle for moving the 
entire program in a more patient-driven direction.

This does not mean policymakers should simply step back and hope for these trends to 
continue. There are opportunities to improve upon MA. Some of its shortcomings are endemic 
to the Medicare program generally, such as the outsized influence of CMS regulation on the 
health sector. Others are specific to the program’s unique design, such as distortions in 
financing. Supporters of MA can make it even more sustainable and innovative while 
preventing skeptics from imposing policy changes that will limit the program’s growth. 
Improving MA’s existing structure would be the best and most practical approach to 
significant Medicare reform.

PART II: IMPROVING MEDICARE ADVANTAGE

The second part of this paper provides more detail about how MA functions, discusses the key 
issues and public debate surrounding MA’s strengths and opportunities for improvement, and 
concludes with policy recommendations.

Background
MA provides enrollees with, at minimum, the Part A and B coverage of traditional Medicare 
through private insurance plans. These plans may not impose more cost-sharing than FFS 
does on an actuarial basis. Beyond this, MA plans have wide-ranging differences in benefit 
design and governance. They often cover core benefits at lower cost than FFS does and pass 
the savings along to enrollees in the form of supplemental benefits, such as hearing, vision, 
and dental, that are not available in FFS, as well as paying back a portion to the federal 
government. CMS regulations also require MA plans to cap out-of-pocket costs for 
enrollees, unlike FFS.

Since replacing the previous Medicare+Choice program in 2006, MA has steadily grown to 
about half of all Medicare beneficiaries. The Congressional Budget Office (CBO) expects 
enrollment to reach 56 percent of Medicare beneficiaries in 2033, although it had previously 
underestimated MA’s enrollment. In 2022, enrollment was nearly 30 million people, about 2.7 

https://paragoninstitute.org


— PAGE 12 —

paragoninstitute.org

times higher than the 11 million CBO projected in 2012.17 This growth occurred despite the fact 
that FFS is the default enrollment option for newly eligible beneficiaries and despite various 
changes to the program over time. For example, the Affordable Care Act (ACA), reduced 
payments to plans by about $136 billion from 2010 to 2019 (according to initial estimates) 
benchmark recalculations, tying supplemental benefits to quality ratings, and reductions to 
risk adjustment payments.18

The Bidding Process
In FFS, the federal government reimburses providers directly in an open-ended, volume-
based manner. However, in MA, plans receive monthly fixed (or “capitated”) payments from 
the government based on their numbers of enrollees.

CMS determines government payments through a process by which the plans “bid” to offer 
Part A and B benefits in a specific market area (typically a county) at a particular cost.19 These 
bids are compared against a county benchmark based on FFS expenditures. There are four 
benchmark levels—95, 100, 107.5, or 115 percent of projected per-beneficiary FFS spending in 
that county in that year. Counties with higher FFS expenditures receive lower benchmarks 
and vice versa; for example, counties in the highest quartile of FFS spending get a 95 percent 
FFS benchmark, and counties in the lowest quartile of FFS spending get a 115 percent 
benchmark. This is intended to control spending in areas with high FFS costs while 
incentivizing access in less costly ones. When counties change quartiles year over year, the 
benchmark is averaged over two years.20

Next, CMS compares plans’ bids to the benchmark for that market area. If a plan bids below 
the benchmark, indicating it can offer Part A and B benefits at a lower cost than FFS, then the 
bid becomes its base payment rate. If the plan bids at or above the benchmark, the payment 
rate is set at the benchmark, with the remainder of the cost paid by enrollees through higher 
plan premiums. This makes it more likely that consumers will avoid less efficient plans.

17 CBO, Federal Subsidies for Health Insurance: 2023 to 2033, September 2023, https://www.cbo.gov/system/files/2023-09/59273-health-
coverage.pdf; CBO, “March 2012 Medicare Baseline,” March 13, 2012, https://www.cbo.gov/sites/default/files/recurringdata/51302-2012-
03-medicare.pdf.

18 Medicare Payment Advisory Commission (MedPAC), “The Medicare Advantage Program: Status Report,” in Report to the Congress: 
Medicare Payment Policy, March 2011, https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/
reports/mar11_ch12.pdf; Aaron L. Schwartz et al., “Growth of Medicare Advantage After Plan Payment Reductions,” JAMA Health Forum 4, 
no. 6 (2023), https://jamanetwork.com/journals/jama-health-forum/fullarticle/2806616.

19 This section describes payment calculations for local MA plans. There are also regional MA plans that calculate regional benchmarks 
using regional plan bids and county benchmarks.

20 For example, a county in the highest 25 percent of average FFS costs nationally in a given year will receive a benchmark of 95 percent of 
projected FFS spending in that county. If it moves to the second-highest quartile the following year, then the benchmark will be 
97.5 percent.

https://paragoninstitute.org
https://www.cbo.gov/system/files/2023-09/59273-health-coverage.pdf
https://www.cbo.gov/system/files/2023-09/59273-health-coverage.pdf
https://www.cbo.gov/sites/default/files/recurringdata/51302-2012-03-medicare.pdf
https://www.cbo.gov/sites/default/files/recurringdata/51302-2012-03-medicare.pdf
https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/reports/mar11_ch12.pdf
https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/reports/mar11_ch12.pdf
https://jamanetwork.com/journals/jama-health-forum/fullarticle/2806616


— PAGE 13 —

paragoninstitute.org

After accounting for quality bonuses and risk adjustment (described below), a plan that bids 
below the benchmark receives a rebate equal to a percentage of the difference between its 
bid and the quality- and risk-adjusted benchmark (its “pass-through” rate), with the federal 
government retaining the rest. Plans must use rebates to provide enrollees with supplemental 
benefits or reduce their premiums. Supplemental benefits do not need to align with FFS 
benefits and can include cost-sharing reductions; coverage for hearing, vision, or dental 
services; and gym memberships. Figure 1 illustrates the average breakdown of 
rebates in 2023.21

Quality Bonus Program and Risk Adjustment
Within MA, the Quality Bonus Program (QBP) evaluates plans based on quality measures 
based on clinical processes, health outcomes, or customer experience. CMS calculates plan 
performance on these metrics and assigns plans star ratings between 1 and 5 in half-star 
increments. The QBP rewards plans with higher star ratings in two main ways. First, plans with 
4.0 or more stars receive 5 percent higher benchmarks (or 10 percent higher for plans in 
“double bonus” counties).22 Second, plans with higher ratings also receive larger rebate pass-
through rates. Plans with star ratings of 3.5 or below retain 50 percent of the difference 
between their bids and the FFS benchmarks, those with 4.0 stars keep 65 percent, and those 
with 4.5 or 5.0 stars keep 70 percent. Both the higher benchmarks and the higher 

21 MedPAC, “The Medicare Advantage Program: Status Report,” in Report to the Congress: Medicare Payment Policy, March 2023, https://
www.medpac.gov/wp-content/uploads/2023/03/Ch11_Mar23_MedPAC_Report_To_Congress_SEC.pdf.

22 “Double bonus” counties are urban counties with below-average FFS spending in a given year, MA enrollment above 25 percent in 2009, 
and a 2004 “urban floor” designation. See Adam A. Markovitz et al., “Medicare Advantage Plan Double Bonuses Drive Racial Disparity in 
Payments, Yield No Quality or Enrollment Improvements,” Health Affairs 40, no. 9 (September 2021), https://www.healthaffairs.org/doi/
full/10.1377/hlthaff.2021.00349.

SOURCE: MedPAC, “The Medicare Advantage Program: Status Report,” in Report to the Congress: Medicare Payment Policy, March 2023, 
https://www.medpac.gov/document/chapter-11-the-medicare-advantage-program-status-report-march-2023-report. 

Figure 1: Rebate Use Breakdown (2023)
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Figure 1: Rebate Use Breakdown (2023)

Source: MedPAC, “The Medicare Advantage Program: Status Report,” in Report to the Congress: Medicare Payment Policy, March 2023,
https://www.medpac.gov/document/chapter-11-the-medicare-advantage-program-status-report-march-2023-report. 
Note: Values do not add up to 100% due to rounding.
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pass-through rates increase the size of rebates and enable plans to offer more supplemental 
benefits, which helps to attract enrollees.

The last factor in setting MA plan payments is risk adjustment. This is the process by which 
CMS increases payments for plans with enrollees who are expected to have higher health 
care costs. Risk adjustment is intended to eliminate plans’ incentives to attract only healthier 
patients who will use fewer services. Medicare calculates relative enrollee risk based on age, 

SOURCE: MedPAC, “Medicare Advantage Program Payment System,” revised October 2023, https://www.medpac.gov/wp-content/
uploads/2022/10/MedPAC_Payment_Basics_23_MA_FINAL_SEC.pdf.

NOTES: PPO (preferred provider organization), CMS–HCC (CMS hierarchical condition category). If the plan bid equals the benchmark, there is no 
enrollee basic premium. Medicare payments also refl ect an intra-service-area adjustment based on the county of residence of the enrollee.

Figure 2: MA Payment System for Nondrug Benefi ts (2024)
Figure 1  Medicare Advantage payment system for nondrug benefits, 2024

Notes: PPO (preferred provider organization), CMS–HCC (CMS hierarchical condition category).
If the plan bid equals the benchmark, there is no enrollee basic premium. 
Medicare payments also reflect an intra-service-area adjustment based on the county of residence of the enrollee. 

Source: MedPAC, “Medicare Advantage Program Payment System,” revised October 2023,
https://www.medpac.gov/wp-content/uploads/2022/10/MedPAC_Payment_Basics_23_MA_FINAL_SEC.pdf. 
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sex, disability, Medicaid status, and health condition. This “risk score” modifies plan 
benchmarks to account for estimated cost differences, and this adjusted benchmark 
determines rebates.23 The process of determining MA payment rates is summarized by 
Figure 2 above.

CMS Regulations
Although CMS delegates many responsibilities to private plans within MA, it retains a 
powerful oversight role through a combination of statutory, regulatory, and sub-regulatory 
policies. Some of these policies apply to other commercial health insurance plans as well, but 
MA plans’ direct participation in a government health care program increases the extent of 
CMS’s authority over them. For example, MA plans must seek pre-approval for 
advertisements, meet minimum network adequacy requirements, and spend at least 85 
percent of premium revenues on health care claims rather than administrative expenses or 
profits (known as a medical loss ratio (MLR)). These brief examples demonstrate that plans do 
not necessarily have total freedom to manage their enrollees’ coverage

The Advantages of Medicare Advantage
MA plans face incentives to be efficient because they compete with other carriers to attract 
enrollees and face financial risk if their enrollees’ costs exceed the capitated payments they 
receive. Plans yield greater efficiencies by employing flexibilities to contain costs with 
practices such as utilization management or provider network configuration. By contrast, FFS 
rarely employs methods such as prior authorization and allows enrollees to see any providers 
who meet its conditions of participation—regardless of the quality of the provider or the value 
of the service or treatment. Given the prevalence of low-value care in the health care sector 
(estimated at roughly a quarter of expenditures), MA’s flexibilities have a significant upside.24

MA tends to outperform FFS on various metrics, including achieving better health outcomes.25 
Specifically, studies show that MA is associated with more preventive care visits, fewer 
admissions and shorter lengths of stay in hospitals, and generally lower health care costs. 
Some have also found higher quality of care in MA on metrics such as mortality after 

23 Plan payments to beneficiaries with end-stage renal disease come from a separate risk adjustment model.

24 William H. Shrank, Teresa L. Rogstad, and Natasha Parekh, “Waste in the US Health Care System: Estimated Costs and Potential for 
Savings,” Journal of the American Medicare Association 322, no. 15, October 15, 2019, https://jamanetwork.com/journals/jama/
article-abstract/2752664.

25 Brian J. Miller, Stephen T. Parente, and Gail R. Wilensky, “Comparing Spending Across Medicare Programs,” American Journal of Managed 
Care 28, no. 12 (December 2022), https://www.ajmc.com/view/comparing-spending-across-medicare-programs; Christopher Pope, “How 
Medicare Advantage Secures Better Value for Seniors and Taxpayers,” in Modernizing Medicare: Harnessing the Power of Consumer Choice 
and Market Competition, ed. Robert Moffit and Marie Fishpaw (Baltimore, MD: Johns Hopkins University Press, 2023).
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hospitalization.26 Other studies found that MA performed comparably on some utilization 
measures, such as total hospital days and use of select low-value services such as cancer 
screenings or imaging services, but worse on some condition-specific measures, such as 
potentially avoidable hospitalizations for ambulatory care-sensitive conditions among black 
enrollees and urinary incontinence among long-stay skilled nursing facility residents.27

In terms of lower health care costs in MA, there are two potential causes: lower per-unit prices 
for items and services and less utilization. Numerous studies have found that MA and FFS pay 
similar rates for services such as hospital care (with some studies finding slightly lower or 
higher hospital rates), whereas other commercial payers tend to have much higher prices.28 
Likely a main reason for this is that FFS reimbursement policies, including the requirement 
that out-of-network prices not exceed those in FFS, strongly influence MA payment rates. 
However, plans still have the ability to negotiate with providers or exclude them from their 
networks entirely.29 As a result, MA plans can secure discounts below FFS levels for certain 
services, although policies in FFS—such as freezes in physician payment updates, the use of 
competitive bidding for durable medical equipment, and the incorporation of private payer 
rates for clinical laboratory services—may impact these differentials.30 MA pricing is not as 
accurate an indicator of the value of health care as might exist in a competitive market without 
government distortions, but enrollee choice and financial incentives make voluntary 
transactions among private actors a better approximation of economic value than government 
price-setting. Reforms to decouple Medicare prices from the current administratively 
determined method, such as adopting more private sector payment data, may be a long-term 
way to encourage plans to undertake more effective negotiations with providers or conduct 
more analysis of the value of individual services.31

26 Eva DuGoff et al., “Quality, Health, and Spending in Medicare Advantage and Traditional Medicare.” American Journal of Managed Care 27, 
no. 9 (September 2021), https://www.ajmc.com/view/quality-health-and-spending-in-medicare-advantage-and-traditional-medicare; 
Rajender Agarwal et al., “Comparing Medicare Advantage and Traditional Medicare: A Systematic Review,” Health Affairs 40, no. 6 (June 
2021), https://www.healthaffairs.org/doi/10.1377/hlthaff.2020.02149.

