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to advising the Congress on payments to health plans participating in the Medicare
Advantage program and providers in Medicare’s traditional fee-for-service program,
MedPAC is also tasked with analyzing access to care, quality of care, and other issues

affecting Medicare.

The Commission’s 17 members bring diverse expertise in the financing and delivery
of health care services. Commissioners are appointed to three-year terms (subject
to renewal) by the Comptroller General and serve part time. Appointments are
staggered; the terms of five or six Commissioners expire each year. The Commission
is supported by an executive director and a staff of analysts, who typically have
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staff research, presentations by policy experts, and comments from interested parties.
(Meeting transcripts are available at www.medpac.gov.) Commission members and
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The Honorable Kamala D. Harris
President of the Senate

U.S. Capitol

Washington, DC 20510

The Honorable Kevin McCarthy
Speaker of the House

U.S. House of Representatives
U.S. Capitol

Room H-232

Washington, DC 20515

Dear Madam President and Mister Speaker:

[ am pleased to submit the Medicare Payment Advisory Commission’s March 2023 Report to the
Congress: Medicare Payment Policy. This report fulfills the Commission’s legislative mandate to evaluate
Medicare payment issues and make recommendations to the Congress. The report also satisfies an
additional legislative mandate to compare per enrollee spending in the Medicare Advantage (MA)
program with that of traditional fee-for-service (FFS) Medicare.

The report contains 12 chapters:

* achapter that provides a broader context for the report, including the near-term consequences of
the coronavirus pandemic and the longer-term effects of Medicare spending on the federal budget
and the program’s financial sustainability;

* achapter that describes the Commission’s analytic framework for assessing payment adequacy;

* seven chapters that describe the Commission’s recommendations on Medicare FFS payment rate
updates and related issues;

* achapter that describes ambulatory surgical centers’ participation in FFS Medicare;

* achapter that describes recent trends in enrollment, plan offerings, and payments to MA
plans, discusses related issues such as risk adjustment and coding intensity, and includes the
congressionally mandated report comparing per enrollee spending in MA and FFS Medicare; and

* achapter that updates the trends in enrollment, plan offerings, and payments for plans that provide
prescription drug coverage under Part D.

Three years into the coronavirus pandemic, Medicare beneficiaries, health care workers, and providers
continue to experience lingering effects from COVID-19. Thanks to the availability and use of vaccines



and therapies, mortality rates from the disease have dropped substantially. As of the writing of this report,
the administration has announced its intent to end the coronavirus public health emergency on May 11, 2023.
Yet COVID-19 variants continue to evolve, and the future effects of coronavirus transmission on the demand
for health care services remains uncertain. In this report, we discuss some of the effects of the pandemic

on beneficiaries’ access to care and on providers’ revenues and costs. However, a fuller discussion of the
pandemic’s effects on beneficiaries and providers is beyond the scope of this report.

The Commission is acutely aware of how providers’ financial status and patterns of Medicare spending varied
in 2020 and 2021 from historical trends, as well as the higher and more volatile increases in input costs for
several health care sectors that occurred during 2022. Still, our statutory charge is to evaluate available data
to assess whether Medicare payments, in aggregate, are sufficient to support the efficient delivery of care
and ensure access to care for Medicare’s beneficiaries. In this report, we make recommendations aimed at
giving providers incentives to constrain their cost growth and thus help control program spending. If current
projections of input inflation turn out to be inaccurate, these discrepancies will be accounted for in our
assessment of payment adequacy in our next recommendation cycle.

In light of our payment adequacy analyses, we recommend for 2024 a higher-than-current-law FFS payment
update for acute care hospitals, positive payment updates for two other sectors (physician and other health
professional services and outpatient dialysis), and negative updates for three post-acute care sectors (skilled
nursing facility, home health, and inpatient rehabilitation facility). We recommend a positive payment update
in 2024 for hospice providers concurrent with wage adjusting and reducing the hospice aggregate Medicare
payment cap by 20 percent. We also recommend providing additional resources to Medicare safety-net
hospitals (as well as redistributing current disproportionate share and uncompensated care payments) and to
clinicians who furnish care to Medicare beneficiaries with low incomes.

I hope you find this report useful as the Congress continues to grapple with the difficult task of controlling
the growth of Medicare spending while preserving beneficiaries’ access to efficiently delivered, high-quality
care and providing equitable payment for providers.

Sincerely,

Yot

Michael E. Chernew, Ph.D.
Chair
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Executive summary

By law, the Medicare Payment Advisory Commission
reports to the Congress each March on the Medicare
fee-for-service (FFS) payment systems, the Medicare
Advantage (MA) program, and the Medicare
prescription drug program (Medicare Part D).

In this year’s report, we consider the context of

the Medicare program, including the near-term
consequences of the coronavirus pandemic and the
longer-term effects of program spending on the federal
budget and the program’s financial sustainability.

We evaluate payment adequacy and make
recommendations concerning Medicare FFS payment
policy in 2024 for seven FFS payment systems: acute
care hospital, physician and other health professional,
outpatient dialysis facility, skilled nursing facility, home
health agency, inpatient rehabilitation facility, and
hospice services. We also include recommendations

to redistribute current disproportionate share

hospital and uncompensated care payments, and

to provide additional resources to Medicare safety-

net hospitals and clinicians who furnish care to
Medicare beneficiaries with low incomes. Previously,
the Commission also considered an annual update
recommendation for long-term care hospitals (LTCHs).
But as the number of cases that qualified for payment
under Medicare’s prospective payment system for
LTCHs declined, we became increasingly concerned
about small sample sizes in our analyses of this sector.
As a result, we will no longer provide an annual
payment adequacy analysis for LTCHs but will continue
to monitor that sector and provide periodic status
reports. The Commission also previously considered
an annual update recommendation for ambulatory
surgical centers (ASCs). However, because Medicare
does not require ASCs to submit data on the cost of
treating beneficiaries, we have no new significant data
to inform an ASC update recommendation for 2024 and
thus decided to provide a status report on ASCs instead
of an update recommendation. We also review the
status of the MA program (Medicare Part C) through
which beneficiaries can join private plans in lieu of
traditional FFS Medicare. Finally, we review the status
of the Medicare program that provides prescription
drug coverage (Medicare Part D).

Because of standard data lags, the most recent
complete data we have for most payment adequacy

indicators are from 2021. Starting in 2020, the
ongoing coronavirus pandemic has had catastrophic
consequences for many Medicare beneficiaries and
has affected health care delivery for all. In this report,
we discuss some of the effects of the pandemic

and pandemic-related policies on beneficiaries and
providers, and we have considered the effects of

the coronavirus public health emergency (PHE) on
our indicators in 2021 and beyond. As of the writing

of this report, the coronavirus PHE is scheduled to
end on May 11, 2023. To the extent that the effects

of the coronavirus pandemic are temporary or vary
significantly across providers in a sector, they are best
addressed through targeted temporary funding policies
rather than permanent changes to payment rates in
2024 and future years.

The goal of Medicare payment policy is to obtain good
value for the program’s expenditures, which means
maintaining beneficiaries’ access to high-quality
services while encouraging efficient use of resources.
Payment system incentives that promote the efficient
delivery of care serve the interests of the taxpayers
and beneficiaries who finance Medicare through their
taxes, premiums, and cost sharing.

The Commission recognizes that managing updates
and relative payment rates alone will not solve what
has been a fundamental problem with Medicare FFS
payment systems—that providers are paid more when
they deliver more services, often without regard to
the value of those additional services. In addition,
historically, FFS payment systems have seldom
included incentives for providers to coordinate care
over time and across care settings. To address these
problems directly, two approaches must be pursued.
First, payment reforms need to be implemented more
broadly, coordinated across settings, and pursued as
expeditiously as possible. Second, delivery system
reforms that have the potential to encourage high-
quality care, better care transitions, and more efficient
provision of care need to be enhanced and closely
monitored, and successful models need to be adopted
on a broad scale. Out of recognition of the need for
reforms, CMS’s Center for Medicare & Medicaid
Innovation has been testing and evaluating models
such as accountable care organizations and episode-
based payments.
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In the interim, it is imperative that the current

FFS payment systems be managed carefully and
continuously improved. Medicare is likely to continue
using its current FFS payment systems for some years
into the future. This fact alone makes unit prices—
their overall level, the relative prices of different
services within a sector, and the relative prices of the
same service across sectors—of critical importance.
Constraining unit price increases can induce providers
to control their own costs and to be more receptive to
new payment methods and delivery system reforms.

For each recommendation, the Commission presents
its rationale, the implications for beneficiaries and
providers, and how spending would compare with
expected spending under current law. The spending
implications are presented as ranges over one-year
and five-year periods. Unlike official budget estimates
used to assess the impact of legislation, these estimates
do not consider the complete package of policy
recommendations or the interactions among them.
Although we include budgetary implications, our
recommendations are not driven by any single budget
or financial performance target but instead reflect our
assessment of the payment rates needed to ensure
adequate access to appropriate care while promoting
the fiscal sustainability of the Medicare program.

In Appendix A, we list all of this year’s
recommendations and the Commissioners’ votes.

Context for Medicare payment policy

As described in Chapter 1, Medicare is the single
largest health insurer in the U.S. The program covers
a substantial share of many health care providers’
patients and influences the payment policies of other
payers. Yet external forces can also have a substantial
impact on Medicare, as seen most recently with the
coronavirus pandemic.

Coronavirus disease 2019 (COVID-19) has had a
disproportionate impact on the three categories of
Medicare beneficiaries—people ages 65 and over,
people with disabilities, and people with end-stage
renal disease. In addition to facing elevated risks

of serious complications and mortality, Medicare
beneficiaries have also had to adjust their patterns

of health care use over the past few years. Some
beneficiaries delayed seeking nonurgent health care at
times, while others may have had difficulty obtaining

care as providers prioritized resources for the most
severely ill. The Congress appropriated several hundred
billion dollars in relief funds to health care providers

to offset their lost revenues and ensure that they
remained viable sources of care during the pandemic.
The Congress and CMS also temporarily changed some
payment policies. In 2020, those measures doubled

the rate of growth in national health care spending.
However, by 2021, relief funds tapered off, resulting in
lower growth in national health care spending.

Medicare spending grew by a relatively modest 3.6
percent in 2020, then by 8.4 percent in 2021 as patients
resumed care; the suspension of a 2 percent payment
sequester and a temporary 3.75 percent increase to
clinician payment rates (unrelated to the pandemic)
also contributed to spending growth in 2021. CMS
actuaries estimate that Medicare spending grew at a
more typical rate in 2022, 7.5 percent, and project that
Medicare spending will grow by about 6 percent to 7
percent per year in 2023 through 2030, resulting in
Medicare spending doubling over the next 10 years—
rising from $875 billion in 2021 to S1.8 trillion in 2031.
Medicare’s projected spending growth is driven by

an increasing number of beneficiaries (projected to
expand from 63 million to 78 million over this period
as the baby-boom generation continues to age into
Medicare) and continued growth in the volume and
intensity of services delivered per beneficiary (rather
than price increases).

Despite this projected growth, the Medicare program
finds itself—at least temporarily—in a somewhat better
position financially than it was a year ago. After an
initial economic slowdown at the start of the pandemic,
the U.S. economy subsequently experienced strong
growth, yielding higher-than-expected Medicare
payroll tax revenues. This economic growth has
contributed to a delay in the projected insolvency of
Medicare’s Hospital Insurance (HI) Trust Fund by a few
years—to 2028, according to CMS’s actuaries. However,
to keep the HI Trust Fund solvent over the next 25
years, Medicare’s Trustees estimate that the Medicare
payroll tax would need to be raised immediately from
its current rate of 2.9 percent to 3.66 percent, or Part
A spending (which covers inpatient hospital stays and
post-acute care following those hospital stays) would
need to be permanently reduced by 16.9 percent.
Alternatively, some combination of smaller spending
reductions and smaller tax increases could be pursued.

oo )
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Medicare payroll taxes are used to pay for Part A
services and constitute only a portion of total Medicare
spending (36 percent). The rest of Medicare’s spending
is largely funded by beneficiary premiums (which
finance 17 percent of Medicare spending) and general
revenues (44 percent). As Medicare spending increases,
it consumes growing shares of the budgets of Medicare
beneficiaries and the federal government.

Trends in beneficiaries’ health status have the potential
to affect Medicare program spending. In recent
decades, the share of people ages 65 and over who
report being in only “fair” or “poor” health has declined,
as has the share of the Medicare population qualifying
for the program due to disability. Until the coronavirus
pandemic, there was little change in the leading causes
of death in the U.S., with the Centers for Disease
Control and Prevention finding that heart disease and
cancer were the first and second most common causes
of death among people ages 65 and over. In 2020, 2021,
and 2022, COVID-19 became the third-leading cause

of death. CMS actuaries have found that the Medicare
beneficiaries who died of COVID-19 in 2020 tended to
have high costs and multiple medical conditions, and
the remaining beneficiary population was 2 percent
less costly than previously expected.

One of the most powerful ways that the Medicare
program can control spending growth is by setting
prices. Our annual March reports recommend updates
to Medicare payment rates for various types of
providers, which can be positive or negative depending
on our assessment of the adequacy of Medicare
payments for each sector. Over the last 10 years,
spending per Medicare beneficiary has grown more
slowly than spending per privately insured enrollee.
Increasing prices have been the main cause of spending
growth for the privately insured. Complementing the
payment update recommendations in this report, our
annual June reports to the Congress typically present
broader recommendations aimed at restructuring the
way Medicare’s payment systems work. For example,
the Commission has recommended incorporating
value-based insurance design into traditional
Medicare’s benefit design and changing the formula
used to set payments for Medicare Advantage plans.
The Commission’s full inventory of recommendations,
with links to relevant report chapters, is available at
medpac.gov/recommendation/.

Assessing payment adequacy and updating
payments in FFS Medicare

As required by law, the Commission annually makes
payment update recommendations for providers paid
under Medicare’s traditional FFS payment systems.

An update is the amount (usually expressed as a
percentage change) by which the base payment rate to
all providers in a payment system is changed relative to
the prior year. As explained in Chapter 2, to determine
an update, we first assess the adequacy of Medicare
payments to providers in the current year (2023) by
considering beneficiaries’ access to care, the quality

of care, providers’ access to capital, and how Medicare
payments compare with providers’ costs. As part of that
process, we examine whether payments will support
the efficient delivery of services, consistent with our
statutory mandate. We then make a judgment about
what, if any, update is needed for the policy year in
question (for this report, 2024).

Providers’ financial status and the pattern of Medicare
spending in 2020 and 2021 varied substantially from
historical patterns. In the spring of 2020, many health
care sectors experienced large reductions in the
demand for services, resulting in temporary financial
distress for some providers. In response, the Congress
and CMS extended federal grants to providers and
temporarily altered certain Medicare payment policies.
At least in part, those actions have offset the short-
term financial effects of the coronavirus pandemic for
many providers.

To fulfill our congressional mandate to recommend
updates to Medicare’s payment systems, we must
confine our focus to factors that we expect will

affect payment adequacy in 2024. To the extent that
the effects of the pandemic are temporary or vary
significantly across individual providers, they are

best addressed through targeted temporary funding
policies. Because updates are cumulative—that is, they
compound each year—they are not the preferred policy
response to abrupt but temporary changes in the
demand for health care. Where we expect effects on
providers’ costs to persist into 2024, the policy year for
our recommendations, those changes are noted in each
sector’s payment adequacy discussion and factor into
our estimates of payment adequacy.

To ensure that our recommendations accurately
reflect current conditions, the Commission looks
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at all available indicators of payment adequacy and
reevaluates any assumptions from prior years. We

use the best available data—including up-to-date
estimates of inflation—and changes in payment

policy to project margins for 2023 and make payment
recommendations for 2024, accounting for anticipated
changes in Medicare payments and providers’ costs up
to 2024. Because of standard data lags, the most recent
complete data we have are generally from 2021. Where
possible, we have bolstered our analyses with data from
2022, including interim claims data, information on
facility closures, and beneficiary survey data.

In considering updates to payment rates, we may make
recommendations that redistribute payments within a
payment system to correct any biases that may make
treating patients with certain conditions financially
undesirable, make certain procedures unusually
profitable, or otherwise result in access issues for
beneficiaries or inequity among providers. We may also
recommend changes to improve program integrity. Our
goal is to apply consistent criteria across settings, but
because conditions at baseline and anticipated changes
between baseline and the policy year may vary, the
recommended updates may vary across sectors.

The Commission also examines payment rates for
services that can be provided in multiple settings.
Medicare often pays different amounts for similar
services across settings. Basing the payment for
services that lead to similar health outcomes on the
rate in the lowest-cost setting would in many cases
save money for Medicare, reduce cost sharing for
beneficiaries, and reduce the financial incentive to
provide services in the higher-paid setting. However,
aligning FFS payment rates across settings is not a
simple matter. The definitions of services provided and
characteristics of beneficiaries served in the different
settings must be sufficiently similar to warrant

the same payment, and we must try to anticipate
unintended consequences.

Our recommendations in this report, if adopted, could
significantly change the revenues providers receive
from Medicare. Payment rates set to cover the costs of
relatively efficient providers—that is, those with lower
costs and higher quality—help induce all providers to
control their costs and improve quality, thereby helping
the Medicare program get more value for its spending.
Furthermore, Medicare rates have broader implications

for health care spending because they are used in
setting payments for other government programs and
private health insurance. Thus, while setting prices
intended to support efficient provision of care directly
benefits the Medicare program, it can also help control
health care spending across payers.

Hospital inpatient and outpatient services

General acute care hospitals (ACHs) primarily provide
inpatient care and various outpatient services. To pay
these hospitals for their facility costs, FFS Medicare
generally sets prospective payment rates under

the inpatient prospective payment systems (IPPS)
and the outpatient prospective payment system
(OPPS). In 2021, the FFS Medicare program and its
beneficiaries paid general ACHs $182.5 billion for
inpatient and outpatient services under the IPPS and
OPPS, including $8.3 billion in uncompensated care
payments made under the IPPS.

As described in Chapter 3, in 2021, most indicators

of hospital payment adequacy remained positive or
improved. However, indicators continued to vary
substantially across hospitals, and some indicators
remained below prepandemic levels. In 2022, input cost
increases for hospitals were higher and more volatile
than they have been in recent years.

Beneficiaries’ access to care—In 2021 and 2022, the
number of general ACHs that closed was the same as
the number that opened, hospitals continued to have
excess capacity in aggregate, and those with excess
capacity continued to have a financial incentive to
serve FFS Medicare beneficiaries. However, some
hospitals faced occupancy and staffing constraints at
times. In 2021, IPPS hospitals’ marginal profit on IPPS
and OPPS services (a measure of whether providers
have a financial incentive to expand the number of
Medicare beneficiaries they serve) was about 8 percent,
which is similar to prepandemic levels.

Quality of care—In 2021, FFS beneficiaries’ risk-
adjusted hospital readmission rate improved relative
to 2019. However, the risk-adjusted hospital mortality
rate remained higher than in 2019, and most patient
experience measures declined.

Providers’ access to capital—In 2021, IPPS hospitals’
all-payer operating margin reached a record high of
8.7 percent. However, there was substantial variation
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in margins across hospitals. Preliminary 2022 all-
payer operating margin data were mixed relative to
prepandemic levels.

Medicare payments and providers’ costs—In 2021,
Medicare’s payments to hospitals continued to be
below hospitals’ costs in aggregate but near costs
among relatively efficient hospitals and higher than

in 2020. IPPS hospitals’ Medicare margin increased in
2021 to -6.2 percent when including a share of federal
relief funds (8.3 percent exclusive of these funds), and
the median Medicare margin for relatively efficient
hospitals increased to 1 percent (near break-even
exclusive of federal relief funds). However, we project
that hospitals’ Medicare margins in 2023 will be lower
than in 2021, driven in part by growth in hospitals’
input costs, which exceeded the forecasts CMS used
to set Medicare payment rate updates, and in part

by the expected expiration of federal relief funds

and temporary Medicare payment increases related

to the PHE. These federal relief funds and Medicare
payment increases exceeded hospitals’ additional costs
related to COVID-19. We anticipate that reductions in
net revenue will be partially offset by other factors,
including (1) reductions in hospitals’ costs related to
COVID-19 as cases decline and hospitals become better
at managing cases and (2) the statutory 0.5 percent
increase to inpatient operating payments to remove
prior temporary reductions for past documentation
and coding changes. We estimate that IPPS hospitals’
Medicare margin will decrease in 2023 to about

-10 percent (similar to the level in 2017) and that

the median Medicare margin for relatively efficient
hospitals will decrease to modestly below break-even—
similar to prepandemic levels.

