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Introduction

Medicare beneficiaries can receive services through traditional Medicare (TM) or through Medicare
Advantage (MA), in which private plans contract with Medicare to provide covered services. Though
Medicare Parts A, B, and D benefits are fairly comprehensive, TM enrollees lack a cap on out-of-pocket
spending, unlike in most commercial plans (such as employer-based coverage) available to people under
age 65. This canresult in very high expenses for enrollees with significant health problems. There is,
however, an out-of-pocket cap in MA. In 2022, MA enrollees faced maximum caps of $7,550 for in-
network expenses and $11,300 for both in- and out-of-network expenses combined. The out-of-pocket
cap in MA and the absence of one in TM may be a factor contributing to the accelerated growth in MA
enrollment and the decline in TM enrollment since 2018.

The originally proposed Build Back Better Act included a provision capping out-of-pocket spending
for prescription drugs for Medicare Part D enrollees at $2,000.! This brief analyzes the implications of
introducing a $5,000 cap on overall spending by TM enrollees and spending by specific payers, including
Medicare, beneficiary out-of-pocket, supplementary coverage plan, and Medicaid spending. Although
such a cap would be more ambitious than currently proposed legislation, a uniform cap on cost-sharing
expenditures across Parts A, B, and D has been previously discussed as a possible way to reform
Medicare and make the program more affordable for enrollees (Cubanski et al. 2016; Davis et al. 2005;
Davis, Schoen, and Guterman 2013; Garrett et al. 2019). We also analyze two variations on this policy:
One option would combine a $2,000 cap on cost sharing for prescription drugs with the $5,000 cap on
all services. The second would set the spending cap at the same amount as the in-network cap on cost
sharing in MA. We model these policy options as taking effect in 2023.



About US Health Reform—Monitoring and Impact

With support from the Robert Wood Johnson Foundation, the Urban Institute has undertaken US
Health Reform—Monitoring and Impact, a comprehensive monitoring and tracking project examining
the implementation and effects of health reforms. Since May 2011, Urban Institute researchers have
documented changes to the implementation of national health reforms to help states, researchers, and
policymakers learn from the process as it unfolds. The publications developed as part of this ongoing
project can be found on both the Robert Wood Johnson Foundation’s and Urban Institute Health Policy
Center’s websites.

We estimate the following:

= |n 2023, 4.5 million TM enrollees, or about 12 percent of such enrollees, will incur more than
$5,000 in cost-sharing expenditures for Medicare services. In some cases, beneficiaries pay
these expenses out of pocket. In other cases, supplementary insurance (e.g., Medigap or
employer-sponsored insurance) or Medicaid pays some or all cost-sharing expenses over
$5,000.

=  The estimated average cost sharing in 2023 for Medicare beneficiaries with spending above the
$5,000 cap is $10,500. Thus, a $5,000 cap is expected to reduce per capita cost-sharing
payments by about $5,500.

= A $5,000 spending cap will increase Medicare spending for TM enrollees by about $39 billion
(or 7.8 percent) relative to current law in 2023. This would likely require an increase in Parts B
and D premiums to finance the new policy.

= Supplementary plan spending is estimated to fall by $12.3 billion under a $5,000 spending cap.
This could apply downward pressure on Medigap premiums, potentially benefiting many
enrollees currently unable to afford either excessive Medicare cost sharing or supplementary
plan coverage or both.

= Because of the lower average out-of-pocket price for Medicare services for enrollees with high
cost-sharing expenditures, total spending on Medicare services for TM enrollees (including
program spending and beneficiary cost sharing) is estimated to increase by $14 billion, or 2.3
percent, relative to current law in 2023.

A spending cap of $5,000 would pay for expenses now paid out of pocket and provide direct relief to
beneficiaries. Under the policy, payments made by supplementary insurance plans for these expenses
beyond the proposed cap would be paid by Medicare instead of the supplemental insurer. We estimate
that this would generate substantial savings for supplementary plans and potentially lead to lower
premiums for Medigap plans. Enrollees in such plans would benefit from the lower premiums, or they
could decide to drop supplementary coverage altogether if their primary motivation for having it was
protection against large expenditures. Medicaid programs would also no longer bear expenses beyond
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the proposed cap, which would result in lower state expenditures for enrollees dually covered by
Medicare and Medicaid (hereafter “dual enrollees”). Federal Medicaid spending for these enrollees
would also fall, offsetting some of the increased federal Medicare spending. In this paper, we estimate
the additional costs of the $5,000 cap policy, both per capita and overall, and show the savings in out-of-
pocket expenditures, reductions in supplementary insurance payments, and reductions in Medicaid
expenditures relative to current law.

Medicare is a complicated program with complex cost-sharing rules. Medicare Part A provides
hospital insurance; it has a large deductible for hospital stays ($1,556 in 2022). It also has additional cost
sharing after 60 days of hospitalization and cost sharing for skilled nursing facilities after 20 days of use.
Part B covers medical services such as visits to physicians. Part B had a deductible of $233 per year in
2022 and requires 20 percent cost sharing on all services. Part D provides coverage for prescription
drugs provided through private plans. Part D has a complicated set of deductibles and cost sharing that
can vary by plan. In addition to Parts A, B, and D, Medicare also offers Part C, or Medicare Advantage,
which allows people to select private insurance plans. These plans offer all the services covered in Parts
A and B and, in some cases, are integrated with Part D plans. If MA plans submit premiums below an
established benchmark, they can offer additional benefits such as reduced cost sharing. Since 2011,
federal regulations have required that MA plans cap out-of-pocket spending (the maximum cap for in-
network services was $7,550in 2021, and it increases with inflation), but plans can offer lower out-of-
pocket maximums.