27 Ancy Ochieng and Jeannie Fuglesten Biniek, “Beneficiary Experience, Affordability, Utilization, and Quality in Medicare Advantage and 
Traditional Medicare: A Review of the Literature,” Kaiser Family Foundation (KFF), September 16, 2022, https://www.kff.org/report-section/
beneficiary-experience-affordability-utilization-and-quality-in-medicare-advantage-and-traditional-medicare-a-review-of-the-
literature-report/.

28 Laurence C. Baker et al., “Medicare Advantage Plans Pay Hospitals Less Than Traditional Medicare Pays,” Health Affairs 35, no. 8 (August 
2016), https://www.healthaffairs.org/doi/10.1377/hlthaff.2015.1553; Jared Lane K Maeda and Lyle Nelson, “How Do the Hospital Prices 
Paid by Medicare Advantage Plans and Commercial Plans Compare with Medicare Fee-for-Service Prices?,” Inquiry, December 2018, 
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC6050995/; Daria M. Pelech, “Prices for Physicians’ Services in Medicare Advantage and 
Commercial Plans,” Medical Care Research and Review 77, no. 3 (June 25, 2018), https://journals.sagepub.com/doi/
abs/10.1177/1077558718780604.

29 Erin Trish et al., “Physician Reimbursement in Medicare Advantage Compared with Traditional Medicare and Commercial Health 
Insurance,” JAMA Internal Medicine 177, no. 9 (September 2017): 1287-1295, https://www.ncbi.nlm.nih.gov/pmc/articles/PMC5710575/; 
Laurence Baker et al., “Medicare Advantage Plans Pay Hospitals Less.”

30 Erin Trish et al., “Physician Reimbursement in Medicare Advantage;” Joe Albanese, “Escaping from Medicare’s Flawed Physician Payment 
System,” Paragon Health Institute, December 7, 2023, https://paragoninstitute.org/
research-paper-post-joe-albanese-escaping-from-physician-payment-medicare-20231205/.

31 Joe Albanese, “Escaping from Medicare’s Flawed Physician Payment System.”
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The most significant way that MA plans contain costs however is by reducing the volume and 
intensity of health care services. This can be due to achieving better health outcomes among 
their enrollees and making use of the policy flexibilities that allow them to control utilization. 
One example is the different utilization of post-acute care in FFS and MA. As mentioned 
above, the different payment systems in FFS, including post-acute care providers, leads to 
more care higher-cost facilities than necessary. MA enrollees tend to have less post-acute 
care utilization overall than in FFS, particularly in inpatient rehabilitation facilities and long-
term care hospitals that can have higher FFS rates than acute care hospitals.32

Cost savings from lower utilization can have important implications for Medicare’s overall 
finances. An Avalere Health study commissioned by America’s Health Insurance Plans (AHIP) 
found that Medicare Part A’s insolvency date would shift from 2031 to 2048 if FFS had similar 
utilization levels as MA.33 Even beyond such hypotheticals, MA utilization may already have 
spillover effects in FFS and the rest of the health care system: Researchers have found that 
greater MA penetration is associated with lower overall Medicare costs. One study found a 0.7 
percent reduction in standardized FFS spending per enrollee with every percentage point 
increase in MA penetration, while another found that MA uptake is associated with lower FFS 
post-acute care spending without increasing hospital readmissions, an effect that was even 
greater in areas with accountable care organization (ACO) penetration.34 This synergy with 
ACOs reflects particularly favorably on MA given that it has been estimated to have 22-26 
percent lower spending than ACO programs in traditional Medicare, with differences driven 
by less outpatient hospital utilization in MA plans.35

In short, MA requires private plans to operate within a framework of fixed payments that 
attempt to account for plan costs, plan quality, and enrollee risk. Competition among plans 
drives them to offer more generous, personalized benefits at lower cost to beneficiaries and 
to lower bids by reducing unnecessary costs. These extra benefits of MA have led millions of 
additional beneficiaries to vote with their wallets and choose MA rather than FFS. However, as 
the next section will show, there are opportunities to improve the program.

32 Fred Bentley, “Medicare Advantage Patients Less Likely to Use Post-Acute Care,” Avalere, May 9, 2017, https://avalere.com/press-
releases/medicare-advantage-patients-less-likely-to-use-post-acute-care.

33 Nicole Meyerson et al., “Medicare HI Trust Fund Solvency Assuming MA Utilization,” Avalere Health, November 14, 2023, https://avalere.
com/insights/medicare-hi-trust-fund-solvency-assuming-ma-utilization.

34 Fangli Geng et al., “Increased Medicare Advantage Penetration Is Associated with Lower Postacute Care Use for Traditional Medicare 
Patients,” Health Affairs 42, no. 4 (April 2023), https://www.healthaffairs.org/doi/10.1377/hlthaff.2022.00994.

35 Ravi B. Parikh et al., “Evaluation of Spending Differences Between Beneficiaries in Medicare Advantage and the Medicare Shared Savings 
Program,” JAMA Network Open 5, no. 8 (August 23, 2022), https://jamanetwork.com/journals/jamanetworkopen/fullarticle/2795554.
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Key Issues in Medicare Advantage
Spending in MA Versus FFS
MA’s overall costs have been discussed as a potential driver of Medicare spending. As MA 
enrollment is projected to continue increasing, this question will be crucial for maintaining 
Medicare’s overall fiscal sustainability.

As noted above, one of the advantages of MA is that enrollees have lower health care 
expenditures relative to those in FFS. A 2017 study found that health care spending for MA 
enrollees is about 25 percent lower than for FFS enrollees in the same county with the same 
risk score due to lower utilization.36 A 2021 Milliman study commissioned by the Better 
Medicare Alliance found that MA spending on Part A and B benefits and administrative costs 
(including profit margins for MA plans) was about 86 percent of FFS for those items.37 MA 
plan bids have also reached a record low. On average, plans can deliver basic Part A and B 
benefits at 83 percent of FFS costs based on their bid levels (87 percent after accounting for 
risk adjustment payments). Figure 3 below shows that average bids fall below FFS costs in 
every county benchmark quartile.38

However, some argue that aggregate MA expenditures do not reflect these health care 
savings. For example, the Medicare Payment Advisory Commission (MedPAC) states that 
2024 payments to MA plans are 123 percent of FFS due to coding intensity and favorable 
selection.39 There is reason to doubt that these factors are driving payments to that level, as 
discussed below, and MedPAC’s previous reports using a different methodology estimated 
MA spending at 106 percent of FFS in 2023.40 A 2022 study points out that addressing risk 
adjustment differences and accounting for differences in comparison population or out-of-
pocket liability – that is, comparing the programs on a more apples-to-apples basis – puts MA 
spending “close to equivalence” under MedPAC’s methodology.41 Some aspects of MedPAC’s 
calculation methodology are unclear however – for example, how it estimates risk-adjusted 
spending for Part A-only beneficiaries that it includes in benchmark calculations, given that 
these individuals do not have Medicare data available for outpatient encounters. A separate 
2021 analysis of overall MA and FFS expenditure data by KFF, accounting for beneficiary 
health status and geographical distribution, put MA per-enrollee spending at 103 percent of 

36 Vilsa Curto et al., “Healthcare Spending and Utilization in Public and Private Medicare,” National Bureau of Economic Research, January 
2017, https://www.nber.org/papers/w23090.

37 Chris Gervenak and David Mike, “Value to the Federal Government of Medicare Advantage,” Milliman, October 2021, https://www.milliman.
com/-/media/milliman/pdfs/2021-articles/10-20-21-value-federal-government-of-medicare-advantage.ashx.

38 MedPAC, “The Medicare Advantage Program: Status Report (2023).”

39 Stuart Hammond, Andy Johnson, and Luis Serna, “The Medicare Advantage Program: Status Report,” January 12, 2024, https://www.
medpac.gov/wp-content/uploads/2023/10/MedPAC-MA-status-report-Jan-2024.pdf.

40 MedPAC’s previous estimates did not account for favorable selection and used a different methodology to calculate coding intensity. 
MedPAC, “The Medicare Advantage Program: Status Report (2023).”

41 Brian J. Miller et al., “Comparing Spending Across Medicare Programs.”
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FFS.42 Notably, none of these analyses incorporate the spillover effects of MA on FFS 
spending discussed above or the exclusion of certain payments (such as shared savings 
payments, discussed below) in calculating FFS costs.43 Regardless of the outcome of this 
debate and the important technical questions it raises, it is clear that there is an opportunity 
for the government to spend less when a Medicare beneficiary chooses MA rather than FFS 
given that MA plans provide basic Part A and B benefits at 13-17 percent lower cost than FFS.

Benchmarks
MA’s process of setting base benchmarks above FFS costs in the half of counties nationwide 
with lower FFS expenditures is one cause of higher spending. On average, benchmarks for all 
MA plans were 109 percent of FFS spending in 2023 (114 percent after accounting for risk 
adjustment).44

At the same time, the methodology used to calculate MA benchmarks leads to artificially 
lower payments. Current benchmark calculations include cost data from Medicare 
beneficiaries who do not have both Part A and Part B coverage. About 7.5 percent of Medicare 
beneficiaries have Part A and opt out of Part B, and about 0.4 percent of beneficiaries 

42 Jeannie Fuglesten Biniek, Juliette Cubanski, and Tricia Neuman, “Higher and Faster Growing Spending Per Medicare Advantage Enrollee 
Adds to Medicare’s Solvency and Affordability Challenges,” KFF, August 17, 2021, https://www.kff.org/medicare/issue-brief/
higher-and-faster-growing-spending-per-medicare-advantage-enrollee-adds-to-medicares-solvency-and-affordability-challenges/.

43 Jeannie Fuglesten Biniek, Juliette Cubanski, and Tricia Neuman, “Higher and Faster Growing Spending Per Medicare Advantage Enrollee 
Adds to Medicare’s Solvency and Affordability Challenges,” KFF, August 17, 2021, https://www.kff.org/medicare/issue-brief/
higher-and-faster-growing-spending-per-medicare-advantage-enrollee-adds-to-medicares-solvency-and-affordability-challenges/.

44 MedPAC, “The Medicare Advantage Program: Status Report (2023).”

SOURCE: MedPAC, “The Medicare Advantage Program: Status Report,” in Report to the Congress: Medicare Payment Policy, March 2023, 
https://www.medpac.gov/document/chapter-11-the-medicare-advantage-program-status-report-march-2023-report. 
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purchase Part B but not Part A, likely because they lack the requisite work history for 
premium-free Part A.45 Beneficiaries without both Part A and Part B have lower Medicare 
costs on average, but MA benchmark calculations include these beneficiaries despite the fact 
that MA plans must cover both sets of benefits. Thus, benchmarks are lower than they would 
be if they focused on an equivalent beneficiary population. Including beneficiaries who do not 
have both Part A and Part B in the benchmark calculation reduces current MA spending 
relative to FFS by 1 percent to 6 percent or higher.46 Other policies reduce MA spending 
relative to FFS costs as well, such as the exclusion of certain payments such as shared 
savings bonuses to ACOs from benchmark calculations.47

Additional Benefits in MA
MA offers more generous coverage than basic Part A and B benefits. In part, this is the 
justification for higher benchmarks that result in more supplemental benefits, which 
policymakers have acknowledged are advantageous and popular among MA enrollees. 
Because plans retain 50-70 percent of the difference between their bids and benchmarks 
(with the rest going to the federal government), record-low bids have translated into record-
high rebates that are used for extra benefits, as Figure 4 below shows.48 These benefits 
usually do not increase enrollees’ costs. According to MedPAC, about 74 percent of MA 
enrollees are in zero-premium plans (i.e., plans with no additional premiums above the 
standard Part B premium) with Part D prescription drug coverage, and 99 percent of eligible 
Medicare beneficiaries have access to such plans.49

MA also provides enhanced coverage without using rebate dollars. Unlike in FFS, where there 
is no out-of-pocket cap, plans must limit out-of-pocket expenses at in-network providers for 
enrollees at $8,850 in 2024 ($13,300 for both in- and out-of-network) and may set lower limits 
for more flexibility in setting cost-sharing policies.50 Plans set limits of $4,835 for in-network 

45 Wafa Tarazi et al., “Medicare Beneficiary Enrollment Trends and Demographic Characteristics,” Department of Health and Human 
Services (HHS), March 2, 2022, https://aspe.hhs.gov/sites/default/files/documents/f81aafbba0b331c71c6e8bc66512e25d/medicare-
beneficiary-enrollment-ib.pdf; and MedPAC, “Status Report on the Medicare Advantage Program,” in Report to the Congress: Medicare 
Payment Policy, March 2017, https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/reports/
mar17_medpac_ch13.pdf.

46 Wakely, “Value of Medicare Advantage Compared with Fee for Service,” September 21, 2022, https://www.ahip.org/documents/Value-
of-MA-_Response-to-MedPAC_09.21.2022.pdf. See also Andy Johnson, “Improving MedPAC’s Estimate of Medicare Advantage Coding 
Intensity,” MedPAC September 7, 2023, https://www.medpac.gov/wp-content/uploads/2023/03/Tab-E-MA-coding-intensity-Sept-2023.
pdf at 14 (calculating that “Restricting national average FFS CMS-HCC risk score to include only beneficiaries with Part A and Part B 
results in a 5.6 percent decrease in coding intensity).

47 Andrew M. Ryan and Adam A. Markovitz, “Estimated Savings from the Medicare Shared Savings Program,” JAMA Health Forum 4, no. 12 
(2023), https://www.ncbi.nlm.nih.gov/pmc/articles/PMC10724775/.

48 Luis Serna and Andy Johnson, “The Medicare Advantage Program: Status Report,” MedPAC, January 12, 2023, https://www.medpac.gov/
wp-content/uploads/2023/01/MedPAC-MA-status-report-Jan-2023.pdf.