Update recommendation—The current-law updates

to payment rates for 2024 will not be finalized until
summer 2023, but CMS’s third-quarter 2022 forecasts
would result in the IPPS operating base payment

rate and OPPS base rate increasing by 2.9 percent

and the IPPS capital base payment rate increasing

by 2.4 percent. The Commission anticipates that a
fiscal year 2024 update to hospital payment rates of
current law plus 1 percent would generally be adequate
to maintain FFS beneficiaries’ access to hospital
inpatient and outpatient care and keep IPPS and OPPS
payment rates close to the cost of delivering high-
quality care efficiently. The Commission’s payment
update recommendation for 2024 reflects the most

recent inflation and other data from 2021, preliminary
data from 2022, and projections for 2023. If current
projections of input inflation and hospital costs turn
out to be inaccurate, these discrepancies will be
accounted for in our assessment of payment adequacy
in our next recommendation cycle.

Recommendation on supporting Medicare safety-net
hospitals—The recommended update to IPPS and OPPS
payment rates of current law plus 1 percent may not

be sufficient to ensure the financial viability of some
Medicare safety-net hospitals with a poor payer mix.
As the Medicare program strives to ensure access to
care for all beneficiaries and adequately pay providers
for that access, additional Medicare payments to
Medicare safety-net providers are warranted. Medicare
already provides substantial safety-net funding to
hospitals, but there are several problems with the way
Medicare distributes these funds, including omitting

a hospital’s Medicare share from its funding formulas
in favor of subsidizing Medicaid payments, making
supplemental payments only for inpatient services,

and having an uncompensated care payment formula
that favors hospitals with few FFS Medicare patients.
The Commission’s view is that Medicare safety-

net payments should be used primarily to support
Medicare safety-net hospitals—those that provide care
to large shares of low-income Medicare beneficiaries.
We note that this definition of “safety-net hospital” is
Medicare-centric by design; safety-net definitions used
by Medicaid and other payers would likely differ.

In Chapter 3, the Commission recommends
redistributing the current Medicare safety-

net payments (disproportionate share hospital

and uncompensated care payments) using the
Commission-developed Medicare Safety-Net Index
(MSNI) for hospitals. Implementation of this index
would better target scarce Medicare resources to
support hospitals that are key sources of care for low-
income Medicare beneficiaries and may be at risk of
closure. In addition, the Commission recommends
adding $2 billion to this MSNI pool of funds to help
maintain the financial viability of Medicare safety-net
hospitals. The FFS portion of the MSNI pool of funds
should be distributed to hospitals as add-on payments
to Medicare’s IPPS and OPPS payments, with
commensurate add-on amounts made to hospitals
treating Medicare Advantage enrollees.
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While most hospitals will see increases in Medicare
revenue due to the $2 billion in additional safety-

net spending, there are some hospitals that will see
reductions. Material reductions in Medicare revenue
could occur for hospitals that currently receive

high Medicare uncompensated care payments but
serve relatively few FFS Medicare patients. In light

of these effects, the Congress could phase in the
MSNI policy for all hospitals over a set period of time
(i.e., transition to the MSNI policy over three to five
years). Alternatively, a transition could be managed
through a stop-loss policy so that no hospital would
experience changes (positive or negative) in Medicare
payments due to the MSNI of more than 5 percent in
any one year. Both approaches would also allow time
for the hospitals facing the most substantial revenue
reductions to try to augment revenues from existing
sources and request additional financial support from
state and local governments, as warranted. To the
extent that these hospitals have high cost structures, a
transition would allow time to improve efficiencies.

Physician and other health professional
services

Medicare’s physician fee schedule pays for about 8,000
different types of medical services—ranging from office
visits to surgical procedures, imaging, and tests—that
are delivered in physician offices, hospitals, nursing
homes, and other settings. The clinicians who are paid
to deliver these services include not only physicians,
nurse practitioners, and physician assistants but

also podiatrists, physical therapists, psychologists,

and other types of health professionals. In 2021, the
Medicare program and its beneficiaries paid $92.8
billion for services provided by almost 1.3 million
clinicians, accounting for just under 18 percent of FFS
spending.

As described in Chapter 4, in 2021 and 2022, most
physician payment adequacy indicators remained
positive or improved, but clinicians’ input costs grew at
rates not seen for many years.

Beneficiaries’ access to care—In the 2022 fielding of the
Commission’s annual survey, Medicare beneficiaries
continued to report access to clinician services that
was equal to, or better than, that of privately insured
people. Other national surveys and our annual

focus groups with beneficiaries also suggest that
beneficiaries have relatively good access to care.

Surveys indicate that the share of clinicians accepting
Medicare is comparable to the share accepting private
insurance, despite private health insurers paying higher
rates. Almost all clinicians who bill Medicare accept
physician fee schedule amounts as payment in full and
do not seek to obtain higher payments from patients.
The supply of most types of clinicians has been growing
in recent years, although the composition of the
clinician workforce continues to change, with a rapid
increase in the number of advanced practice registered
nurses and physician assistants, steady increase in

the number of specialists, and a slow decline in the
number of primary care physicians. These changes
have coincided with our annual survey finding that
both Medicare beneficiaries and privately insured
people report more problems obtaining a new primary
care provider than a new specialist. Despite the

growth in the overall number of clinicians, the number
of clinicians per Medicare beneficiary (including

those in FFS Medicare and Medicare Advantage) has
remained steady due to beneficiary enrollment growth.
The overall number of beneficiary encounters with
clinicians increased in 2021 but did not return to
prepandemic levels.

Quality of care—In 2021, the coronavirus pandemic
compounded difficulties assessing the quality of
care provided by clinicians. While we report 2021
rates of ambulatory care-sensitive hospitalizations
and emergency department visits and 2021 patient
experience data, we have not used these results

to assess the quality of care provided to Medicare
beneficiaries.

Medicare payments and providers’ costs—In 2021, total
spending by the Medicare program and beneficiaries

on clinician services was $8.1 billion higher than it was

in 2020 but $4.4 billion lower than in 2019. In 2021, per
beneficiary spending on evaluation and management
(E&M) services and on treatments was higher than it was
in 2019, while spending on tests, imaging, procedures,
and anesthesia was lower. The increase in E&M spending
primarily reflects large increases to the payment rates
for certain E&M services that were implemented in 2021,
while changes in other service categories were driven by
a combination of smaller changes in payment rates and
reductions in service volume.

In 2021, payment rates paid by preferred provider
organization health plans for clinician services were
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134 percent of FFS Medicare’s payment rates, down
from 138 percent in 2020. Between 2017 and 2021,
physicians’ median all-payer compensation grew by an
average of 3 percent per year. However, compensation
remained much lower for primary care physicians
than for most specialists—underscoring our long-
standing concerns about the mispricing of physician
fee schedule services and its impact on the number of
physicians choosing to practice primary care.

Clinicians’ input costs—as measured by the Medicare
Economic Index (MEI)—grew by 2.6 percent in 2021 and
are estimated to have grown by 4.7 percent in 2022,
substantially higher than the recent historical norm

of 1 percent to 2 percent growth per year. Growth in
clinicians’ input costs is projected to remain high in
2023 (3.9 percent) and 2024 (2.9 percent), though these
projections are subject to change.

Update recommendation—Given the recent growth in
inflation, cost increases could be difficult for clinicians
to absorb. However, on the basis of our indicators,
current payments to clinicians appear adequate. The
Commission recommends that for calendar year 2024,
the Congress update the 2023 Medicare base payment
rate for physician and other health professional
services by 50 percent of the projected increase in the
MEIL Because clinicians’ practice expenses account
for about half of the MEI, this recommendation

would help ensure that payment rates keep pace with
the growth of clinicians’ practice costs. Based on
CMS’s MEI projections at the time of publication, the
recommended update for 2024 would be equivalent to
1.45 percent.

Recommendation on supporting Medicare safety-

net clinicians—To promote adequate access to care

for all Medicare beneficiaries, the Commission

has determined that providing additional financial
support for clinicians who furnish care to Medicare
beneficiaries with low incomes is warranted. Clinicians
often receive less revenue when treating low-income
beneficiaries because of the way Medicare’s cost-
sharing policies interact with state Medicaid payment
policies, which likely makes beneficiaries with low
incomes less profitable to care for and could put some
clinicians at financial risk. At the same time, low-income
beneficiaries report having more difficulty accessing
needed care than other beneficiaries. The Commission
recommends that Medicare make targeted add-on

payments of 15 percent to primary care clinicians and 5
percent to all other clinicians for physician fee schedule
services provided to Medicare beneficiaries enrolled in

the Part D low-income subsidy program.

Ambulatory surgical center services: Status
report

Ambulatory surgical centers (ASCs) provide outpatient
procedures to patients who do not require an
overnight stay. As described in Chapter 5’s status
report, in 2021, the 6,075 ASCs certified by Medicare
treated 3.3 million FFS Medicare beneficiaries.
Medicare program and beneficiary spending on ASC
services was about $5.7 billion.

The supply of ASCs and volume of services continued
to grow in 2021. The number of ASCs grew 2.7 percent,
and the volume of ASC surgical procedures per FF'S
beneficiary—after dropping substantially in 2020—
climbed to above prepandemic levels. Numerous
factors likely have contributed to this sector’s growth,
including changes in clinical practice and health

care technology that have expanded the provision of
surgical procedures in ambulatory settings. The most
common service in ASCs, accounting for almost 19
percent of volume in 2021, was extracapsular cataract
removal with intraocular lens insertion.

Most ASCs are for profit, and geographic distribution
is uneven, with the vast majority located in urban areas
and the concentration of ASCs varying widely across
states. About 65 percent of ASCs that billed Medicare
in 2021 specialized in a single clinical area, of which
gastroenterology and ophthalmology were the most
common. The remainder were multispecialty facilities,
providing services in more than one clinical specialty.
From 2016 to 2021, the ASC specialty that grew most
rapidly was pain management.

Medicare spending per FFS beneficiary on ASC services
rose at an average annual rate of 7.7 percent from

2016 through 2019 and at an average annual rate of

8.7 percent from 2019 to 2021. However, policymakers
know little about the costs ASCs incur in treating
beneficiaries because Medicare does not require ASCs
to submit cost data, unlike its cost data requirements
for other types of facilities. The Commission contends
that ASCs could feasibly provide such information, and
we have recommended since 2010 that the Congress
require them to submit cost data.
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Outpatient dialysis services

Outpatient dialysis services are used to treat the
majority of individuals with end-stage renal disease
(ESRD). In 2021, nearly 332,000 beneficiaries with
ESRD on dialysis were covered under FFS Medicare
and received dialysis from more than 7,800 dialysis
facilities. In 2021, Medicare expenditures for outpatient
dialysis services totaled $10.0 billion.

As described in Chapter 6, measures of the capacity
and supply of outpatient dialysis providers,
beneficiaries’ ability to obtain care, and changes in the
volume of services suggest that Medicare payments are
adequate.

Beneficiaries’ access to care—Dialysis facilities appear to
have the capacity to meet demand. Between 2020 and
2021, the number of in-center treatment stations grew
faster than the number of FFS and Medicare Advantage
(MA) dialysis beneficiaries. A steep (20 percent) decline
in FFS treatments in 2021 is largely due to the removal
of the statutory provision that prevented most dialysis
beneficiaries from enrolling in MA plans. Between
January 2020 and December 2021, the share of dialysis
beneficiaries enrolled in MA plans increased from

25 percent to roughly 40 percent. The effects of the
pandemic’s excess mortality also contributed to the
decline in FFS treatments in 2021. An estimated 20
percent marginal profit in 2021 suggests that dialysis
providers have a financial incentive to continue to
serve Medicare beneficiaries.

Quality of care—FFS dialysis beneficiaries’ rates of
all-cause hospitalization and mortality increased
somewhat between 2020 and 2021, while emergency
department use remained steady. The share of
beneficiaries dialyzing at home, which is associated
with better patient satisfaction, continued to grow.

Providers’ access to capital—Information from
investment analysts suggests that access to capital for
dialysis providers continues to be strong. The number
of facilities, particularly for-profit facilities, continues
to increase. The two largest dialysis organizations
have grown through acquisitions of and mergers with
midsize dialysis organizations.

Medicare payments and providers’ costs—Medicare
payment per treatment in freestanding dialysis
facilities (which provide the vast majority of FF'S
dialysis treatments) grew by 0.9 percent while cost

per treatment rose by 1.3 percent. Growth in costs
was seen across all cost categories, with the exception
of ESRD drugs. The aggregate Medicare margin fell
from 2.7 percent in 2020 to 2.3 percent in 2021. (The
aggregate margin in 2021 was 2.7 percent including
provider-relief pandemic revenues.) We project that
the 2023 aggregate Medicare margin will drop to -0.4
percent due to cost growth that we expect will exceed
payment updates.

Recommendation—Under current law, the Medicare
FFS base payment rate for dialysis services is projected
to increase by 1.8 percent in 2024. Given that most of
our indicators of payment adequacy are positive, the
Commission recommends that, for 2024, the Congress
update the calendar year 2023 ESRD PPS base rate by
the amount determined under current law.

Skilled nursing facility services

Medicare covers short-term skilled nursing and
rehabilitation services for beneficiaries in skilled nursing
facilities (SNFs) after an inpatient hospital stay. In 2021,
about 14,700 SNFs furnished about 1.7 million Medicare-
covered stays to 1.2 million FFS beneficiaries (3.4 percent
of Medicare’s FFS beneficiaries). In that year, Medicare
FFS spending on SNF services was $28.5 billion. Most
SNFs are also certified as nursing homes, which furnish
long-term care services not covered by Medicare.

In Chapter 7, we examine the adequacy of Medicare’s
SNF payments. The COVID-19 pandemic has had
devastating effects on nursing facility residents

and staff. However, owing to federal policies
supporting SNFs during the coronavirus PHE and the
implementation of Medicare’s new case-mix system,
SNFs’ aggregate financial performance under Medicare
was robust in 2021, despite occupancy that has been
slow to rebound and ongoing staffing pressures.

Beneficiaries’ access to care—Changes in the indicators
of access in 2021 were mixed and reflect the impact
of the coronavirus pandemic, not the adequacy

of Medicare’s payments. In 2021, 88 percent of
beneficiaries lived in a county with three or more
SNFs or swing bed facilities (rural hospitals with

beds that can serve as either SNF beds or acute

care beds), and nationwide, occupancy rates remain
below prepandemic levels, indicating bed availability.
However, staffing shortages may constrain capacity
for some facilities. Continued waiver of coverage rules
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during the PHE tempered the reductions in Medicare
volume that began in March 2020. Nevertheless,
between 2020 and 2021, Medicare-covered admissions
per 1,000 FFS beneficiaries dropped 2.4 percent, while
covered days per 1,000 FFS beneficiaries fell 3.7 percent
as length of stay declined. Slow-to-return demand for
SNF care is likely due, at least in part, to pandemic-
related factors, including continued avoidance of the
setting and mortality due to COVID-19 among the

aged and disabled populations that would otherwise

be receiving care in a nursing facility. Decreased
volume was also due to the impact of the coronavirus
pandemic, not the adequacy of Medicare payments. FFS
Medicare remains a preferred payer for SNFs. In 2021,
Medicare marginal profit (an indicator of whether SNFs
have an incentive to treat more Medicare beneficiaries)
averaged 26 percent for freestanding facilities. This
profit is a strong positive indicator of beneficiary
access to SNF care, though factors other than the

level of payment (such as bed availability or staffing
shortages) could challenge access.

Quality of care—In 2021, the mean facility risk-adjusted
rate of successful discharge to the community from
SNFs was 43.5 percent, and the mean facility risk-
adjusted rate of hospitalizations was 13.1 percent. The
pandemic and PHE-related policies confound our
measurement and assessment of trends in our quality
measures.

Providers’ access to capital—The number of nursing
facility transactions in 2021 was lower than it was
before the coronavirus pandemic, reflecting a lack of
sellers rather than a lack of investor interest. In 2021,
the average price per bed increased to a near record
level. In 2021, the all-payer total margin—reflecting all
payers (including managed care, Medicaid, Medicare,
and private insurers) and all lines of business (such as
skilled and long-term care, hospice, ancillary services,
home health care, and investment income)—was 3.4
percent, which was higher than recent prepandemic
averages. The all-payer margin increased during

the coronavirus pandemic because of funding that
nursing homes received during the PHE and changes in
Medicare and Medicaid payments. Without pandemic-
related funds, the all-payer margin was -1.5 percent.

Medicare payments and providers’ costs—Between 2020
and 2021, Medicare’s aggregate FFS spending on SNF
services increased 0.5 percent to $28.5 billion, despite

fewer covered SNF days. Payments per day increased
over 3 percent, while costs per day grew 4 percent.
The Medicare margin for freestanding SNFs was 17.2
percent in 2021. Margins varied greatly across facilities,
reflecting differences in costs per day, economies of
scale, and cost growth. The 2021 Medicare margin for
relatively efficient SNFs was 22 percent. We project an
aggregate Medicare margin of 10 percent for 2023.

Recommendation—While the effects of the pandemic
on beneficiaries and nursing home staff have been
devastating, the combination of federal policies and

the implementation of the new case-mix system
resulted in improved financial performance for SNFs.
Medicare’s payments need to be reduced to more
closely align aggregate payments with aggregate costs.
The Commission recommends that, for fiscal year 2024,
the Congress reduce the 2023 Medicare base payment
rates for skilled nursing facilities by 3 percent.

Home health care services

Home health agencies (HHAs) provide services to
beneficiaries who are homebound and need skilled
nursing care or therapy. In 2021, about 3.0 million
Medicare FFS beneficiaries received care, and the
program spent $16.9 billion on home health care
services. In that year, 11,474 HHAs participated in
Medicare.

As described in Chapter 8, the indicators of Medicare
payment adequacy for home health care are generally
positive.

Beneficiaries’ access to care—Access to home health
care was adequate in 2021: Over 98 percent of Medicare
beneficiaries lived in a ZIP code served by at least two
HHASs. Between 2020 and 2021, the number of HHAs fell
by 0.8 percent, continuing a slow decline that began

in 2013, but at a lower rate than in prior years. This
slower decline suggests that neither the coronavirus
pandemic nor the major revisions to the home health
PPS implemented in 2020 had a significant impact on
HHA supply. In 2021, the number of FFS beneficiaries
receiving home health care fell by 1.1 percent, and the
number of 30-day periods declined by 2.9 percent.
However, the overall number of beneficiaries enrolled
in FFS also declined as more beneficiaries enrolled in
Medicare Advantage. As a result, the number of 30-day
periods per 100 FFS beneficiaries increased by almost
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1 percent in 2021, and the share of FFS beneficiaries
using home health care increased to 8.3 percent.
The average number of in-person visits per 30-day
period declined (by 4.7 percent), but some of the
decline could have been offset by greater use of virtual
visits through telehealth. In 2021, freestanding HHAS’
marginal profit—that is, the rate at which Medicare
payments exceed providers’ marginal costs—was 26
percent, suggesting a significant financial incentive
for freestanding HHAs with excess capacity to serve
additional Medicare patients.

Quality of care—In 2021, the mean agency risk-adjusted
rate of successful discharge to the community from
HHAs was 52.2 percent, and the mean agency risk-
adjusted rate of hospitalizations was 18.2 percent. The
coronavirus pandemic and policies related to the PHE
confound our assessment of trends in both quality
measures. Further complicating assessment, the
home health payment system now uses a shortened
unit of payment (a 30-day unit rather than 60 days),
which changes the period used in the postdischarge
hospitalization measure.

Providers’ access to capital—Access to capital is a less
important indicator of Medicare payment adequacy

for home health care because this sector is less capital
intensive than other health care sectors. The major
publicly traded for-profit home health companies had
sufficient access to capital markets for their credit needs.

Medicare payments and providers’ costs—In 2021,

home health agencies’ average cost per 30-day period
decreased by 2.9 percent, in part reflecting a decline in
the number of visits per 30-day period. As the number
of visits per period declined, Medicare’s payment per
in-person visit increased by 17.7 percent. Medicare
margins for freestanding agencies averaged 24.9
percent in 2021—a historic high—up from 20.2 percent
in 2020 and 15.4 percent in 2019. These high margins
indicate that the increase in payments in 2021 far
exceeded the increase in costs. In aggregate, Medicare’s
payments have always been substantially more than
costs under prospective payment: From 2001 to 2019,
the Medicare margin for freestanding HHAs averaged
16.4 percent. The projected margin for 2023 is 17.0
percent, reflecting both a statutory reduction to the
base payment rate of 3.5 percent in 2023 (required to
maintain budget neutrality following recent changes to
the home health payment system) and expected cost

growth indicated by the Medicare home health market
basket. However, this rate of inflation is high relative to
past experience, so margins in 2023 could be higher.