There are several effects that we do not measure in this analysis. First, we do not account for
potential shifts in MA or Medigap enrollment. With the introduction of an out-of-pocket cap, some
people may move from MA to TM. People choose MA plans for many reasons, but if the primary
motivation is the out-of-pocket spending limit, some people could move back to TM. Similarly, an out-of-
pocket cap could incentivize some TM enrollees to drop their Medigap plans if their primary motivation
for having such coverage was protection from large expenditures. On the other hand, Medigap
premiums may fall considerably in response to the introduction of an out-of-pocket spending cap, which
may encourage enrollees to keep their Medigap plans or encourage other beneficiaries to newly enroll
in such plans. Annual premiums paid to Medigap plans have been estimated to average about $1,779
(Cabral and Mahoney 2019). Thus, applying downward pressure on Medigap plans through the
introduction of a $5,000 spending cap could result in significant savings to beneficiaries that are not
estimated here.

Second, the TM benchmarks used for MA bidding could increase because covering expenditures
above the cap would add to Part A and Part B expenditures, which could increase MA spending. In
implementing the policy, Medicare could hold benchmarks fixed at their current levels and let MA plans
compete with an enhanced TM option. If benchmarks were allowed to increase, MA plans would be
allowed to offer additional benefits and attract TM beneficiaries.

Finally, the introduction of a cap on out-of-pocket expenditures in TM could lead MA plans to lower
their out-of-pocket caps to better compete with improved TM benefits. This would be particularly likely
if the cap on TM expenditures is lower than the caps offered by MA plans.
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Methods

We use the Urban Institute’s Medicare policy simulation model, MCARE-SIM, to estimate 2023
Medicare, supplemental, Medicaid, and out-of-pocket spending for Parts A, B, and D services among TM
enrollees. MCARE-SIM uses data from the 2015-18 Medicare Current Beneficiary Survey (MCBS) and
projects Medicare enrollment and spending estimates to 2023.

We estimate the costs of a $5,000 spending cap in 2023 for TM enrollees in three steps (see the
appendix for more detail). We first estimate 2023 TM enrollment by applying demographic- and
program-specific growth rates to 2015-18 MCBS data. The second step determines 2023 TM spending
under current law, aligning MCBS-reported spending with administrative benchmarks and projecting to
2023. We apply cost-sharing rules for TM enrollees in Parts A, B, and D to determine cost-sharing
obligations and then allocate them to beneficiaries or supplemental plans based on reported enrollment
in Medicaid, Medigap, or other supplemental coverage. Our third step estimates the effects of a $5,000
cap on overall spending, spending by payer, and spending by service type. After identifying beneficiaries
with cost-sharing obligations over $5,000, we credit cost-sharing paid by supplemental plans back to
Medicare. We also credit beneficiary out-of-pocket spending back to Medicare, first adjusting
beneficiaries’ total spending to reflect the greater use of services associated with lower cost-sharing
requirements.

Findings

The distribution of spending on cost sharing for Medicare-covered services is highly skewed. Most
Medicare beneficiaries have expenses below $5,000, but some have a high cost-sharing burden. Figure
1 shows the skewed distribution of per capita spending for Medicare-covered services by
supplementary insurance, by Medicaid, and paid out of pocket by beneficiaries. The figure shows that
32.6 million people have expenditures of $5,000 or less. The remaining 4.5 million have expenditures
above $5,000. Of these, 3.0 million have expenditures between $5,000 and $10,000, 800,000 have
expenditures between $10,000 and $15,000, and 800,000 have expenditures over $15,000.
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FIGURE 1
Distribution of per Capita Cost-Sharing for Medicare Services for
Traditional Medicare Enrollees, 2023
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Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Per capita estimates reflect the sum of supplementary insurance, employer-sponsored insurance, Medicaid, and
beneficiary out-of-pocket payments for Medicare-covered services. Spending on cost sharing for Medicare services excludes
payments for insurance premiums. The distribution presents all spending among fee-for-service beneficiaries with total cost-
sharing expenditures below $20,000.

Enrollees with cost sharing greater than $5,000 have high overall Medicare spending and high overall
cost sharing. Table 1 separates expenditure data for enrollees whose cost sharing is above $5,000 and
for those whose cost sharing is at or below $5,000. Of those with cost-sharing expenditures above
$5,000, we estimate that overall spending is $76,900 on average, with Medicare paying $66,400.
Average cost sharing amounts to $10,500, spread across supplementary insurance, Medicaid, and out-
of-pocket outlays. Among payers responsible for cost-sharing payments, supplementary plans (i.e.,
employer-sponsored insurance or Medigap coverage) pay the largest share, about $5,300 per enrollee.
This is followed by Medicaid spending for dual enrollees at about $2,700. For TM enrollees with cost-
sharing spending greater than $5,000, out-of-pocket spending amounts to $2,500 on average.

