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EXECUTIVE SUMMARY

What This Paper Covers

This paper examines current means-testing policies in Medicare and potential approaches for
expanding it. Means testing in Medicare is not new, but its current scope is limited.

What We Found

Although Medicare is often described as a “universal” entitlement program (in contrast to
welfare programs such as Medicaid), higher income beneficiaries are currently subject to
higher premium payments. However, these “means-testing” policies apply to only about 8
percent of Part B beneficiaries in 2024, who still receive significant government subsidization
of their health care costs. Roughly one in five Medicare beneficiaries have lower costs due to
various assistance programs.

Why It Matters

Medicare represents the nation’s primary fiscal challenge, and given rising federal debt and
interest payments, building on existing but limited means-testing policies for wealthier
beneficiaries could help shore up the program’s finances and improve the country’s budgetary
outlook. Despite current means-testing policies, wealthier Medicare enrollees currently have
15 to 65 percent of their estimated Part B costs subsidized by taxpayers, and enrollees across
income levels receive far more in benefits than they pay in payroll taxes during their working
years and in premiums during retirement.

Policy Suggestions

Policymakers should reduce government subsidies for wealthier beneficiaries. This can be
accomplished a few different ways, including by (1) adjusting the income thresholds at which
means-testing applies or the additional premium amounts paid under current law (as
proposed by numerous organizations in the past), (2) expanding the measures of wealth,
including lifetime income, that are used to target means-testing policies, and (3) considering

alternative mechanisms for means-testing besides beneficiary premiums.
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INTRODUCTION

Federal health programs are the biggest driver of government spending besides interest
payments on existing debt. They are expected to increase as a share of the economy from 6
percent in 2023 to 9 percent in 2052.! Annual spending on Medicare alone will increase by
about $930 billion over the next decade, from 14 percent to 17 percent of federal outlays.?
This current trajectory increases not only costs for Medicare enrollees but also the potential
for fiscal crisis. Medicare Part A is projected to become insolvent in 2031, which would
necessitate an 11 percent across-the-board payment cut.2 Rising interest rates could also
prevent the government from covering its debt obligations, leading to broader economic
consequences.* To avoid a debt crisis, policymakers should reduce federal health spending.
One potential policy approach that would not cut benefits and has been endorsed by
prominent members of both political parties is to reduce the public resources going to
wealthier Americans by means-testing federal programs.

Medicare Background

Means-tested programs usually target benefits to lower income and less wealthy participants.
In 2019, about a quarter of all mandatory spending was means-tested.> Medicaid and other
welfare programs are entirely means-tested in that typically only low-income individuals are
eligible, unlike social insurance programs such as Social Security and Medicare, which are
available to anyone meeting age or disability criteria. However, some aspects of these
“universal” programs are more generous for needier recipients than others. For example,
Social Security Old-Age and Survivors Insurance benefit levels are based in part on a
beneficiary’s income history and replace a higher percentage of pre-retirement income for
those with lower lifetime earnings.® By contrast, Medicare benefits do not change

based onincome.

Traditional Medicare has two major components: a hospital insurance program (Part A) and a
supplemental medical insurance program (Part B), which mainly covers outpatient and

1 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/wp-content/uploads/2023/01/fiscal-sustainability-of-health-programs.pdf.

2  Office of Management and Budget (OMB), Budget of the U.S. Government: Fiscal Year 2025, Table S-3, https://www.whitehouse.gov/
wp-content/uploads/2024/03/budget_fy2025.pdf.

3 Boards of Trustees, Federal Hospital Insurance and Federal Supplementary Medical Insurance Trust Funds, 2023 Annual Report, https://
www.cms.gov/oact/tr/2023.

Winfree, “The Contribution of Federal Health Programs.”

Mandatory spending refers to spending that is set in statute and does not require congressional appropriations. Congressional Budget
Office (CBO), Federal Mandatory Spending for Means-Tested Programs, 2009 to 2029, June 2019, https://www.cbo.gov/system/files/2019-
06/55347-MeansTested.pdf.

6  Social Security Administration, “Annual Scheduled Benefit Amounts for Retired Workers With Various Pre-Retirement Earnings Patterns
Based on Intermediate Assumptions,” Table V.C7, https://www.ssa.gov/oact/tr/2023/lr5c7.html.
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clinician services. Enrollees can also enroll in private insurance plans for Part A and B
coverage through Medicare Advantage (Part C) and for prescription drug coverage (Part D).
Americans become eligible for Medicare at age 65 or earlier if they meet certain disability or
health criteria. Those who have paid payroll taxes for a requisite period receive Part A
coverage automatically without paying monthly premiums, while Part B coverage requires a
monthly premium.” Beneficiaries can choose to not enroll in Part B but may face penalties if
they enroll later. Part C and D coverage are also voluntary, and premium costs depend on the
plan selected; some Part C plans charge more than the Part B premium, while others are able
to reduceit.