Recommendation—Our review of payment adequacy for
Medicare home health services indicates that access is
more than adequate in most areas. Home health care
can be a high-value benefit when it is appropriately
and efficiently delivered. Medicare beneficiaries often
prefer to receive care at home instead of in institutional
settings, and home health care can be provided at
lower costs than institutional care. However, Medicare’s
payments for home health services are too high, and
these excess payments diminish the service’s value as

a substitute for more costly services. On the basis of
these findings, the Commission recommends that, for
calendar year 2024, the Congress should reduce the
2023 base rate by 7 percent.

Inpatient rehabilitation facility services

Inpatient rehabilitation facilities (IRFs) provide
intensive rehabilitation services to patients after
illness, injury, or surgery. Rehabilitation programs are
supervised by rehabilitation physicians and include
services such as physical and occupational therapy,
rehabilitation nursing, speech-language pathology,
and prosthetic and orthotic services. In 2021, Medicare
spent $8.5 billion on 379,000 FFS IRF stays in about
1,180 IRFs nationwide.

As described in Chapter 9, most IRF payment adequacy
indicators remained positive or improved.

Beneficiaries’ access to care—Between 2020 and 2021,
the number of IRFs and IRF beds slightly increased.
The aggregate IRF occupancy rate was 68 percent,
indicating that capacity is more than adequate to
meet demand. From 2020 to 2021, Medicare cases
per 10,000 FFS beneficiaries increased by about 4
percent. Marginal profit, an indicator of whether IRFs
with excess capacity have an incentive to treat more
Medicare beneficiaries, was 22 percent for hospital-
based IRFs and 41 percent for freestanding IRFs—a very
strong indicator of access.

Quality of care—In 2021, the mean facility risk-adjusted
rate of successful discharge to the community from
IRFs was 67.6 percent and the mean facility risk-
adjusted rate of hospitalizations was 7.2 percent. The
coronavirus pandemic and related policies confound
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our measurement and assessment of trends in our
quality measures.

Providers’ access to capital—Between 2020 and 2021,
freestanding IRFs’ all-payer total margin grew from 10.2
percent to 14.0 percent, and the largest IRF chain (which
accounted for almost a third of all Medicare FFS IRF
discharges) continued to open new IRFs and enter joint
ventures with other organizations, suggesting strong
access to capital. Hospital-based IRFs continued to have
strong access to capital through their parent hospitals.

Medicare payments and providers’ costs—IRFs’ Medicare
margin increased to 17.0 percent in 2021, driven by

slow cost growth. The Medicare margin for relatively
efficient IRFs was even higher, at about 20 percent,

as these IRFs were generally able to leverage greater
economies of scale. We anticipate that the 2023

margin will decrease to 11 percent, driven in part by

the expiration of PHE-related increases in Medicare
payments to IRFs.

Recommendation—Given our positive payment
adequacy indicators, the Commission recommends
that, for fiscal year 2024, the 2023 IRF base payment
rate be reduced by 3 percent. This recommendation
would continue to provide IRFs with sufficient
revenues to maintain beneficiaries’ access to IRF care
while bringing IRF PPS payment rates closer to the cost
of delivering high-quality care efficiently.

Hospice services

The Medicare hospice benefit covers palliative and
support services for beneficiaries who are terminally ill
with a life expectancy of six months or less if the illness
runs its normal course. When beneficiaries elect to
enroll in the Medicare hospice benefit, they agree to
forgo Medicare coverage for conventional treatment
of their terminal illness and related conditions. In

2021, more than 1.7 million Medicare beneficiaries
(including almost half of decedents) received hospice
services from 5,358 providers, and Medicare hospice
expenditures totaled $23.1 billion.

As described in Chapter 10, the indicators of Medicare
payment adequacy for hospice services are generally
positive.

Beneficiaries’ access to care—In 2021, some measures of
volume were stable while others declined. The declining
measures appear to stem from the effects of changing

death rates and patterns of care due to the coronavirus
pandemic and are not a reflection of Medicare payment
adequacy. In 2021, the number of hospice providers
increased by about 6 percent as more for-profit
hospices entered the market, a trend that has extended
for more than a decade. Total deaths among Medicare
beneficiaries increased sharply in 2020 and declined
just 0.1 percent in 2021, while the number of Medicare
decedents who used hospice declined 1.3 percent. The
overall share of Medicare decedents using hospice
services decreased slightly to 47.3 percent, but patterns
of hospice use among decedents varied by beneficiary
characteristics and grew among some groups. Among
all beneficiaries (not limited to decedents), the number
of beneficiaries who received hospice services and

the number of hospice days furnished was stable. For
decedents, average lifetime length of stay fell by almost
5 days in 2021 to 92.1 days, similar to the prepandemic
level. Between 2020 and 2021, median length of stay
declined slightly, from 18 days to 17 days. In 2020,
Medicare payments to hospice providers exceeded
marginal costs by 18 percent. This rate of marginal
profit suggests that providers have a strong incentive
to treat Medicare patients and is a positive indicator of
patient access.

Quality of care—Quality of care in 2021 is difficult to
assess. While we report the most recent data from
hospice patient experience and process measures, we
have not used those results to inform our conclusions
about trends in the quality of care provided to
Medicare hospice beneficiaries and their relationship
to Medicare payment adequacy. Scores on the Hospice
Consumer Assessment of Healthcare Providers and
Systems® were stable in the most recent period. Scores
on a composite of seven processes of care at admission
were generally topped out (meaning scores are so

high and unvarying that meaningful distinctions and
improvement in performance can no longer be made).
The provision of in-person visits at the end of life was
stable in 2021, after declining modestly in 2020 due to
the coronavirus pandemic. CMS also launched a new
claims-based quality measure, based on 10 indicators,
that identifies outlier patterns of care among hospice
providers.

Providers’ access to capital—Hospices are not as capital
intensive as other provider types because they do not
require extensive physical infrastructure. Continued
growth in the number of for-profit providers (an
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increase of over 8 percent in 2021) and reports of
strong investor interest in the sector suggest that
capital is available to these providers. Less is known
about access to capital for nonprofit freestanding
providers, for which capital may be more limited.
Hospital-based and home health-based hospices have
access to capital through their parent providers.

Medicare payments and providers’ costs—Hospice
margins are presented through 2020 because of

the data lag required to calculate cap overpayment
amounts. Between 2019 and 2020, average cost per
day increased just 1.1 percent, which helped boost
the 2020 Medicare aggregate margin to 14.2 percent,
up from 13.4 percent in 2019. With Medicare’s share
of pandemic-related relief funds included, the
estimated 2020 aggregate Medicare margin rises to
about 16 percent. In 2021, growth in hospice cost per
day increased 4.2 percent. We project an aggregate
Medicare margin for hospices of about 8 percent in
2023.

In addition to indicators of hospice payment adequacy,
Chapter 10 also assesses the hospice aggregate cap.
The cap limits the aggregate payments a hospice
provider can receive in a year and functions as a
mechanism that reduces payments to hospices with
long stays and high margins. We estimate that 18.6
percent of hospices exceeded the cap in 2020; the
aggregate Medicare margin for these hospices was
about 23 percent before and 8 percent after application
of the cap.

Recommendation—Based on the generally positive
indicators of payment adequacy and strong margins,
the Commission concludes that a reduction in
aggregate payments is warranted. However, in this
sector, with the range of financial performance across
hospice providers and the existence of the hospice
aggregate cap, there is the potential to focus payment
reductions on providers with disproportionately long
stays and high margins. Therefore, the Commission
recommends that the Congress wage adjust and
reduce the hospice aggregate cap by 20 percent while
maintaining the current-law update for fiscal year
2024. Under this recommendation, payments would
increase for many hospice providers by an estimated
2.9 percent, while payments would be reduced for
providers with very long lengths of stay and low costs
relative to payments.

The Medicare Advantage program: Status
report and mandated report on historical
comparison of MA payments to FFS
spending

The MA program gives Medicare beneficiaries the
option of receiving benefits from private plans rather
than from the FFS Medicare program. As described

in Chapter 11, in 2022, the MA program included 5,261
plan options offered by 182 organizations, enrolled
about 29 million beneficiaries (49 percent of Medicare
beneficiaries with both Part A and Part B coverage),
and paid MA plans $403 billion (not including Part

D drug plan payments). The Commission strongly
supports the inclusion of private plans in the Medicare
program. Beneficiaries should be able to choose
among Medicare coverage options, as some may prefer
to avoid the constraints of provider networks and
utilization management by enrolling in the traditional
FFS Medicare program, while others may prefer to seek
the additional benefits and alternative delivery systems
that private plans provide. Because Medicare pays
private plans a predetermined rate—risk adjusted per
enrollee—rather than a per service rate, plans should
have greater incentives than FFS providers to deliver
more efficient care.

The Commission remains concerned that the benefits
from MA’s lower cost relative to FFS spending are
shared exclusively by the companies sponsoring

MA plans (in the form of increased enrollment and
revenues) and MA enrollees (in extra benefits). The
taxpayers and FF'S Medicare beneficiaries who help
fund the MA program through Part B premiums do not
realize any savings from MA plan efficiencies. Further,
Part B premiums are higher for all beneficiaries than
they otherwise would be, and Medicare spends 6
percent more for MA enrollees than it would spend if
those beneficiaries were enrolled in FF'S Medicare, a
difference that translates into a projected $27 billion

in 2023. This amount would be even larger if the
favorable selection of beneficiaries in MA plans were
taken into account because beneficiaries who choose
to enroll in an MA plan tend to be more profitable than
beneficiaries who remain in FFS Medicare.

In 1985, payments to private plans were initially set at
95 percent of FFS payments because it was expected
that plans would share savings from their efficiencies
relative to FFS with taxpayers. But subsequent policies
have explicitly elevated payments to MA above the

XXii Executive summary



FFS equivalent and, in the aggregate, private plans
have never been paid less than FFS Medicare. MA
benchmarks are set above FFS in many markets in
part to encourage more uniform plan participation
across the country, and quality payments (which the
Commission has found do not meaningfully reflect
plan quality, from the perspective of enrollees or the
Medicare program) further inflate MA payments above
FFS. Moreover, MA plans’ diagnostic coding practices
inflate payments and undermine the goal of plans
competing to improve quality and reduce costs. All

of these factors lead to government subsidization of
increasingly higher levels of extra benefits for MA
enrollees. In addition, the Commission finds that

the plan-submitted data about beneficiaries’ health
care encounters are incomplete—or, in the case of
many extra benefits, nonexistent—which prevents
policymakers from understanding enrollees’ use of
services and plan efficiencies and limits policymakers’
ability to carry out program oversight.

As evidenced by rapid growth in enrollment, additional
benefits (including lower plan cost sharing for basic
Medicare benefits and reduced premiums for Part D
coverage) are attractive to beneficiaries. Nevertheless,
for many reasons, a major overhaul of MA policies

is urgently needed. First, the use and value of the

many supplemental benefits is unclear, and currently
such benefits are well above their historical level.

As a result, the Commission believes that payments
can be reduced without substantial cuts to benefits
(which would remain more generous than in the

recent past). Second, the disparity between MA and
FFS payment disadvantages beneficiaries who—due

to medical reasons or personal preferences—do not
want to enroll in MA plans that use tools like narrow
networks or utilization management policies. Third,
the payment-induced growth in MA will increasingly
create challenges for setting benchmarks because
beneficiaries remaining in FFS may be higher risk

(and thus have higher spending) in ways that risk
adjustment cannot adequately capture. Finally, because
of Medicare’s fiscal situation, any expansion of benefits,
if desired by policymakers, should be done deliberately,
with attention to their value, and in the most fiscally
efficient manner. The Commission asserts that the
current policy does not meet that standard. Therefore,
over the past few years, the Commission has made
several recommendations to improve the program.
These recommendations call for the Congress and CMS

to address coding intensity, replace the quality bonus
program, establish more equitable benchmarks, and
improve the completeness of encounter data.

Enrollment, plan offerings, and extra benefits—

The MA program is quite robust, with growth in
enrollment, increased plan offerings, and, for the
seventh consecutive year, a historically high level

of extra benefits. From 2018 to 2022, the share of
eligible Medicare beneficiaries enrolled in MA rose by

3 percentage points per year, from 37 percent to 49
percent. It is likely that a majority of eligible Medicare
beneficiaries will be enrolled in MA in 2023. In 2023,

the average Medicare beneficiary has a choice of 41
plans (offered by an average of 8 organizations), and

the average MA plan enrollee has access to over $2,350
in extra benefits annually that FFS enrollees cannot
access without purchasing additional health insurance
coverage or paying for the services on an out-of-pocket
basis. The rebate amount, which finances extra benefits,
has more than doubled since 2018 and, in 2023, accounts
for 17 percent of payments to MA plans. At the same
time, we do not have reliable information about the
extent to which beneficiaries use or value these benefits.

Medicare payments to plans—In 2023, payments to MA
plans—including the impact of coding intensity but
ignoring any favorable selection—average an estimated
106 percent of projected FFS spending. In addition, MA
benchmarks, which represent the maximum amount
Medicare will pay an MA plan to provide Part A and
Part B benefits, continue to be well above projected
FFS spending levels. In 2023, MA benchmarks averaged
an estimated 109 percent of projected FFS spending
(including quality bonuses but not accounting for MA
coding), 1 percentage point above the level in 2022.

The bids that MA plans submit to CMS suggest that
plans continue to capitalize on their administrative
flexibility and reduce their relative growth in health
care costs year over year. Nearly all plans bid below the
projected cost of FFS Medicare. For 2023, the average
plan bid to provide Part A and Part B benefits was 17
percent less than FFS Medicare would be projected

to spend for those enrollees under current payment
policies, a record low.

Risk adjustment and coding intensity—Medicare
payments to MA plans are specific to each enrollee,
based on a plan’s payment rate and the enrollee’s risk
score. Risk scores account for differences in expected
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medical expenditures and are based in part on
diagnoses that providers code. In FFS Medicare, most
claims are paid using procedure codes, which offer
little incentive for providers to record more diagnosis
codes than necessary to justify providing a service. In
contrast, MA plans have a financial incentive to ensure
that their providers record all possible diagnoses
because those diagnoses raise an enrollee’s risk score
and result in higher payments to the plan.

Our analysis of 2021 data shows that higher diagnosis
coding intensity resulted in MA risk scores that were
about 10.8 percent higher than scores for similar FFS
beneficiaries. By law, CMS reduces MA risk scores
across the board to make them more consistent with
FFS coding; CMS has the authority to impose a larger
reduction than the minimum required by law but has
never done so. In 2021, the adjustment reduced MA
risk scores by 5.9 percent. However, we estimate that
MA risk scores were still about 4.9 percent higher than
they would have been if MA enrollees had been treated
in FFS Medicare. In 2021, those higher scores resulted
in $17 billion in excess payments to MA plans, and we
project that the amount will reach $23 billion in 2023 (if
MA coding remains the same as in 2021). We continue
to find that coding intensity varies significantly across
MA plans and that increasing diagnostic coding allows
some plans to offer more extra benefits, thereby
attracting more enrollees and undermining plan
incentives to improve quality and reduce costs.

The Commission previously recommended changes
to MA risk adjustment that would exclude diagnoses
collected from health risk assessments (which rely on
unverified enrollee-reported data), use two years of
diagnostic data, and apply an adjustment to eliminate
any residual impact of coding intensity. We find that
nearly two-thirds of MA coding intensity could be
due to use of diagnoses from chart reviews and health
risk assessments, and that these two mechanisms are
a primary factor driving coding differences among
MA plans.

Quality in MA—The current state of quality reporting
in MA is such that the Commission can no longer
provide an accurate description of MA quality of care.
Beneficiaries lack good information on the quality

of care provided by MA plans in their local market,
limiting their ability to make informed choices among
plans. Further, the 49 percent of eligible Medicare

beneficiaries enrolled in MA do not know how their
plan’s quality compares with quality in FFS Medicare.
MA and FFS quality comparisons are also necessary
for policymakers to evaluate the quality of care that
beneficiaries receive in all sectors. In our June 2020
report, the Commission recommended replacing the
current quality bonus program, which is not achieving
its intended purposes and is costly to Medicare, with a
new value incentive program for MA.

The academic community has devoted growing
attention to assessing MA quality and making
comparisons with FFS. Notwithstanding the
methodological and data issues that are present in
many studies, that literature suggests that MA plans
likely improve performance on some process measures.
Findings are sufficiently mixed on patient experience
and outcomes that the Commission cannot conclude
that MA plans systematically provide better (or worse)
quality compared with traditional FFS Medicare.

Mandated report: Historical comparison shows
MA payments were consistently above FFS
spending

The Consolidated Appropriations Act, 2023, mandated
that the Commission submit a report by March

15, 2023, that compares MA and FFS per enrollee
spending for at least the last five years for which data
are available. The Act requests that the Commission’s
analysis use the FFS spending method used to calculate
MA benchmarks and compare MA payments with
beneficiaries enrolled in both Part A and Part B. In
Chapter 11, we use our long-standing prospective
method of comparing MA payments with FFS spending
from 2004 through 2023 and supplement this analysis
with a retrospective method using the available data
on actual MA payments and FFS spending (both claims
and nonclaims payments) from 2016 through 2019. Our
prospective and retrospective methods yielded very
similar results: Both found that MA payments were
higher than FFS spending from 2016 through 2019. We
note, however, that the retrospective and prospective
methods likely would not yield similar results when
estimating MA payments and FFS spending for 2020
because CMS's projection of FFS spending and MA bid
and risk score projections were overestimated during
the first year of the coronavirus pandemic. We will
continue to update our retrospective comparison of
MA payments relative to FFS spending as more recent
data become available.
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The Medicare prescription drug program
(Part D): Status report

As described in Chapter 12, in 2022, Part D paid for
outpatient drug coverage on behalf of nearly 50 million
Medicare beneficiaries. For Part D plan enrollees,
Medicare subsidizes about three-quarters of the cost
of basic benefits. Part D also includes a low-income
subsidy (LIS) that provides assistance with premiums
and cost sharing for more than 13 million individuals
with low income and assets.

In 2021, Part D program expenditures totaled $110.8
billion, accounting for about 13 percent of Medicare
spending. Of that amount, enrollees paid $14.9 billion
in premiums for basic benefits. Medicare spending

for the LIS totaled $35.1 billion: $31.3 billion for cost
sharing and $3.8 billion for premiums. Beyond program
spending, Part D plan enrollees paid $17.9 billion in
cost sharing and $7.5 billion in premiums for enhanced
benefits.

Since its inception in 2006, Part D has changed in
important ways. Part D enrollees have greatly expanded
their use of generics, while a relatively small share of
prescriptions for high-cost biologics and specialty
medications account for a mounting share of spending.
A growing share of Medicare’s payments have taken the
form of cost-based reimbursements to plans through
Medicare’s reinsurance. As a result, the financial risk
that plans bear, as well as their incentives to control
costs, has declined markedly. In 2020, the Commission
recommended major changes to the Part D benefit
design and Medicare’s subsidies in order to restore the
role of risk-based, capitated payments that was present
at the start of the program. In 2022, the Congress
passed the Inflation Reduction Act (IRA), which
included numerous policies related to prescription
drugs; one such provision is a redesign of the Part D
benefit with many similarities to the Commission’s
recommended changes. The changes adopted in the
IRA will be implemented over the next several years
and are likely to alter the drug-pricing landscape.

About 300 organizations operate Part D plans, but
most beneficiaries are enrolled in plans sponsored

by a handful of large health insurers. Most of the
largest sponsors have their own pharmacy benefit
managers (PBMs) that operate mail-order and
specialty pharmacies. Formularies (a plan’s list of
covered drugs) remain plan sponsors’ most important

tool for managing drug benefits. In Part D, plans

and their PBMs reduce benefit costs with postsale
rebates and discounts. Generally, pharmaceutical
manufacturers pay larger rebates to a sponsor when
the sponsor positions a drug on its formulary in a

way that increases the likelihood of winning market
share over competing drugs. Plan sponsors also use
provisions in network contracts with pharmacies that
require postsale recoupments or payments for meeting
performance metrics. These rebates and pharmacy
fees have grown as a share of Part D spending. Going
forward, changes in CMS’s program rules and changes
resulting from the IRA may affect the magnitude of
rebates and pharmacy fees.