49 MedPAC, “The Medicare Advantage Program: Status Report (2023).”

50 CMS, “Final Contract Year (CY) 2024 Standards for Part C Benefits, Bid Review, and Evaluation,” April 14, 2023, https://mabenefitsmailbox.
lmi.org/MABenefitsMailbox/S3Browser/GetFile?path=Final%20CY%202024%20Part%20C%20Bid%20Review%20Memo.pdf.
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and $8,659 for in- and out-of-network services on average in 2023.51 By one estimate, 
enacting similar limits in FFS would increase spending by 3.5 percent.52

MA plans also have other design flexibilities that allow them to provide more integrated 
coverage that may be attractive to beneficiaries. For one, MA prescription drug plans offer 
Part D benefits, which FFS beneficiaries must purchase separately. MA organizations can also 
offer “special needs plans” aimed toward populations with unique health care needs, such as 
dual Medicare-Medicaid enrollees, those with chronic health conditions, or individuals in 
long-term care institutions. The ability to coordinate benefits between Medicare and Medicaid 
in particular has contributed to increased MA enrollment by dual enrollees over time.53 In 
2021, about 55 percent of dual enrollees were in MA, and they accounted for 22 percent of 
MA enrollment.54 These integrated benefits and specialized beneficiary populations may 
impact overall programmatic costs.

Quality Bonus Program
Quality bonuses are meant to incentivize plans to increase quality of care for their enrollees. In 
practice, they are not effective at doing so. Such payments incentivize plans to maximize 

51 Nancy Ochieng et al., “Medicare Advantage in 2023: Premiums, Out-of-Pocket Limits, Cost Sharing, Supplemental Benefits, Prior 
Authorization, and Star Ratings,” KFF, August 9, 2023, https://www.kff.org/medicare/issue-brief/
medicare-advantage-in-2023-premiums-out-of-pocket-limits-cost-sharing-supplemental-benefits-prior-authorization-and-star-ratings/.

52 Wakely, “Value of Medicare Advantage Compared with Fee for Service.”

53 Medicare Trustees, 2023 Report.

54 Nancy Ochieng et al., “A Snapshot of Sources of Coverage Among Medicare Beneficiaries,” KFF, December 13, 2023, https://www.kff.org/
medicare/issue-brief/a-snapshot-of-sources-of-coverage-among-medicare-beneficiaries/.

SOURCE: MedPAC, “The Medicare Advantage Program: Status Report,” in Report to the Congress: Medicare Payment Policy, March 2023, 
https://www.medpac.gov/document/chapter-11-the-medicare-advantage-program-status-report-march-2023-report. 

Figure 4: MA Rebates Have More Than Doubled Since 2018
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federal bonuses by conducting compliance- or process-based activities that may not 
correspond to patient needs, align with other quality measurement programs in Medicare, or 
improve health outcomes.55 CMS applies weights to different quality measures so that 
process measures individually have a lower impact on the overall star rating, but they still 
make up roughly half of the quality measure inventory in MA (over 20 percent in terms of 
weight). By contrast, outcome-based measures account for only three out of 30 total MA 
quality measures (about 10 percent in terms of weight).56

The value of the quality measures that plans report is dubious to actually improving health 
outcomes, with MedPAC going so far as to say that “quality in MA cannot be meaningfully 
evaluated” on the basis of the QBP.57 The lack of a similar comprehensive quality rating 
system for FFS makes it even harder to compare quality between the two programs. Other 
policies further distort the QBP by applying bonuses unevenly across plans. The ACA capped 
benchmarks for certain counties, preventing those plans from receiving the boosts they 
would get in other counties for similarly high performance. Conversely, urban counties with 
low FFS spending and historically high MA enrollment receive double bonuses.58

Quality bonuses have grown significantly because the vast majority of enrollees—85 
percent—choose to enroll in plans with four stars or more. Between 2022 and 2023, these 
bonuses increased by nearly 30 percent, from $10.0 billion to $12.8 billion. This is more than 
four times the $3.0 billion provided for such bonuses in 2015.59 Although plans’ star ratings 
declined slightly on average in 2024, which may impact the size of bonuses, such trends will 
likely not impact their efficacy.60

Risk Adjustment
Risk adjustment modifies MA base payments with an intent to appropriately compensate 
plans for beneficiaries with relatively higher expected medical costs—otherwise there would 

55 Better Medicare Alliance, “Improving Medicare Advantage Quality Measurement,” October 2018, https://bettermedicarealliance.org/
wp-content/uploads/2020/03/BMA_StarRatings_WhitePaper_2018_10_24.pdf.

56 CMS, “Announcement of Calendar Year (CY) 2024 Medicare Advantage (MA) Capitation Rates and Part C and Part D Payment Policies,” 
March 31, 2023, https://www.cms.gov/files/document/2024-announcement-pdf.pdf; CMS, “Medicare 2024 Part C and D Star Ratings 
Technical Notes,” September 29, 2023, https://www.cms.gov/files/document/2024technotes20230929.pdf.

57 Michael F. Cannon and Jacqueline Pohida, “Would ‘Medicare for All’ Mean Quality for All? How Public-Option Principles Could Reverse 
Medicare’s Negative Impact on Quality,” Quinnipiac Health Law 25, no. 2 (2022), https://www.cato.org/sites/cato.org/files/2022-04/
cannon-qhlj-v25n2.pdf; Soleil Shah and Eric Sun, “Rating the Medicare Advantage Star Ratings—Improving the Status Quo,” Health 
Affairs Forefront, February 4, 2021, https://www.healthaffairs.org/do/10.1377/forefront.20210128.803030/; and Luis Serna and Andy 
Johnson, “The Medicare Advantage Program: Status Report.”

58 CBO, “Reduce Quality Bonus Payments to Medicare Advantage Plans,” in Options for Reducing the Deficit, 2019 to 2028, December 13, 
2018, https://www.cbo.gov/budget-options/2018/54737.

59 Jeannie Fuglesten Biniek, Anthony Damico, and Tricia Neuman, “Spending on Medicare Advantage Quality Bonus Payments Will Reach at 
Least $12.8 Billion in 2023,” KFF, August 9, 2023, https://www.kff.org/medicare/issue-brief/
spending-on-medicare-advantage-quality-bonus-payments-will-reach-at-least-12-8-billion-in-2023/.

60 CMS, “Fact Sheet: 2024 Medicare Advantage and Part D Rate Announcement,” March 31, 2023, https://www.cms.gov/newsroom/
fact-sheets/fact-sheet-2024-medicare-advantage-and-part-d-rate-announcement.
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be a disincentive for plans to enroll them. This dynamic incentivizes MA plans to identify and 
increase recording of diagnoses for their enrollees in order to maximize payments. Plans may 
identify new diagnoses in multiple ways, such as increased patient encounters with health 
care providers (including preventive care visits that include health risk assessments) or “chart 
reviews” of medical records. MA enrollees’ risk scores tend to be higher and grow faster than 
those of FFS enrollees due to the different incentives for diagnostic reporting in each 
program. This risk score differential is referred to as “coding intensity.” To address the 
additional costs that coding intensity incurs in MA, statute requires CMS to reduce risk 
adjustment payments each year with a “coding intensity adjustment” of at least 5.9 percent, 
although it has never gone above this level. According to MedPAC, this reduction was smaller 
than the actual average coding intensity, which it estimated was 13.2-14.1 percent in excess of 
FFS costs in 2021 depending on calculation methodology.61

One factor that potentially overstates the degree of coding intensity is the fact that FFS 
payments are largely not risk-adjusted, so there is less incentive to thoroughly record 
diagnoses for FFS enrollees as for those in MA. Furthermore, coding intensity does not 
necessarily entail excessive payments, because the underlying diagnoses in MA may still be 
accurate. MA plans are subject to program integrity and law enforcement action for incorrect 
or fraudulent diagnoses (further discussed in the policy recommendations in this paper).

Relatedly, some researchers argue that MA payments do not account for “favorable selection” 
of beneficiaries in MA. Selection bias is a persistent risk throughout the Medicare program. 
For example, voluntary alternative payment models may attract participating providers who 
are more likely to successfully meet the models’ criteria and earn greater pay, rather than 
poorer performers who might need greater changes in health care delivery but face greater 
financial risk.62 In MA, favorable selection theoretically means that its enrollees consistently 
have lower health risk than what is estimated by their risk scores, meaning that plans attract 
enrollees with lower health expenditures while more expensive patients with the same 
identified diagnoses remain in or move back to FFS. This would enable plans to reduce their 
bids without providing more efficient coverage. MedPAC estimates that favorable selection 
inflates MA payments by 9 percent.63

61 Andy Johnson, “Improving MedPAC’s Estimate of Medicare Advantage Coding Intensity,” MedPAC, September 7, 2023, https://www.
medpac.gov/wp-content/uploads/2023/03/Tab-E-MA-coding-intensity-Sept-2023.pdf.

62 Chiquita Brooks-LaSure et al., “Innovation at the Centers for Medicare and Medicaid Services: A Vision for the Next 10 Years,” Health 
Affairs Forefront, August 12, 2021, https://www.healthaffairs.org/content/forefront/innovation-centers-medicare-and-medicaid-services-
vision-next-10-years; Brad Smith, “CMS Innovation Center at 10 Years—Progress and Lessons Learned,” New England Journal of Medicine, 
February 25, 2021, https://www.nejm.org/doi/full/10.1056/NEJMsb2031138.

63 Stuard Hammond et al., “The Medicare Advantage Program: Status Report (January 2024).”
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There are various factors that could affect actual or purported favorable selection in MA. 
Because MA plans typically control health care utilization with prior authorization policies or 
narrower provider networks, beneficiaries who expect to use more care may wish to remain in 
FFS, which lacks these potential barriers but as a result operates less cost-effectively. Default 
FFS enrollment, described more below, also impacts favorable selection, as it requires an 
active decision to enroll in MA that may not be evenly distributed among beneficiaries.

At the same time, there are factors that may overstate favorable selection. Undercoding in 
FFS would incorrectly assign a lower risk score to FFS beneficiaries with relatively higher 
spending. The methodology used by MedPAC to calculate favorable selection—examining 
the expenditures of enrollees who switch from FFS to MA compared to those who remain in 
FFS—also raises concerns. Other research that examines mortality rates in FFS and MA is 
more generalizable since it includes those who enroll in MA without enrolling in FFS first. One 
such study found that the degree of favorable selection in MA decreases when examined over 
a longer time frame beyond the year of initial MA enrollment.64

Furthermore, spending differences between FFS and MA beneficiaries may be impacted by 
programmatic design rather than simply reflecting health risk. For example, beneficiaries in 
Medigap plans (explained further below) are more likely to include those who remain in FFS, 
since joining MA may affect their future Medigap eligibility. Medigap enrollees tend to be 
wealthier and have higher self-reported health status but also have higher FFS spending 
because their Medigap coverage reduces their cost-sharing expenses.65 On the other hand, 
MA’s lower out-of-pocket costs, supplemental benefits, and integrated coverage options may 
attract those with greater health care needs who nevertheless have lower FFS spending 
simply because they are underserved by the health care system. This disparity would 
overestimate favorable selection in MA.66 Indeed, a report commissioned by the Better 
Medicare Alliance has found that minority beneficiaries, who tend to have lower income and 
greater health risks, are more likely to enroll in MA than in FFS.67

Overall, coding intensity and favorable selection impact the relationship between plan 
payments and costs they bear. But there is also reason to be skeptical that they result in 
payments that are as high as what MedPAC estimates.68 To the extent favorable selection 

64 Joseph Newhouse et al., “Adjusted Mortality Rates Are Lower for Medicare Advantage Than Traditional Medicare, but the Rates Converge 
Over Time,” Health Affairs 38, no. 4 (April 2019), https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05390.

65 Nancy Ochieng et al., “A Snapshot of Sources of Coverage Among Medicare Beneficiaries.”

66 J. Michael McWilliams et al., “Risk Adjustment and Promoting Health Equity in Population-Based Payment: Concepts and Evidence,” 
Health Affairs 42, no. 1 (January 2023), https://www.healthaffairs.org/doi/full/10.1377/hlthaff.2022.00916.

67 ATI Advisory, “Comparing Medicare Advantage and FFS Medicare Across Race and Ethnicity,” July 2023, https://bettermedicarealliance.
org/publication/ati-advisory-report-comparing-medicare-advantage-and-ffs-medicare-across-race-and-ethnicity/.

68 Joe Albanese, “Digging into MedPAC’s Medicare Advantage Estimates,” Paragon Health Institute, January 17, 2024, https://
paragoninstitute.org/wp-content/uploads/2024/01/Digging_into_MedPACs_Medicare_Advantage_Estimates_FOR_RELEASE_V2.pdf
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exists, updating the risk adjustment model that translates FFS costs into MA risk for 
diagnoses may be a better way to address it than changes to payment rates.

Policy Disparities Between MA and FFS
Benchmark calculations, supplemental benefits, quality bonuses, and risk adjustment 
increase MA expenditures, but comparing MA and FFS on the basis of aggregate costs alone 
does not account for their significantly different designs.69 The 2021 Milliman study found 
that spending on Part A and B benefits and administrative costs were 14 percent lower in MA 
than in FFS, even accounting for plans’ profits. Extra benefits and lower cost-sharing brought 
MA spending up to 99 percent of FFS costs per enrollee. (It also estimated that in a scenario 
where FFS costs are 5 percent lower than MA to account for unaddressed coding differences, 
MA costs would be 4.5 percent higher than FFS, and in a scenario where FFS costs are 5 
percent lower to account for beneficiaries with only Part A or Part B, MA costs would be 5.4 
percent lower than FFS)70 A 2022 study by Wakely Consulting Group, commissioned by AHIP, 
found that examining a comparable coverage population across both programs (i.e., those 
with both Part A and Part B benefits) would close the gap between MA and FFS spending by 
5.9 percent. Adopting MA policies in FFS, such as a cap on catastrophic costs, would likewise 
increase FFS expenditures.71 Based on these studies and those cited in the previous section, 

69 Brian J. Miller et al., “Comparing Spending Across Medicare Programs.”

70 Chris Gervenak and David Mike, “Value to the Federal Government of Medicare Advantage.”

71 The Wakely study’s methodology differs from that of MedPAC because the latter adjusts for risk scores between the Medicare and FFS 
populations, which Wakely says is not appropriate for this comparison as the model used to calculate risk scores is developed using only 
beneficiaries enrolled in both Part A and Part B, unlike the benchmark calculations. See Wakely, “Value of Medicare Advantage Compared 
with Fee for Service.”