Premiums

The main form of means-testing in Medicare is the variance in premium amounts for Parts B
and D. Standard beneficiary premiums cover only about 25 percent of the cost of these
benefits overall, with the rest subsidized by taxpayers. Starting in 2007 for Part B and 2011 for
Part D, Congress reduced these subsidies for higher income beneficiaries, requiring a modest
increase in premiums based on the income-related monthly adjustment amount (IRMAA).8
Table 1 below shows the additional Part B and D premium amounts for beneficiaries in each
income tier in 2024. The 2024 IRMAA starts for individuals with incomes greater than
$103,000 per year ($206,000 for married couples with joint filing status). Beneficiaries with
income below these levels pay the “standard premium” for each program —in 2024, $174.70
per month for Part B coverage and the premium for the Part D plans they select. Since 2020,
the income thresholds have been updated annually for inflation.

As Table 1 shows, despite current means-testing, Part B and D premiums as a percentage of
income decline as household income increases. Furthermore, the share of Medicare
beneficiaries subject to these higher premium tiers is quite small. In 2023, the Centers for
Medicare and Medicaid Services projected that the higher 2024 premiums would apply to
about 8 percent of enrollees with Part B coverage and 8 percent of enrollees with Part D
coverage.® Figure 1 shows this breakdown for each income tier using income data from 2021,
on which the 2023 premiums were based. For comparison, median annual household income
among Part B beneficiaries that year was $35,000, and only 25 percent of them had income
higher than $74,900. Overall, about 7 percent of Medicare beneficiaries would have faced
higher premiums in 2023 based on their 2021 income, and only 0.2 percent of beneficiaries

7 Individuals with at least 40 quarters of Medicare-covered employment do not have to pay premiums for Part A coverage. Someone with
30-39 quarters of such employment (or with a spouse who does) must purchase Part A at a monthly premium of $278 in 2024. Someone
with less than 30 quarters of such employment pays the full Part A premium of $505 per month in 2024. See Centers for Medicare and
Medicaid Services (CMS), “2024 Medicare Parts A and B Premiums and Deductibles,” October 12, 2023, https://www.cms.gov/newsroom/
fact-sheets/2024-medicare-parts-b-premiums-and-deductibles. An individual with Part B coverage through a Medicare Advantage plan
must still pay the Part B premium unless the plan buys it down as a supplemental benefit for its enrollees.

8 See Section 811 of the Medicare Modernization Act and Section 3308 of the Affordable Care Act.
CMS, “2024 Medicare Parts A and B Premiums and Deductibles.”
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¢ Table 1: Medicare Part B and D IRMAA Tables (2024)
Modifie'd adjust.ed .. Part B premium as Part B premium
gross income in S Prescription drug .

. Part B premium A, percentage of income as percentage of

2022 for individuals coverage premium id . d
s sarrlea: (mid-range) expected costs

U'?Stgosg%%g)oo $174.70 Plan premium 41% 25%

: ;‘gg’ggg ggggggg $244.60 $12.90 + plan premium 2.5% 35%

_g}g?ggg gggg'ggé)) $349.40 $33.30 + plan premium 2.9% 50%

_331;63]'88(1) ﬁi?é%%%%‘&) $454.20 $53.80 + plan premium 3.1% 65%

_Sgggg; ((%iig'ggg) $559.00 $74.20 + plan premium 1.9% (3.0%) 80%

ST TR 0L $594.00 $81.00 + plan premium 1.4% (1.9%) 85%

or more

SOURCE: CMS, “Medicare Program; Medicare Part B Monthly Actuarial Rates, Premium Rates, and Annual Deductible Beginning January 1, 2024,”
88 Fed. Reg. 71555 (Oct. 17, 2023), https://www.govinfo.gov/content/pkg/FR-2023-10-17/pdf/2023-22823.pdf.

NOTES:

*For married filing separately tax filing status, there are three brackets: less than or equal to $103,000 ($174.70 Part B premium and plan
premium for prescription drug coverage), more than $103,000 but less than $397,000 ($559.00/$74.20), and greater than or equal to $397,000
($594.00/$81.00).

**Plus all applicable surcharges, minus Medicare Advantage reduction (for Part B); plus late enrollment or reenrollment fees (for prescription drug
coverage).

***Parentheses indicate a different percentage for married tax filers, assuming both spouses pay Part B premiums. The Part B premium is
calculated as a percentage of $500,000 (for individuals) and $750,000 (for married couples) in the highest income bracket.

were in the highest premium bracket. Overall, this translates to roughly $13.4 billion in
additional 2023 premium revenue from means-testing.”®

Premium levels have important implications for Medicare’s overall financing. Similar to how
Medicare benefits are separated into different parts, so are its funding sources. Part A
benefits are financed by the Hospital Insurance (HI) trust fund, which is primarily funded by
payroll taxes from current workers. (Contrary to a widely held belief, workers’ taxes do not
“pre-fund” their future benefits.) Part B and D benefits are financed by the Supplemental
Medical Insurance (SMI) trust fund, which is funded primarily by beneficiary premiums and
transfers of general tax revenues. Since the SMI trust fund does not maintain a balance and