Enrollment in 2022 and benefit offerings for 2023—

In 2022, 77 percent of Medicare beneficiaries were
enrolled in Part D plans. An additional 2 percent
obtained drug coverage through employer-sponsored
plans that received Medicare’s retiree drug subsidy. We
estimate that among the remaining beneficiaries, just
under 10 percent had creditable drug coverage from
other sources and less than 12 percent had no coverage
or coverage less generous than Part D.

Enrollment in stand-alone prescription drug plans
(PDPs) peaked in 2019 at 25.5 million (56 percent of
total plan enrollment) but fell to 23.3 million in 2022
(47 percent). Enrollment in Medicare Advantage-
Prescription Drug plans (MA-PDs) surpassed
enrollment in PDPs for the first time in 2021 and
reached 26.5 million in 2022. In 2022, LIS enrollees
made up 27 percent of total enrollment compared with
28 percent in 2018.

For 2023, beneficiaries continue to have a broad choice
of plans. Plan sponsors offered 3,539 general MA-PDs
and 1,254 MA-PDs tailored to specific populations
(special needs plans)—5 percent and 11 percent more,
respectively, than in 2022. In 2023, plan sponsors are
offering 804 PDPs, nearly 5 percent more than the
previous year.

For 2023, the base beneficiary premium declined

by 2 percent from 2022 to $32.74, reflecting a small
decrease in the total average estimated cost for basic
benefits after taking postsale rebates and discounts
into account. However, individual plans’ premiums
vary substantially, with PDPs typically having higher
premiums than MA-PDs. In 2023, 191 PDPs, roughly
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one-quarter of all PDPs, are available premium free to
enrollees who receive the LIS, and all regions have at
least three premium-free PDPs for LIS enrollees. Most
Part D plans use a five-tier formulary with differential
cost sharing between preferred and nonpreferred
drugs, as well as a specialty tier for high-cost drugs. For
2023, nearly half of all plans had intended to participate
in the Senior Savings Model that covers certain insulins
at no more than $35 for each prescription of a month’s
supply. Subsequently, the IRA—passed after plan bids
for 2023 had already been submitted—required all Part
D plans to provide such a benefit for covered insulin
products in 2023.

Part D program spending—In 2021, Medicare program
spending on Part D (excluding the $14.9 billion in
premiums paid by enrollees) totaled $95.9 billion, up
from $93.0 billion in 2020 (an increase of 3 percent).
Enrollees whose spending reaches the benefit’s
catastrophic phase increasingly drive program
spending. Medicare’s reinsurance (which covers 80
percent of spending in the catastrophic phase of the
benefit after rebates) continued to be the largest and
fastest-growing component of program spending,
totaling $52.4 billion, or about 55 percent of the total.
The value of the average basic benefit that is paid

to plans through the capitated direct subsidy has
plummeted in recent years. In 2023, direct subsidy
payments average less than $2 per member per month,
compared with payments of nearly $94 per member per
month for reinsurance.

Growth in drug prices—In 2021, growth in drug prices
accelerated, approaching rates observed before the
pandemic. Prices of generic drugs declined, which
helped moderate overall price growth. However,
generics’ share of prescriptions has plateaued at about
90 percent since 2017, and further opportunities for
generic substitution may be limited, given the shift in
the drug development pipeline toward biologics with
longer periods of market exclusivity. Inflation in prices
for brand-name drugs and biologics will likely continue
to drive spending upward unless the program can
achieve meaningful savings from the successful launch
of biosimilars and their adoption by prescribers and
beneficiaries. In 2021, about 464,000 enrollees filled a
prescription that, by itself, was sufficiently expensive to
meet the out-of-pocket threshold, up from just 33,000
enrollees in 2010.

Beneficiary access and quality in Part D—According to
the 2020 Medicare Current Beneficiary Survey, which
is the latest available, 79 percent of Part D enrollees
reported overall satisfaction with the program. While
satisfaction was quite high regarding the amount paid
for drugs, coverage, and participating pharmacies,
beneficiaries were less satisfied with their ability

to understand the program and the information

they received, and 27 percent were not confident

their coverage met their needs. Overall, 25 percent

of enrollees reported problems with affordability,
including 14 percent who did not take their medicine
as prescribed because of cost. Although it has long
been believed that premiums are paramount among
the factors beneficiaries consider when choosing their
plan, in 2020, more beneficiaries (30 percent) reported
considering their out-of-pocket costs than premiums
(26 percent).

The quality of prescription drug care requires a
balance between beneficiary access and medication
management. For many conditions, effective treatment
may hinge primarily on access and adherence to
prescription medicines. For this reason, Medicare
evaluates Part D plan formularies and network
pharmacies. However, one concern is that among
beneficiaries without the LIS, high cost sharing for
expensive therapies can be a barrier to access. At the
same time, Medicare beneficiaries take an average of
nearly five prescription drugs and are at higher risk
for adverse drug events associated with polypharmacy.
Thus, it is also critically important that Part D plans
help to manage medication therapies.

By law, Part D plans are required to carry out
medication therapy management (MTM) programs
and programs to manage opioid use. Between 2017
and 2021, CMS tested an Enhanced MTM model

to see if new payment incentives and regulatory
flexibilities would spur PDPs to improve their MTM
interventions and reduce Medicare spending. Although
an evaluation of the entire five-year demonstration is
not yet complete, over the first four years, CMS found
no significant reductions in Medicare spending for
Part A and Part B services, a net increase in Medicare
spending after accounting for model payments, and
mixed effects on quality measures. B
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Chapter summary

Medicare is the single largest health insurer in the U.S., covering one in
five Americans. As such, the Medicare program has great influence on
the health care sector: It covers a substantial share of many health care
providers’ patients and influences the payment policies of other payers.
Yet external forces in the environment can also have a substantial impact
on the Medicare program, as seen most recently with the coronavirus

pandemic.

Coronavirus disease 2019 (COVID-19) has had a disproportionate effect on
Medicare beneficiaries. Individuals ages 65 and older have made up only
13 percent of reported COVID-19 cases but have constituted 75 percent of
COVID-19 deaths. The risk of severe illness and death has been especially
high for Medicare beneficiaries with disabilities and those with end-stage
renal disease, who are one-and-a-half times and six times, respectively,
more likely to be hospitalized for COVID-19 than beneficiaries who
qualify for Medicare due to age alone. The coronavirus pandemic also

has prompted many Medicare beneficiaries to adjust their health care
utilization patterns. To minimize their risk of contracting COVID-19,

some beneficiaries delayed seeking nonurgent health care at times;

other beneficiaries may have had difficulty obtaining care as health care

providers prioritized resources for the most severely ill.

CHAPTER

In this chapter

* COVID-19 has had a
disproportionate impact on
Medicare beneficiaries

* National health care
spending has grown faster
than GDP

* Medicare spending is
projected to double in the
next 10 years

* Medicare faces a financing
challenge

* As Medicare spending
increases, so too do
premiums and cost sharing

e Medicare beneficiaries’
health status has been
improving

e The Commission’s
recommendations would
slow the growth in Medicare
spending and improve
beneficiary access to care
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The Congress appropriated several hundred billion dollars in relief funds to
health care providers to offset lost revenues and ensure that they remained
viable sources of care during the pandemic. The Congress and CMS also
temporarily changed some payment policies, many of which are still in effect
as of the date of publication of this report. These developments resulted in

a doubling of the rate of growth in national health care spending in 2020. By
2021, relief funds tapered off, resulting in lower growth in national health care
spending that year. By contrast, Medicare spending grew by a relatively modest
3.6 percent in 2020, then surged 8.4 percent in 2021 as patients resumed

care; the suspension of a 2 percent payment sequester and a temporary 3.75
percent increase to clinician payment rates (unrelated to the pandemic) also
contributed to Medicare spending growth in 2021. CMS actuaries estimate

that Medicare spending grew at a more typical rate in 2022, 7.5 percent, and
project that Medicare spending will grow by about 6 percent to 7 percent per
year in 2023 through 2030. Medicare spending is expected to double over the
next 10 years—rising from $875 billion in 2021 to $1.8 trillion in 2031. Medicare’s
projected spending growth is driven by growth in the number of beneficiaries
(projected to increase from 63 million to 78 million over this period, as the
baby-boom generation continues to age into Medicare) and continued growth
in the volume and intensity of services delivered per beneficiary (as opposed to

price increases).

Despite the projected growth in Medicare spending, the Medicare program
finds itself—at least temporarily—in a somewhat better position financially
than it was a year ago. After an initial economic slowdown at the start of

the pandemic, the U.S. economy subsequently experienced strong growth,
yielding higher-than-expected Medicare payroll tax revenues. This economic
growth has contributed to a delay in the projected insolvency of Medicare’s
Hospital Insurance (HI) Trust Fund by a few years—to 2028, according to CMS’s
actuaries. However, to keep the HI Trust Fund solvent over the next 25 years,
the Trustees estimate that the Medicare payroll tax would need to be raised
immediately from its current rate of 2.9 percent to 3.66 percent or Part A
spending would need to be permanently reduced by 16.9 percent. Alternatively,
some combination of smaller spending reductions and smaller tax increases

could be pursued.

Medicare payroll taxes are used to pay for Part A services (inpatient hospital
stays and post-acute care following those hospital stays) and constitute only
a portion of total Medicare spending (36 percent). The rest of Medicare’s

spending is largely funded by beneficiary premiums (which finance 17 percent
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of Medicare spending) and general revenues (which finance 44 percent). As
Medicare spending increases, it consumes growing shares of the budgets of

Medicare beneficiaries and the federal government.

Trends in beneficiaries’ health status have the potential to impact Medicare
program spending. In recent decades, the share of people ages 65 and over
who report being in only “fair” or “poor” health has declined. And the share

of workers who gain eligibility for Social Security Disability Insurance (SSDI)
payments each year has also been declining, falling from nearly 6.5 recipients
per 1,000 workers in 2010 to 3 recipients per 1,000 workers in 2021. Research
suggests that a number of factors likely influence the disability incidence rate,
including the general health of the country’s population, the social environment
that leads a person with an impairment to become disabled, social mores, the
unemployment rate (which tends to rise and fall in tandem with the disability
incidence rate), financial incentives (such as the value of SSDI payments
relative to wages), and policy changes. There has been little to no growth in the
number of beneficiaries who have Medicare coverage as a result of disability in
recent years, while the number of beneficiaries who qualify due to old age has
been growing; as a result, a declining share of the Medicare population is now
disabled.

The most prevalent chronic conditions among Medicare beneficiaries in 2020
were high blood pressure, high cholesterol, arthritis, diabetes, and enlarged
prostate. Two other conditions—heart disease and cancer—have been the first
and second most common causes of death among people ages 65 and over

for years. In 2020, COVID-19 became the third-leading cause of death among
Medicare beneficiaries and was ranked third in 2021 and 2022 as well. CMS
actuaries have found that the Medicare beneficiaries who died of COVID-19 in
2020 tended to be high-cost beneficiaries with multiple medical conditions;
CMS estimates that the remaining beneficiary population was 2 percent less
costly than previously expected.

One of the most powerful ways that the Medicare program can control
spending growth is by setting prices. Our annual March reports recommend
updates to Medicare payment rates for various types of providers, which
can be positive or negative depending on our assessment of the adequacy
of Medicare payments for each sector. Over the last 10 years, spending per
Medicare beneficiary has grown more slowly than spending per privately
insured enrollee. Increasing prices have been the main cause of spending

growth for the privately insured. From 2011 to 2021, annual per enrollee
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spending on private health insurance grew 2.9 percent, driven in part by
increased provider consolidation that has led to high levels of provider market
power. By comparison, Medicare spending per enrollee increased by 2.4
percent per year, on average—closer to the general inflation rate of 2.0 percent
over this period. Our annual June reports to the Congress typically present
broader recommendations aimed at restructuring the way Medicare’s payment
systems work. For example, the Commission has recommended incorporating
value-based insurance design into traditional Medicare’s benefit design and
changing the formula used to set payments for Medicare Advantage plans. The
Commission’s full inventory of recommendations, with links to relevant report
chapters, is available at medpac.gov/recommendation/. The Commission’s
recommendations are based on our review of the latest available data and

are aimed at obtaining good value for the Medicare program’s expenditures—
which means maintaining beneficiaries’ access to high-quality services while

encouraging efficient use of resources. ®
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Each March, the Commission reports to the Congress
on traditional Medicare’s various fee-for-service

(FFS) payment systems, the Medicare Advantage (MA)
program, and the Medicare Part D prescription drug
program. To place the information presented in those
chapters in context, this chapter highlights key national
trends in health care spending for the country as a
whole and for the Medicare program in particular. We
also review the factors that contribute to Medicare
spending growth—including trends in demographics
and the volume and intensity of services delivered per
beneficiary. Before considering the long-term financial
context for the Medicare program, however, we first
describe the short-term context: the coronavirus
pandemic.

COVID-19 has had a disproportionate
impact on Medicare beneficiaries
Medicare beneficiaries have been disproportionately
affected by coronavirus disease 2019 (COVID-19). By the
end of 2022, data from the Centers for Disease Control
and Prevention (CDC) indicated that individuals ages
65 and older had made up only 13 percent of reported
COVID-19 cases but had constituted 75 percent

of reported COVID-19 deaths (Centers for Disease
Control and Prevention 2022a). Medicare beneficiaries
with disabilities have had a 50 percent higher risk of
having a COVID-19 hospitalization compared with
beneficiaries who qualify for Medicare due to old

age (Yuan et al. 2022). And beneficiaries with end-
stage renal disease have been six times more likely

to be hospitalized for COVID-19 than beneficiaries
who qualify for Medicare due to old age (Centers for
Medicare & Medicaid Services 2022b).

Clinicians have had to adjust to new care delivery
approaches and priorities during the coronavirus
pandemic—at times switching from providing in-
person services to delivering them via telehealth and
delaying elective procedures to preserve resources for
the most severely ill. In the Commission’s 2021 survey
of Medicare beneficiaries ages 65 and over, 47 percent
of beneficiaries reported having had a telehealth visit
in the past year, either using video or an audio-only
telephone call. In our 2022 survey (conducted in August

2022), that share had dropped to 35 percent, as access
to in-person care was restored. Audio-only telephone
visits were used somewhat more often (by 25 percent
of beneficiaries) than video visits (which were used by
19 percent of beneficiaries in our 2022 survey). High
shares of beneficiaries (92 percent) were satisfied with
their telehealth visits, but less than half of telehealth
users wanted to continue using telehealth after the
pandemic ended.!

Despite the availability of telehealth, some services
could not be provided through this medium and
needed to be postponed in the early months of the
pandemic. According to CMS’s Medicare Current
Beneficiary Survey, 21 percent of beneficiaries
reported forgoing care during the first few months
of the pandemic (Centers for Medicare & Medicaid
Services 2020). By summer 2020, access had largely
been restored: only 7 to 8 percent of Medicare
beneficiaries surveyed in fall 2020 and spring 2021
reported forgoing care in the prior few months
(Centers for Medicare & Medicaid Services 2021a,
Centers for Medicare & Medicaid Services 2021b,
Centers for Medicare & Medicaid Services 2020).
The most common types of care that Medicare
beneficiaries reported forgoing were dental care,
regular check-ups, treatment for an ongoing
condition, and diagnostic or medical screening tests
(Centers for Medicare & Medicaid Services 2021a,
Centers for Medicare & Medicaid Services 2021b,
Centers for Medicare & Medicaid Services 2020).
Consistent with this finding, a CDC survey fielded
near the start of the pandemic found that 30 percent
of respondents ages 65 and over reported delaying
or avoiding routine care in the past few months, but
only 4 percent reported delaying or avoiding urgent or
emergency care (Czeisler et al. 2020).

To keep health care providers financially stable and
ensure they remained viable sources of care during
the coronavirus pandemic, the Congress appropriated
several hundred billion dollars in relief funds and
changed certain payment policies. The rate of growth
in national health care spending doubled as a result,
with 10.3 percent spending growth observed in 2020
compared with 4 percent or 5 percent in prior years
(Martin et al. 2023).23 In 2021, much smaller amounts
of relief funds were paid to providers as the provision
of in-person services increased. That year, national
health care spending increased by a more modest 2.7
percent (Martin et al. 2023).
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Health care spending has grown as a share of the country’s GDP
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spending also includes the following expenditures (not shown): out-of-pocket spending; spending by other health insurance programs (the
Children’s Health Insurance Program, the Department of Veterans Affairs, and the Department of Defense); and other third-party payers and
programs (including Indian Health Service; Substance Abuse and Mental Health Services Administration; maternal and child health; school
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private revenues; and general assistance) and public health activity. Pandemic relief funds are not considered Medicare spending since they are
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MedPAC analysis of CMS's National Health Expenditure Data (projected data released in April 2022 and historical data released in December 2022),

https://mww.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/NationalHealthExpendData/index.html.

Despite its current and future challenges, the Medicare
program finds itself in a better position financially
than it was a year ago. After initially contracting at the
start of the coronavirus pandemic, the U.S. economy
subsequently experienced strong growth, yielding
higher-than-expected Medicare payroll tax revenues.
This contributed to a delay in the projected insolvency
of Medicare’s Hospital Insurance Trust Fund by a few
years—to 2028, according to CMS’s actuaries.

National health care spending has
grown faster than GDP

Historically, national health care spending has grown
faster than the U.S. gross domestic product (GDP) in
most years, causing national health care spending

as a share of GDP to increase over time (Figure 1-1).
For example, from 1981 to 2021, national health care
spending as a share of GDP doubled, increasing
from 9.2 percent to 18.3 percent. The rate of growth
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Rapid price growth in the private sector has not affected Medicare

beneficiaries’ access to care

private sector has grown faster than spending

per enrollee in the Medicare program.
Between 2011 and 2021, private health insurance
spending per enrollee grew by an average of 2.9
percent annually, while Medicare spending per
enrollee grew by an average of 2.4 percent—closer
to the general inflation rate of 2.0 percent per
year (Bureau of Labor Statistics 2022, Centers for
Medicare & Medicaid Services 2022a).

S pending per enrollee on health care in the

The difference between private sector spending
growth and Medicare spending growth becomes
more stark once patient cost sharing is taken into
account. Between 2014 and 2020, total health care
spending per capita (including cost sharing, but not
including spending on retail prescription drugs)

grew 21 percent for the privately insured, compared
with 8 percent for beneficiaries in traditional fee-
for-service (FFS) Medicare (Figure 1-2, p. 10). (Actual
spending amounts are lower for the privately insured,
who tend to be younger and healthier than Medicare
beneficiaries.) In 2020, health care utilization declined
among both the privately insured and the Medicare
population due to the coronavirus pandemic.

Increased prices were largely responsible for this
faster private spending growth, which occurred at

a time of low growth in private sector health care
utilization (Health Care Cost Institute 2022, Health
Care Cost Institute 2020). Our analysis of payer data
and review of the literature suggest that, although
there is wide variation geographically and by service,
private insurers generally pay rates about twice as
high as Medicare for hospital services and almost
one and a half times Medicare rates for physician
services (Chernew et al. 2020, Kaiser Family

Foundation 2020, Medicare Payment Advisory
Commission 2017, Whaley et al. 2022).

One key driver of the private sector’s higher prices
is provider market power (Baker et al. 2014a, Baker
et al. 2014b, Cooper et al. 2015, Curto et al. 2022,
Gaynor and Town 2012, Medicare Payment Advisory
Commission 2020b, Medicare Payment Advisory
Commission 2017, Robinson and Miller 2014, Scheffler
et al. 2018, Whaley et al. 2022). Hospitals and
physician groups have increasingly consolidated, in
part to gain leverage in negotiating higher payment
rates with private insurers. Other motivations
include gaining economies of scale, access to capital,
improved coordination, relieving physicians of
practice management duties, and adopting common
electronic medical records (Medicare Payment
Advisory Commission 2017). Meanwhile, commercial
insurance markets are themselves concentrated and
have grown more so. One study found that in 2021,
commercial health plans were highly concentrated
in 75 percent of local markets, up from 71 percent in
2014 (Guardado and Kane 2022).

Hospitals have consolidated steadily over the past
several decades. From 2003 to 2017, the share of
hospital markets that were “super-concentrated”
(with a single dominant system that accounts for a
majority of hospital discharges) rose from 47 percent
to 57 percent.* Hospital consolidation can influence
prices because hospital systems with larger market
shares are in a stronger bargaining position to
negotiate higher payment rates from commercial
insurers (Abelson 2018, Department of Justice and
the Federal Trade Commission 1996, Federal Trade
Commission 2016a, Federal Trade Commission 2016b).