SOURCE: MedPAC Report to Congress: Medicare Payment Policy, 2019-2023.

Figure 5: MA Plan Margins (2016-2021)
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MA appears to be more efficient than FFS in the provision of health care coverage even when 
accounting for the extra value it provides.

Some researchers argue that MA can offer more benefits only by obtaining generous 
subsidies.72 The fact that MA plans are private entities that receive government funding to 
manage federal benefits, and often aim to make a profit in the process, may explain some 
hostility toward the program. Profits do play an important role in MA: they encourage plan 
participation and can be a useful signal about the overall health of a market, access to a 
particular service, or the value added by providing that service. As Figure 5 above shows, 
average MA plan margins tend to vary by year and plan type, averaging about 4.9 percent 
among for-profit plans between 2016 and 2021. Gross margins per enrollee tend to be 
healthier in MA than in other commercial insurance markets.73 However, MA plan margins 
also tend to be far below Medicare profits of certain providers, which can sometimes exceed 
20 percent.74 MLR rules also do not allow plan profits and administrative costs to exceed 15 
percent of revenues. In addition, the CMS bid process includes annual parameters for plans’ 
gain or loss margins.75

Those who believe MA plans receive excessive government subsidies also tend to argue that 
Medicare’s structure puts FFS at a disadvantage because it is not legally able to offer the 
same benefits that MA can. But it is important to keep in mind that FFS’s inefficient structure 
already drives up MA costs and would do so even further if expanded in its current form. For 
example, measures that MA plans adopt to contain costs, such as utilization management or 
selective provider networks, are limited in FFS. This encourages greater FFS spending that in 
turn is reflected in MA benchmarks and higher payments to plans. The lack of risk-adjusted 
pricing in most FFS payment systems also misaligns incentives for accurate diagnostic 
practices across both programs, possibly exacerbating coding intensity.

Simply adding popular features of MA into FFS, such as new benefits or catastrophic 
coverage, would not improve parity between the two programs if FFS continues to lack any 
legal obligation or economic incentive to operate efficiently. While this paper recommends 

72 Richard Gilfillan and Donald M. Berwick, “Born on Third Base: Medicare Advantage Thrives on Subsidies, Not Better Care,” Health Affairs 
Forefront, March 27, 2023, https://www.healthaffairs.org/content/forefront/born-third-base-medicare-advantage-thrives-subsidies-not-
better-care; and Robert A. Berenson, Bowen Garrett, and Adele Shartzer, “Understanding Medicare Advantage Payment: How the 
Program Allows and Obscures Overspending,” Urban Institute, September 2022, https://www.urban.org/sites/default/files/2022-09/
Understanding%20Medicare%20Advantage%20Payment.pdf.

73 Jared Ortaliza et al., “Health Insurer Financial Performance in 2021,” KFF, February 28, 2023, https://www.kff.org/medicare/issue-brief/
health-insurer-financial-performance/.

74 For example, 2021 Medicare marginal profits were 26 percent for freestanding skilled nursing facilities, 22 and 41 percent for hospital-
based and freestanding inpatient rehabilitation facilities (respectively), and 26 percent for freestanding home health agencies. MedPAC, 
“Report to Congress: Medicare Payment Policy,” March 2023, https://www.medpac.gov/wp-content/uploads/2023/03/Mar23_MedPAC_
Report_To_Congress_v2_SEC.pdf.

75 CMS, “Instructions for Completing the Medicare Advantage Bid Pricing Tools for Contract Year 2024,” April 7, 2023, https://www.cms.gov/
files/document/cy2024-ma-bpt-instructions20230407pdf.pdf. 
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giving FFS more basic tools for program integrity and utilization management below, 
fundamental shifts toward accountable, value-based care have proven elusive and are 
difficult to accomplish in an FFS structure.76

Other policy changes to FFS may be worth considering, but would entail tradeoffs or 
restructuring that changes to MA should not be contingent upon. For example, some 
researchers believe that creating a unified cost-sharing structure for traditional Part A and 
Part B and a cap on out-of-pocket expenses would rationalize the disjointed design of FFS. 
However, in order to avoid significantly increasing costs through the addition of catastrophic 
coverage (which, as mentioned above, could increase FFS spending by 3.5 percent), such 
policies would need to increase the amount of out-of-pocket expenses that FFS beneficiaries 
pay below the cap.77 The scope of this paper is focused on more attainable changes to MA 
precisely because improvements in benefit design can occur without requiring difficult 
structural changes to FFS.

FFS also benefits from instances of advantageous policy treatment that do not apply to MA. 
One basic disparity is that new Medicare beneficiaries are automatically enrolled in FFS 
unless they actively choose MA plans. Behavioral economists have long observed that having 
a “default” option, such as with retirement savings plans, influences individual decisions.78 
From this perspective, automatic FFS enrollment gives it more weight than it otherwise would 
have, even as more beneficiaries have migrated to MA over time. The proportion of new MA 
beneficiaries enrolling within their first year of Medicare rose from 18.1 percent to 24.7 
percent between 2013 and 2019.79 Given that about half of all beneficiaries now choose MA 
despite automatic FFS enrollment and first-year MA enrollment is lower, it appears that more 
beneficiaries migrate to MA after gaining experience with FFS or learning about the benefits 
of MA. For existing MA enrollees, each year roughly 80 percent choose to stay in their same 
plans and about 90 percent choose to stay within MA in general.80 This level of satisfaction 
and natural sorting suggests that default enrollment in FFS artificially reduces 
MA enrollment.

76 Joe Albanese, “Escaping from Medicare’s Flawed Physician Payment System.”

77 CBO, “Change the Cost-Sharing Rules for Medicare and Restrict Medigap Insurance,” in Options for Reducing the Deficit, 2023 to 2032, 
December 7, 2022, https://www.cbo.gov/budget-options/58647; and Wakely, “Value of Medicare Advantage Compared with Fee 
for Service.”

78 John Beshears et al., “The Importance of Default Options for Retirement Saving Outcomes: Evidence from the United States,” March 2007, 
https://scholar.harvard.edu/sites/scholar.harvard.edu/files/laibson/files/the_importance_of_default_options_for_retirement_saving_
outcomes_evidence_from_the_united_states.pdf.

79 David J. Meyers and Amal N. Trivedi, “Trends in the Source of New Enrollees to Medicare Advantage from 2012 to 2019,” JAMA Health 
Forum 3, no. 8 (2022), https://jamanetwork.com/journals/jama-health-forum/fullarticle/2794997.

80 Gretchen Jacobson, Tricia Neuman, and Anthony Damico, “Medicare Advantage Plan Switching: Exception or Norm?,” KFF, September 20, 
2016, https://www.kff.org/report-section/medicare-advantage-plan-switching-exception-or-norm-issue-brief/.
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Exhibit 2: Medigap Plans
The vast majority of FFS beneficiaries have additional wraparound coverage through 
employer health plans, Medicaid, or private supplemental Medicare plans called 
Medigap plans. 

Beneficiaries purchase Medigap plans for an additional monthly premium. Starting in 
the early 1990s, Congress required standardization of Medigap benefits into 10 plan 
types with benefits that include lower cost-sharing (e.g., covering coinsurance for 
certain services), out-of-pocket limits, or foreign travel coverage. Medigap plans that 
cover the Part B deductible are not available to those who join Medicare in 2020 or 
later, but other forms of “first-dollar” coverage are allowed and enable enrollees to 
receive more care without cost-sharing.

Unlike other private health plans, such as in MA, Medigap plans are not subject to 
certain regulations such as guaranteed issue and community rating requirements, 
allowing them to charge higher premiums or deny coverage.

The favorable treatment of supplemental coverage options within FFS, such as Medigap 
plans, also affects the comparison between the two programs. These plans are described 
further in Exhibit 2 above. Roughly 41 percent of FFS beneficiaries purchase Medigap plans, 
while only about 10 percent of all FFS beneficiaries do not have some form of supplemental 
coverage.81 Given that Medigap plans are also private and offer benefits similar to those in 
MA—such as cost-sharing reductions or catastrophic coverage—it is more accurate to say 
that MA plans are directly competing with this combination of FFS and supplemental 
coverage rather than with FFS alone. However, because FFS and Medigap each require their 
own separate premiums, while MA plans often do not go beyond the Part B premium, this 
combination has more up-front costs for beneficiaries.

Despite their similarities, the requirement that MA plans provide core Medicare benefits 
forces them to internalize the full cost of care in addition to the cost of supplemental benefits 
they choose to offer. This incentivizes plans to economize their resource use through practices 
such as coordinated care and utilization management. Medigap plans do not directly bear the 
costs of basic benefits. Instead, Medigap plans’ coverage of FFS cost-sharing encourages 
beneficiaries to utilize more health services as they become effectively free at the point of 

81 Nancy Ochieng et al., “A Snapshot of Sources of Coverage Among Medicare Beneficiaries.”
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consumption. This in turn increases FFS costs significantly: Studies have found that Medigap 
coverage increases FFS spending by 22-27 percent.82

CMS Regulations
Finally, the micromanagement of MA plans with burdensome regulations also negatively 
impacts the program. Numerous requirements constrict how MA plans operate and 
undermine the flexibility that allows them to control costs and maximize enrollees’ options. 
For example, practices such as prior authorization are unpopular with patients and providers 
and are sometimes subject to abuse or unnecessary denial of appropriate care. However, plan 
denials are relatively rare, the vast majority typically hold up in independent review, and when 
used correctly such policies can reduce utilization of low-value services.83

It makes sense, therefore, for policymakers to consider how MA regulations may indirectly 
lead to higher spending, both in MA and FFS. Continuing with the example of prior 
authorization: CBO estimates that legislative proposals to restrict or impose requirements on 
prior authorization by MA plans would increase federal spending by roughly $16 billion over 10 
years.84 As mentioned previously, positive spillover effects resulting in part from MA plans’ 
care management and quality outcomes can benefit the entire program. For example, greater 
MA penetration is associated with shorter stays per hospitalization and may offset more than 
10 percent of payments to plans.85 CMS could more explicitly account for these spillover 
effects in its policy analyses, similar to what it has done for ACOs.86

Recent Proposals for Medicare Advantage
In light of the current policy debate around MA, researchers, interest groups, and 
policymakers have proposed numerous changes, with some simply advocating for cutting it or 
adding more restrictions. This section reviews some recent proposals that are aimed more at 
improving the program’s quality, sustainability, and parity with FFS. Table A in the Appendix 
summarizes the policies discussed below. The subsequent section outlines a separate, new 
list of policy recommendations.

82 Marika Cabral and Neale Mahoney, “Externalities and Taxation of Supplemental Insurance: A Study of Medicare and Medigap,” American 
Economic Journal: Applied Economics 11, no. 2 (April 2019), https://www.aeaweb.org/articles?id=10.1257/app.20160350; Christopher Hogan, 
“Exploring the Effects of Secondary Coverage on Medicare Spending for the Elderly,” MedPAC, August 2014, https://www.medpac.gov/
wp-content/uploads/import_data/scrape_files/docs/default-source/contractor-reports/august2014_secondaryinsurance_contractor.pdf.

83 Katelyn Smalley and Ledia Tabor, Evaluating Access in Medicare Advantage: Network Management and Prior Authorization, MedPAC, 
November 3, 2023, https://www.medpac.gov/wp-content/uploads/2023/03/MA-access-MedPAC-11.23.pdf.

84 CBO, “CBO’s Estimate of the Statutory Pay-As-You-Go Effects of H.R. 3173, Improving Seniors’ Timely Access to Care Act of 2021,” 
September 14, 2022, https://www.cbo.gov/publication/58472.

85 Yevgeniy Feyman, Steven D. Pizer, and Austin B. Frakt, “The Persistence of Medicare Advantage Spillovers in the Post-Affordable Care Act 
Era,” Health Economics 30, no. 2 (February 2021), https://onlinelibrary.wiley.com/doi/10.1002/hec.4199; Katherine Baicker, Michael 
Chernew, and Jacob Robbins, “The Spillover Effects of Medicare Managed Care: Medicare Advantage and Hospital Utilization,” Journal of 
Health Economics 32, no. 6 (December 2013), https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3855665/.

86 83 Fed. Reg. 68047 (Dec. 31, 2018), https://www.govinfo.gov/content/pkg/FR-2018-12-31/pdf/2018-27981.pdf.
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Premium Support
A common feature of bipartisan Medicare proposals for years has been a “premium support” 
model. Under most configurations of premium support, the federal government provides a 
fixed subsidy to Medicare enrollees to purchase health coverage, with a federally run 
Medicare plan competing alongside private plans (typically MA plans or, in some cases, ACO-
run plans as well, as proposed by James Capretta of the American Enterprise Institute).87 The 
premium support model would improve seniors’ ability to make price- and quality-conscious 
decisions for themselves in a competitive market.

The idea for premium support arose in the 1990s and was soon endorsed by a bipartisan 
commission for Medicare reform.88 It was later proposed in legislation by then-Congressman 
Paul Ryan and Senator Ron Wyden as well as former Senator Pete Domenici and former 
Clinton White House budget director Alice Rivlin. As with current MA payments, premium 
support subsidies could be risk-adjusted or even means-tested to vary by wealth or income. 
Michael Cannon of the Cato Institute and Jacqueline Pohida, a board-certified nurse 
practitioner, suggest making these payments a cash benefit that beneficiaries keep even if 
they do not use it to purchase coverage.89

The bipartisan political consensus around premium support has since eroded, making it less 
tenable in the near term.90 Robert Moffit of the Heritage Foundation suggests that more 
manageable MA changes in the near term could leave policymakers with the option to adopt 
premium support in the future.91

Benchmark Calculations
Many proposals would change MA benchmark calculations or even replace them with another 
system to set plan payments. MedPAC, for example, recommends changing the geographic 
and population components of the formula, removing statutory benchmark caps to improve 
consistency among market areas, increasing the rebate pass-through rate to at least 75 
percent, and applying a 2 percent discount to MA payments for Medicare savings, as well as 
setting MA benchmarks using FFS spending only for beneficiaries with both Part A and Part B 

87 James C. Capretta, “Reforms to Make All of Medicare Financially Sound,” Commonwealth Fund, January 28, 2021, https://www.
commonwealthfund.org/blog/2021/reforms-make-all-medicare-financially-sound.