10 Income figures and the breakdown of IRMAA brackets is based on the 2021 Medicare Current Beneficiary Survey Limited Data Set (LDS),
specifically looking at Part B beneficiaries who were enrolled for the entire year and indicated their marital statuses in the survey.
Income measured in the survey includes non-salary sources such as pension, Social Security, and other retirement benefits for both
survey respondents and spouses, which CMS also considers when determining applicable premium levels. Additional IRMAA revenue
from: Medicare Trustees, "2023 Annual Report."
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A

Figure 1: Small Percent of Medicare Part B Enrollees
Pay Higher Income-Related Premiums

g $97,000 (Single) or $123,000 (Single) or $153,000 (Single) or $183,000 (Single) or $500,000 (Single) or
S $194,000 (Married) $246,000 (Married) $306,000 (Married) $366,000 (Married) $750,000 (Married)
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Additional Monthly Part B Premiums Above Standard $164.90

SOURCE: Centers for Medicare & Medicaid Services. Medicare Current Beneficiary Survey, Survey File data. Baltimore, MD: U.S. Department of
Health and Human Services, 2021.

NOTE: The data includes individuals enrolled in Part B from January 1, 2021, to December 31, 2021, who indicated marital status during survey
interviews. Income measured in the survey includes sources such as pension, Social Security, and retirement benefits for the beneficiary and spouse.

the HI trust fund lends its excess balances to the Treasury, neither functions as an actual
trust fund."

Medicare’s financing structure has changed over time. Originally, premiums from enrollees
financed about 50 percent of Part B costs. Congress reduced this “premium percentage” for
standard premiums to about 33.3 percent in 1994 and about 25 percent in 2005.'2 For higher
income beneficiaries, premiums cover between 35 and 85 percent of average program
costs.!® Overall, premiums have gone from funding 50 percent of the SMI trust fund in 1970 to
26 percent in 2022, and general tax revenue has gone from 49 percent to 75 percent during
that time.'* Figure 2 shows that Medicare’s reliance on general tax revenue has significantly
increased while payroll tax revenue funds a declining fraction of the program.

Taxes

Federal taxes fund most of Medicare, which also impacts the degree to which households at
different levels of income finance the program. Despite proposals to increase Medicare
funding through tax increases on the wealthy, such taxpayers already fund much of the

11 Joe Albanese, “Medicare Financing 101,” Paragon Health Institute, March 21, 2023, https://paragoninstitute.org/medicare/
medicare-financing-101/.

12 Robert Moffit, “Medicare: How Timely Reforms Can Prevent Painful Consequences,” Heritage Foundation, August 1, 2018, https://www.
heritage.org/medicare/report/medicare-how-timely-reforms-can-prevent-painful-consequences.

13 42 U.S.C. 8§1395r(i)(3)(C)(III).
14 Albanese, “Medicare Financing 101.”
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& Figure 2: Medicare Increasingly Relies
on General Revenue Transfers
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SOURCE: Medicare Trustees, “2023 Annual Report of the Board of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical
Insurance Trust Funds,” March 31, 2023, https://www.cms.gov/oact/tr/2023.

NOTE: Reflects sources of Medicare non-interest income. The “Other” category includes taxes on Social Security Benefits, drug fees, and
clawbacks.

program under current policy. The Medicare payroll tax is the primary source of HI trust fund
revenue. This is a flat 2.9 percent tax split equally between employers and employees
(although economic incidence shows that employees bear most of that amount in the form of
lower compensation).’ Unlike the Social Security payroll tax, the Medicare tax applies to
income at all levels with no cap. The Affordable Care Act also enacted an extra 0.9 percent
Medicare surtax for individuals with annual compensation exceeding $200,000 ($250,000 for
married couples) and a net investment income tax for those same income thresholds that
goes to general revenues. These thresholds do not update for inflation and therefore apply to
more households over time.'®

As mentioned above, general revenues have become a more important source of Medicare
funding. Excluding receipts earmarked to specific social insurance programs (i.e., payroll
taxes), individual income taxes accounted for about 77 percent of federal receipts in 2023."7
Because individual income taxes are explicitly designed to be progressive, those with higher
incomes tend to pay a higher share of such revenues, meaning they indirectly finance more of
the SMI trust fund, in addition to paying higher premiums and Medicare-specific surtaxes.

15 Dorian Carloni, Revisiting the Extent to Which Payroll Taxes Are Passed Through to Employees, CBO, https://www.cbo.gov/system/files/2021-
06/57089-Payroll-Taxes.pdf.