For enrollees with cost-sharing spending at or below $5,000, total spending for Medicare-covered
services averages $7,400. Of this, Medicare pays $6,100. Average cost-sharing expenses, including out-
of-pocket, supplementary plan, and Medicaid spending, amount to $1,300. Of this, enrollees pay $400
out of pocket.
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TABLE 1
Per Capita Current-Law Spending for Traditional Medicare Enrollees, 2023

Enrollees with cost- Enrollees with cost-sharing
sharing spending above spending at or below
$5,000 $5,000

Total spending for Parts A, B, and D services ($) 76,900 7,400
Medicare 66,400 6,100
Cost-sharing payments 10,500 1,300
Out of pocket 2,500 400
Supplementary plan 5,300 700
Medicaid 2,700 200
Estimated number of enrollees (millions) 4.5 32.6

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Estimates reflect the sum of supplementary insurance, employer-sponsored insurance, Medicaid, and beneficiary out-of-
pocket payments for Medicare-covered services. Spending on cost sharing for Medicare services excludes payments for insurance
premiums. Totals exclude drug manufacturer discount spending for Part D. All spending estimates have been rounded to the
nearest $100. Spending components may not sum to total because of rounding.

A $5,000 cap would reduce the cost-sharing burdens of high spenders by about 50 percent. Table 2
shows the estimated impact of a $5,000 cap on per capita spending. Across all TM beneficiaries, per
capita Medicare expenditures would increase by $1,000, or 7.8 percent, relative to current law, while
cost sharing would fall by $700, or 27.6 percent. Thus, on balance, total spending per capita for
Medicare-covered services would increase by $400 (after rounding), or 2.3 percent, among TM
beneficiaries. This increase in overall spending reflects induced demand (that is, new spending induced
by the prices beneficiaries face above the cap falling to zero).

Among TM enrollees with cost sharing above $5,000, average total Medicare spending would
increase from $66,400 to $74,900 under the $5,000 cap; this is an increase in per capita expenditures of
$8,500, or 12.9 percent. This increase would be partially offset by a reduction in cost-sharing payments
of $5,500, or 52.6 percent. We estimate out-of-pocket spending will fall by 51.1 percent (saving
beneficiaries in this spending group $1,300 on average), supplemental plan spending will fall by 50.8
percent, and Medicaid spending will fall by 57.6 percent. Facing lower prices for Medicare-covered
services, TM beneficiaries with cost-sharing spending exceeding the cap will use more services,
increasing total spending by 3.9 percent.

Lastly, table 2 shows that the policy has no impact on enrollees with cost-sharing spending at or
below $5,000 because the cap does not apply. Under a $5,000 spending cap, these enrollees are not
exposed to any changes in the average price for services, and, as a result, their use of services is
unchanged.
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TABLE 2
Per Capita Spending for Traditional Medicare Enrollees under Current Law
and under the $5,000 Spending Cap, 2023

Difference
Per capita Per capita
spendingunder  spending under
current law $5,000 cap $ %
All enrollees
Total spending for Parts A, B, and D services ($) 15,900 16,300 400 2.3
Medicare 13,500 14,500 1,000 7.8
Cost-sharing payments 2,500 1,800 -700 -27.6
Out of pocket 700 500 -200 -224
Supplementary plan 1,300 900 -300 -26.5
Medicaid 500 300 -200 -37.6
Estimated number of enrollees (millions) 37.1 37.1
Enrollees with cost-sharing expenses
above $5,000
Total spending for Parts A, B, and D services ($) 76,900 79,900 3,000 3.9
Medicare 66,400 74,900 8,500 12.9
Cost-sharing payments 10,500 5,000 -5,500 -52.6
Out of pocket 2,500 1,200 -1,300 -51.1
Supplementary plan 5,300 2,600 -2,700 -50.8
Medicaid 2,700 1,100 -1,600 -57.6
Estimated number of enrollees (millions) 4.5 4.5
Enrollees with cost-sharing expenses at or
below $5,000
Total spending for Parts A, B, and D services ($) 7,400 7,400 0 0
Medicare 6,100 6,100 0 0
Cost-sharing payments 1,300 1,300 0 0
Out of pocket 400 400 0 0
Supplementary plan 700 700 0 0
Medicaid 200 200 0 0
Estimated number of enrollees (millions) 32.6 32.6

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Per capita estimates reflect the sum of supplementary insurance, employer-sponsored insurance, Medicaid, and
beneficiary out-of-pocket payments for Medicare-covered services. Spending on cost sharing for Medicare services excludes
payments for insurance premiums. Totals exclude drug manufacturer discount spending for Part D. All spending estimates have
been rounded to the nearest $100. Spending components may not sum to total because of rounding. Percent changes are based
on unrounded spending estimates.

The cap’s largest impact is the reduction in cost-sharing expenses for Part B services. Table 3 breaks
down the data for high spenders (with cost-sharing expenditures above $5,000) in table 2 into spending
by Parts A, B, and D services. Figure 2 presents the change in Parts A, B, and D spending for high
spenders under the proposed $5,000 cap relative to current law. On a per capita basis, a $5,000 cap
results in an estimated increase in Medicare Part A spending of $1,900. Cost sharing for Part A services
falls by $1,300 per capita relative to current law. The net increase in per capita TM spending on Part A
services is $600, or 1.6 percent.
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The largest dollar increases in spending are in Part B. With the $5,000 cap, Medicare spending
increases by $5,100 per capita, whereas cost sharing for Part B services falls by $3,900; thus, the net
increase in new per capita spending is $1,200, or 3.4 percent. The drop in cost-sharing spending for Part
B services is spread across beneficiary out-of-pocket, supplementary plan, and Medicaid spending, but
the decline is largest for supplementary insurance.

For Part D, per capita Medicare spending among TM enrollees increases by $1,500 relative to
current law, and out-of-pocket spending declines by $300. The net increase in per capita drug spending
is $1,200, or 22.3 percent. This relative increase in overall spending is significantly higher than the
changes in spending for Parts A and B services for two reasons. First, based on elasticity studies, we
model beneficiaries as having a larger response to changes in the price of prescription drugs than they
would have for changes in the price of hospital and physician or outpatient services. Second, following
policy rules for Part D, we do not model supplementary plans as providing cost-sharing protection for
prescription drugs, meaning all Part D beneficiaries who reach the $5,000 cap would experience a
change in the out-of-pocket price for prescription drugs and increase their use of prescription drugs in
response.