88 Robert Moffit, “Introduction,” in Modernizing Medicare, pp. 2, 18.

89 Michael F. Cannon and Jacqueline Pohida, “Would ‘Medicare for All’ Mean Quality for All?”

90 Anne Schwartz, “Premium Support in Medicare,” Health Affairs, March 22, 2012, https://www.healthaffairs.org/do/10.1377/
hpb20120322.90123/.

91 Robert Moffit, “Preparing Medicare Advantage for Comprehensive Medicare Reform,” Heritage Foundation, February 23, 2023, https://
www.heritage.org/health-care-reform/report/preparing-medicare-advantage-comprehensive-medicare-reform.
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coverage.92 Chris Pope of the Manhattan Institute suggests allowing plans to provide 100 
percent of their rebates to beneficiaries as supplemental benefits rather than requiring them 
to pay a significant portion to the federal government.93

Some have raised concerns that retaining a benchmark methodology based on FFS data is not 
sustainable in the long term as MA continues to grow, as a shrinking FFS population may 
cause benchmarks to be unstable or unrepresentative of the MA population. Incremental 
steps to address this might include incorporating MA cost data into an empirical benchmark, 
using broader markets to calculate benchmarks, or adjusting benchmarks by an 
administrative factor determined by Congress or CMS.94 The latter method would resemble 
the inflation adjustments in numerous FFS payment systems or benchmark methodologies of 
certain Medicare payment models, but it could make it difficult to provide accurate payments 
or contain cost growth over time. While MedPAC has discussed various approaches to 
adjusting MA benchmarks to account for growing penetration, it has not specifically identified 
any concerns with using FFS data that result from this trend. In the 14 percent of counties with 
fewer than 1,000 FFS beneficiaries, CMS already addresses concerns with data accuracy by 
using a “credibility adjustment” to blend in data from neighboring counties.95 Furthermore, 
CMS has repeatedly concluded that there is “no basis” for changing the MA payment 
methodology in Puerto Rico, where MA penetration is significantly higher than in the mainland 
United States.96

Another approach is to base MA payments on competitive bidding in each market area rather 
than using the calculated benchmark. Congress blocked previous attempts to test 
competitive bidding in Medicare+Choice, but early bids in a 1997 Denver demonstration 
showed potential savings of 25-38 percent.97 Medicare uses competitive bidding to set FFS 
payments for durable medical equipment and Part D prescription drug plans.98 Competitive 

92 MedPAC, “Rebalancing Medicare Advantage Benchmark Policy,” in Report to the Congress: Medicare and the Health Care Delivery System, 
June 2021, https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/reports/jun21_ch1_medpac_
report_to_congress_sec.pdf.

93 Chris Pope, “Enhancing Medicare Advantage,” Manhattan Institute, February 28, 2019, https://www.manhattan-institute.org/
medicare-advantage-better-than-traditional-medicare.

94 Michael E. Chernew, Jermaine Heath, and J. Michael McWilliams, “The Merits of Administrative Benchmarks for Population-Based 
Payment Programs,” American Journal of Managed Care 28, no. 7 (November 23, 2021), https://www.ajmc.com/view/the-merits-of-
administrative-benchmarks-for-population-based-payment-programs; Michael E. Chernew, J. Michael McWilliams, and Shivani A. Shah, 
“The Case for Administrative Benchmarks (and Some Challenges),” New England Journal of Medicine Catalyst 4, no. 10 (September 20, 
2023), https://catalyst.nejm.org/doi/full/10.1056/CAT.23.0194.

95 MedPAC, “Favorable Selection and Future Directions for Medicare Advantage Payment Policy,” Report to the Congress: Medicare and the 
Health Care Delivery System, June 2023, https://www.medpac.gov/wp-content/uploads/2023/06/Jun23_Ch4_MedPAC_Report_To_
Congress_SEC.pdf.

96 CMS, “Announcement of CY 2024 MA Capitation Rates and Part C and Part D Payment Policies.”

97 Bryan Dowd, Robert Coulam, and Roger Feldman, “A Tale of Four Cities: Medicare Reform and Competitive Pricing,” Health Affairs 19, no. 5 
(September/October 2000), https://www.healthaffairs.org/doi/10.1377/hlthaff.19.5.9; and Robert F. Coulam, Roger D. Feldman, and Bryan 
E. Dowd, “Competitive Pricing and the Challenge of Cost Control in Medicare,” Journal of Health Politics, Policy and Law 36, no. 4 (August 1, 
2011), https://read.dukeupress.edu/jhppl/article-abstract/36/4/649/13412/Competitive-Pricing-and-the-Challenge-of-Cost.

98 Barbara S. Cooper and Bruce C. Vladeck, “Perspective: Bringing Competitive Pricing to Medicare,” Health Affairs, 19, no. 5, September/
October 2000, https://www.healthaffairs.org/doi/full/10.1377/hlthaff.19.5.49. 
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bidding is often a feature of a premium support system as well, but these two policies are not 
synonymous: Competitive bidding establishes the level at which the government pays MA 
plans, while premium support entails direct subsidies to enrollees.99 Payment levels from 
competitive bids can also vary—for example, by setting them at the weighted average 
premium of plan bids, the second-lowest-cost plan, or the average of the three lowest-cost 
plans. This entails a trade-off between achieving higher government savings by picking a 
lower bid level and preserving rebates for supplemental benefits by picking a higher bid 
level.100 Some proposals suggest pairing competitive bidding (based on the average plan bid) 
with standardization of benefits relative to the actuarial value of FFS, though this could limit 
innovations in benefit design.101

Quality Bonus Program
Attempts at quality measurement are an increasingly common feature throughout the 
Medicare program, but it is not clear that influencing plan behavior based on federal metrics 
rather than consumer preferences actually improves value. In many ways, Medicare has 
negatively impacted overall health care quality by imposing ineffective, one-size-fits-all 
policies that are burdensome, gameable, and ineffective. Cannon and Pohida advocate for 
eliminating quality bonuses entirely and allowing competition to drive plan innovations in 
quality improvement.102 Indeed, many features of MA’s design, such as the use of population-
based payments where plans bear risk for enrollees’ total cost of care , already resemble 
features of value-based models.103

MedPAC recommends replacing the QBP with another quality program under a different 
design.104 The Bipartisan Policy Center would restructure quality bonuses as a budget-neutral 
funding pool rather than an increase in benchmarks and would streamline the measure set.105 
More incremental changes to the QBP would be the elimination of double bonuses and the 

99 Steven M. Lieberman et al., “The Case for Reforming Competitive Bidding in Medicare Advantage,” Health Affairs Forefront, May 10, 2018, 
https://www.healthaffairs.org/do/10.1377/forefront.20180503.419009/full/.

100 Robert Moffit, “Preparing Medicare Advantage for Comprehensive Medicare Reform;” and Gail R. Wilensky and Brian J. Miller, “Solutions 
for Medicare’s Continual Fiscal Crisis,” Commonwealth Fund, January 28, 2021, https://www.commonwealthfund.org/blog/2021/
solutions-medicares-continual-fiscal-crisis.

101 Steven M. Lieberman et al., “A Proposal to Enhance Competition and Reform Bidding in the Medicare Advantage Program,” USC-
Brookings Schaeffer Initiative for Health Policy, May 2018, https://www.brookings.edu/wp-content/uploads/2018/05/ma-bidding-paper.
pdf; Tara Hartnett et al., “Sustaining and Improving Medicare: The Path Forward,” Bipartisan Policy Center, December 11, 2023, https://
bipartisanpolicy.org/download/?file=/wp-content/uploads/2023/12/BPC_Medicare-Report_R04.pdf.

102 Michael F. Cannon and Jacqueline Pohida, “Would ‘Medicare for All’ Mean Quality for All?”

103 Albanese, “Escaping from Medicare’s Flawed Physician Payment System.”

104 MedPAC, “Replacing the Medicare Advantage Quality Bonus Program,” in Report to the Congress: Medicare and the Health Care Delivery 
System, June 2020, https://www.medpac.gov/wp-content/uploads/import_data/scrape_files/docs/default-source/reports/jun20_ch3_
reporttocongress_sec.pdf.

105 Tara Hartnett et al., “Sustaining and Improving Medicare.”
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alignment of quality programs across Medicare.106 For example, CMS developed a 
demonstration to allow clinicians participating in certain payment arrangements in MA to 
receive payment bonuses available to those participating in advanced alternative payment 
models in FFS.107

Risk Adjustment
Many proposals would address the growing gap in risk scores between MA and FFS.

Some proposals would attempt to incrementally update CMS’s risk adjustment policies. For 
example, using two years of diagnostic data rather than one to calculate risk scores would 
reduce variation but also make them less responsive to changes in patient medical conditions. 
Excluding diagnoses derived solely from health risk assessments and chart reviews would 
reduce the addition of new diagnoses that do not necessarily lead to more treatment of MA 
patients, although this may incentivize otherwise unnecessary care simply to generate the 
records needed to justify such diagnoses as well as undermine the purpose of risk adjustment 
and capitation, which is to measure and pay for the risk being managed rather than pay fees 
for the costs of care. MedPAC estimated that these policies would account for about half of 
MA’s coding intensity and suggests that the remainder be addressed by raising the coding 
intensity adjustment.108 Expanding CMS audits of MA plan diagnoses and penalizing plans 
that report unverified diagnoses is another approach to policing risk scores that do not meet 
certain criteria.109

Another approach is to make underlying changes to CMS’s risk adjustment model. For 
example, using MA encounter data would theoretically measure MA enrollees’ costs for 
different risk scores  directly and make a coding intensity adjustment unnecessary, as coding 
differences between FFS and MA would no longer translate into higher risk adjustment 
payments. While encounter data is already used to calculate the average risk scores of plans’ 
enrollees, the underlying model that estimates the relative costs of different diagnoses relies 
on FFS claims data.110 However, such a change could also significantly change the incentives 

106 HHS, Putting America’s Health First: FY 2021 President’s Budget for HHS, https://www.hhs.gov/sites/default/files/fy-2021-budget-in-brief. 
pdf; and  Center for Renewing America, “A Commitment to End Woke and Weaponized Government: 2023 Budget Proposal,” at the 
Wayback Machine, https://web.archive.org/web/20240123184650/https://americarenewing.com/wp-content/uploads/2021/04/Budget-
Center-for-Renewing-America-FY23.pdf; Tara Hartnett et al., “Sustaining and Improving Medicare.”

107 CMS, “The Medicare Advantage Qualifying Payment Arrangement Incentive Demonstration,” July 12, 2018, https://www.cms.gov/
newsroom/fact-sheets/medicare-advantage-qualifying-payment-arrangement-incentive-demonstration.

108 Stuart Hammond et al., “The Medicare Advantage Program: Status Report (January 2024);” and Center for Renewing America, “A 
Commitment to End Woke and Weaponized Government.”

109 Tara Hartnett et al., “Sustaining and Improving Medicare.”

110 HHS, Putting America’s Health First.
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for care coordination and risk selection by lowering risk adjustment payments for plans that 
are more efficient than FFS in managing certain conditions.111

More comprehensive changes to risk adjustment proposed by Moffit and Edmund Haislmaier 
of the Heritage Foundation would split it into two components. First, a prospective component 
would adjust payments based on enrollee age, sex, geographic location, Medicare eligibility 
category, and institutional status. Next, a retrospective component consisting of regional “risk 
transfer pools”—collectively operated by participating insurers and supervised by state 
insurance departments—would distribute revenues in a budget-neutral fashion in order to 
maintain a level playing field (e.g., compensating plans that attract a disproportionate share of 
costlier enrollees).112

Enrollment
As discussed above, many individuals deciding among multiple choices tend to remain with an 
automatic or default option. More Medicare beneficiaries might select MA if automatic 
enrollment were changed.

A premium support system that allows enrollee shopping among competing public and 
private plans would by default require an affirmative enrollment decision. It is also possible to 
go further and make MA the default choice for new Medicare beneficiaries given that it is 
becoming more popular than FFS. Some, such as Brian Miller of the American Enterprise 
Institute and former CMS director Gail Wilensky of Project HOPE, have advocated for 
automatically enrolling beneficiaries into a zero-premium health plan with an above-average 
star rating (3.5 or above).113

Other MA Policies
There are also numerous other MA changes proposed by recent studies. For example, the role 
of supplemental health plans (such as Medigap plans) in raising FFS costs has been a focus of 
policymakers for years. Proposals to restrict or impose a surcharge on Medigap’s first-dollar 
coverage of FFS cost-sharing have appeared in bipartisan legislation and budget proposals.114 
Pope suggests that a surcharge should be equal to the excess costs they impose on FFS.115

111 Laura Skopec et al., “Using Encounter Data in Medicare Advantage Risk Adjustment,” Urban Institute and American Action Forum, January 
15, 2019, https://www.urban.org/research/publication/using-encounter-data-medicare-advantage-risk-adjustment.

112 Robert Moffit, “Preparing Medicare Advantage for Comprehensive Medicare Reform;” and Edmund F. Haislmaier, “Medicare Risk 
Adjustment: Stabilizing the Market in a Premium Support Program,” in Modernizing Medicare.

113 Brian J. Miller and Gail R. Wilensky, “The Next Step in Medicare Reform,” Heritage Foundation, September 16, 2020, https://www.heritage.
org/health-care-reform/report/the-next-step-medicare-reform.

114 Brian Blase and Joe Albanese, “Turning the Tide on Red Ink: Commonsense Policies to Make Federal Health Programs More Sustainable,” 
Paragon Health Institute, March 2023, https://paragoninstitute.org/paper-turning-the-tide-red-ink-commonsense-policies-federal-
health-programs/; Tara Hartnett et al., “Sustaining and Improving Medicare.”