16 Internal Revenue Service, “Topic no. 560, Additional Medicare tax,” https://www.irs.gov/taxtopics/tc560.

17 OMB, Budget of the U.S. Government: Fiscal Year 2025, Table S-3, https://www.whitehouse.gov/wp-content/uploads/2024/03/
budget_fy2025.pdf.
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The top 50 percent of taxpayers by income paid 98 percent of all federal income taxesin
2020, and the top 10 percent of taxpayers paid 74 percent of all federal income taxes.
Therefore, these groups financed about 54 and 40 percent, respectively, of all 2020 expenses
for Part B and D benefits.!®

Low-Income Assistance Programs

Within Medicare, there are also several programs that provide additional financial aid or
coverage to lower income beneficiaries. For example, Medicare beneficiaries who are eligible
for Medicaid coverage in their states can receive assistance for their Medicare expenses and
reductions in cost-sharing.’® Such “dual” Medicare-Medicaid enrollees also have access to
Medicare-Medicaid plans or dual eligible special needs plans in Medicare Advantage, which
can offer integration of benefits to varying degrees.?° There were 11.8 million dual enrollees in
2021 (about 18 percent of all Medicare beneficiaries).?’

Medicare beneficiaries below certain income and resource limits may also qualify for several
Medicare Savings Programs (MSPs) in traditional Medicare. Dual enrollees are usually eligible
for MSPs, and states typically administer them. The Qualified Medicare Beneficiary program
helps pay for Part A and B premiums and Part B cost-sharing for the lowest income
beneficiaries. The Specified Low-Income Medicare Beneficiary program helps pay for Part B
premiums. The Qualifying Individual Program also does this, but participants must apply every
year, cannot participate if they qualify for Medicaid, and receive state approval on a first-
come, first-served basis. Finally, the Qualified Disabled and Working Individual program helps
with Part A premiums for disabled beneficiaries who lose Social Security disability benefits
and premium-free Part A because they are working. Table 2 below summarizes these MSPs.??
Overall, about 9.9 million Medicare beneficiaries (15 percent) were in MSPs in 2021.23

Part D beneficiaries can also receive assistance with prescription drug costs through the
Low-Income Subsidy (LIS) program, also called Extra Help. There were about 13.1 million

18 Erica York, “Summary of the Latest Federal Income Tax Data, 2023 Update,” Tax Foundation, January 26, 2023, https://taxfoundation.org/
data/all/federal/summary-latest-federal-income-tax-data-2023-update/. The calculation of SMI trust fund revenue from federal income
taxes is based on 2023 Medicare trustees report data for general revenues as a percentage of SMI trust fund income in 2020 (72 percent)
and FY 2022 OMB budget data on individual income taxes as a percentage of receipts excluding social insurance and retirement receipts
in 2020 (76 percent). The share of SMI trust fund income from individual income tax revenue is therefore about 54.7 percent. Multiplying
this by 98 percent and 74 percent yields 53.6 percent and 40.5 percent, respectively.

19 Center for Medicare Advocacy, “Medicare Cost-Sharing for Dual Eligibles: Who Pays What for Whom?,” April 24, 2008, https://
medicareadvocacy.org/medicare-cost-sharing-for-dual-eligibles-who-pays-what-for-whom/.

20 CMS, “Special Needs Plans (SNP),” https://www.medicare.gov/health-drug-plans/health-plans/your-coverage-options/SNP.

21 CMS, “CMS Program Statistics — Medicare-Medicaid Dual Enrollment,” https://data.cms.gov/summary-statistics-on-beneficiary-
enrollment/medicare-and-medicaid-reports/cms-program-statistics-medicare-medicaid-dual-enrollment. In 2021, there were about 63.9
million Medicare beneficiaries in total. CMS, “CMS Program Statistics — Medicare Total Enrollment,” https://data.cms.gov/summary-
statistics-on-beneficiary-enrollment/medicare-and-medicaid-reports/cms-program-statistics-medicare-total-enrollment.

22 CMS, “Medicare Savings Programs,” https://www.medicare.gov/medicare-savings-programs.
23 CMS, “CMS Program Statistics —Medicare-Medicaid Dual Enrollment.”
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< Table 2: MSP Eligibility, 2023

Monthly Income Limit Number of Dual

Program Resource Limit Summary of Assistance

(Single/Married)* Enrollees, 2021**

Part A premiums; Part B
Quallf_le_d Medicare $1.275/81,724 $9,430/$14,130 premiums, deductibles,
Beneficiary coinsurance, and copayments;
$4.30 LIS drug cap

7,913,406

Specified Low-Income PR B Lot (i
. . $1,526/$2,064 $9,430/$14,130 have Part A and B); 1,369,242
Medicare Beneficiary $10.35 LIS drug cap

Part B premiums (must have
Part A and B); $10.35 LIS drug
cap; must apply every year;
states approve on first-come,
first-served basis with priority
to prior year participants;
cannot participate if

Medicaid eligible

Qualifying Individual $1,715/$2,320 $9,430/$14,130

585,645

Part A premiums; must
have a disability, be
$5,105/$6,899 $4,000/$6,000 working, and have lost SSDI
benefits and premium-free
Part A due to working

Qualified Disabled and
Working Individual

SOURCE: CMS, “Medicare Savings Programs;” CMS, “CMS Program Statistics — Medicare-Medicaid Dual Enrollment.”
NOTES:
*Income limits are slightly higher in Alaska and Hawaii.