TABLE 3

Per Capita Spending under Current Law and under the $5,000 Spending Cap among Traditional
Medicare Enrollees with Current-Law Cost-Sharing Spending above $5,000,

by Payer and Medicare Service, 2023

Difference
Per capita spending Per capita spending
under current law under $5,000 cap $ %
Part A
Total spending ($) 36,100 36,700 600 1.6
Medicare 33,500 35,400 1,900 5.8
Cost-sharing payments 2,600 1,200 -1,300 -52.5
Out of pocket 500 200 -300 -54.7
Supplementary plan 1,200 600 -500 -46.8
Medicaid 900 400 -500 -58.5
PartB
Total spending ($) 35,500 36,700 1,200 34
Medicare 28,300 33,400 5,100 18.0
Cost-sharing payments 7,200 3,300 -3,900 -53.9
Out of pocket 1,300 600 -700 -56.3
Supplementary plan 4,200 2,000 -2,100 -51.7
Medicaid 1,800 800 -1,000 -57.1
PartD
Total spending ($) 5,300 6,500 1,200 22.3
Medicare 4,600 6,100 1,500 32.6
Cost-sharing payments? 700 400 -300 -39.6
Estimated number of enrollees
(millions) 4.5 4.5

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.
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Notes: Per capita estimates reflect the sum of supplementary insurance, employer-sponsored insurance, Medicaid, and
beneficiary out-of-pocket payments for Medicare-covered services. Spending on cost sharing for Medicare services excludes
payments for insurance premiums. Totals exclude drug manufacturer discount spending for Part D. A small amount of cost sharing
for drug spending accrues to employer-sponsored insurance plans that provide coverage in the catastrophic range, but this
amount is omitted from the table. All spending estimates have been rounded to the nearest $100. Spending components may not
sum to total because of rounding. Percent changes are based on unrounded spending estimates.

2 All cost-sharing payments under Part D are allocated to beneficiary out-of-pocket payments.

FIGURE 2
Change in per Capita Spending under $5,000 Spending Cap Relative to Current Law, among

Traditional Medicare Enrollees with Current-Law Cost-Sharing Spending above $5,000,
by Payer and Medicare Service, 2023
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Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.
Notes: Per capita estimates reflect the sum of supplementary insurance, employer-sponsored insurance, Medicaid, and
beneficiary out-of-pocket payments for Medicare-covered services. Spending on cost sharing for Medicare services excludes
payments for insurance premiums. Totals exclude drug manufacturer discount spending for Part D. A small amount of cost sharing
for drug spending accrues to employer-sponsored insurance plans that provide coverage in the catastrophic range, but this
amount is omitted from the figure. All spending estimates have been rounded to the nearest $100. Spending components may not
sum to total because of rounding. Percent changes are based on unrounded spending estimates.
2 All cost-sharing payments under Part D are allocated to beneficiary out-of-pocket payments.

Adding the cap would increase total Medicare spending by $38.8 billion in 2023. Table 4 shows
changes in aggregate spending related to the cap. Aggregate TM expenditures would increase by $39
billion annually, or 7.8 percent, relative to current law. Cost-sharing payments would fall by $25 billion,
or 27.6 percent. Out-of-pocket spending would fall by $6 billion, payments by supplementary insurance
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plans would fall by $12 billion, and Medicaid expenditures would fall by $7 billion. The reduced out-of-
pocket payments would directly help enrollees. The reduction in supplementary insurance payments
should substantially reduce Medigap premiums, also helping enrollees. The drop in Medicaid
expenditures would benefit both the federal and state governments. Overall, total spending on Parts A,
B, and D services among TM enrollees would increase by $14 billion, or 2.3 percent.

TABLE 4
Total Expenditures for Traditional Medicare Enrollees under Current Law and

under the $5,000 Spending Cap, by Payer, 2023

Difference
Expenditures Expenditures
under current under $5,000
law cap $ %
Spending for Parts A, B, and D services ($billions) 592 605 14 2.3
Medicare 500 539 39 7.8
Cost-sharing payments 91 66 -25 -27.6
Out of pocket 26 20 -6 -224
Supplementary plan 46 34 -12 -26.5
Medicaid 19 12 -7 -37.6
Estimated number of enrollees (millions) 371 371

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Totals exclude drug manufacturer discount spending for Part D. All spending estimates have been rounded to the nearest
billion. Spending components may not sum to total because of rounding. Percent changes are based on unrounded spending
estimates.

The largest aggregate increases in Medicare spending would be for Part B services; likewise, the
greatest drop in cost sharing would be for Part B services. Table 5 shows the changes in aggregate
expenditures by program Part. Relative to current law, Medicare spending on Part A services would
increase by $9 billion, or 4.2 percent, among TM enrollees. This has implications for the Medicare
Hospital Insurance Trust Fund, which finances the Part A program. Cost sharing for these services
would fall by $6 billion, or 40.7 percent. Overall, Part A spending for TM enrollees and related cost
sharing would increase by $3 billion, or 1.2 percent.