115 Chris Pope, “Enhancing Medicare Advantage.”
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Some proposals, such as Moffit’s, have also suggested expanding access to tax-advantaged 
savings accounts in MA. Removing the prohibition on specialized MA medical savings account 
(MSA) plans from providing prescription drug coverage, allowing them to receive rebates with 
which to offer mandatory supplemental benefits, and allowing enrollees to contribute to 
MSAs directly—similar to health savings accounts (HSAs)—could increase their popularity. 
Medicare beneficiaries with HSA-eligible plans could also be permitted to keep contributing 
to their HSAs or to roll over their HSAs or other MSA funds into MSAs.116

Other proposals would remove regulatory restrictions in order to expand MA access and allow 
it to operate more efficiently. Cannon and Pohida recommend the most comprehensive 
deregulatory proposal to remove restrictions on non-standard plan designs, enabling insurers 
to deviate from basic Part A and B benefits.117 Pope suggests policy changes aimed at 
improving MA plans’ ability to meet network adequacy requirements, including by expanding 
access to reinsurance arrangements, deeming non-contracting providers as in-network for 
rural plans, or establishing a baseline MA contract that providers would be required to accept 
as a condition of participation in Medicare.118

Recommended Policies for Medicare Advantage
As the previous section demonstrates, there is a wide range of ideas for improving MA. This 
section recommends a package of policies to achieve greater  overall parity between FFS and 
MA and remove restrictions on MA’s operations while converting the program’s relative 
efficiency into budgetary savings that are reflected in scorekeeping. Achieving these goals 
does not require fundamentally reimaging MA or Medicare in general. Such policies can lay 
the groundwork for a Medicare program that further expands choice and competition overall.

Despite MA’s advantages over FFS, there are important opportunities for improvements. Also, 
addressing the arguments made about MA’s relative costs and the obstacles to quality 
improvement in a measured way would help buttress the program against attempts to 
significantly alter its basic, sound approach. The recent enactment of price controls within the 
Part D program demonstrates these risks. Although Part D managed to keep its costs lower 
than expected through competition among drug plans, coverage gaps that translated to 
higher out-of-pocket exposure led Congress to enact major government interventions through 
the Inflation Reduction Act, which studies expect will reduce pharmaceutical innovation and 
worsen Americans’ health.119

116 HHS, Putting America’s Health First; and Moffit, “Preparing Medicare Advantage for Comprehensive Medicare Reform.”

117 Michael F. Cannon and Jacqueline Pohida, “Would ‘Medicare for All’ Mean Quality for All?”

118 Chris Pope, “Enhancing Medicare Advantage.”

119 Joel Zinberg, “The Arrival of Medicare Drug Price Controls: No Cause for Celebration,” Paragon Health Institute, September 6, 2023, 
https://paragoninstitute.org/policy-brief-joel-zinberg-medicare-drug-price-controls-20230906/.
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It is important to avoid similar efforts to drastically cut or over-regulate MA, as that would 
weaken the program and stifle long-term improvement in Medicare. These recommendations 
are envisioned as a unified package of policies to avoid that outcome while delivering better 
care to seniors and protecting taxpayers.

Policymakers should aim to bring aggregate MA costs at or below FFS costs in a manner that 
is reflected by scorekeepers without hampering enrollment growth, increasing beneficiary 
costs, or compromising access to care. MA should save money for Medicare as it continues to 
grow, but such savings should come from improved efficiency or value and not reducing the 
quality of coverage. As Exhibit 3 discusses, the desire for budgetary savings should be 
balanced with the potential unintended consequences of excessive cuts.

In particular, because of the lack of fiscal controls on FFS, as well as default enrollment in FFS 
and the appeal of Medigap policies, Medicare beneficiaries have an incentive to stay in FFS, 
resulting in ever-greater expenditures and market distortions as outlined above. Therefore, it 
is important that changes to MA – particularly with respect to payment and its corresponding 
impact on premiums, benefits, and enrollment – do not undermine the opportunity for MA to 
drive competition and choice in Medicare and beyond by providing enrollees with coverage 
that suits their preferences and overcomes the incentives of FFS. Studies attempting to 
measure the degree to which changing payments correspond to changes in premiums, 
benefits, or plan profits have shown varying results, including variation by the 
competitiveness of local markets. This demonstrates the importance of an approach that is 
sensitive to different market conditions.120 

This paper’s recommendations would reduce MA spending on net by at least 3.3 percent, or 
about $250 billion over 10 years. Table 1 below summarizes the estimated budget impact of 
each provision. These estimates may not fully account for the overlapping or behavioral 
impacts of individual policy changes, including spillover effects related to MA penetration. As 
mentioned above, reports that analyze MA and FFS per-enrollee expenditures in a 
straightforward methodology that is simple for scorekeepers to adopt have found MA 
payments to be about 103 percent of FFS spending, so, under those calculations, this level of 
savings would bring MA spending at or slightly below parity with FFS for scorekeeping 

120 Mark Duggan, Amanda Starc, and Boris Vabson, “Who Benefits When the Government Pays More? Pass-Through in the Medicare 
Advantage Program,” Journal of Public Economics 141 (September 2, 2016), https://www.sciencedirect.com/science/article/abs/pii/
S0047272716300767; Marika Cabral, Michael Geruso, and Neal Mahoney, “Do Larger Health Insurance Subsidies Benefit Patients or 
Producers? Evidence from Medicare Advantage,” American Economic Review 108, no. 8 (August 2018), https://www.aeaweb.org/
articles?id=10.1257/aer.20151362; Michael Chernew et al., “Reducing Medicare Advantage Benchmarks Will Decrease Plan Generosity, 
but Those Effects Will Likely Be Modest,” Health Affairs 42, no. 4 (March 22, 2023), https://www.healthaffairs.org/doi/10.1377/
hlthaff.2022.01031. Based on figures from the study, plans would bear about $385 of the $1,000 reduction, government savings would 
decline by $326, and $150 would go to increases in other cost-sharing or decreases in supplemental benefits. See also: CBO, “Reduce 
Medicare Advantage Benchmarks,” in Options for Reducing the Deficit, 2023 to 2032, December 7, 2022, https://www.cbo.gov/budget-
options/58626 (discussing how across-the-board reductions to benchmarks can potentially reduce supplemental benefits and MA 
enrollment).
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purposes.121 This would mean any future policies tending to increase MA enrollment would 
likely result in budgetary savings. However, modifications to some of these provisions 
(highlighted in the subsections below, with caveats in Exhibit 3) could modestly increase 
savings to address higher estimates of MA spending. Although recent analysis by MedPAC 
estimates far larger MA payments in excess of FFS costs by 23 percent (which, as previously 
argued, is probably too high), it is important to note that a significant portion of this figure is 
due to selection effects that would most likely be reduced by the benchmark, coding, 
enrollment, Medigap, and policy changes recommended below.122

121 Jeannie Fuglesten Biniek et al., “Higher and Faster Growing Spending.”

122 Joe Albanese, “Digging into MedPAC’s Medicare Advantage Estimates.”

SOURCES: Conversions between dollar and percentage fi gures are based on projected Medicare expenditures for group plans and are subject to 
rounding. See CBO, “Baseline Projections: Medicare,” May 2023, https://www.cbo.gov/system/fi les/2023-05/51302-2023-05-medicare.pdf; Wakely, 

“Value of Medicare Advantage Compared with Fee for Service,” September 21, 2022, https://www.ahip.org/documents/Value-of-MA-_Response-to-
MedPAC_09.21.2022.pdf. Author’s calculations of MA-specifi c savings based on CBO, “Reduce Quality Bonus Payments to Medicare Advantage 
Plans,” “Modify Payments to Medicare Advantage Plans for Health Risk,” and “Change the Cost-Sharing Rules for Medicare and Restrict Medigap 
Insurance,” in Options for Reducing the Defi cit, 2019 to 2028, December 13, 2018, https://www.cbo.gov/budget-options/2018/54736.

Table 1: Budgetary Impact of Policy Recommendations

Policy Description 10-Year Score 
($ Billions)

10-Year Score 
(% MA Spending)

Benchmark 
Calculation

Calculate MA benchmarks based on FFS benefi ciaries 
with both Part A and Part B enrollment, not A or B +$440 +5.9% 

Benchmark Cap Cap MA benchmarks at 100% of FFS costs 
except for lower penetration areas -$385 -5.1%

Eliminate Quality 
Bonuses End benchmark increases from star ratings -$170 -2.3%

Risk Adjustment Raise coding intensity adjustment and scale by plan, expand 
RADV audits, authorize transparent changes to risk model -$85 -1.1%

Medigap 
Restrictions

Restrict fi rst-dollar Medigap coverage of FFS cost-sharing, 
extend MA guaranteed issue and community rating protections -$50 -0.7%

Default 
Enrollment

Direct new benefi ciaries to affi rmatively 
choose between MA and FFS N/A N/A

Regulatory 
Flexibility

Provide more fl exibility in MA benefi t offerings and 
contract terms and remove excessive regulations N/A N/A

Total -$250 -3.3%
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Exhibit 3: Budgetary Impacts
Policymakers may approach many of the recommendations in this paper as dialable, 
meaning that the policy effect—especially budgetary savings—would change under 
different specifications. It is important to keep in mind the trade-offs that would occur 
by adjusting specifications to calibrate a specific level of budgetary savings. For 
example, changes that save more money for MA might also reduce the number of 
plan options for beneficiaries in a specific market or the available supplemental 
benefits. At the same time, it is important for MA to operate as efficiently as possible. 
Ideally MA growth would decrease Medicare spending.

Furthermore, provisions that save money should be coupled with policy changes that 
enable plans to focus on delivering better coverage rather than managing regulatory 
compliance costs. The ultimate goal of any changes in MA policy should include both 
budgetary savings and also creating a vehicle for high quality and 
sustainable coverage.

Adjusting Medicare Advantage Benchmarks
One major issue regarding parity between MA and FFS is the benchmark calculation 
methodology, which Congress can take a few simple steps to improve. As discussed above, 
the MA benchmark population does not align with the MA enrollee population, as it is based 
on those with either Part A or Part B, while plans must provide both Part A and Part B basic 
benefits (and often cover more). Because the current population used to calculate the 
benchmark has lower average costs, it artificially lowers MA payments. Therefore, Congress 
should direct CMS to calculate benchmarks based on FFS costs of beneficiaries who have 
both Part A and Part B. Wakely estimates that this change would increase MA payments by 
5.9 percent (roughly $440 billion over 10 years).123 That figure is premised on the most 
straightforward way to enact this change, which would be to simply eliminate the total costs 
of beneficiaries with only Part A or Part B from benchmark calculations

Changing the benchmark population would increase MA spending, but other benchmark 
changes would offset this. MA’s higher benchmarks of 115 percent and 107.5 percent of FFS 
spending for plans in certain counties embed higher spending in the program, even before 
other adjustments. Congress should reduce these benchmarks so that they do not exceed 100 
percent of FFS costs. Market areas with benchmarks at 95 or 100 percent of FFS costs under 
the current system would see no change. The current benchmark system was designed in part 

123 MedPAC, “Rebalancing Medicare Advantage Benchmark Policy;” and Wakely, “Value of Medicare Advantage Compared with Fee 
for Service.”
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to encourage more access to MA plans. Now that MA has proven to be popular and 
sustainable, it makes sense to limit those policies to areas where access problems persist.

To avoid compromising beneficiary access to MA plans or supplemental benefits by 
excessively reducing benchmarks, as well as avoid limiting the positive spillover effects that 
MA enrollment has on the rest of the program, Congress should include an exception for plans 
in market areas with low MA penetration in terms of the share of overall MA enrollment as a 
percentage of eligible Medicare beneficiaries. This exception would apply to the lowest 
quartile of counties in terms of penetration rate, which currently encompass about 5 percent 
of beneficiaries. The share of beneficiaries living in areas exempt from this new benchmark 
policy would be even smaller, as the higher benchmarks under the current system (i.e., 
standard benchmarks of 107.5 percent and 115 percent) would apply only to counties with 
below-median FFS costs. Counties with above-median FFS costs receive standard 
benchmarks of 95 percent or 100 percent and therefore would be unaffected by the policy 
change. In order to avoid cliff effects and increase stability year over year as enrollment 
changes, CMS should calculate some or all of the payment for plans in low penetration 
markets under current benchmark rules, with the new benchmark methodology blended in 
until they reach a threshold penetration rate. Alternatively, MA could fully transition to this 
new benchmark system but allow beneficiaries in low-penetration markets to access more 
benefits through plan rebates. In either case, such exceptions would slightly lower potential 
budgetary savings. Capping benchmarks at 100 percent of FFS spending, with the exception 
of counties in the bottom 25th percentile of MA penetration rates, would save an estimated 
$385 billion over 10 years (5.1 percent of MA spending). Capping benchmarks at a lower level, 
such as 99 percent or 95 percent of FFS spending, would increase savings to about $440 
billion and $660 billion, respectively, although these decreased levels would warrant other 
changes such as a broader exception and policy phase-in period.124

Overall, the design of these benchmark caps would make MA more efficient and, coupled with 
the other policies identified in this paper would likely not significantly alter enrollment trends. 
CBO estimated that reducing benchmarks by 10 percent (which would bring average 
benchmarks from roughly 109 percent to 99 percent of FFS costs, per MedPAC’s estimates) 
would save $405 billion over 10 years but that the resulting decreases to rebates and 
supplemental benefits would slow MA enrollment growth. This would in turn increase 
spending by $13 billion so that the net impact of this policy change would be $392 billion.125 
The benchmark caps proposed in this paper would have a comparable effect on overall 
average benchmarks but be focused on higher benchmark counties. Thus, they would likely 

124 For example, expanding the number of exempt counties to cover twice as many beneficiaries and including a three-year phase-in period 
would reduce savings by about 10 percent.