**Count includes Medicare-Medicaid enrollees receiving both full and partial benefits. Counts for Qualifying Individual and Qualified Disabled
and Working Individual are combined for privacy reasons. The total count nationally for Qualified Disabled and Working Individuals is fewer
than 100 beneficiaries.

Medicare beneficiaries enrolled in or deemed eligible for LIS (21 percent) in 2021.24 LIS
participants get federal support for Part D premiums, deductibles, and other cost-sharing,
plus lower copayments for on-formulary prescription drugs (but must pay full cost for off-
formulary drugs). Dual enrollees, those enrolled in MSPs (except the Qualified Disabled and
Working Individual programs), and those receiving Supplemental Security Income are
automatically eligible for LIS without applying. Those with incomes below 135 percent of the
federal poverty level and resources below $17,220 ($34,360 for married couples) with burial
expenses can apply in 2024.25 LIS spending was $42 billion in 2022.26

24 CMS, “CMS Program Statistics —Medicare Part D,” https://data.cms.gov/summary-statistics-on-use-and-payments/medicare-service-
type-reports/cms-program-statistics-medicare-part-d.

25 Jerry Mulcahy, Director, Medicare Enrollment and Appeals Group, letter to All Prescription Drug Plan Sponsors, Medicare Advantage
Organizations, Cost Plans, Programs for All-Inclusive Care for the Elderly, and Demonstration Organizations, January 29, 2024, https://
medicareadvocacy.org/wp-content/uploads/2024/02/2024-Medicare-Part-D-Low-Income-Subsidy-LIS-Income-and-Resource_5082.pdf.

26 CBO, “Baseline Projections,” May 2023, https://www.cbo.gov/system/files/2023-05/51302-2023-05-medicare.pdf.
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THE POLICY DEBATE

The Current Limitations of Means-Testing in Medicare

The rising portion of Americans over 65 — a function of the increasing number of elderly
Americans, longer life expectancy, and declining birth rates — will further strain the program’s
finances. The mismatch between retired and working-age Americans is demonstrated by the
decline in the number of workers per Medicare beneficiary — from about four from 1980
through 2008 to 2.9 in 2021 to an expected 2.5 in 2030.%7

The net surplus in lifetime benefits that Medicare enrollees receive (i.e., the value of benefits
minus premium payments and payroll tax payments over the course of a lifetime) is large and
expected to increase. A single worker with average earnings who turned 65 in 2020 is
expected to receive $176,500 more in lifetime Medicare benefits than his total tax and
premium payments. This is expected to rise to $248,500 for those who turn 65 in 2030. This
net surplus persists for both “low earners” and “high earners” who do not pay higher
premiums.?® Although higher income individuals pay more in payroll taxes throughout their
lifetimes and typically have lower health care expenses, their longer life expectancies allow
them to receive benefits for a longer period.2° Figure 3 shows that lifetime Medicare benefits
(net of premiums) have significantly exceeded lifetime Medicare taxes for average two-earner
households at every point in the program’s history and will continue to do so for the
foreseeable future. This trend holds for other household types (single and married one-
earner) across income levels.3°

At the same time, the share of Medicare beneficiaries subject to higher premiums due to their
incomes — about 8 percent of those with Part B in 2024 — is relatively small, and higher
income beneficiaries still receive federal subsidies of 15 percent to 65 percent of expected
Part B costs. By contrast, about 15 percent of Medicare beneficiaries were in MSPs in 2021,
and 21 percent were in LIS in 2021.

27 Albanese, “Medicare Financing 101"

28 The original dataset displays the expected present value of lifetime net Medicare benefits (after accounting for premiums) and Medicare
taxes in 2023 dollars and assumes that low earnings are $29,700, average earnings are $66,100, and high earnings are $105,800 annually
for single-income households. Net lifetime Medicare benefits for single workers are calculated by taking the mean of net lifetime benefits
for single male and single female workers, although net lifetime benefits continue to be positive numbers for both subgroups at each
income level. C. Eugene Steuerle and Karen E. Smith, “Social Security and Medicare Benefits and Taxes: 2023,” Urban Institute, July 2023,
https://www.urban.org/sites/default/files/2023-12/social_security_medicare_tpc.pdf.

29 Katelin P.Isaacs et al., “The Growing Gap in Life Expectancy by Income: Recent Evidence and Implications for the Social Security
Retirement Age,” Congressional Research Service, updated July 6, 2021, https://crsreports.congress.gov/product/pdf/R/R44846.

30 Steuerle and Smith, “Social Security and Medicare Benefits and Taxes: 2023
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¢ Figure 3: The Average Two-Earner Household Receives Far More
in Medicare Benefits Than Paid in Premiums and Payroll Taxes
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SOURCE: Steuerle, C, and Karen Smith. 2023. “Social Security and Medicare Benefits and Taxes: 2023.” https://www.urban.org/sites/default/
files/2023-12/social_security_medicare_tpc.pdf.

NOTE: This figure displays the expected present value of lifetime net Medicare benefits (after accounting for premiums and Medicare taxes) in
2023 dollars for “average” two-earner households, which is assumed to be $132,200 annually.