As noted, the cap would again have the biggest impact on Part B. Medicare spending for Part B
services for TM enrollees would increase by $23 billion, or 9.7 percent, relative to current law. This
would be financed by some combination of general revenues and higher Part B premiums paid by
enrollees. Cost sharing for Part B services would fall by $18 billion, or 27.2 percent. Overall spending on
Part B services and related cost sharing would increase among TM enrollees by $6 billion, or 1.8
percent.

Part D Medicare spending for TM enrollees would increase by $7 billion, or 13.1 percent. This
would also likely be financed by higher premiums or general revenues. Out-of-pocket spending would
drop by $1 billion. Thus, total spending on Part D services and related cost sharing would increase by $5
billion (after rounding), or 8.5 percent.

10 ADDING AN OUT-OF-POCKET SPENDING LIMIT TO TRADITIONAL MEDICARE



TABLE 5
Total Expenditures for Traditional Medicare Enrollees under Current Law and under the $5,000
Spending Cap, by Payer and Medicare Service, 2023

Difference
Total expenditures Total expenditures
under current law under $5,000 cap
($billions) ($billions) $billions %
Part A
Total spending 223 226 3 1.2
Medicare 208 217 9 4.2
Cost-sharing payments 15 9 -6 -40.7
Out of pocket 3 2 -1 -41.0
Supplementary plan 7 5 -2 -34.5
Medicaid 5 2 -2 -49.7
PartB
Total spending 305 310 6 1.8
Medicare 240 263 23 9.7
Cost-sharing payments 64 47 -18 -27.2
Out of pocket 11 8 -3 -28.7
Supplementary plan 39 29 -10 -24.7
Medicaid 14 9 -5 -33.1
PartD
Total spending 64 69 5 8.5
Medicare 52 59 7 13.1
Cost-sharing payments? 12 10 -1 -11.4

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Totals exclude drug manufacturer discount spending for Part D. All spending estimates have been rounded to the nearest
billion. Spending by Parts may not add to total spending because of rounding. Percent changes are based on unrounded spending
estimates.

2 All cost-sharing payments under Part D are allocated to beneficiary out-of-pocket payments.

Policy Alternatives

In table 6, we consider two policy alternatives. First, we estimate the impact of including a $2,000 Part
D out-of-pocket cap in combination with the $5,000 overall TM cap. The $2,000 Part D out-of-pocket
cap was initially proposed in the Build Back Better legislation and may have continued support under an
updated reconciliation bill. Second, we estimate the impact of setting the cap on overall TM cost-sharing
expenditures at the MA in-network out-of-pocket maximum ($7,550 in 2022). Introducing the out-of-
pocket maximum in TM at parity with the MA in-network out-of-pocket maximum is a viable
alternative, especially if lawmakers are concerned that a lack of parity in the two caps could introduce
undue incentives for enrollees to switch coverage between TM and MA.
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TABLE 6
Estimated Effects of the $5,000 Cap and Two Policy Alternatives on the Number of Affected
Beneficiaries and Spending Relative to Current Law, 2023

$5,000 cap on $5,000 cap on

Medicare cost Medicare cost $7,550 cap on
sharing sharing + $2,000 Medicare cost

(main policy) Part D cap sharing

Number of affected beneficiaries

(millions) 4.5 4.7 25
Change in per capita spending among

affected beneficiaries ($)

Total 3,000 3,400 3,200
Medicare 8,500 8,800 9,900
Cost-sharing payments -5,500 -5,500 -6,700

Out of pocket -1,300 -1,300 -1,500
Supplementary plan -2,700 -2,600 -3,200
Medicaid -1,600 -1,500 -2,000

Change in overall expenditures

($billions)

Total 14 16 8
Medicare 39 41 25
Cost-sharing payments -25 -26 -17

Out of pocket -6 -6 -4
Supplementary plan -12 -12 -8
Medicaid -7 -7 -5

Source: MCARE-SIM estimates for 2023 using the 2015-18 Medicare Current Beneficiary Survey.

Notes: Per capita spending estimates are rounded to the nearest hundred. Estimates of overall expenditures are rounded to the
nearest billion. Spending components may not sum to total because of rounding. Similarly, because of rounding, products of per

capita estimates and total affected beneficiaries may not yield estimated total expenditures, and changes in Medicare spending

and cost-sharing spending may not sum to changes in total spending.

Adding a $2,000 cap on cost sharing for prescription drugs covered by Part D to the $5,000 overall
cost-sharing cap would benefit a small number of additional enrollees relative to the $5,000 overall
cap alone. This is because most TM enrollees with high drug expenditures already have total cost
sharing exceeding $5,000 and are already accounted for under the main policy. However, among all
beneficiaries affected by the policy (i.e., those who incurred either $5,000 in total cost sharing or $2,000
in Part D cost sharing or both), total spending and Medicare spending per capita would increase by
$3,400 and $8,800, respectively, relative to current law. Under this alternative policy, changes in per
capita cost-sharing expenses relative to current law are similar to such changes under the main policy.

We find that this alternative policy would increase overall spending by $16 billion relative to
current law, or about $2 billion more than the estimated increase in total spending under the main
policy. The increase in total spending relative to the main policy reflects the behavioral response to
markedly lower prices for Part D drugs, the category of services we model as being the most price
sensitive. We estimate that this policy alternative would raise Medicare program costs by $41 billion
relative to current law. Like the changes in per capita estimates, changes in total cost-sharing
expenditures are similar under this policy alternative and the main policy.
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Setting the TM cost-sharing cap at $7,550 (the current MA in-network out-of-pocket cap) would
benefit 2 million fewer enrollees and would raise Medicare spending by $14 billion less than the main
policy. Introducing the TM cost-sharing cap at exactly the MA in-network out-of-pocket cap would
benefit fewer enrollees than the main policy; just an estimated 2.5 million TM enrollees have cost-
sharing totals exceeding $7,550. Consequently, this policy would increase total spending by about $8
billion and increase Medicare spending by $25 billion relative to current law. Finally, a $7,550 cap would
reduce overall out-of-pocket spending by $4 billion, reduce supplementary plan spending by $8 billion,
and reduce Medicaid spending by $5 billion. As expected, this policy generates smaller differences in
spending relative to current law than the main policy does.