125 CBO, “Reduce Medicare Advantage Benchmarks”; MedPAC, “The Medicare Advantage Program: Status Report (2023).”
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not have the same impact on enrollment as an across-the-board cut because plans receiving 
higher benchmarks would see the most impact and lower penetration markets would be 
exempt. Importantly, the benchmark reductions would be paired with other changes to 
improve the accuracy of benchmark calculations, limitations on administrative actions such as 
coding intensity adjustments, increased MA plan flexibilities, as well as changes to address 
the impact of default enrollment in FFS. It is important to note that CBO believes that 
increasing the magnitude of benchmark reductions would likely yield lower marginal savings, 
as they would cause more plans and beneficiaries to exit MA, which reduces the potential 
savings from this policy.

These benchmark changes would improve parity and fiscal sustainability, but the inherent 
flaws of administratively setting prices through federal agencies would remain. Some policy 
experts suggest that market-based methods, such as competitive bidding by MA plans, would 
be a better way to set MA payment levels. But this would exacerbate disparities in policy 
treatment between FFS and MA as currently constituted, because FFS provides an uncapped 
entitlement with administratively set prices. Absent reforms to require FFS to be more cost 
effective, MA plan bidding that leads to less generous benefits for enrollees would 
exacerbate this disparity, in part because plans would be expected to cover more benefits, 
including catastrophic coverage, at even lower cost. One 2018 study estimated that basing 
benchmarks on the average plan bid would reduce MA enrollment by 4-5 percent, depending 
on the level of decline in bids, even if the actuarial value of MA benefits exceeds that of FFS.126 
In the short run, keeping the link to FFS costs  yields savings while maintaining MA benefits, 
but over the long run, policies to require more efficiency in FFS and test MA competitive 
bidding demonstrations can enable a future departure from such benchmarks.

Moving Past the Quality Bonus Program
Policymakers should also address other features of MA that drive up spending without 
improving the quality of the program. Given the tenuous relationship between star ratings and 
actual quality, quality bonus payments should be eliminated. Congress should approach this 
gradually by first eliminating double bonuses, which are outdated and available to only a small 
number of plans in already successful markets. Only 7 percent of counties receive double 
bonuses, but plans in these areas account for 27 percent of MA beneficiaries, leading to a 
disproportionately significant spending impact.127

Benchmark increases based on star ratings increase costs and distort plan and consumer 
behavior, but they do not meaningfully measure plan quality. If MA continues to have star 

126 Steven M. Lieberman et al., “A Proposal to Enhance Competition and Reform Bidding in the Medicare Advantage Program.”

127 Kelsey Waddill, “Medicare Advantage Double Bonus Payments Boost Racial Disparities,” Health Payer Intelligence, https://
healthpayerintelligence.com/news/medicare-advantage-double-bonus-payments-boost-racial-disparities.
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ratings, Congress could redesign them to focus on core metrics identifying health outcomes 
and objective measures of patient experience. The purpose of CMS star ratings would not be 
to adjust benchmarks based on a government definition of value but to allow patients, plans, 
and others to easily compare quality among plans, as they were originally intended to be. 
Enrollees already gravitate to higher rated plans, showing that there is a desire to vet plans on 
the basis of quality, but the current system does not effectively achieve this. Eliminating 
double bonuses would reduce MA spending by roughly $33 billion over 10 years, while 
eliminating quality bonuses entirely would reduce it by about $170 billion (0.4 percent and 2.3 
percent of MA spending, respectively).128

Policymakers may also consider changes to the rebate pass-through rate that result from star 
ratings. These could be set based on some other factor or, to remain budget neutral, set at 
some single point between the current 50-70 percent rates. Allowing plans to retain a higher 
percentage of the difference between their bids and the benchmarks could increase MA 
enrollment and benefit generosity but would likely increase government spending. 

Approaches to Addressing Coding Intensity
Besides changes to benchmarks and quality bonuses, addressing coding differences between 
MA and FFS would also be an important step toward increasing MA’s efficiency. Currently, the 
coding intensity adjustment is a statutory minimum payment reduction that CMS can impose. 
A simple approach would be for Congress to specify a range for this adjustment with both a 
minimum and maximum. However, the current adjustment is a blunt instrument: Coding 
practices differ among plans, and using a single across-the-board reduction to offset the 
entire estimated average risk score differential between MA and FFS could reduce access to 
certain plans. An alternative approach would be to tier the coding intensity adjustment based 
on differences in coding aggressiveness and outlier risk scores among plans.129 Combining 
these approaches, CMS would decide on an average coding intensity adjustment amount and 
scale the payment reductions within the allowable range established by Congress according 
to changes to the risk scores of beneficiaries who switch from FFS to a given plan within a 
given region over time.130 This approach may be more complicated for CMS to apply, as it 
would have to rely on older data (as is currently the case in cost-based FFS administrative 
payment systems) and may penalize plans that are delivering greater value to patients by 
uncovering actual health risks. There is also evidence that policies to discourage coding 
intensity in traditional Medicare—such as excluding upward growth to beneficiary risk scores 

128 Author’s calculations based on CBO, “Reduce Quality Bonus Payments to Medicare Advantage Plans.”

129 MA for Tomorrow, “Advancing Risk Adjustment for Care Not Codes,” https://mafortomorrow.org/
advancing-risk-adjustment-for-care-not-codes/.

130 CBO, “Modify Payments to Medicare Advantage Plans for Health Risk.”
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in ACOs from risk adjustment—discourage entities from taking on higher-risk beneficiaries.131 
This is why policies to address coding intensity could be cautious and only modest increases 
to the statutory adjustment—along with an upper limit to prevent excessive cuts to MA 
beneficiaries—would be warranted.

There are other potential approaches that would not require applying a direct reduction on 
risk adjustment payments. The most promising option already in progress is using CMS’s risk 
adjustment data validation (RADV) program to recover overpayments when patient medical 
records cannot confirm plan-reported diagnoses. These audits offer a check against 
aggressive coding practices. CMS recently finalized a rule that sensibly allows for the 
collection of overpayments based on the extrapolated rate of coding error rather than only 
recovering payments discovered from the audited sample. Congress should adopt 
transparent guidelines for extrapolation by CMS in its audits for improper payment recoveries 
and any additional penalties imposed on top of that. Increased monitoring of diagnostic 
practices and extrapolated recoveries would increase the accuracy of MA coding by better 
aligning them with documentation from patient visits to their providers. To increase parity in 
treatment between MA and FFS, Congress should further direct CMS to implement similar 
auditing policies in FFS. Longer-term changes to apply or modify risk adjustment policies 
within FFS could also help align incentives and diagnostic practices to help CMS calculate 
risk scores for both programs more accurately and comparably.

CMS could also update its underlying risk model administratively, making the coding intensity 
adjustment less necessary. CMS’s own analysis has shown that this is possible. For example, 
CMS’s decision in the 2024 rate announcement to phase in the removal of a significant 
number of diagnosis codes (rather than implement the change all at once, as proposed in the 
advance notice) led to an increase in the estimated increase in risk scores by about 1.14 
percent between the advance notice and final rate announcement.132 This suggests that 
changes in the risk model can directly impact the level of coding intensity. At the same time, 
Congress should require CMS to make risk model updates through notice-and-comment 
rulemaking, with transparency standards that enable more public input on the underlying 
rationale and data behind such decisions.

Cautiously pursuing multiple approaches to controlling risk adjustment payments 
legislatively and administratively can mitigate unintended consequences in risk adjustment 
on the one hand while maintaining its necessary purpose on the other hand. CMS estimates 

131 Adam A. Markovitz, “Risk Adjustment in Medicare ACO Program Deters Coding Increases but May Lead ACOs to Drop High-Risk 
Beneficiaries,” Health Affairs 38, no. 2 (February 2019), https://www.healthaffairs.org/doi/10.1377/hlthaff.2018.05407.

132 CMS, “2024 Medicare Advantage and Part D Advance Notice Fact Sheet,” February 1, 2023, https://www.cms.gov/newsroom/fact-
sheets/2024-medicare-advantage-and-part-d-advance-notice-fact-sheet; and CMS, “Fact Sheet: 2024 Medicare Advantage and Part D 
Rate Announcement.”
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that its recent changes to RADV audits allowing for extrapolated recovery of overpayments 
would save only about $4.7 billion over 10 years, but expanding their scope—such as auditing 
more contracts and adding penalties on top of recoupment for overpayments—would 
increase those figures.133 Modestly increasing the coding intensity adjustment from 5.9 
percent to 8 percent on average, scaled by changes in risk scores by plan by region within a 
range specified by Congress, would save roughly $85 billion over 10 years (1.1 percent), 
although setting this average at a higher level or using a different methodology to calculate 
current coding intensity levels could increase these estimated savings.134 Changes to RADV 
audits, auditing and risk adjustment policies in FFS, and changes to the underlying risk model 
would impact total savings as well.

Fair Treatment for FFS Supplemental Coverage
Restricting first-dollar coverage of FFS cost-sharing by supplemental Medigap plans, would 
reduce regulatory disparities within the Medicare program. Such coverage significantly 
increases overall FFS spending and, in turn, inflates MA benchmarks by encouraging 
unnecessary utilization of health services. Congress should allow Medigap plans to cover 
cost-sharing only after beneficiaries have reached a specific threshold of out-of-pocket costs. 
Addressing these economically distortionary and inefficient plan designs would not require 
underlying changes to the FFS benefit structure. Beneficiaries who want to reduce their 
cost-sharing may decide to enroll in MA, where basic and supplemental benefits, as well as 
lower costs, are integrated into a single plan that does not require purchasing a separate 
policy with an additional premium payment. Those who want to remain in FFS would still be 
able to purchase Medigap plans, which would have lower premiums when they can no longer 
cover first-dollar cost-sharing. Restricting Medigap first-dollar coverage by Medigap plans 
would save roughly $50 billion over 10 years (about 0.7 percent of MA spending).135

Directing New Enrollees to Choose Coverage
MA has thrived despite certain policy obstacles, the most basic of which is the default 
assignment of new Medicare beneficiaries into FFS. Many new Medicare enrollees may not be 
aware of their coverage options. Therefore, the enrollment process should direct them to 
affirmatively choose between the two programs. Congress should facilitate a more intentional 
decision-making process by requiring CMS to inform prospective beneficiaries of the MA 
plans available in their areas make useful changes to the Medicare enrollment timeline for 
new beneficiaries. CMS could also make some of these process changes administratively 

133 88 Fed. Reg. 6643 (February 1, 2023), https://www.govinfo.gov/content/pkg/FR-2023-02-01/pdf/2023-01942.pdf.

134 Author’s calculations based on CBO, “Modify Payments to Medicare Advantage Plans for Health Risk.”

135 Specifically, barring them from covering the first $850 of enrollees’ cost-sharing obligations for Part A and B services, limiting coverage 
to 50 percent of the next $7,650, and allowing full coverage thereafter. CBO, “Change the Cost-Sharing Rules for Medicare and Restrict 
Medigap Insurance,” December 7, 2022, https://www.cbo.gov/budget-options/58647.
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without changing default enrollment. Other conforming policy changes would be needed to 
effectuate this policy as well, such as extending Medigap guaranteed issue policies to those 
who voluntarily switch from MA to FFS.136

For those unable to decide prior to enrollment, Congress could take a few possible 
approaches. CMS could assign beneficiaries who cannot meet an enrollment deadline to FFS 
after a certain period of time or permit Medicare-eligible patients to retroactively enroll in FFS 
when they use health care services if they have not already made election decisions, similar to 
how Medicaid patients can receive retroactive coverage.137 Congress could also begin 
automatically collecting premium payments from Social Security checks, as under the 
current system, to avoid creating an incentive for inaction in the enrollment process. Although 
others have suggested implementing default MA enrollment, CMS would face challenges in 
choosing the right MA plans for these individuals as a default option (particularly those with 
specialized care needs) or deciding what package of supplemental benefits would be more 
attractive to them. Indeed, patient choice is the main hallmark of MA. CMS can also test 
methods of automatically assigning beneficiaries to MA plans that minimize disruption for 
those with existing provider relationships or identifiable needs. For example, some states have 
experience automatically assigning Medicaid enrollees to private managed care plans.138 

Benefit Offerings and Contract Terms
Expanded access to additional benefits is also an important feature of MA, but there are still 
policies that present obstacles to beneficiaries receiving comprehensive, integrated coverage 
from their plans. To address this, Congress should remove limits on what services MA 
enrollees can access. For example, all beneficiaries, even those in MA, must receive hospice 
benefits from FFS (except for those in MA plans that are participating in certain 
demonstrations), leading to fragmented care coordination and financial responsibility. 
Although there is no requirement for MA enrollees to switch to FFS in order to access hospice 
benefits, those in the last year of their lives are significantly more likely than others to 
disenroll from MA, and about half of such switchers are hospice users.139 One Medicare 
demonstration allows participating plans to offer hospice benefits, and is associated with 
increased care quality, lower plan bids, and lower plan premiums. Although uptake has been 

136 CMS, “2023 Choosing a Medigap Policy: A Guide to Health Insurance for People with Medicare,” 2023, https://www.medicare.gov/
publications/02110-medigap-guide-health-insurance.pdf.

137 HHS, “Medicare’s Limited Income NET Program for People with Retroactive Medicaid and SSI Eligibility,” revised August 2019, https://
www.hhs.gov/guidance/sites/default/files/hhs-guidance-documents/11401-P-LI-Net.pdf; and Gary D. Alexander, Brian Blase, and Nic 
Horton, “Pandemic Unwinding: How States Should Clean Up Their Medicaid Rolls,” Paragon Health Institute, May 2023, https://
paragoninstitute.org/medicaid/pandemic-unwinding-how-states-should-clean-up-their-medicaid-rolls/.

138 Brian J. Miller and Gail R. Wilensky, “The Next Step in Medicare Reform.”

139 Government Accountability Office, Beneficiary Disenrollments to Fee-for-Service in Last Year of Life Increase Medicare Spending, June 2021, 
https://www.gao.gov/assets/gao-21-482.pdf.
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limited, the findings from this demonstration suggest that there can be benefits to allowing 
plans to offer hospice benefits.140

Additionally, an enrollee in an MSA plan currently cannot receive integrated prescription drug 
coverage or free preventive services from the same plan. Allowing these benefits would not 
require benchmark or rebate policies to change for the vast majority of MA plans, nor would it 
require coverage of these services, so costs would not increase for MA beneficiaries who do 
not select plans with these added benefits. Removing these limitations would allow enrollees 
more flexibility and would be a starting point for greater access to MSAs and potentially 
HSAs for MA enrollees, both of which would make the program more consumer driven.