Opportunities to Expand Means-Testing in Medicare

Increasing means-testing in Medicare can help to target resources toward those with the
most need and put the program on a more sustainable trajectory by alleviating Medicare’s
pressure on the federal budget.

The general approaches to increasing means-testing in Medicare may include adjusting (1)
the income thresholds at which means-testing applies or the additional premium amount paid
under current law, (2) the measures of wealth, including lifetime income, used to target
means-testing policies, and (3) the mechanisms for means-testing.

The first approach would mean incrementally modifying the current means-testing structure
for Part B and D premiums. When higher premiums were implemented in 2007, they applied to
about 4 percent of Part B enrollees.?' This rose to about 6 percent in 2015 and 8 percent in

31 CMS, “Medicare Premiums and Deductibles for 2007, September 12, 2006, https://www.cms.gov/newsroom/fact-sheets/
medicare-premiums-and-deductibles-2007.
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P Figure 4: Congress Has Expanded Means-
Testing of Part B Premiums In the Past
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SOURCES: “42 U.S. Code § 1395r - Amount of Premiums for Individuals Enrolled under This Part.” n.d. LIl / Legal Information Institute. Accessed
April 22, 2024. https://www.law.cornell.edu/uscode/text/42/1395r; United States Congress, “Medicare Prescription Drug, Improvement, and
Modernization Act of 2003.” Public Law, December 8, 2003. https://www.congress.gov/108/plaws/publ173/PLAW-108publ173.pdf; “Medicare
Access and CHIP Reauthorization Act of 2015,” Public Law, 2015. https://www.congress.gov/114/plaws/publ10/PLAW-114publ10.pdf; United States
Congress. “Bipartisan Budget Act of 2018.” Public Law, February 9, 2018. https://www.congress.gov/115/plaws/publ123/PLAW-115publ123.pdf.

NOTE: Although most of the income thresholds are inflation-adjusted, the threshold for the top premium bracket (starting at $500,000 for
individuals) does not update for inflation.

2024.32 On several occasions, Congress has made changes to income thresholds and the
percentage of Medicare costs they must cover. For example, in 2015 Congress reduced the
premium subsidy for certain income brackets for 2018, and in 2018 it increased the number of
brackets from five to six starting in 2019. Figure 4 shows these changes, with 2024 inflation-
adjusted thresholds for comparison.33

Expanding the share of beneficiaries owing higher premiums would reduce subsidies for a
broader number of enrollees. For example, Congress could lower the income threshold above
which reduced government subsidies would apply, which is currently $103,000 for individuals
($206,000 for married couples) under current law. Alternatively, increasing the premium
percentage for enrollees in new or existing income tiers would increase premiums at higher

32 Juliette Cubanski and Tricia Neuman, “Medicare’s Income-Related Premiums Under Current Law and Proposed Changes,” KFF, November
2, 2017, https://www.kff.org/medicare/issue-brief/medicares-income-related-premiums-under-current-law-and-proposed-changes/;
CMS, “2024 Medicare Parts A and B Premiums and Deductibles.”

33 The “applicable percentage” refers to the percentage of Part B costs covered by premiums. 42 U.S.C. §1395r; Medicare Access and CHIP
Reauthorization Act of 2015, Pub. L. No. 114-10, https://www.congress.gov/114/plaws/publ10/PLAW-114publ10.pdf; Bipartisan Budget Act of
2018, Pub. L. No. 115-123, https://www.congress.gov/115/plaws/publ123/PLAW-115publ123.pdf.
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tiers. For example, the top premium tier could have no subsidies (i.e., a premium percentage of
100 percent).

The second approach would introduce means-testing based on alternative measures of
wealth besides annual income.?* Means-testing based on annual income is likely not the best
way to determine a household’s ability to pay additional premiums. Relying on income may
also discourage responsible retirement savings practices, as seniors face an implicit marginal
tax on these savings if more retirement income leads to higher premiums. Although some
means-testing programs (such as MSPs) incorporate levels of resources, such wealth or asset
tests are administratively more complex, may discourage retirement saving, and can be more
easily gamed. For example, many individuals find ways to “hide” their wealth by purchasing
exempt assets to become eligible for Medicaid long-term care coverage.3® Another option
would be to means-test based on lifetime earnings, which is how the federal government
currently calculates Social Security retirement benefits. This would reduce the current
disincentive on retirement savings and would be easier to administer since Social Security
data could be used rather than more malleable measures of wealth.¢

The third approach would means-test outside of Part B or D premiums. For example,
policymakers could apply Part A premiums on the basis of income or another measure.
Means-testing of cost-sharing requirements such as deductibles and coinsurance could also
be an option, although the impact of this policy on beneficiaries would vary based on health
care utilization and may be more difficult to administer at the point of service.

Recent Proposals to Expand Medicare Means-Testing

There have been several proposals over the past decade to increase means-testing in
Medicare. Although policy specifications and savings estimates vary, they all would have
impacted income thresholds or premium percentages rather than using alternative measures
of wealth or mechanisms besides premium amounts. Table 3 summarizes these proposals and
their estimated budgetary impacts.