Discussion

Medicare spending is highly skewed. More than 9 percent of TM beneficiaries have cost-sharing
expenses exceeding $5,000. These enrollees have average total Medicare expenditures of about
$76,900, so they are clearly a group with very serious health problems. Of that amount, Medicare pays
about $66,400. The remainder, about $10,500, is paid out of pocket or paid by supplementary health
insurance or Medicaid.

A policy that would cap cost sharing at $5,000 would increase per capita TM spending by $1,000, or
7.8 percent, on average relative to current law. But it would reduce cost sharing for the enrollees with
the greatest health care needs by about 53 percent. For high-spending enrollees, it would reduce
spending now paid out of pocket by about 51 percent, reduce supplementary plan spending by about 51
percent, and reduce Medicaid spending by about 58 percent. The reduction in out-of-pocket spending
would help enrollees directly. The reductions in supplementary health insurance payments would
reduce the need to purchase such policies or dramatically reduce their premiums. The reduction in
Medicaid spending would offset some of the federal cost of the cap and generate savings for state
governments.

A cap on TM cost-sharing payments would cost $39 billion in 2023, an increase in TM spending of
7.8 percent relative to current law. Medicare spending for Part A services would increase by $9 billion,
or about 4.2 percent, relative to current law. Part A does not require most beneficiaries to pay
premiums and is instead almost entirely financed by the Medicare Hospital Insurance Trust Fund,
which, in turn, is financed primarily by payroll taxes. Thus, a $5,000 cap would likely require an increase
in payroll taxes, unless another financing source is provided. However, the Medicare Hospital Insurance
Trust Fund is already projected to be depleted by 2026 under current law; any increase in payroll taxes
(or other funding source) must be levied on top of those increases in revenues (or spending cuts) needed
to keep the trust fund solvent.

Medicare Part B spending for TM enrollees would increase by $23 billion, or 9.7 percent, under a
$5,000 cap. Part D Medicare spending would increase by $7 billion, or 13.1 percent. Parts B and D
spending is financed through a combination of enrollee premiums and general federal revenues.
Therefore, the increased spending for Part B and Part D services under the $5,000 cap would likely
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result in an increase in enrollee premiums for Parts B and D services. Other possibilities could include
changes in deductibles or coinsurance in ways that would provide offsetting savings. Finally, per capita
TM spending for Part A and Part B services would rise by 7.1 percent (data not shown), which would
place upward pressure on the TM spending benchmarks against which MA plans bid; this would
potentially enable MA plans to provide more benefits to enrollees or provide savings to MA enrollees in
the form of premium rebates.

As modeled for 2023, the $5,000 spending cap would directly affect 12 percent of TM beneficiaries.
But over time the percentage of enrollees who would benefit would grow considerably, unless the cap is
indexed to Medicare cost growth. Even in the near term, all Medicare beneficiaries, not just the high
spenders, would benefit from the reduced costs of supplementary insurance.

Appendix. Detailed Methods

We use the Urban Institute’s Medicare policy simulation model, MCARE-SIM, to estimate 2023
Medicare, supplemental insurance, Medicaid, and out-of-pocket spending for Part A, Part B, and Part D
services among TM enrollees. MCARE-SIM uses data from the 2015-18 MCBS and projects Medicare
enrollment and spending estimates to 2023. The MCBS provides nationwide information on
demographic characteristics, use of medical services, medical expenditures, health status, access to
health care, and sources of supplemental insurance coverage for Medicare enrollees.

We estimate the costs of a $5,000 spending cap in 2023 for TM enrollees in three steps. We first
estimate 2023 TM enrollment. To do so, we reweight enrollee groups in a combined 2015-18 MCBS
analytic file to match 2019 MA and TM enrollment by Part A, Part B, and Part D, reported in Centers for
Medicare & Medicaid Services (CMS) program statistics.2 We apply population growth rates for each
age group and racial or ethnic group, calculated from 2010 estimates and projected 2030 estimates
from the Urban Institute’s Mapping America’s Futures database.® To determine the share of enrollees
with TM coverage, we further apply MA growth rates derived from enrollment numbers reported in
2019 CMS program statistics and projected MA enrollment reported in the Congressional Budget
Office’s 2021 Medicare baseline report.*

The second step determines 2023 TM spending under current law. MCARE-SIM adjusts MCBS-
reported Medicare spending to align with total expenditures reported in the 2019 CMS program
statistics for Parts A and B services and adjusts Part D spending to align with 2019 per capita averages
reported in the Medicare Trustees report (Medicare Trustees 2020). Medicare spending is then
projected to 2023 by applying per capita spending growth rates for Parts A, B, and D reported in the
Medicare Trustees report's expanded and supplementary materials.”