CMS regulations also forbid MA enrollees from seeking non-standard benefit designs that 
may be a better fit for specific use cases. CMS should test a demonstration allowing certain 
plans to offer contracts with terms that are longer than the standard 12 months under a 
limited set of circumstances and as part of this can assess the potential impact on risk 
selection in plan enrollees. Longer-term contracts could encourage plans to build deeper care 
coordination relationships with their enrollees based on long-term health needs and to better 
manage chronic conditions. Long-term contracts would formalize or build on existing 
consumer behavior, as nearly 90 percent of enrollees renew their plans anyway.141

Other Recommended Policies
Other policy changes would have smaller or ambiguous budgetary impacts but would make 
the MA program more effective and would further improve parity between MA and FFS. CMS 
may implement some of these policies administratively, but Congress enacting them on a 
permanent basis would provide greater certainty and maximize the positive impact for 
beneficiaries.

Congress should require more alignment of regulatory treatment of MA and FFS. One major 
way to accomplish this is to apply similar budget neutrality requirements to agency 
rulemaking and administrative actions in MA, such as the annual rate notice. In FFS, multiple 
payment systems undergo major regulatory changes on an annual basis, but outside of 
inflation adjustments CMS cannot finalize policy changes that significantly increase or 
decrease overall net program spending, which requires offsets of excess costs or savings that 

140 Christine Eibner et al., “Evaluation of Phase II of the Medicare Advantage Value-Based Insurance Design Model Test: First Three Years of 
Implementation (2020-2022),” RAND Health Care, September 2023, https://www.cms.gov/priorities/innovation/data-and-reports/2023/
vbid-2nd-eval-report.

141 Michael Leavitt, Kerry Weems, and Josh Trent, “Multi-Year Medicare Advantage Plans: A Framework for Action,” Leavitt Partners, March 
2019, https://insidehealthpolicy.com/sites/insidehealthpolicy.com/files/documents/2019/mar/he2019_0318.pdf; Jeannie Fuglesten Biniek 
et al., “Medicare Beneficiaries Rarely Change Their Coverage During Open Enrollment,” KFF, November 1, 2022, https://www.kff.org/
medicare/issue-brief/medicare-beneficiaries-rarely-change-their-coverage-during-open-enrollment/.
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policy changes cause. While this paper’s recommended policies would deliver net MA savings, 
there should be limits to what the executive branch can do unilaterally so that CMS cannot 
impose large costs or inflict excessive cuts on MA beneficiaries. This guardrail would align 
CMS’s administrative powers in FFS and MA and improve their predictability.

Alignment of program integrity policies for providers seeing either FFS or MA patients would 
also make sense, potentially leading to reduced waste by deterring improper billing and 
removing any incentive to discriminate against Medicare beneficiaries based on their 
enrollment. Furthermore, Congress should authorize FFS to adopt policies taken up by most 
MA plans, such as coverage or utilization management policies for certain services at high risk 
of improper payment, which would align practices between the two programs and limit 
improper or inappropriate utilization and fraud. Recovering payments through investigations 
and audits by federal agencies and contractors—particularly without extrapolation from 
wrongdoings detected in a sample—requires a “pay and chase” approach that is resource-
intensive and cannot detect all improper payments from accidental violators or bad actors. 
Expanding pre-review in certain cases can reduce the need for such activities at the outset of 
service delivery.

The disparity in regulatory treatment also occurs for private insurance policies outside the 
Medicare program. Medigap plans are not subject to the same community rating or 
guaranteed issue requirements as MA plans, and therefore enrollees may face different 
premiums if they have pre-existing conditions, or they may be unable to purchase coverage at 
all if they switch from MA to FFS. This is not the case for those purchasing MA plans. 
Congress should apply the same rules to both MA and Medigap plans.

Congress and CMS have also enacted numerous policies that increase the government’s role 
in managing MA. MLR and network adequacy rules, for example, attempt to direct plan 
activities at a macro level with largely arbitrary and burdensome requirements that do not 
improve the program. Some incremental improvements would be to increase reporting and 
compliance flexibilities, such as by further increasing plans’ ability to meet network adequacy 
requirements in rural areas by offering telehealth coverage. CMS also imposes rules that 
attempt to directly manage care delivery or plan governance. For example, it requires plans to 
establish committees to review internal policies such as utilization management, which goes 
beyond merely regulating abusive prior authorization practices. Some regulatory efforts may 
be well-intentioned, such as trying to reduce aggressive and misleading marketing tactics. 
But policymakers should scrutinize and potentially remove more paternalistic or bureaucratic 
policies. Generally speaking, plans should be allowed to discern and address the needs of 
their enrollees in response to consumer preferences rather than worry about the procedural 
priorities of federal administrators.

https://paragoninstitute.org


— PAGE 47 —

paragoninstitute.org

The Principles of Medicare Advantage Policy Changes
MA already better aligns with the core principles for Medicare discussed in the first part of 
this paper than does FFS. This proposed package of policy changes would further improve the 
program with respect to each principle:

1. Patients benefit from being able to choose among more options for 
doctors, other health care providers, and insurance plans.

2. Patients are best positioned to determine the value of health care by 
consulting with their providers and exercising direct control over 
financing.

3. Prices should be transparent and based on economic value, as expressed 
by patient preferences in a competitive market, rather than political 
power.

4. Value-based care requires strong incentives to manage financial risk and 
ensure quality of care on behalf of patients.

MA gives beneficiaries more choices among coverage options. Its continued growth therefore 
make Medicare more patient-centered. Policies to encourage an affirmative decision between 
MA and FFS, remove benefit restrictions, and test new contract designs would advance 
patient control over their health care decisions.

The prevalence of government price controls and distortionary subsidies in Medicare makes it 
harder for patients to directly weigh the value of care. Enabling beneficiaries to shop for 
coverage in MA is already an improvement in terms of providing more control over financing. 
Ending ineffective quality bonuses would reduce government attempts to define the value of 
health care and micromanage its practice. Expanding plan and beneficiary flexibilities, such 
as enabling greater access to MSAs and other savings accounts, would provide patients with 
even more choice and control over health care financing.

MA plan competition and cost management more directly reflects the economic value of 
health care services than FFS. Removing payment distortions—such as the unequal 
treatment of Medigap plans, inaccurate MA benchmarks, and gameable risk adjustment 
policies—in a balanced way would also promote more reasonable and sustainable pricing of 
health care services.

Finally, MA plans can help manage financial risk and ensure quality. Capitated payments and 
enrollee choice are strong tools incentivizing them to do this. But with excessive regulation—
such as requirements to report unhelpful quality metrics or comply with restrictions on plans’ 
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business operations—the government attempts to take on these roles itself, which it is 
unsuited to do. Allowing plans to respond to consumer preferences would improve the value 
of coverage for beneficiaries by minimizing costs and maximizing quality.

CONCLUSION

The changes that MA has fostered in the Medicare program overall have been 
transformational. It has shown how competition and choice can reduce health care costs, offer 
higher quality coverage, and present a more patient-driven alternative to the government-
driven model of FFS. That rigid FFS model has become more outdated over time and instills 
numerous failures of central planning—including inaccurate and politicized price controls, 
bureaucratic obstacles to innovation, and a paternalistic mentality that limits 
patient autonomy.

MA’s popularity has grown, and policymakers now know much more about its value. They also 
have more information about how to improve it further. At its root, MA’s challenges mirror 
those of FFS: how to provide the best quality care in a fiscally sustainable manner. 
Opportunities to improve and protect MA for beneficiaries by addressing government policies 
that distort plan incentives can make that goal more attainable.

Numerous policy approaches have been offered in recent years, but this paper’s package of 
recommendations is a relatively straightforward, attainable, and effective way to enable MA to 
transform Medicare as a whole. Giving beneficiaries clear choices, ensuring payment and 
regulatory parity, and harnessing MA’s efficiencies would allow its organic growth to be a 
vehicle for improving American health care.
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APPENDIX

Table A: Recent MA Policy Proposals (1 of 4)

Proposal Premium 
Support Benchmark Quality

Risk 
Adjustment/
Coding

Enrollment 
Process Other

Budget 
Savings 
(10-Year)

Paragon 
Proposal 
(2024)

No

Cap at 100% of 
FFS costs except 
for low access 
markets; use Part 
A + B population

Remove 
benchmark 
quality 
bonuses; 
focus star 
ratings on 
core health 
outcomes 
and patient 
experience 
for plan 
comparison 
purposes

Tier coding 
intensity 
adjustment; 
expand 
RADV audits; 
establish 
notice-and-
comment 
process for 
risk model 
changes

Enrollees 
choose.

Prohibit 
fi rst-dollar 
Medigap 
coverage; 
remove 
restrictions 
on Part A, 
B, and D 
benefi ts; test 
non-standard 
contracts; 
align 
regulatory 
policies—e.g., 
program 
integrity 
and budget 
neutrality

$250 
billion 
(3.3%)

Bipartisan 
Policy Center 
(2023) 

No

Competitive 
bidding based 
on enrollment-
weighted average 
of bids and 
standardized 
benefi ts with 
tiered packages 
of supplemental 
benefi ts

Remove 
benchmark 
quality 
bonuses 
and replace 
with budget-
neutral quality 
incentive 
program with 
smaller set of 
meaningful 
metrics

Use 2 years 
of diagnostic 
data for 
risk scores; 
exclude 
health risk 
assessments 
from risk 
scores; 
increase 
coding 
intensity 
adjustment 
for rest of 
difference; 
expand RADV 
audits and 
penalize 
unverifi ed 
diagnoses

FFS default

Restrict 
fi rst-dollar 
Medigap 
coverage

$625 to 
$1,190 
billion

https://paragoninstitute.org


— PAGE 50 —

paragoninstitute.org

Table A: Recent MA Policy Proposals (2 of 4)

Moffi t (2023) No

Regional 
competitive 
bidding using 
average, second-
lowest, or 
average of three 
lowest bids; 
use Part A + B 
population; allow 
plans to retain 
entire rebate

Reconfi gure 
risk 
adjustment 
into 
prospective 
and 
retrospective 
components

MA default

Remove 
restrictions 
on Part A, 
B, and D 
benefi ts; 
expand 
access to 
HSAs

Center for 
Renewing 
America FY 
2023 Budget 

No
Eliminate 
double bonus 
counties

Use 2 years 
of diagnostic 
data for 
risk scores; 
exclude 
health risk 
assessments 
from risk 
scores

MA default 
(lowest 
cost plan)

$214 
billion

Heritage 
Foundation 
FY2023 
Budget 
Blueprint 

Yes

Competitive 
bidding with 
FFS plan that 
charges premium

Enrollees 
choose

$1,047 
billion

Cannon and 
Pohida (2022) 

Yes: risk-
adjusted 
and 
means-
tested 
cash 
benefi t

Competitive 
bidding with 
government-run 

“public option” 
plan that charges 
a premium

Eliminate QBP 
and other plan 
subsidies; 
move to 
private quality 
measurement

Enrollees 
choose

Remove 
restrictions 
on benefi t 
design and 
enrollment

Capretta 
(2021) 

Yes: limit 
premiums 
on costly 
plans

Competitive 
bidding among 
MA plans, ACOs, 
and “unmanaged” 
FFS that charges 
a premium

Enrollees 
choose

Require 
premiums for 
supplemental 
benefi ts; limit 
fi rst-dollar 
Medigap 
coverage

Proposal Premium 
Support Benchmark Quality

Risk 
Adjustment/
Coding

Enrollment 
Process Other

Budget 
Savings 
(10-Year)
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Wilensky, 
Miller (2020, 
2021), and 
Chakravarthy 
(2022) 

Yes: risk 
adjusted

Competitive 
bidding using 
second-lowest 
bid to set 
benchmark

MA default 
(lowest 
cost plan); 
grandfather 
enrollees 
aged 80+ 

About 
$500 
billion

Trump 
administration 
(FY2021 
Budget 
and CMS 
Innovation 
Center [2018]) 

No Eliminate ACA 
benchmark caps

Provide APM 
bonuses to 
clinicians in 
MA payment 
arrangements; 
eliminate 
double bonus 
counties

Use 
encounter 
data in risk 
adjustment 
model

FFS default

Expand 
access to 
HSAs/MSAs; 
allow plans 
to enter 
into more 
reinsurance 
arrangements

$42 
billion

Pope (2019) No

Pay benchmark 
as a lump 
sum and allow 
plans to pass 
entire rebate 
to enrollees

FFS default

Expand 
MA plan 

"deeming;" 
create 
baseline MA 
contract as 
condition of 
participation 
for providers; 
tax FFS 
supplemental 
benefi ts

Lieberman 
et al. (2018) No

Regional 
competitive 
bidding

FFS default

Standardize 
plan benefi ts 
by actuarial 
value

$100 
billion

Table A: Recent MA Policy Proposals (3 of 4)

Proposal Premium 
Support Benchmark Quality

Risk 
Adjustment/
Coding

Enrollment 
Process Other

Budget 
Savings 
(10-Year)
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MedPAC 
(2014, 2016, 
2017, 2019, 
2020, 2021, 
and 2022) 

No

Blend local and 
national FFS 
spending; rebate 
of at least 75% 
and discount 
rate of at least 
2%; use Part A 
+ B population; 
eliminate ACA 
benchmark caps

Create value 
incentive 
program with 
continuous 
rewards/
penalties 
at local 
market level, 
population 
measures, and 
peer-grouping

Use 2 years 
of diagnostic 
data for 
risk scores; 
exclude 
health risk 
assessments 
and chart 
reviews from 
risk scores; 
increase 
coding 
intensity 
adjustment 
for rest of 
difference

FFS default

Allow hospice 
coverage; 
withhold 
payment for 
incomplete 
encounter 
data 
reporting

About 
$450 
billion
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Risk 
Adjustment/
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Enrollment 
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Savings 
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