Inits fiscal year (FY) 2013 and 2014 budgets, the Obama administration proposed increasing
the share of expected Part B costs that higher income beneficiaries pay through their
premiums — so that they would range from about 40 percent to 90 percent rather than 35

34 Notably, while annual income includes Social Security benefits and disbursements from pensions or retirement accounts, it does not
include income from Roth retirement accounts, which are not considered taxable income because the deposits, but not the withdrawals,
are taxed. See: Department of Health and Human Services, “Count Income and Household Size,” https://www.healthcare.gov/income-and-
household-information/income/#magi.

35 Stephen A. Moses, “Long-Term Care: The Problem,” Paragon Health Institute, October 2022, https://paragoninstitute.org/
long-term-care-the-problem/.

36 Andrew G.Biggs, “Means Testing and Its Limits,” National Affairs, Fall 2011, https://www.nationalaffairs.com/publications/detail/
means-testing-and-its-limits.
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percent to 85 percent —and freezing income thresholds until those higher premium rates
applied to 25 percent of beneficiaries.3” The Congressional Budget Office (CBO) estimated
that the FY2014 budget proposal would save $56 billion over 10 years.38

Former Senator Alan Simpson and former White House official Erskine Bowles (the Simpson-
Bowles Fiscal Commission) proposed lowering income thresholds so that approximately 15
percent of beneficiaries would pay higher premiums, freezing those thresholds through 2030,
and increasing the percentage of Part B costs covered by premiums by 15 percent (similar to
the 2013 budget). This was estimated to save about $66 billion.3°

In 2022, CBO estimated that freezing the income thresholds from 2024 to 2032 would
increase the share of enrollees paying higher premiums to 10 percent in 2024 and 17 percent
in 2032, saving $57 billion.4°

Think tanks of various ideological outlooks have also proposed increased means-testing. The
Center for American Progress in 2012 proposed that the share of beneficiaries paying higher
premiums remain at around 10 percent but that their premium payments increase by 15
percent, saving $25 billion.*! The Bipartisan Policy Center in 2013 recommended lowering
income thresholds for three years so that 17 percent of beneficiaries would receive smaller
premium subsidies, which was estimated to save $S66 billion.*2 More recently, the Heritage
Foundation’s FY2023 budget blueprint recommended lowering the threshold for premium
subsidy reductions to $55,000 for individuals ($110,000 for married couples) while eliminating
the subsidy entirely for the wealthiest enrollees. Given that this change would roughly halve
the income thresholds for paying higher premiums, it estimated significant savings of about
$1.2 trillion.*3

37 The 2013 budget would have kept the number of brackets at five but increased each IRMAA premium percentage by 15 percent. The 2014
budget would have increased the number of brackets to 10. In both cases, the standard premium percentage would remain at 25 percent.
OMB, Budget of the U.S. Government: Fiscal Year 2013, https://www.govinfo.gov/content/pkg/BUDGET-2013-BUD/pdf/BUDGET-2013-BUD.
pdf; OMB, Budget of the U.S. Government: Fiscal Year 2014, https://www.govinfo.gov/content/pkg/BUDGET-2014-BUD/pdf/BUDGET-2014-
BUD.pdf; Juliette Cubanski et al., “Raising Medicare Premiums for Higher-Income Beneficiaries: Assessing the Implications,” KFF, January
13, 2014, https://www.kff.org/report-section/
raising-medicare-premiums-for-higher-income-beneficiaries-assessing-the-implications-tables/.

38 CBO, “Estimated Effects on Direct Spending and Revenues for Health Care Programs of Proposals in the President's 2014 Budget,” May 17,
2013, https://www.cbo.gov/sites/default/files/cbofiles/attachments/44247_APB_HealthCarePrograms.pdf.

39 Cubanski et al., “Raising Medicare Premiums for Higher-Income Beneficiaries.”

40 CBO, “Increase the Premiums Paid for Medicare Part B,” in Options for Reducing the Deficit, 2023 to 2032 — Volume I: Larger Reductions,
https://www.cbo.gov/budget-options/58625.

41 Center for American Progress, “The Senior Protection Plan: $385 Billion in Health Care Savings Without Harming Beneficiaries,”
November 2012, https://cdn.americanprogress.org/wp-content/uploads/2012/11/SeniorProtectionPlan.pdf.

42 Bipartisan Policy Center, “A Bipartisan Rx for Patient-Centered Care and System-Wide Cost Containment,” April 2013, https://
bipartisanpolicy.org/download/?file=/wp-content/uploads/2019/03/BPC-Cost-Containment-Report.pdf.