To determine total Medicare cost-sharing payments, we apply cost-sharing rules for TM enrollees
in each Part. Because CMS has not yet published the 2023 cost-sharing rules, we project these rules
based on the growth rates in deductibles, copayments, and out-of-pocket spending thresholds (for Part
D) between 2019 and 2022. For inpatient stays in 2023, enrollees are predicted to pay a $1,626
deductible. For stays longer than 60 days, we apply a $406 copayment per day. For skilled nursing
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facility stays, we apply a $203 copayment per day after the first 20 days. We estimate that the Part B
deductible will rise to $252 by 2023. Beyond the deductible, enrollees are estimated to pay 20 percent
coinsurance for all Part B services. Finally, for Part D enrollees ineligible for the Low-Income Subsidy,
we model cost sharing for prescription drugs based on a projected $504 deductible, after which 25
percent coinsurance applies until costs reach the catastrophic coverage range (after accruing $7,853 in
out-of-pocket spending, including drug manufacturer discounts). Beyond the catastrophic range, we
apply a coinsurance rate of 5 percent on all drug expenditures. Part D enrollees who receive the Low-
Income Subsidy are expected to pay a nominal copayment of $3 for each prescription drug fill.

To allocate cost-sharing payments, we identify enrollees with any Medicaid or supplementary plan
coverage. For dual enrollees, we allocate all cost-sharing expenses to Medicaid. The dominant Medigap
plan has long been Plan F, which provides full coverage for cost sharing for Parts A and B services. We
model supplementary plans as providing Plan F-level benefits; that is, if an enrollee reports having
supplementary plan coverage (and no Medicaid coverage), all cost-sharing expenses are allocated to the
supplementary plan. Finally, if enrollees report having neither Medicaid coverage nor coverage through
a supplementary plan, all cost-sharing expenses are allocated as beneficiary out-of-pocket payments.

Our third step estimates the effects of a $5,000 cap on overall spending, spending by payer, and
spending by service type. We first identify all enrollees estimated to have cost-sharing payments
exceeding $5,000 in 2023 under current law. Expenditures exceeding the cap paid by Medicaid, by
supplemental plans, or out of pocket are allocated back to the Medicare program. These are categorized
as Part A, B, or D services based on the ratio of cost-sharing expenditures by service to total cost-
sharing expenditures across all services. Further, for beneficiaries that had out-of-pocket spending for
Medicare services above $5,000, the policy lowers the average consumer-facing price for services (i.e.,
where the price is operationalized as the ratio of out-of-pocket to total spending). We apply service-
specific price elasticities to estimate the increase in spending for services resulting from the decrease in
price (i.e., induced demand). However, the $5,000 cap does not result in higher expenditures for Part A
or Part B services for enrollees with supplemental insurance or Medicaid coverage, because these
enrollees’ cost sharing is already covered by the secondary plan, so the cap does not change their out-
of-pocket liability.
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Notes

1 Build Back Better Act, H.R. 5376 (2021).

2 “CMS Program Statistics,” Centers for Medicare & Medicaid Services, updated April 1, 2022,
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/CMSProgramStatistics.

3 “Mapping America’s Futures,” Urban Institute, updated December 1, 2017,
https://apps.urban.org/features/mapping-americas-futures/.

4 “Medicare Baseline Projections,” Congressional Budget Office, July 2021,
https://www.cbo.gov/system/files/2021-07/51302-2021-07-medicare.pdf.

5 “Trustees Report and Trust Funds,” Centers for Medicare & Medicaid Services, updated January 26, 2022,
https://www.cms.gov/OACT/TR/2021.

References

Cabral, Marika, and Neale Mahoney. 2019. “Externalities and Taxation of Supplemental Insurance: A Study of
Medicare and Medigap.” American Economic Journal: Applied Economics 11 (2): 37-73.
https://doi.org/10.1257/app.20160350.

Cubanski, Juliette, Tricia Neuman, Zachary Levinson, Gretchen Jacobson, Monica Brenner, and James Mays. 2016.
Modifying Medicare’s Benefit Design: What's the Impact on Beneficiaries and Spending? Menlo Park, CA: Henry J.
Kaiser Family Foundation.

Davis, Karen, Marilyn Moon, Barbara Cooper, and Cathy Schoen. 2005. “Medicare Extra: A Comprehensive Benefit
Option for Medicare Beneficiaries.” Health Affairs 24 (Suppl. 1): W5 442-W5 454,
https://doi.org/10.1377/hlthaff W5.442.

Davis, Karen, Cathy Schoen, and Stuart Guterman. 2013. “Medicare Essential: An Option to Promote Better Care
and Curb Spending Growth.” Health Affairs 32 (5): 900-09. https://doi.org/10.1377/hlthaff.2012.1203.

Garrett, Bowen, Anuj Gangopadhyaya, Adele Shartzer, and Diane Arnos. 2019. A Unified Cost-Sharing Design for
Medicare: Effects on Beneficiary and Program Spending. Washington, DC: Urban Institute.

Medicare Trustees (Boards of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical
Insurance Trust Funds). 2020. 2020 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and
Federal Supplementary Medical Insurance Trust Funds. Washington, DC: Medicare Trustees.

About the Authors

Anuj Gangopadhyaya is a senior research associate in the Health Policy Center at the Urban Institute.
His research focuses on the impact of safety net programs on health and well-being, family income, and
education achievement outcomes for children in low-income families. He has focused on the impact of
Medicaid eligibility expansion on children’s education achievement, maternal and child health effects of
the earned income tax credit program, and the impact of the Affordable Care Act Medicaid expansion
on adult labor supply and fertility rates of women of reproductive age. He also helps lead Urban’s
Medicare simulation model (MCARE-SIM), estimating potential impacts of proposed policy changes on
program spending, beneficiary spending, and use of services. Gangopadhyaya received his PhD in
economics from the University of lllinois at Chicago.