(continued next page)

has varied by type of coverage, with private health
insurance spending as a share of GDP more than
doubling over this period and Medicare spending
nearly tripling.

Different spending trends have been observed during
the coronavirus pandemic, however. In 2020, national
health care spending as a share of GDP increased
sharply (to 19.7 percent of GDP or $4.1 trillion) due
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Rapid price growth in the private sector has not affected Medicare

beneficiaries’ access to care (cont.)

Hospitals and their advocacy organizations may suggests that providers do not raise the prices they
assert that losses on Medicare patients force them negotiate with commercial insurers to offset lower
to increase private prices or force them to merge prices paid by government programs (a concept

into larger systems with pricing power (Dobson etal. ~ known as cost shifting)” (Congressional Budget
2006, Fox and Pickering 2008, Frakt 2015). However, Office 2022b).
in contrast with this assertion, a Congressional

Budget Office analysis and literature review finds: The market for physician services is also changing,

“The share of providers’ patients who are covered through both horizontal consolidation among

by Medicare and Medicaid is not related to higher practices and vertical integration between practices

prices paid by commercial insurers. That finding and health systems. In turn, these changes can also
(continued next page)

Health care spending per enrollee has grown faster for the privately
insured than for beneficiaries in traditional FFS Medicare, 2014-2020
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Note: FFS (fee-for-service). Spending in figure includes payments to providers from health insurers and patients (i.e., cost sharing) but not
payments from other sources (e.g., workers' compensation or auto insurance). Spending on retail prescription drugs is not available for
the privately insured, so it is excluded from both lines in this graph. Spending on out-of-network services for the privately insured is not
available for that group and thus is not included in this graph. “Private insurance” reflects spending contributed by national and regional
plans and third-party administrators nationwide for adults ages 18 to 64 in self-insured plans (i.e., employer self-funded plans) and fully
insured plans, including individual and group plans, marketplace plans, and Medicare Advantage plans for disabled individuals under

the age of 65. The figure reflects spending for individuals with full-year insurance coverage (including individuals with $0 of health care
spending).

Source: MedPAC analysis of Medicare's Master Beneficiary Summary File; FAIR Health analysis of its National Private Insurance Claims database
(which reflects 150 million covered lives) for the subset of enrollees ages 18 to 64.
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Rapid price growth in the private sector has not affected Medicare

beneficiaries’ access to care (cont.)

affect commerecial prices. The American Medical
Association’s survey of physicians indicates that,
over time, physicians have shifted from smaller to
larger practices or have become practice employees
rather than owners (Kane 2021).> Between 2016

and 2018, the share of all physicians affiliated with
health systems grew from 40 percent to 51 percent
(Furukawa et al. 2020).% After controlling for the
level of horizontal concentration of physician
services, three studies found that hospital-physician
integration led to commercial price increases
ranging from 3 percent to 14 percent (Capps et

al. 2018, Medicare Payment Advisory Commission
2017, Neprash et al. 2015). Some of Medicare’s
policies may have created incentives for physicians
to consolidate into larger organizations—through
higher payment rates for hospital-owned physician
practices and the Merit-based Incentive Payment
System’s burdensome reporting requirements, for
example (Gaynor et al. 2017). Other factors likely
also play a role, such as the desire to join a larger
provider organization that has more leverage when
negotiating payment rates with commercial insurers
and a desire by a growing number of physicians

to have the lifestyle of an employee rather than an
independent practitioner.

As hospitals have acquired increasing numbers of
physician practices, over the past two decades,
many of the nation’s largest health plans have
become vertically integrated entities, acquiring
physician groups, medical centers, and urgent
care facilities as well as their own pharmacy
benefit managers, pharmacies, and data analytic
firms (Herman 2022). Companies that have not
traditionally participated in health care, such as
Amazon, have more recently acquired primary
care practices (Landi 2022). In addition, although
just 4 percent of physicians reported private
equity ownership in their practice in 2020 (Kane
2021), private equity funds compete with health
systems and plans for physician practices and may
contribute to the increasing pace of consolidation
(Medicare Payment Advisory Commission 2021).
The Federal Trade Commission has observed that

“providers increasingly pursue alternatives to
traditional mergers such as affiliation arrangements,
joint ventures, and partnerships, all of which could
also have significant implications for competition”
(Federal Trade Commission 2016b).

There is limited information on the effects of
horizontal and vertical consolidation on quality.
However, most of the literature suggests that
consolidation increases prices without an
improvement in quality (Schwartz et al. 2020).

To date, the rise in commercial prices has had little
direct impact on the Medicare program because

of Medicare’s ability to administratively set prices
for most health care services. Even as commercial
prices have risen relative to Medicare payments,
most clinicians continue to participate in the
Medicare program. From 2012 to 2019, the share of
non-pediatric office-based physicians accepting
new Medicare patients and the share accepting new
commercially insured patients was nearly identical—
hovering around 90 percent despite the discrepancy
in Medicare and commercial payment rates (Kaiser
Family Foundation 2022).

That said, there is a long-term risk of private sector
consolidation influencing Medicare prices and
patients’ access to care. In the case of hospitals,
higher private prices enabled by consolidation result
in less pressure for providers to constrain costs and
higher costs per case (Medicare Payment Advisory
Commission 2009, Stensland et al. 2010, White and
Wu 2014). These higher costs are then reported on
hospitals’ cost reports, resulting in lower Medicare
profit margins and pressure to increase provider
payment rates. If Medicare payment rates do not
keep pace with these higher costs, eventually

the difference between commercial rates and
Medicare rates could grow so large that providers
have an incentive to focus primarily on patients
with commercial insurance. Thus, in the long term,
Medicare beneficiaries’ access to care may in part
depend on restraining commercial payer rates.®
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program.

to one-time spending by the federal government on
pandemic relief funds for health care providers and
public health activities at a time when the country’s
GDP was shrinking (Figure 1-1, p. 8). The two main
sources of pandemic relief funds were the Paycheck
Protection Program (which paid health care providers
$53.3 billion in 2020) and the Provider Relief Fund
(which paid providers $121.6 billion that year) (Poisal et
al. 2022). (CMS also paid health care providers $103.9
billion in 2020 through the COVID-19 Accelerated and
Advance Payments Program; the agency was scheduled
to recoup these funds in 2021 and 2022. These short-
term loans are not captured in CMS’s national health
expenditures data, which we rely on for Figure 1-1 and
this passage of our chapter, but they are included in the
Medicare Trustees’ spending tallies and Figure 1-3.)

In 2021, the federal government continued to distribute
pandemic relief funds, but at much lower levels (paying

out $22 billion through the Paycheck Protection
Program and $28.3 billion through the Provider

Relief Fund). Meanwhile, payers’ spending on health
care increased as patients resumed receiving health
care (Martin et al. 2023, Poisal et al. 2022), and GDP
expanded rapidly (by 10.7 percent in 2021). The net
effect of these forces was a sharp decline in national
health care spending as a share of GDP (to 18.3 percent
of GDP) (Figure 1-1, p. 8).

In 2022, national health care spending is estimated to
have grown by 4.6 percent, driven by continued high
demand for health care services and price growth
caused by high inflation (Poisal et al. 2022). (Although
the current growth in health care prices is partly a
result of high economy-wide inflation, it is also a result
of increasing provider consolidation, which we discuss
in an accompanying text box, pp. 9-11.)
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By 2024, more historical spending trends are expected
to return, with national health care spending growing
faster than GDP (Poisal et al. 2022).

Medicare spending is projected to
double in the next 10 years

Medicare spending grew by a relatively modest 3.6
percent in 2020. Total Medicare spending increased in
2020, despite a decrease in spending in traditional FFS
Medicare, because capitated payments to Medicare
Advantage plans were set before the coronavirus
pandemic began and assumed prepandemic utilization
trends would continue in 2020, and because rapid
growth in beneficiary enrollment in these private plans
continued in 2020 (Hartman et al. 2022, Martin et al.
2023).

Medicare spending then grew at an accelerated rate

in 2021 (by 8.4 percent), as patients resumed care. The
suspension of a 2 percent payment sequester and a
temporary 3.75 percent increase to clinician payment
rates (unrelated to the pandemic and described in
Chapter 4) also contributed to spending growth in 2021
(Martin et al. 2023).

Medicare spending is estimated to have grown at a
more typical rate in 2022 (7.5 percent) as the 2 percent
sequester was reinstated and patient demand for
health care services eased (Poisal et al. 2022).

Medicare’s Trustees project that Medicare spending
will grow in 2023 through 2030 by more typical rates
of about 6 percent to 7 percent per year (Poisal et al.
2022). Such rates will result in Medicare spending
doubling over the next 10 years—rising from $875
billion in 2021 to $1.8 trillion in 2031 (Figure 1-3). (These
amounts include Medicare program spending and
beneficiaries’ premiums but not beneficiaries’ cost
sharing.)

Several factors drive the projected growth in Medicare’s
spending. The annual report produced by Medicare’s
Trustees decomposes projected Medicare spending
growth into different explanatory factors, and we have
augmented their analysis by removing the effects of
economy-wide inflation (Table 1-1, p. 14). We find that
Medicare spending is projected to grow 4.7 percent
faster than inflation over the next 10 years, despite

Medicare prices growing slower than inflation. The
two factors driving Medicare’s spending growth are
the projected increase in the number of beneficiaries
(which is expected to grow by a little more than

2 percent per year, as the baby-boom generation
continues to age into Medicare) and the projected
increase in the volume and intensity of services
delivered per beneficiary (which is expected to grow by
3.3 percent per year) (Table 1-1, p. 14).8 Increasing the
“intensity” of services refers to using more complex,
expensive services or medical technologies in the
place of older, less expensive options—for example, a
computed tomography (CT) scan rather than an X-ray,
or a new drug with a high launch price rather than

an older, less expensive drug. In particular, Medicare
spending on drugs administered by physicians and
hospital outpatient departments (which are paid for
under Part B) has grown rapidly in recent years—
increasing by an average of 10 percent per year from
2009 to 2019—due in large part to an increase in the
average price Medicare paid for these drugs (Medicare
Payment Advisory Commission 2022b). This growth

in the average price per drug reflects increased

prices for existing products, the introduction of new
higher-priced drugs, and shifts in the mix of drugs.
(Spending on prescription drugs obtained through
retail pharmacies, which are covered under Part D, is
discussed in Chapter 12.)

Table 1-1 (p. 14) indicates that the changing
demographic mix of beneficiaries in the program is
not expected to cause increased spending in the next
10 years. Beneficiaries have been getting healthier in
recent decades (as we discuss later in this chapter), and
the average age of Medicare beneficiaries is currently
declining. Shifting demographics are not expected to
cause an increase in spending per beneficiary until the
2030s, when baby boomers will begin to reach older
ages (Boards of Trustees 2022). This aging will have
cost implications for the Medicare program because
average spending per beneficiary rises with age (Figure
1-4, p. 14).

Medicare Advantage costs 6 percent
more per beneficiary than traditional FFS
Medicare

Medicare spending can be divided into three program
components: 48 percent of Medicare spending pays
for traditional FFS Medicare coverage, 41 percent pays
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TABLE

1-1 Factors contributing to Medicare’s projected spending
growth, 2022-2031 (after subtracting economy-wide inflation)

Average annual percent change in:

Beneficiary Volume and Medicare’s
Medicare Medicare prices Number of demographic intensity of projected spending
Part (minus inflation) beneficiaries mix services used (minus inflation)
Part A -0.3% 2.1% -0.3% 2.5% 4.0%
Part B -1.1 2.2 0.0 4.5 57
Part D -0.4 25 -0.2 1.5 3.4
Total* -0.7 N/A** -0.1 3.3 4.7

Note:  N/A (not available). Includes Medicare Advantage enrollees. “Medicare prices” reflects Medicare's annual updates to payment rates (not including
inflation, as measured by the consumer price index), total factor productivity reductions, and any other reductions required by law or regulation.
Part A prices are expected to decrease to a smaller degree than Part B and Part D in part due to statutorily required increases. Specifically, in
fiscal years 2022 and 2023, there is a statutory 0.5 percent increase in inpatient operating payments due to unwinding a temporary reduction
in payments that was put in place to recoup past overpayments resulting from changes in providers' documentation and coding. “Volume and
intensity” is the residual after the other three factors shown in the table (growth in “Medicare prices,” “Number of beneficiaries,” and “Beneficiary
demographic mix") are removed. The projected increase in “Volume and intensity” reflects the development of new expensive drugs, the new
costs associated with new laboratory tests, growth in outpatient procedures, as well as actuaries’ expectation that inpatient volume will rebound
in 2022 after declining during the pandemic; over the long run, we expect FFS inpatient volume per capita to continue its decades-long
downward trend. The “Medicare’s projected spending” column is the product of the other columns in the table.

*The “Total” row is the sum of the other rows of the table, each weighted by their part's share of total Medicare spending in 2021 (as measured by
shares of GDP).

**We are unable to calculate the total contribution of the growth in “Number of beneficiaries” to projected spending growth because there is
beneficiary overlap in enrollment in Part A, Part B, and Part D.

Source: MedPAC analysis of data from the 2022 annual report of the Boards of Trustees of the Medicare trust funds.

Spending per beneficiary increased with age in 2019

Ages 65 to 74 $9,971
Ages 75 to 84 $14,713
Ages 85
and older 17,742
T T T T
0 5,000 10,000 15,000 20,000

Spending per beneficiary

Note: Includes beneficiaries in fee-for-service Medicare and Medicare Advantage dwelling in the community and in institutions. Spending per beneficiary
for enrollees under the age of 65 (who are eligible for Medicare due to disability or end-stage renal disease) was $16,289 (not shown). The Medicare
Current Beneficiary Survey is collected from a sample of Medicare beneficiaries; year-to-year variation in some reported data is expected.

Source: MedPAC analysis of the Medicare Current Beneficiary Survey, Cost Supplement file, 2019.
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for Medicare Advantage (MA) and other private plans,
and 11 percent pays for Medicare Part D drug coverage
(including for beneficiaries enrolled in MA plans)
(Figure 1-5).

For beneficiaries in FFS Medicare, Medicare pays
health care providers directly for health care goods and
services that beneficiaries obtain at prices set through
legislation and regulation.

As an alternative to traditional Medicare, beneficiaries
can enroll in a private MA plan. Such plans receive
monthly capitated payments from the Medicare
program and in turn pay health care providers

using payment rates negotiated with providers.

For beneficiaries, differences between MA and FFS
Medicare include the fact that MA plans typically
incorporate Part D coverage for prescription drugs and
have a cap on beneficiaries’ total annual out-of-pocket
spending. In addition, most MA plans offer lower cost
sharing for many services and/or cover supplemental
benefits (e.g., vision, dental, and hearing benefits).

In exchange for these benefits, beneficiaries in MA
generally agree to a narrower network of providers
than beneficiaries in traditional FFS Medicare, the
potential use of utilization management (e.g., prior
authorization or required referrals) for certain services,
and potentially higher cost sharing or no coverage for
services sought outside of a plan’s network. The share
of beneficiaries enrolled in MA plans has grown rapidly
over the past two decades.

In addition to MA, other types of private health plans
are available to Medicare beneficiaries: Medicare-
Medicaid Plans, Program of All-Inclusive Care for the
Elderly (PACE) plans, and cost-based (as opposed

to capitated) plans. Only about 3 percent of the
beneficiaries in private plans are in one of these types
of non-MA plans (Boards of Trustees 2022).

Through Medicare Part D, beneficiaries can obtain
subsidized prescription drug coverage from private
insurers by purchasing a stand-alone drug plan or by
enrolling in an MA plan that includes prescription drug
coverage.

Growth in spending per beneficiary differs across
Medicare’s three program components (Table 1-2, p.
16). From 2013 to 2021, spending per beneficiary on
MA and other private plans grew by 3.0 percent, while

Share of Medicare spending on
different program components, 2021

%
Medicare Part D
prescription drug coverage
(for FFS and MA enrollees)

48%
“41% Traditional
MA and FFS
other Medicare

private plans

Note: FFS (fee-for-service), MA (Medicare Advantage). Figure shows
percentages of aggregate reimbursement amounts on

an incurred basis. Includes spending for all FFS Medicare
beneficiaries, including those with only Part A or Part B coverage.
MA spending does not include medical education, hospice,

and nonhospice Part A and Part B services received by hospice
enrollees; when these services are furnished to MA enrollees, FFS

Medicare incurs the spending.

Source: MedPAC analysis of Tables IV.A3, IV.B6, and IV.B10 in the 2022
annual report of the Boards of Trustees of the Medicare trust
funds.

spending per beneficiary in traditional FFS Medicare
grew by 2.3 percent and spending on Medicare Part D
(including MA enrollees’ prescription drug costs) grew
by 1.9 percent.

We estimate that in 2023, the Medicare program will
spend 6 percent more per beneficiary for MA enrollees
compared with traditional FFS beneficiaries (see
Chapter 11). The Commission has identified a number of
factors that contribute to high MA spending. Payments
to MA plans are inflated because plans pay providers

to maximize the diagnoses they report for their MA
enrollees, which garners higher overall payments for

Report to the Congress: Medicare Payment Policy | March 2023 15



TABLE

1-2 Spending per beneficiary on FFS Medicare, MA,
and Medicare Part D has grown at different rates over time
Annual percent change in spending per beneficiary
FFS MA and other Medicare
Year Medicare private plans Part D
2013 0.2% -1.4% 0.3%
2014 13 -1 82
2015 1.7 1.8 6.2
2016 1.2 29 -0.9
2017 1.7 2.8 2.4
2018 3.8 4.7 0.5
2019 3.6 7.7 3.0
2020 2.4 6.1 21
2021 10.0 3.6 0.5
Average over this period 2.3 3.0 1.9

Note: FFS (fee-for-service), MA (Medicare Advantage). Percent change is calculated using annual spending on an incurred basis that is not risk
standardized. Spending per beneficiary is not adjusted for health status or coding differences between MA and FFS. Private plans include
MA plans, Medicare-Medicaid plans, Program of All-Inclusive Care for the Elderly (PACE) plans, and cost-based (as opposed to capitated)
plans. Spending per beneficiary on MA and other private plans is calculated by summing Part A spending on private health plans and Part B
spending on private health plans, then dividing that by the number of enrollees in Part C (in private health plans). FFS Medicare spending per
beneficiary is calculated by summming (1) Part A FFS spending divided by Part A FFS enrollees and (2) Part B FFS spending divided by Part B
FFS enrollees. Part D spending (which includes MA enrollees’ outpatient prescription drug costs) is calculated by taking total Part D spending,
subtracting premiums (mostly paid by enrollees), then dividing that by the number of enrollees in Part D.

Source: MedPAC analysis of data from the 2022 annual report of the Boards of Trustees of the Medicare trust funds.

MA plans. MA plans also receive quality bonuses that
increase Medicare spending for the majority of MA
enrollees, yet the Commission has found that the MA
quality rating system does not provide meaningful
information about plans’ quality of care (Medicare
Payment Advisory Commission 2020a, Medicare
Payment Advisory Commission 2019b). MA spending
is also driven up by plan benchmarks that are set so
high that the Medicare program (and its beneficiaries,
through higher Part B premiums) ends up subsidizing
the substantial extra benefits that MA plans offer to
their enrollees—benefits that are not available to FFS
enrollees. Over the past few years, the Commission
has recommended policies to address each of these
issues (Medicare Payment Advisory Commission
2021, Medicare Payment Advisory Commission 2020a,
Medicare Payment Advisory Commission 2016).
Implementing these recommendations would have a
meaningful impact on Medicare spending.

The entire baby-boom generation will be eligible for
Medicare by 2029 (Poisal et al. 2022).° By that point,
Medicare is projected to have 76 million beneficiaries—
up from 63 million beneficiaries in 2021 (Figure 1-6a).
Meanwhile, the ratio of workers helping to finance
Medicare through their taxes relative to the number
of Medicare beneficiaries is expected to continue to
decline. Around the time of Medicare’s inception, there
were 4.6 workers for each Medicare beneficiary, but by
2021 there were only 2.9 workers per beneficiary, and
by 2031 there are expected to be only 2.5 workers per
beneficiary (Figure 1-6b).

These demographics create a financing challenge
for the Medicare program. Medicare Part A (which
covers inpatient hospital stays and post-acute care
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Source: 2022 annual report of the Boards of Trustees of the Medicare trust funds.

following those hospital stays) is mainly financed
through workers’ payroll taxes, which are deposited
into Medicare’s Hospital Insurance (HI) Trust Fund. In
some recent years, Medicare has spent more on Part

A services than it has collected through HI Trust Fund
revenues—creating annual deficits.° In other years,
trust fund revenues have exceeded Part A spending
(including in 2021 and 2022)—creating annual surpluses.!
Medicare’s Trustees currently estimate that the trust
fund will experience annual deficits from 2023 on and
its accumulated surplus will be exhausted by 2028
(Boards of Trustees 2022). The Congressional Budget
Office (CBO) also tracks the trust fund’s financial status
and projects a similar trust fund depletion date of 2030
(Congressional Budget Office 2022a).