43 Heritage Foundation, “Reduce Taxpayer Subsidies for Wealthy Medicare Recipients,” in Budget Blueprint for FY2023, https://www.
heritage.org/budget/pages/recommendations/0.570.188.html.
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D Table 3: Recent Proposals Impacting Means-
Testing in Medicare by Estimated Savings

Source 10-Year Savings Policy Changes
. . Lower IRMAA premium threshold to
FY2023 Heritage Foundation $1,175 billion incomes of $55,000/$110,000; raise
Budget Blueprint . o
top premium percentage to 100%

Lower IRMAA premium threshold so
. . . - that 17% of enrollees pay them and
Bipartisan Policy Center (2013) $66.2 billion ez U LA pram e B e

at current law (35%-80% at the time)

Increase IRMAA premiums by 15%

Simpson-Bowles (2013) $65 billion (40.25%-90%) and lower threshold
so that 15% of enrollees pay them

- Freeze IRMAA premium
CBO (2022) $57 billion thresholds from 2024 to 2032

Increase IRMAA premiums (40%-

FY2014 Obama budget $56.3 billion 90%); raise number of thresholds and
freeze until 25% of enrollees pay

CBO (2022) $41.3 billion (health) Uii;'?(‘):‘:ﬂ tgz;ff‘;r Jgfé?t;r’g;rzl;t:d

Increase IRMAA premiums by 15%

FY2013 Obama budget $30.2 billion (40.25%-90%) and freeze threshold
until 25% of enrollees pay them

Increase IRMAA premiums by 15%

i s (premium percentages of 40.25%-
Center for American Progress (2012) $25 billion 90%) and freeze thresholds so

that 10% of enrollees pay them

Index federal benefit and tax

FY2014 Obama budget $7.8 billion (Medicare) provisions to the chained CPI
instead of traditional CPI

SOURCE: OMB, Budget of the U.S. Government: Fiscal Year 2013; OMB, Budget of the U.S. Government: Fiscal Year 2014; Cubanski et al., “Raising
Medicare Premiums for Higher-Income Beneficiaries;” CBO, “Estimated Effects on Direct Spending and Revenues for Health Care Programs of
Proposals in the President’s 2014 Budget;” Center for American Progress, “The Senior Protection Plan;” CBO, “Use an Alternative Measure of
Inflation to Index Social Security and Other Mandatory Programs;” CBO, “Increase the Premiums Paid for Medicare Part B;” Bipartisan Policy
Center, “A Bipartisan Rx for Patient-Centered Care and System-Wide Cost Containment;” Heritage Foundation, “Reduce Taxpayer Subsidies for

Wealthy Medicare Recipients.”

Another approach to indirectly adjust income brackets is to incorporate a different measure of
inflation. Specifically, using the chained consumer price index (CPI) would account for
changes in spending patterns and other statistical biases that exist in traditional CPl and
would thereby slow the increase in income thresholds.** If incomes rise faster than inflation,
then more households would fall into higher income thresholds over time. The Obama

44 For example, CBO has pointed out that the traditional CPl is calculated using prices for only a small portion of items in the economy. On
average, its indices for prices of an item in a given geographical area includes prices of only about 10 examples of an item, which means
that price variations of individual items have a larger impact on the index as a whole but may not be as representative as an index with a
higher sample size for items. See Rob McClelland, “Differences Between the Traditional CPl and the Chained CPI,” CBO, April 19, 2013,

https://www.cbo.gov/publication/44088.
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administration proposed this approach in its FY2014 budget, when President Biden’s current
chief of staff was the White House budget director.*® CBO estimated at the time that this
proposal would save $7.8 billion in Medicare. In 2022, it projected that making this change
across programs would save $41.3 billion in federal health spending.*®

CONCLUSION

Unlike welfare programs, Medicare eligibility is not tied to wealth or income, but there are
numerous policies that adjust enrollee contributions based on these factors. However, means-
testing policies in Medicare are currently limited as only about 8 percent of Part B and Part D
enrollees face higher premiums for their coverage in 2024. Improving Medicare’s finances
should be a priority for policymakers. Medicare beneficiaries tend to consume much more in
benefits than they pay into the program, and the ratio of current enrollees to taxpayers is
increasing. As such, Congress should reduce government subsidies for wealthier Medicare
beneficiaries. There are numerous potential bipartisan approaches to updating the current
means-testing structure. Policymakers could also account for alternative measures of
income, or apply different mechanisms for means-testing. Such policies will be a critical tool
for stabilizing America’s largest health care program while ensuring that benefits are
available and affordable for seniors.

45 Testimony of Jeff Zients, Acting Director, OMB, before the Senate Committee on the Budget, April 11, 2013, https://www.budget.senate.
gov/download/zients-testimony-april-2014.

46 CBO, “Estimated Effects on Direct Spending and Revenues for Health Care Programs of Proposals in the President’s 2014 Budget,” May 17,
2013, https://www.cbo.gov/system/files/2020-03/56243-2013-05-17-health-programs.pdf; CBO, “Use an Alternative Measure of Inflation
to Index Social Security and Other Mandatory Programs,” in Options for Reducing the Deficit, 2023 to 2032 — Volume II: Smaller Reductions,
December 7, 2022, https://www.cbo.gov/budget-options/58656.
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