1

According to Medicare’s Trustees, if Medicare’s HI
Trust Fund balance is depleted, “Medicare could pay
health plans and providers of Part A services only to
the extent allowed by ongoing tax revenues—and these

revenues would be inadequate to fully cover costs,’
which they warn could rapidly curtail beneficiary
access to care. However, the Trustees note that
lawmakers have never allowed the HI Trust Fund assets
to be depleted (Boards of Trustees 2022).

To keep the HI Trust Fund solvent over the next 25
years, the Trustees estimate that the Medicare payroll
tax would need to be raised immediately from its
current rate of 2.9 percent to 3.66 percent or Part A
spending would need to be permanently reduced by
16.9 percent (Table 1-3, p. 18), which is equivalent to

a reduction in spending of about $69 billion in 2023
(Boards of Trustees 2022).1 Reducing Part A spending
by $69 billion in a single year would require major
structural changes to the Medicare program and is
not likely to be achieved through narrow payment
policy changes. For example, CBO has estimated that
one of the Commission’s more financially impactful
recommendations—replacing the MA quality bonus
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TABLE
1-3

Higher Medicare payroll tax or lower Medicare Part A spending

needed to maintain solvency of the Hospital Insurance Trust Fund

To maintain Hospital Insurance
Trust Fund solvency for:

Increase 2.9% payroll tax to:

Or decrease Part A spending by:

25 years (2022-2046)

3.66%

16.9%

Note: Part A spending includes spending on inpatient hospital, skilled nursing facility, home health agency, and hospice services and includes
spending for beneficiaries in fee-for-service Medicare and Medicare Advantage.

Source: MedPAC analysis of Table [11.B8 in 2022 annual report of the Boards of Trustees of the Medicare trust funds.

program with a redesigned value incentive program—
would have saved $10 billion in 2022 through a mix

of Part A and Part B savings (Congressional Budget
Office 2018)—but that amount is only a fraction of

the $S69 billion in Part A savings needed to extend the
solvency of the trust fund. Given the large amount of
money needed to extend the life of the trust fund, a
combination of smaller spending reductions and smaller
tax increases is another option that could be pursued.

The rest of Medicare spending, under Part B (which
covers clinician and outpatient services) and Part

D (which covers prescription drugs), is financed
through the Supplementary Medical Insurance

(SMI) Trust Fund. The SMI Trust Fund is funded by
premiums paid by beneficiaries and transfers from
the general fund of the Treasury.”® Since premiums
and transfers are intentionally set to grow at the same
rate as Part B and Part D spending, the SMI Trust
Fund automatically remains solvent. However, as Part
B and Part D spending rises, so too do premiums and
transfers from the Treasury—putting pressure on

the budgets of Medicare beneficiaries and the U.S.
government (Figure 1-7).

The large and growing share of Medicare spending
funded through general revenues (shown in Figure
1-7) is a financing challenge. As the amount of general
revenues needed to finance Medicare increases, it
reduces government resources available for other
priorities, such as investments that could expand
future economic output (e.g., federal investments

in education, transportation, and research and
development).

The increasing expenditure of general revenues

on Medicare is also a problem because the federal
government already spends more than it collects in
revenues each year (Figure 1-8, p. 20). The gray line at
the top of Figure 1-8 represents total federal spending
as a share of GDP; the black line below it represents
total federal revenues. The difference between these
two lines represents the budget deficit, which must
be covered by federal borrowing. The stacked layers
in Figure 1-8 depict federal spending by program. By
2041, spending on Medicare, the other mandatory
programs shown in the figure, and net interest
payments are projected to reach 18.7 percent of the
nation’s GDP and, by themselves, will exceed total
federal revenues. At that point, every dollar spent

on programs funded through annual discretionary
appropriations will need to be financed through
federal borrowing.

While these projections are sobering enough in and
of themselves, CMS actuaries caution that they may
actually be “overly optimistic” (Office of the Actuary
2022). Medicare spending is projected to grow rapidly
through the mid-2030s, then grow at a slower rate in
subsequent decades due to various cost-reduction
measures specified in current law."> CMS actuaries
note that if these cost-reduction measures are
replaced with more generous payment policies,
Medicare spending from the mid-2030s on will
increase at a higher rate that is more in line with past
spending growth. This higher rate of growth would
mean that, by 2046, instead of Medicare spending
constituting 6.2 percent of GDP (as shown in
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General revenues have overtaken Medicare payroll taxes
as the largest source of Medicare funding

7 Total Medicare spending
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6 J art A deficit
— 5 ]
t General revenue transfers
S
=)
o
n 4 —
£
E_' State transfers and drug fees
[a)
(6] 3
‘s
[}
1
I .
£ Premiums
0

2 —

1 Tax on benefits

Payroll taxes
(O R RN RN RN RN RN R RN NN R R R RN NN R RN RN R RN RN RN RN RN RRR R RN
1966 1976 1986 1996 2006 2016 2026 2036 2046 2056 2066 2076 2086

Calendar year

Note: GDP (gross domestic product). First projected year is 2022. These projections are based on the Trustees' intermediate set of assumptions. “Tax on
benefits” refers to the portion of income taxes that higher-income individuals pay on Social Security benefits, which is designated for Medicare.
“State transfers” refers to payments from the states to Medicare, required by the Medicare Prescription Drug, Improvement, and Modernization
Act of 2003, for assuming primary responsibility for prescription drug spending. “Drug fees” refers to the fee imposed by the Affordable
Care Act of 2010 on manufacturers and importers of brand-name prescription drugs; these fees are deposited in the Part B account of the
Supplementary Medical Insurance Trust Fund. Graph does not include interest earned on trust fund investments (which makes up 1 percent of
the HI Trust Fund's income and is expected to decline in coming years as trust fund assets decline).

Source: 2022 annual report of the Boards of Trustees of the Medicare trust funds.

Figure 1-8, p. 20), Medicare spending could constitute according to CMS actuaries (Boards of Trustees 2022,
6.5 percent of GDP. It would also mean that the payroll Office of the Actuary 2022).

tax increase or Part A spending decrease needed to
maintain the solvency of Medicare’s HI Trust Fund
(shown earlier in Table 1-3) would need to be much
larger (Office of the Actuary 2022, Spitalnic 2022). The
Medicare Trustees’ long-term spending projections
should therefore be viewed as a lower bound of what
future Medicare spending could look like and “should
not be interpreted as the most likely expectation of
actual Medicare financial operations in the future,

As Medicare spending increases, so too
do premiums and cost sharing

Medicare’s spending growth affects beneficiaries’ ability
to afford health care through higher premiums and
cost sharing. Medicare beneficiaries typically do not
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Spending on Medicare, other major health programs, Social Security,

and net interest is projected to exceed total federal revenues by 2041

32
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\ All other
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Share of GDP (in percent)

Social Security

Medicaid, CHIP, and ACA marketplace subsidies

Medicare

Note: GDP (gross domestic product), CHIP (Children’'s Health Insurance Program), ACA (Affordable Care Act of 2010).

Source: Congressional Budget Office’s long-term budget projections, published July 2022.

pay premiums for Part A (Hospital Insurance) coverage,
but the annual cost of Part B (Supplementary Medical
Insurance) standard premiums was $2,041 in 2022,

and the average annual cost of Part D prescription
drug plan premiums was $480 (Medicare Payment
Advisory Commission 2022a). In addition, cost sharing
for beneficiaries in traditional FFS Medicare averaged
$383 for Part A services, $1,469 for Part B services, and
$432 for beneficiaries with Part D coverage in 2020
(Medicare Payment Advisory Commission 2022a).
(Beneficiaries’ Part D cost sharing is likely to decline

in future years due to new limits on cost sharing that
were included in the Inflation Reduction Act of 2022.16)
The typical Medicare beneficiary has relatively modest
resources to draw on when paying for premiums and
cost sharing: Researchers estimate that Medicare

beneficiaries’ median per capita income in 2019 was
$29,650 and their median savings was $73,800 (Koma et
al. 2020).

A small share of Medicare beneficiaries receive help
with their Part A and Part B out-of-pocket costs

by concurrently enrolling in their state’s Medicaid
program: 9 percent of noninstitutionalized Medicare
beneficiaries were eligible for both Medicare and
Medicaid benefits (dual-eligible beneficiaries) in
2019 (Figure 1-9). In addition, 21 percent of Medicare
beneficiaries had low enough income and assets that
they received help with their out-of-pocket drug
costs through the Part D low-income subsidy in 2021
(Medicare Payment Advisory Commission 2022a).

20 context for Medicare payment policy
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Among beneficiaries with modest incomes and assets
that are nevertheless too high to allow them to qualify
for Medicaid or the Part D low-income subsidy, high
medical prices can be a barrier to obtaining needed
medications. One study found that among Medicare
beneficiaries not receiving the low-income subsidy
who were prescribed high-priced specialty drugs,

one in three did not fill prescriptions for anticancer
drugs, one in five did not fill prescriptions for hepatitis
C curative therapies, and well over half did not fill
prescriptions for drugs for immune system disorders
and high cholesterol (Dusetzina et al. 2022).

Most beneficiaries reduce their out-of-pocket spending

by obtaining supplemental insurance coverage or by
opting out of FFS Medicare and into an MA plan. In
2019, half of all noninstitutionalized beneficiaries had
FFS Medicare plus supplemental coverage (commonly
obtained through Medicaid, a former employer, and/or
a Medigap plan they purchased themselves). Another 41
percent were enrolled in an MA plan or other managed
care plan.”” The remaining 10 percent of beneficiaries
had FFS Medicare without any supplemental coverage
to reduce their cost sharing (equivalent to 17 percent of
FFS beneficiaries) (Figure 1-9).!

Taken together, beneficiary spending on Medicare
Part B and Part D premiums and cost sharing
consumed 28 percent of the average Social Security
benefit in 2022, up from 16 percent 20 years earlier;
in another 20 years, Part B and Part D premiums and
cost sharing are expected to consume 36 percent

of the average Social Security benefit (Boards of
Trustees 2022).1% (As a point of reference, Social
Security benefits accounted for 50 percent or more
of household income for half of all seniors in 2015 and
for 90 percent or more of household income for one in
four seniors that year (Dushi and Trenkamp 2021).)

A few subpopulations of beneficiaries have reported
experiencing problems obtaining health care due

to high costs at notably higher rates than other
beneficiaries, according to our analysis of CMS’s 2020
Medicare Current Beneficiary Survey. Among non-
elderly beneficiaries (who are disabled or have end-
stage renal disease), 20 percent reported problems
getting health care due to cost. Among beneficiaries
with different types of primary and supplemental
coverage, the two groups with the highest share of

Most Medicare beneficiaries

reduced their cost sharing through
supplemental coverage or enroliment
in a Medicare Advantage plan in 2019

10%
No supplemental
coverage 22%

Medigap

18%
Employer-
sponsored

41%
MA and

other
supplemental
managed
coverage
care plans
9%
Medicaid
0.3%
Other

public sector

Note: MA (Medicare Advantage). Our analysis assigned beneficiaries
to the supplemental coverage category they were in for the
most time in 2019; beneficiaries could have had coverage in
other categories during 2019. “Medicare Advantage and other
managed care plans” includes beneficiaries with employer-
subsidized MA coverage and MA enrollees dually enrolled in
Medicaid. The analysis includes only beneficiaries not living in
institutions such as nursing homes. It excludes beneficiaries who
were not in both Part A and Part B throughout their enrollment
in 2019 or who had Medicare as a secondary payer.

Source: MedPAC analysis of Medicare Current Beneficiary Survey, Survey
file 2079.

beneficiaries reporting trouble obtaining care due

to cost were FFS beneficiaries with no supplemental
coverage and partial-benefit dual-eligible beneficiaries:
15 percent of beneficiaries with these types of coverage
reported this difficulty. (Partial-benefit dual-eligible
beneficiaries receive Medicaid assistance with out-of-
pocket costs but do not qualify for additional Medicaid
benefits that full-benefit dual-eligible beneficiaries
receive, such as dental care and nonemergency
medical transportation.) And among beneficiaries with

Medpac
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The share of various subgroups of Medicare eligibles who
reported being in fair or poor health declined from 2010 to 2018
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Note: “Adults of any age reporting a lot of difficulty in functional domains or cannot do at all” are people ages 18 and over who reported that for

at least one of six functional domains (e.g., mobility, communication, self-care) they had a lot of difficulty or could not do the activity at all.
Similarly, “Adults of any age reporting some difficulty in functional domains” are people ages 18 and over who reported that for at least one of six

functional domains, they had some difficulty doing the activity.

Source: National Center for Health Statistics, Health, United States, 2019, Table 16, released 2021. https://mww.cdc.gov/nchs/hus/contents2019.

htm#Table-016.

annual household incomes of less than $25,000, 13
percent reported trouble getting health care due to
cost. By comparison, among all noninstitutionalized
beneficiaries in CMS’s 2020 survey, only 8 percent
reported trouble getting care due to cost.?’

Medicare beneficiaries’ health status
has been improving

Trends in beneficiaries’ health status have the potential
to impact Medicare program spending. In recent
decades, the reported health status of people who are
likely eligible for Medicare has improved. For example,
between 2010 and 2018, the share of people ages 65 to
74 reporting being in only “fair” or “poor” health fell from

21.2 percent to 19.1 percent. Among people ages 75 and
older, the share who reported “fair” or “poor” health fell
from 28.3 percent to 26.6 percent. Among adults of any
age who reported some difficulty in a functional domain
(and thus may serve as a proxy for disabled Medicare
beneficiaries), the share reporting being in “fair” or
“poor” health fell from 17.1 percent to 14.0 percent. And
among adults of any age who reported a lot of difficulty
or an inability to complete an activity in a functional
domain, the share reporting “fair” or “poor” health fell
from 47.3 percent to 44.7 percent (Figure 1-10).

The share of Medicare beneficiaries who gain
eligibility for the program due to disability has also
been declining (Figure 1-11). According to the Social
Security Administration, the share of workers who gain
eligibility for Social Security Disability Insurance (SSDI)
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Over the past decade, the share of Medicare
beneficiaries who are disabled has declined

70
63.4
million
total
60 in 2021
m
c
K]
= 50 —
£
£
(]
g 40 o
& 551
0 million
S .
o in 2021
g 30
w5 Beneficiaries ages 65 and over
™Y
2
20
£
3
z
10
8.3
Beneficiaries under age 65 (with disabilities and/or ESRD) million
0 in 2021
2010 20M 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Note: ESRD (end-stage renal disease). The vast majority of Medicare beneficiaries under the age of 65 gain eligibility for the program due to disability

(98%) as opposed to ESRD (2%).

Source: Annual data provided by CMS Office of the Actuary using information from the 2022 annual report of the Boards of Trustees of the Medicare

trust funds.

payments each year fell from nearly 6.5 recipients
per 1,000 workers in 2010 to 3 recipients per 1,000
workers in 2021 (Goss and Glenn 2022). The agency
does not have a definitive explanation for the marked
decline in the rate of disability incidence; its prior
research has suggested that a number of factors likely
influence the SSDI disability incidence rate, including
the general health of the country’s population, the
social environment that leads a person with an
impairment to become disabled, social mores, the
unemployment rate (which tends to rise and fall in
tandem with the disability incidence rate), financial
incentives (such as the value of SSDI payments

relative to wages), and policy changes (Goss and
Glenn 2022, Social Security Administration 2006).

The most common chronic conditions are
high blood pressure and high cholesterol

The most prevalent chronic conditions among
Medicare beneficiaries are high blood pressure, high
cholesterol, arthritis, diabetes, and enlarged prostate
(Table 1-4, p. 24). These conditions may persist for years
and can lead to other chronic conditions. Spending

per beneficiary per year is highest for those recently
diagnosed with a heart attack, lung cancer, a stroke,
heart failure, or colon cancer.?!
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TABLE
1-4

Prevalence among
beneficiaries in FFS Medicare

The most prevalent and costly chronic conditions in FFS Medicare, 2020

Spending
per beneficiary for those
with the specified condition

Most prevalent chronic conditions
Hypertension (high blood pressure)
Hyperlipidemia (high cholesterol)
Rheumatoid arthritis / osteoarthritis
Diabetes

Benign prostatic hyperplasia (enlarged
prostate)

Most costly conditions

Acute myocardial infarction (heart
attack)

Lung cancer

Stroke / transient ischemic attack
Heart failure

Colorectal (colon) cancer

67% $16,240
63 15,570
35 17,190
27 18,012
27 N/A
1 58,691
42,374

6 37,097
12 31,305
2 30,384

Note:

FFS (fee-for-service), N/A (not available). Beneficiaries may be counted in more than one chronic condition category. The information should not

be used to attribute utilization or payments strictly to the condition selected because beneficiaries with any of the conditions presented could
have other health conditions that contribute to their Medicare utilization and spending amounts. Spending per beneficiary reflects Medicare
payments only, and not beneficiary cost sharing, and is actual spending, as opposed to age- or risk-standardized spending. Prevalence data
for chronic conditions are not directly comparable to prevalence data reported in prior years' Commission reports due to a change in our data

source's methodology.

Source: Centers for Medicare & Medicaid Services' Chronic Conditions Warehouse (CCW), Table B.2a. Medicare beneficiary prevalence for 30 CCW
chronic conditions using fee-for-service (FFS) claims, 2017-2020, May 2022, https:/;Awww?2.ccwdata.org/documents/10280/19096644/ccw-website-
table-b2a.pdf; Centers for Medicare & Medicaid Services' Mapping Medicare Disparities by Population interactive tool, October 12, 2022, https:/

data.cms.gov/tools/mapping-medicare-disparities-by-population.

Until the coronavirus pandemic, there was little
change in the leading causes of death in the U.S., with
the CDC finding that heart disease and cancer were
the first and second most common causes of death,
both among people ages 65 and over (Table 1-5) and
among the general population (Centers for Disease
Control and Prevention 2022b). However, since the
start of the coronavirus pandemic in March 2020,
COVID-19 has been one of the leading causes of death
in the U.S,, with its rank relative to other causes

of death rising and falling during the pandemic’s
various peaks and valleys—briefly ranking as the
leading cause of death from December 2020 through
February 2021 and falling to the second- or third-
leading cause of death in most other months (Ortaliza

et al. 2022). When looking at annual totals, COVID-19
was the third-leading cause of death in 2020, 2021,
and 2022, both among people ages 65 and over and
among the general population (data not shown)
(Ortaliza et al. 2022).22

CMS actuaries have found that the Medicare
beneficiaries who died of COVID-19 in 2020 tended
to be high-cost beneficiaries with multiple medical
conditions; the remaining beneficiaries were
estimated to be 2 percent less costly, on average
(Spitalnic 2022). By 2028, actuaries project that this
effect will subside and beneficiary case mix will
return to a more typical composition (Boards of
Trustees 2022).
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TABLE
1-5

Cause of death

Leading causes of death at ages 65 and older, 2019

Share of deaths

Heart disease
Cancer
Chronic lower respiratory diseases (breathing disorders)

Alzheimer's disease
Diabetes
Unintentional injuries

© 0NN WN

Influenza and pneumonia (lung infections)

S

Parkinson'’s disease

Cerebrovascular diseases (conditions that affect blood flow to the brain)

Nephritis, nephrotic syndrome, nephrosis (kidney disorders)

25%
21

N NN W W OO O

Note: “Chronic lower respiratory diseases” were formerly known as “chronic obstructive pulmonary diseases.”

Source: National Center for Health Statistics, Health, United States, 2020-21, Table LCODAge, released 2022. https://ftp.cdc.gov/pub/Health_Statistics/NCHS/

Publications/Health_US/hus20-21tables/Icodage xlsx.

Certain subgroups of Medicare
beneficiaries have less longevity and worse
access to care than others

Life expectancy at age 65 varies by race, ethnicity,

and sex. In 2019, among individuals who lived to

age 65, Black and American Indian or Alaska Native
individuals could expect to live an additional 18 years,
White individuals could expect an additional 19.5
years, Hispanic individuals could expect another 21.6
years, and Asian individuals could expect another 23.4
years (Figure 1-12, p. 26).2% Across all race and ethnicity
groups, women tend to live longer than men.

Recent data indicate that life expectancy declined in
2020, largely due to the coronavirus pandemic, with
people age 65 losing an average of 1.1 years of life
expectancy (Murphy et al. 2021). Life expectancy at age
65 declined by an additional 0.1 years in 2021, as the
pandemic continued (Xu et al. 2022). (These data have
not yet been analyzed to identify differences by race,
ethnicity, or sex.)

To examine whether beneficiaries of different races
and ethnicities have different access to care, we

analyzed CMS’s 2020 Medicare Current Beneficiary
Survey, which was fielded among 14,000 Medicare
beneficiaries, and the Commission’s 2022 access-to-
care survey, which was fielded among 4,000 Medicare
beneficiaries. For most questions related to accessing
care, the share of beneficiaries of different race and
ethnicity groups who reported a particular care
experience varied by no more than a few percentage
points. But some more substantive differences did
emerge. For example, CMS’s survey found that 16
percent of Black beneficiaries and 10 percent of
Hispanic beneficiaries reported having problems
paying a medical bill, compared with 6 percent of
White beneficiaries. CMS’s survey also found that
Hispanic beneficiaries were 4 percentage points more
likely to delay care due to cost and to lack a usual care
provider compared with White beneficiaries.* The
Commission’s survey found that 39 percent of Hispanic
beneficiaries and 36 percent of Black beneficiaries
reported seeing no specialists in the past year, while
only 23 percent of White beneficiaries reported this.?
And CMS's survey found that only 90 percent of Black
beneficiaries and 91 percent of Hispanic beneficiaries
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Years of life expectancy at age 65, by race/ethnicity and sex, 2019
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reported feeling that their usual care provider spent
enough time with them, compared with 96 percent of
White beneficiaries.

The Commiission’s recommendations
would slow the growth in Medicare
spending and improve beneficiary
access to care

Several aspects of Medicare’s payment systems
hamper the program’s ability to maximize program
efficiencies and beneficiaries’ access to care. The
Commission regularly makes recommendations to
address these issues. Our annual March reports
recommend updates to Medicare payment rates for
various types of providers, which can be positive or
negative depending on our assessment of the adequacy

of Medicare payments for each sector. Our annual
June reports typically offer broad recommendations
aimed at restructuring the way Medicare’s payment
systems work. For example, we have recommended
incorporating value-based insurance design into

FFS Medicare’s benefit design and changing the
formula used to set payments for MA plans. A list of
the Commission’s recommendations, with links to
relevant report chapters, is available at medpac.gov/
recommendation/. The Commission’s recommendations
are based on our review of the latest available data and
are aimed at obtaining good value for the Medicare
program’s expenditures—which means maintaining
beneficiaries’ access to high-quality services while
encouraging efficient use of resources. ®
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Endnotes

The Commission’s annual access-to-care survey is completed
by approximately 4,000 Medicare beneficiaries ages 65 and
over in traditional FFS Medicare or Medicare Advantage and
produces nationally representative results.

Expenditures for prescription drugs, physician-administered
drugs, durable medical equipment, and hospice were not
materially affected by the pandemic (Boards of Trustees
2022).

Examples of pandemic payment policies that increased
spending on certain types of services include the waiver of
the requirement for a three-day inpatient stay prior to skilled
nursing facility services, the 20 percent increase to payments
for COVID-19 inpatient admissions, and temporarily allowing
beneficiaries residing in any part of the U.S. to access
telehealth services from their home.

The most concentrated markets have a Herfindahl-
Hirschman Index above 5,000, meaning that in a market
with two systems, one of the systems has more than a 50
percent market share; these have been referred to as “super-
concentrated” markets (Fulton et al. 2018).

In 2020, 50 percent of physicians reported that they were
employees, up from 42 percent in 2012, and the share with an
ownership stake in their practice fell to 44 percent from 53
percent over the same period (Kane 2021).

Health systems are defined here as organizations that had
at least one acute care hospital and one physician group and
that were connected through common ownership or joint
management.

While the share of surveyed physicians who reported private
equity ownership in their practices in 2020 was well below 10
percent for most specialties, it was between 10 percent and
15 percent for emergency medicine and anesthesiology (Kane
2021).

It should be noted that the 3.3 percent expected average
annual growth in volume and intensity from 2022 to 2031 in
Table 1-1 (p. 14) is higher than historical volume and intensity
growth and higher than CMS’s long-term projections of
growth because it reflects CMS’s assumption that volumes in
2022 and 2023 will bounce back from unusually low volumes
that occurred during the pandemic year of 2021. In other
words, part of the expected growth in volume and intensity
reflects a recovery relative to the decrease in volume that
occurred from 2019 to 2021 during the pandemic.

9

10

1

12

13

14

15

Baby boomers are people born in the period between the end
of World War II and the mid-1960s.

The HI Trust Fund’s income is derived from several
sources, including payroll taxes (which made up 90 percent
of the trust fund’s income in 2021), taxation of Social
Security benefits (7 percent), interest earned on trust fund
investments (1 percent), and premiums collected from
voluntary participants (1 percent) (Boards of Trustees 2022).

HI Trust Fund surpluses are a result of several factors. In late
2021 and 2022, health care providers were expected to fully
repay the Medicare program for $107.2 billion in accelerated
and advance payments paid to them in 2020 and early 2021
(some of these funds were expected to be repaid to the HI
Trust Fund specifically). Part A spending in 2021 and 2022

is also now projected to be lower than previously projected
due to the pandemic lasting longer than initially expected. In
addition, both the number of workers paying the Medicare
payroll tax and the size of their average wages are now
estimated to be higher than previously projected (Boards of
Trustees 2022).

Workers and their employers split the cost of the payroll tax
(workers pay 1.45 percent and employers pay the remaining
1.45 percent). Meanwhile, self-employed people pay both the
worker’s and the employer’s share of this tax, totaling 2.9
percent of their net earnings. High-income workers pay an
additional 0.9 percent of their earnings above $200,000 for
single workers or $250,000 for married couples filing joint
income tax returns.

For Part D, the beneficiary premium share is based on 25.5
percent of the average cost of the basic benefit.

General revenues primarily consist of individual and
corporate taxes but also include customs duties, leases of
government-owned land and buildings, the sale of natural
resources, usage and licensing fees, and payments to
agencies (Department of Treasury 2022).

For example, Medicare’s Trustees assumed that starting in
2026, clinicians who are not in advanced alternative payment
models (A-APMs) will receive lower annual updates to their
Medicare physician fee schedule payment rates (0.25 percent
per year) than clinicians who are in A-APMs (0.75 percent
per year)—and that these updates will not be replaced

with updates that are more reflective of medical inflation
(which is projected to average 2 percent per year in the

long range). Medicare’s Trustees also assumed that bonuses
clinicians currently receive for participating in A~APMs or for
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demonstrating “exceptional” performance under the Merit-
based Incentive Payment System will end in 2025—and not be
extended through legislative intervention.

The Inflation Reduction Act of 2022 specified that in 2024,
beneficiaries will no longer be required to pay cost sharing
upon reaching the catastrophic phase of the Part D benefit,
and in 2025, out-of-pocket costs in Part D will be capped at
$2,000. (In 2021, roughly 1.5 million beneficiaries reached the
catastrophic phase and would have benefited from this cap.)

Among Medicare beneficiaries with both Part A and Part
B, 49 percent were enrolled in an MA plan in 2022 (see
Chapter 11).

The share of community-dwelling Medicare beneficiaries
who report having traditional FFS coverage with public or
private supplemental coverage has declined from nearly
three-quarters of beneficiaries in 2000 to about half of
beneficiaries in 2019, according to our analyses of CMS’s
Medicare Current Beneficiary Survey data (Medicare Payment
Advisory Commission 2022a, Medicare Payment Advisory
Commission 2019a, Medicare Payment Advisory Commission
2018, Medicare Payment Advisory Commission 2003).

These estimates do not reflect the new limits on Part D cost
sharing that were included in the Inflation Reduction Act of
2022, described in endnote 16.

The Medicare Current Beneficiary Survey results reported in
this paragraph reflect the experiences of noninstitutionalized
beneficiaries with Part A and /or Part B coverage. When

we instead restricted our sample to noninstitutionalized

21

22

23

24

25

beneficiaries who had both Part A and Part B, our results
changed by negligible amounts (0 percentage point to 1
percentage point).

Although a stroke can be a one-time event, it can cause
ongoing health problems such as paralysis, seizures, and
difficulty communicating.

COVID-19's rank as the third-leading cause of death in 2022 is
based on data for January-September of 2022.

Hispanic individuals’ superior longevity despite worse
profiles on some social determinants of health has puzzled
demographers for decades and has been referred to as

the Hispanic health paradox. A definitive explanation

for this paradox has yet to be identified, but researchers
hypothesize that Hispanic individuals’ longevity may be due
to immigration dynamics (with Hispanics who enter the U.S.
tending to be relatively healthy, and Hispanics who leave the
U.S. to return to their home countries tending to be older and
less healthy), low rates of cigarette smoking, and high levels
of family support (Dominguez et al. 2015).

We also observe some substantive differences in the
experiences of Multiracial versus White beneficiaries and
Native American/Alaska Native/Native Hawaiian /Pacific
Islander beneficiaries versus White beneficiaries, but not
Asian versus White beneficiaries.

The small sample size of the Commission’s access-to-care
survey (approximately 4,000 Medicare beneficiaries) means
that the only statistically significant differences by race/
ethnicity that we can detect are those that are quite large.
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Chapter summary In this chapter

As required by law, the Commission annually makes payment update «  Assessing the adequacy of

recommendations for providers paid under Medicare’s traditional fee- Medicare payments in 2023

for-service (FFS) payment systems. An update is the amount (usually .........................................................................
* Considering anticipated

expressed as a percentage change) by which the base payment to all
payment and cost changes

providers in a payment system is changed relative to the prior year. To

in 2023
determine an update, we first assess the adequacy of Medicare payments .o
to providers in the current year (2023) by considering beneficiaries’ access * Recommending how
to care, the quality of care, providers access to capital, and how Medicare Medlcar‘e payments should

. o change in 2024

payments compare with providers’ costs. As part of that process, we "m0
examine whether payments will support the efficient delivery of services, ¢ Payment adequacy in
consistent with our statutory mandate. We then make a judgment about context

what, if any, update is needed for the policy year in question (for this
report, 2024). (The Commission also assesses Medicare payment systems
for Part C (Medicare Advantage) and Part D (outpatient prescription drug
coverage) in this report and makes recommendations as appropriate.
Because they are not FFS payment systems, however, they are not

discussed in this chapter.)

Providers’ financial status and the pattern of Medicare spending in 2020
and 2021 varied substantially from historical patterns. In the spring

of 2020, many health care sectors experienced large reductions in
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the demand for services, resulting in temporary financial distress for some
providers. In response, the Congress and CMS extended federal grants to
providers and temporarily altered certain Medicare payment policies. At least
in part, those actions offset the short-term financial effects of the coronavirus
public health emergency (PHE) for many providers. Some providers eventually
returned funds to the federal government because their finances recovered
faster than expected. Those temporary actions, even if not precisely targeted,
were a commensurate response to the immediate financial effects of the PHE.
In 2021, aggregate demand for services rebounded in many health care sectors,

although not to prepandemic levels in every sector.

To fulfill our congressional mandate to update Medicare’s payment systems,

we must confine our focus to factors that we expect will affect payment
adequacy in 2024. To the extent that the pandemic effects are temporary or
vary significantly across individual providers, they are best addressed through
targeted temporary funding policies. Because updates are cumulative—that

is, they compound each year—they are not the preferred policy response to
abrupt but temporary changes in the demand for health care. Where we expect
the effects on providers’ costs to persist into 2024, the policy year for our
recommendations, those changes are noted in each sector’s payment adequacy

discussion and factor into our estimates of payment adequacy.

This year, we consider recommendations in seven FFS payment systems

for the following sectors: acute care hospitals, physicians and other health
professional services, outpatient dialysis facilities, skilled nursing facilities,
home health agencies, inpatient rehabilitation facilities, and hospice providers.
We also include recommendations to redistribute current disproportionate
share hospital and uncompensated care payments, and to provide additional
resources to Medicare safety-net hospitals and clinicians who furnish care

to Medicare beneficiaries with low incomes. The Commission previously
considered an annual update recommendation for ambulatory surgical centers
(ASCs). However, because Medicare does not require ASCs to submit data on
the cost of treating beneficiaries, we have no new significant data to inform

an ASC update recommendation for 2024 and thus decided to provide a

status report on ASCs instead of an update recommendation. Previously, the
Commission also considered an annual update recommendation for long-term
care hospitals (LTCHs). However, as the number of cases that qualified for
payment under Medicare’s prospective payment system for LTCHs declined,
we became more concerned about small sample sizes in our analyses of this

sector.! As a result, we will no longer provide an annual payment adequacy
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analysis for LTCHs but will continue to monitor that sector and provide

periodic status reports.

The Commission examines all available indicators of payment adequacy

and reevaluates any assumptions from prior years, using the most recent

data available to make sure its recommendations accurately reflect current
conditions. We use the best available data and changes in payment policy

to project margins for 2023 and make payment recommendations for 2024,
accounting for anticipated changes in providers’ costs up to 2024. Because of
standard data lags, the most recent complete data we have are generally from
2021. We also used preliminary data from 2022 when available. The coronavirus
PHE has created additional data lags, most notably for cost reports because the
deadlines for their submission were extended. These data lags have affected

some health care sectors more than others.

In considering updates to payment rates, we may make recommendations that
redistribute payments within a payment system to correct any biases that may
make treating patients with certain conditions financially undesirable, make
certain procedures unusually profitable, or otherwise result in inequity among
providers. We may recommend changes to improve program integrity where
we deem it necessary. Our goal is to apply consistent criteria across settings,
but because conditions at baseline and anticipated changes between baseline
and the policy year may vary, the recommended updates may vary across

sectors.

The Commission also examines payment rates for services that can be
provided in multiple settings. Medicare often pays different amounts for
similar services across settings. Basing the payment for services that lead to
similar health outcomes on the rate in the lowest-cost setting would in many
cases save money for Medicare, reduce cost sharing for beneficiaries, and
reduce the financial incentive to provide services in the higher-paid setting.
However, aligning FFS payment rates across settings is not a simple matter. The
definitions of services provided and characteristics of beneficiaries served in
the different settings must be sufficiently similar to warrant the same payment,

and we must try to anticipate unintended consequences.

Our recommendations in this report, if adopted, could significantly change
the revenues that providers receive from Medicare. Payment rates set to cover
the costs of relatively efficient providers—that is, those with lower costs and
higher quality—help induce all providers to control their costs and improve
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quality, thereby helping the Medicare program get more value for its spending.
Furthermore, Medicare rates have broader implications for health care
spending because they are used in setting payments for other federal and state
government programs and private health insurance. Thus, while maintaining
fiscal pressure on health care providers through payment rate updates directly
benefits the Medicare program, it can also help control health care spending

across payers. B
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The goal of Medicare payment policy should be to
obtain good value for the program’s expenditures,
which means maintaining beneficiaries’ access to high-
quality services while encouraging efficient use of
resources. Anything less does not serve the interests of
the taxpayers and beneficiaries who finance Medicare
through their taxes and premiums. Steps toward this
goal involve:

* setting the base payment rate (i.e., the payment
for services of average complexity) at a level that
covers the reasonable cost to treat a beneficiary;

* developing payment adjustments that accurately
reflect market, service, and patient cost differences
beyond providers’ control;

e adjusting payments to encourage high-quality care;
and

* considering the need for annual payment updates
and other policy changes.

To help determine the appropriate base payment rate
for a given payment system in 2024, we generally first
consider whether payments are adequate for relatively
efficient providers in 2023. To inform the Commission’s
judgment, we examine the most recent available data

on beneficiaries’ access to care, the quality of care, and
providers’ access to capital. We then consider anticipated
policy and cost changes to project Medicare payments
and providers’ costs for 2023. Taking these factors into
account, we recommend how Medicare payments for the
sector in aggregate should change for 2024.

Within any given level of funding for a sector, we

may also consider changes in payment policy to
improve relative payment accuracy across patients

and services. Such changes are intended to improve
equity among providers or access to care for
beneficiaries and may also affect the distribution of
payments among providers in a sector. For example,

in 2020, the Commission recommended that CMS
replace the low-volume payment adjustment and

the rural adjustment in the end-stage renal disease
prospective payment system (PPS) with a single
payment adjustment that would better target additional
payments to dialysis facilities that are isolated and have
low volume. Occasionally, the Commission considers

both redistributing current levels of funding and
adding or subtracting resources. One example is the
recommendation in this report to redistribute current
disproportionate share hospital and uncompensated
care payments and to add funding for Medicare
safety-net payments using the Commission-developed
Medicare Safety-Net Index to support hospitals that
are key sources of care for low-income Medicare
beneficiaries (see Chapter 3).

We also make recommendations to improve program
integrity when needed. In some cases, our data
analyses reveal problematic variation in service
utilization across geographic regions or providers. For
example, in 2016, we recommended that the Secretary
closely examine the coding practices of certain
inpatient rehabilitation facilities that appeared to result
in very high Medicare margins (Medicare Payment
Advisory Commission 2016b).

We compare our update and other policy
recommendations for 2024 with the base payment
rates specified in law to understand the implications
for beneficiaries, providers, and the Medicare
program. As has been the Commission’s policy in
the past, our recommendations each year consider
the most current data and, in general, recommend
updates for a single year.

As of the writing of this report in 2023, the pandemic
is entering its fourth year. In 2021 and 2022, the
Delta and Omicron variants of the virus contributed
to subsequent spikes in coronavirus disease 2019
(COVID-19) cases. Those waves in case volume led

to surges in hospitalizations and protracted strain

on health care workers. In late 2020 and in 2021,

the Food and Drug Administration (FDA) granted
emergency-use authorization to several COVID-19
vaccines and therapies, and by spring 2021, nearly
two-thirds of surveyed Medicare beneficiaries said
they had received at least one vaccine dose (Centers
for Medicare & Medicaid Services 2021). Yet COVID-19
variants continue to evolve, and the effect of virus
transmission on the demand for health care services
remains uncertain. As of the writing of this report,
the coronavirus public health emergency (PHE) is
scheduled to end on May 11, 2023, but we will continue
to analyze the effects of the pandemic going forward.
Because many of the analyses in this report use

data from 2021, we recount, below, the timeline of
the pandemic and related policies in 2020 and 2021
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Select pandemic-related temporary Medicare policy changes

Setting Temporary change

Hospital - Provided a 20 percent Medicare IPPS add-on payment for stays with a principal or
secondary diagnosis of COVID-19 through the end of the PHE.

Provided an enhanced IPPS payment for eligible inpatient cases that use certain new
products authorized or approved to treat COVID-19, effective November 2, 2020, through
the end of the fiscal year in which the PHE ends.

Physicians and clinicians - Added more than 140 new PFS services to the telehealth list, extending some of them
through the end of the fiscal year in which the PHE ends.

Permitted clinicians to provide telehealth services regardless of the beneficiary’s location
through the end of the PHE or December 31, 2024, whichever is later.

Waived requirements that physicians and NPPs be licensed in the state where they are
providing services for individuals who meet certain conditions.

SNF - Waived the requirement for a 3-day prior hospitalization for coverage of a SNF stay and
authorized renewed SNF coverage without starting a new benefit period through the
end of the PHE.

Home health - Waived the requirement for an RN to conduct an initial assessment visit, which can be
performed remotely.

IRF - Permitted telehealth to fulfill the face-to-face visit and supervision requirements through
the end of the PHE.

Waived the 3-hour rule, which is intended to ensure that patients require an intensive
rehabilitation program generally consisting of 3 hours of therapy at least 5 days per week,
through the end of the PHE.

Permitted exclusion of patient stays resulting from the PHE for purposes of calculating
the applicable thresholds associated with the 60 percent rule through the end of the
PHE.

Hospice - Allowed the use of telecommunications technology by the hospice physician or NP for
the face-to-face visit when such visit is solely for the purpose of recertifying a patient for
hospice services through the end of the PHE or December 31, 2024, whichever is later.

Note: IPPS (inpatient prospective payment systems), PFS (physician fee schedule), NPP (nonphysician practitioner), SNF (skilled nursing facility),
RN (registered nurse), IRF (inpatient rehabilitation facility), PHE (public health emergency), PPS (prospective payment system), NP (nurse
practitioner). As of the writing of this report, the PHE is scheduled to end on May 11, 2023. This list of temporary PHE-related Medicare policies is
not exhaustive. For a comprehensive list, see Podulka and Blum (2020). Changes specific to individual sectors and their effects on our payment
adequacy indicators are discussed in more detail in each chapter of this report.

Source:Podulka and Blum 2020.

to establish PHE-related conditions that affect our emergency rooms and intensive care units, displacing
indicators of payment adequacy. other types of cases. Frontline health care workers
faced burnout and risks to their health and safety
treating COVID-19 cases. In nursing homes, the effects
of COVID-19 have been devastating. Staff and residents
accounted for a disproportionate share of COVID-19
cases and deaths as they faced the outbreaks with
inadequate resources. Residents who remained in

On January 31, 2020, the Secretary of Health and
Human Services first declared the coronavirus PHE
starting January 27, 2020.2 In late March 2020, the
nation’s health care system first began to experience
enormous strain as COVID-19 patients filled hospital
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nursing homes suffered from isolation as nursing
homes closed to visitors. Meanwhile, the volume of
ambulatory care services dropped sharply in the early
months of the pandemic as patients delayed or avoided
care and access to some services was curtailed to avoid
spreading the disease.

To help respond to the enormous challenges of the
pandemic, the Congress and CMS altered Medicare
payments and policies and granted regulatory
flexibilities starting in March 2020 (Podulka and Blum
2020). Some of these measures have been phased out,
but many are scheduled to remain in effect for the
duration of the PHE, which, as noted above, is expected
to continue until May 11, 2023. A plurality of the
changes eased some provider eligibility requirements
(Podulka and Blum 2020). Regulatory waivers allowed
providers to furnish services outside the state where
they are enrolled and permitted beneficiaries to receive
care in settings other than acute care hospitals (e.g.,
homes, skilled nursing facilities (SNFs)) to allow for
surge capacity in hospitals. Changes to post-acute care
policies waived facility-specific criteria for payment
designed to control use of specialized, high-cost
settings like inpatient rehabilitation facilities (IRFs) but
also added, in certain settings, reporting requirements
related to the coronavirus pandemic. Other changes
suspended audits and quality reporting requirements
or granted more flexibility over which measures

to report. CMS also expanded access to telehealth
services, including temporarily eliminating geographic
restrictions on where such services can be provided
and expanding the types of services that can be
furnished remotely.® A sample of payment changes and
waivers that can affect access, quality, and payments

is shown in Table 2-1. We discuss policies that affected
each sector in more detail in each of the chapters of
this report.

The Congress also responded to the unfolding

crisis by providing funding for providers (i.e., higher
Medicare payments, grants, and loans). Key sources
of federal funds included suspension of the 2 percent
sequestration payment adjustment applied to all
Medicare fee-for-service (FFS) claims; the Provider
Relief Fund, which furnished qualified providers with
payments for health care expenses or lost revenue
due to the pandemic; the COVID-19 Accelerated

and Advance Payments Program that provided
advance Medicare payments that must be repaid;

and the Paycheck Protection Program (PPP) loans

for small businesses, including health care providers,
which do not need to be repaid if recipients meet
certain conditions. Several of those measures have
subsequently ended, such as the PPP in May 2021 and
the reinstatement of the sequester in March 2022.

In any year, factors unrelated to the adequacy of
Medicare’s payment rates can affect our indicators of
access to care, quality, access to capital, and Medicare
payments and providers’ costs in the settings we
examine. This year, as they will in future years, the direct
and indirect effects of COVID-19 and PHE-related policy
changes and emergency funding for providers made

it more difficult to interpret some of our indicators of
the adequacy of Medicare’s payment rates, as discussed
in more detail below. In our analysis of each sector,

we have identified conceptually and, where possible,
empirically how our payment adequacy indicators were
affected by the PHE and related policies.*

Our recommendations in this report, if adopted,

could significantly change the revenues that providers
receive from Medicare. Payment rates set to cover the
costs of relatively efficient providers help induce all
providers to control their costs. Furthermore, Medicare
rates have broader implications for health care
spending because they are used in setting payments
for other federal and state government programs and
private health insurance. For example, most Medicare
Advantage plans pay hospitals using rates that are
comparable with, or based on, Medicare FFS rates
(Berenson et al. 2015, Maeda and Nelson 2017); the
Department of Veterans Affairs (VA) sets payment
rates not to exceed Medicare FFS rates for most care
provided in non-VA settings (Department of Veterans
Affairs 2019); and the Medicaid program uses Medicare
rates when setting maximum supplemental “upper
payment limit” Medicaid FFS payments to hospitals
(Medicaid and CHIP Payment and Access Commission
2019, Medicaid and CHIP Payment and Access
Commission 2016). Some states use Medicare FFS rates
as inputs for provider payments in public employee
health plans (e.g., Montana) or in health plan options
offered to their public constituents (e.g., Washington
State) (Appleby 2018, Carlton et al. 2021). Thus, while
maintaining fiscal pressure on health care providers
through payment rate updates directly benefits the
Medicare program, it can also help control health care
spending across payers.
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Payment adequacy framework

Access to care Quality of care

Access to capital Medicare payments

and providers’ costs

- Capacity, supply, and
staffing

- Volume of services

- Medicare marginal profit

- Rates of mortality,
readmission, and
successful discharge to
community

- Patient experience

- All-payer total margin
- Financial reports
- Cost of capital

- Payments and costs

- Medicare aggregate
margin and median
efficient provider margin

- Projected Medicare
aggregate margin

Update recommendations for prospective payment system base rates

Note:  We use different measures of margins in our payment adequacy analysis. “Medicare marginal profit” is an indicator of access to care, where
Medicare marginal profit = (Medicare payment — costs of treating Medicare beneficiaries that vary with volume) / Medicare payment. The “all-payer
total margin” is a measure of a sector's access to capital, where the all-payer margin = (payments from all payers and sources — cost of providing
services) / payments from all payers and sources. “Medicare aggregate margin” for a sector is a measure of the relationship between Medicare's
payments and providers' costs for treating Medicare beneficiaries, where Medicare aggregate margin = (Medicare payments for service — cost of

providing service) / Medicare payment for the service.

Source: MedPAC.

Assessing the adequacy of Medicare
payments in 2023

The first part of the Commission’s approach to
developing payment updates is to assess the adequacy
of current Medicare payments. For each sector, we
make a judgment by examining information on the
following: beneficiaries’ access to care, quality of care,
providers’ access to capital, and Medicare payments
and providers’ costs for 2023.

Some measures focus on beneficiaries (e.g., access
to care), and some focus on providers (e.g., the
relationship between payments and providers’ costs).
The direct relevance, availability, and quality of each
type of information vary among sectors, and no
single measure provides all the information needed
for the Commission to judge payment adequacy. For
example, to inform our assessment of payments for

physicians and other health professionals, we conduct
a survey of beneficiary access. Ultimately, in making
its recommendations, the Commission considers as
many of these factors as are available. Figure 2-1 shows
our payment adequacy framework and an example of
the kind of factors used (when they are available) for a
sector.

Beneficiaries' access to care

Access to care is an important indicator of the
willingness of providers to serve Medicare beneficiaries
and the adequacy of Medicare payments. For example,
poor access could indicate that Medicare payments

are too low. However, factors unrelated to Medicare’s
payment policies may also affect access to care, such

as coverage policies, changes in the delivery of health
care services, beneficiaries’ preferences, local market
conditions, and supplemental insurance. In March

and April 2020, for example, access was profoundly
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influenced by the coronavirus pandemic. Many elective
procedures were delayed or canceled, and many
beneficiaries chose not to visit providers’ offices and
health care facilities because of the risk of contracting
COVID-19 (Czeisler et al. 2020).

The measures we use to assess beneficiaries’ access

to care depend on the availability and relevance of
information in each sector. We use results from several
surveys to assess the willingness of physicians and
other health professionals to serve beneficiaries and
beneficiaries’ opinions about their access to physician
and other health professional services. For home health
services, we examine data on whether communities
are served by providers. To the extent that access
continues to be affected by the pandemic, we will take
that factor into account as well.

Access: Provider capacity, supply, and staffing

Rapid growth in the capacity of providers to furnish
care may increase beneficiaries’ access and indicate
that payments are more than adequate to cover
providers’ costs. Changes in technology and practice
patterns may also affect providers’ capacity. For
example, as a surgical procedure becomes less invasive,
it might be more frequently performed in outpatient
settings, freeing up some inpatient hospital capacity.
Likewise, as the prices of certain pieces of equipment
fall, they can be more easily purchased by providers,
increasing the capacity to provide certain services.

Rapid entry of providers into a sector, particularly

by for-profit entities, may suggest that Medicare’s
payments are more than adequate and could raise
concerns about the value of the services being
furnished. However, if Medicare is not the dominant
payer for a given provider type (such as ambulatory
surgical centers), changes in the number of providers
may be influenced more by other payers and their
demand for services and thus may be difficult to

relate to Medicare payments. When the number of
providers declines because of facility closures, we

try to distinguish between closures that have serious
implications for access to care and those that may have
resulted from excess capacity. For example, in 2016,
the Congress significantly reduced Medicare’s payment
rates for certain cases in long-term care hospitals
(LTCHs); subsequently, many LTCHs closed. However,
the closures occurred primarily in market areas with
multiple LTCHs.

The PHE has had several other effects on provider
capacity and supply that can confound our ability to
interpret changes as indicators of Medicare payment
adequacy. Supplemental payments or policies to

waive Medicare’s payment rules may have subsidized
providers that would have exited the market otherwise,
absent the PHE. Provider capacity was constrained

in some settings and expanded in others due to the
pandemic and policy changes, including waivers of
payment rules and expanded telehealth access. One
dimension of capacity is providers’ staffing levels. Prior
to the pandemic, employment in some provider sectors
had been increasing steadily. After the pandemic’s
onset, employment in several sectors declined

rapidly and, despite more recent modest increases,
some providers continued to report critical staffing
shortages at times during 2021 and 2022. Effects of the
PHE on capacity have varied by geography and over
time. Changes in the capacity and supply of providers
we observe during the pandemic are not necessarily an
indicator of inadequate Medicare base payment rates.

Access: Volume of services

The volume of services furnished by health care
providers can be an indirect indicator of beneficiary
access. An increase in volume shows that beneficiaries
are receiving more services and suggests sufficient
access in aggregate, although it does not necessarily
demonstrate that the services are necessary or
appropriate. Volume is also an indicator of payment
adequacy: An increase in volume beyond what would
be expected relative to the increase in the number

of beneficiaries could suggest that Medicare’s
payment rates are too high. Very rapid increases in
the volume of a service might even raise questions
about program integrity or whether the definition of
the corresponding benefit is too vague. By contrast,
reductions in the volume of services can sometimes
be a signal that revenues are inadequate for providers
to continue operating or to provide the same level

of service. Finally, rapid changes in volume between
sectors whose services can be substituted for one
another may suggest distortions in payment and
raise questions about provider equity. For example,
over the last several years, the volume of evaluation
and management (E&M) office visits billed as being
provided in hospital outpatient departments (HOPDs)
has increased while the volume of E&M visits billed as
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being provided in physicians’ offices has decreased.
This shift is likely driven at least in part by much
higher payment rates for E&M visits in HOPDs than in
physicians’ offices.

However, changes in the volume of services are not
direct indicators of access; increases and decreases
can be explained by other factors such as population
changes, changes in disease prevalence among
beneficiaries, dissemination of new and improved
medical knowledge and technology, deliberate policy
interventions, and beneficiaries’ preferences. For
example, the number of beneficiaries in traditional
FFS Medicare varies from year to year; therefore, we
look at the volume of services per FFS beneficiary as
well as the total volume of services. Explicit policy
decisions can also influence volume. For example,
during fiscal year 2016, LTCHs—as expected—changed
their admitting practices largely in response to the
implementation of a dual payment-rate system, and
the number of admissions paid under the LTCH PPS
decreased markedly.

Changes in the volume of physician services must be
interpreted particularly cautiously. Findings from the
literature are mixed, but some studies have shown
that providers can respond to reductions in payment
rates for discretionary services by increasing the
volume or intensity of the services they provide (Brunt
and Hendrickson 2021, Clemens and Gottlieb 2014,
Congressional Budget Office 2020, Mitchell et al. 2002).
Whether such an offsetting phenomenon might exist
within other sectors would depend in part on how
discretionary the services are and the degree to which
providers are able to influence beneficiaries’ demand
for them.

During the early months of the 2020 coronavirus
pandemic, the volume of services provided in many
sectors decreased rapidly due to changes in demand
and PHE-related shutdowns. In addition to the effects
of the coronavirus itself, ongoing waivers related to the
PHE also had the potential to affect the volume and mix
of cases. In the physician sector, a decline in volume
was accompanied by a rapid rise in the volume of
telehealth services. By June, the number of office visits
and telehealth visits combined was close to the volume
experienced for office visits in previous years (during
which the volume of telehealth visits was minimal). In
most other sectors, volume rebounded by late June or
July 2020. However, the volume of SNF services has

not fully recovered. Facility volume and employment
at SNFs began to increase in 2022 but remained below
prepandemic levels nationally, although rebounds in
occupancy have varied geographically.

Access: Medicare marginal profit

Another factor we consider when evaluating access

to care is whether providers have a financial incentive
to expand the number of Medicare beneficiaries they
serve. In considering whether to treat a patient, a
provider with excess capacity compares the marginal
revenue it will receive (e.g., the Medicare payment) with
its marginal costs—that is, the costs to treat Medicare
beneficiaries that vary with volume in the short term. If
Medicare payments are larger than the marginal costs
of treating an additional beneficiary, a provider has a
financial incentive to increase its volume of Medicare
patients. In contrast, if payments do not cover the
marginal costs, the provider may have a disincentive to
care for Medicare beneficiaries. We note, however, that
in instances in which a sector does not have substantial
excess capacity, where demand is suppressed, or

in which Medicare composes a dominant share of a
sector’s patients, marginal profit may be a less useful
indicator of access to care.

Quality of care

The relationship between quality of care and the
adequacy of Medicare payment is not direct. Simply
increasing payments through an update for all
providers in a sector is unlikely to influence the overall
quality of care that beneficiaries receive because there
is no imperative for providers to devote the additional
revenue to actions that are known to improve quality.
Indeed, historically, Medicare payment systems created
little or no incentive for providers to spend additional
resources on improving quality.

The Medicare program has in more recent years
implemented quality-based payment policies in several
sectors; however, some issues have arisen. First,
differentiating quality performance among providers
when the number of cases per provider is relatively low
is difficult. This issue has been particularly vexing in
measuring quality performance for individual clinicians.
Second, the Commission has been concerned that
Medicare scores too many quality measures focused
on process as opposed to patient outcomes (Medicare
Payment Advisory Commission 2018). Many current
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process measures are weakly correlated with outcomes
of interest such as rates of mortality and readmissions.
Most process measures focus on addressing the
underuse of services, while the Commission believes
that overuse and inappropriate use are also of concern.
Third, reliance on provider-reported measures can
create a burden on providers and can lead to biased
reporting in response to strong financial incentives.

In our June 2018 report to the Congress, we formalized
principles for designing Medicare quality incentive
programs, which address these issues. In 2019, we
applied these principles to recommend a hospital value
incentive program that scores a small set of outcome,
patient experience, and cost measures, and in 2020, we
recommended changing the quality incentive program
for Medicare Advantage to better evaluate quality

and reward high-quality plans (Medicare Payment
Advisory Commission 2020, Medicare Payment
Advisory Commission 2019). In 2021, we made related
recommendations for Medicare to eliminate the
current SNF value-based purchasing program and to
establish a new SNF value incentive program (Medicare
Payment Advisory Commission 2021a).

While we examine our quality indicators using 2021
data, the trends in 2020 and 2021 were challenging

to interpret due to the effects of the PHE on many of
our outcome measures. We cannot draw conclusions
about the relationship of quality measures to Medicare
payment adequacy because our indicators reflect
circumstances unique to the PHE. For example,
increased mortality related to COVID-19 and capacity
constraints at acute care hospitals could affect
measures such as rates of readmission and discharge
to the community. Further, with the exception of our
analysis of the hospital sector in Chapter 3, most of our
quality metrics rely on risk-adjustment models that do
not explicitly account for the effects COVID-19.

Providers’ access to capital

Providers must have access to capital to maintain

and modernize their facilities and to improve patient
care delivery. Widespread ability to access capital
throughout a sector may reflect the adequacy of
Medicare payments. Some sectors such as hospitals
require large capital investments, and access to capital
can be a useful indicator. Other sectors such as home
health care do not need large capital investments, so
access to capital is a more limited indicator. In some

cases, a broad measure such as changes in employment
may be a useful indicator of financial health within

a sector. Similarly, in sectors where providers derive
most of their payments from other payers (such as
ambulatory surgical centers) or other lines of business,
or when conditions in the credit markets are extreme,
access to capital may be a limited indicator of the
adequacy of Medicare payments.

One indicator of a sector’s access to capital is its all-
payer profitability, reflecting income from all sources.
We refer to this amount as the sector’s all-payer
margin, which is calculated as aggregate income, minus
costs, divided by income. All-payer margins can inform
our assessment of a sector’s overall financial condition
and hence its access to capital. All-payer margins in
2020 and 2021 reflect take-up of relief funds to the
extent that they were included on providers’ cost
reports.

Medicare payments and providers’ costs

To maintain Medicare beneficiaries’ access to
high-quality care while keeping financial pressure
on providers to make better use of taxpayers’

and beneficiaries’ resources, for most sectors we
investigate whether payments are adequate to cover
the costs of relatively efficient providers, where
available data permit such providers to be defined.

Relatively efficient providers use fewer inputs to
produce quality outputs. Efficiency is higher if the
same inputs are used to produce a higher-quality
output or if fewer inputs are used to produce the
same-quality output. The Commission’s approach is to
develop a set of criteria and then examine how many
providers meet those criteria. It does not establish a set
share of providers to be considered efficient and then
define criteria to meet that pool size.

For providers that submit cost reports to CMS—acute
care hospitals, SNFs, home health agencies, outpatient
dialysis facilities, IRFs, and hospices—we estimate total
Medicare-allowable costs and assess the relationship
between Medicare’s payments and those costs in 2021
(2020 for hospices, due to data lags). We typically
express the relationship between payments and costs
as a Medicare aggregate margin, which is calculated as
aggregate Medicare payments for a sector, minus costs,
divided by Medicare payments. By this measure, if costs
increase faster than payments, margins will decrease.
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The coronavirus pandemic and PHE-related policy
changes and their interactions have affected Medicare
payments and providers’ costs in several ways.

For example, during the PHE, Medicare cost per

case may have increased due to decreased volume

and pandemic-related costs. Provider Relief Fund
payments, if accepted, were intended to cover the
costs associated with lower Medicare volume. However,
relief funds are not counted as Medicare revenue
because they are not specifically tied to Medicare per
case payments. As a result, Medicare margins could
appear lower than they would, all else equal, if relief
fund revenue were considered as Medicare payment.
In our analysis of Medicare payments, we calculate a
Medicare aggregate margin exclusive of relief funds
(and assuming all else equal) as well as a Medicare
aggregate margin inclusive of relief funds. To make
this latter calculation, for most sectors, we allocated to
Medicare payments a portion of relief funds received
by a provider, using measures of Medicare’s market
share in 2019 such as the ratio of Medicare to all-payer
revenue.

Use of Medicare aggregate margins

We assess the adequacy of Medicare payments relative
to the costs of treating Medicare beneficiaries, and
the Commission’s recommendations address a sector’s
Medicare payments, not total payments. We calculate
a sector’s Medicare aggregate margin to determine
whether total Medicare payments cover average
providers’ costs for treating Medicare patients and

to inform our judgment about payment adequacy.”
Margins will always be distributed around the average,
and a judgment of payment adequacy does not mean
that every provider has a positive Medicare margin. To
assess whether changes are needed in the distribution
of payments, we calculate Medicare margins for certain
subgroups of providers that have unique roles in the
health care system or that receive special payments.
For example, because location and teaching status
enter into the payment formula used to pay acute care
hospitals under the inpatient prospective payment
systems (IPPS), we calculate Medicare margins based
on where hospitals are located (in urban or rural
areas) and their teaching status (major teaching, other
teaching, or nonteaching).

In accordance with our authorizing statute, the
Commission also, when feasible, computes a Medicare
margin for efficient providers.® The Commission

follows two principles when identifying a set of
efficient providers. First, the providers must do
relatively well on cost and quality metrics. Second, the
performance must be consistent, meaning that the
provider cannot have poor performance on any metric
over the past three years. For example, in the hospital
sector, the variables we use to identify relatively
efficient hospitals are risk-adjusted all-condition
mortality, risk-adjusted potentially preventable
readmissions, and standardized inpati