16 ADDING AN OUT-OF-POCKET SPENDING LIMIT TO TRADITIONAL MEDICARE


https://www.congress.gov/bill/117th-congress/house-bill/5376
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/CMSProgramStatistics
https://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/CMSProgramStatistics
https://apps.urban.org/features/mapping-americas-futures/
https://www.cbo.gov/system/files/2021-07/51302-2021-07-medicare.pdf
https://www.cms.gov/OACT/TR/2021
https://doi.org/10.1257/app.20160350
https://www.kff.org/report-section/modifying-medicares-benefit-design-introduction/
https://doi.org/10.1377/hlthaff.W5.442
https://doi.org/10.1377/hlthaff.2012.1203
https://www.urban.org/research/publication/unified-cost-sharing-design-medicare-effects-beneficiary-and-program-spending
https://www.urban.org/research/publication/unified-cost-sharing-design-medicare-effects-beneficiary-and-program-spending
https://www.cms.gov/files/document/2020-medicare-trustees-report.pdf
https://www.cms.gov/files/document/2020-medicare-trustees-report.pdf

John Holahan is an Institute fellow in the Health Policy Center, where he previously served as center
director for over 30 years. His recent work focuses on health reform, the uninsured, and health
expenditure growth, developing proposals for health system reform most recently in Massachusetts. He
examines the coverage, costs, and economic impact of the Affordable Care Act (ACA), including the
costs of Medicaid expansion as well as the macroeconomic effects of the law. He has also analyzed the
health status of Medicaid and exchange enrollees, and the implications for costs and exchange
premiums. Holahan has written on competition in insurer and provider markets and implications for
premiums and government subsidy costs as well as on the cost-containment provisions of the ACA.
Holahan has conducted significant work on Medicaid and Medicare reform, including analyses on the
recent growth in Medicaid expenditures, implications of block grants and swap proposals on states and
the federal government, and the effect of state decisions to expand Medicaid in the ACA on federal and
state spending. Recent work on Medicare includes a paper on reforms that could both reduce budgetary
impacts and improve the structure of the program. His work on the uninsured explores reasons for the
growth in the uninsured over time and the effects of proposals to expand health insurance coverage on
the number of uninsured and the cost to federal and state governments.

Bowen Garrett is an economist and senior fellow in the Health Policy Center. His research focuses
extensively on health reform and health policy topics, combining rigorous empirical methods and
economic thinking with an understanding of the policy landscape to better inform policymaking. He led
the development of Urban's Health Insurance Policy Simulation Model and conducted numerous
studies of the likely effects of alternative reform proposals for the Obama administration, the state of
New York, and private foundations. He has written extensively on employer-sponsored insurance,
Medicaid and the uninsured, and Medicare's prospective payment systems. Previously, Garrett was
chief economist of the Center for US Health System Reform and McKinsey Advanced Health Analytics
at McKinsey & Company (2010-13). He is a research associate with the Info-Metrics Institute at
American University and has taught quantitative methods and economic statistics at Georgetown
University. Garrett received his PhD in economics from Columbia University in 1996 and was a
postdoctoral research fellow in the Robert Wood Johnson Foundation's Scholars in Health Policy
Research Program at the University of California, Berkeley, from 1996 to 1998.

Adele Shartzer is a research associate in the Health Policy Center, where her work focuses on health
coverage, access to care, and the health care delivery system; her research has been published in
notable health policy journals. Before joining Urban, she worked as a program analyst in the Office of
Health Policy in the Office of the Assistant Secretary of Planning and Evaluation at the US Department
of Health and Human Services. She has also worked in health policy at several nonprofits in the
Washington, DC, area. Shartzer holds a bachelor’s degree in bioethics from the University of Virginia
and an MPH in health policy from George Washington University. She received her PhD in health
services research from the Johns Hopkins Bloomberg School of Public Health. While there, she received
adoctoral dissertation award in patient-reported outcomes and was a National Research Service Award
trainee.

ADDING AN OUT-OF-POCKET SPENDING LIMIT TO TRADITIONAL MEDICARE 17



Acknowledgments

This brief was funded by the Robert Wood Johnson Foundation. The views expressed do not necessarily
reflect the views of the Foundation.

The views expressed are those of the authors and should not be attributed to the Urban Institute,
its trustees, or its funders. Funders do not determine research findings or the insights and
recommendations of Urban experts. Further information on the Urban Institute’s funding principles is
available at urban.org/fundingprinciples.

The authors thank Katherine Hempstead and Stephen Zuckerman for feedback and Rachel Kenney

for editorial assistance.

L

Robert Wood Johnson
Foundation

URBAN

INSTITUTE

500 L’Enfant Plaza SW
Washington, DC 20024

www.urban.org

ABOUT THE ROBERT WOOD JOHNSON FOUNDATION

The Robert Wood Johnson Foundation (RWJF) is committed to improving health and
health equity in the United States. In partnership with others, we are working to
develop a Culture of Health rooted in equity, that provides every individual with a fair
and just opportunity to thrive, no matter who they are, where they live, or how much
money they have.

ABOUT THE URBAN INSTITUTE

The nonprofit Urban Institute is a leading research organization dedicated to
developing evidence-based insights that improve people’s lives and strengthen
communities. For 50 years, Urban has been the trusted source for rigorous
analysis of complex social and economic issues; strategic advice to policymakers,
philanthropists, and practitioners; and new, promising ideas that expand
opportunities for all. Our work inspires effective decisions that advance fairness
and enhance the well-being of people and places.

Copyright © June 2022. Urban Institute. Permission is granted for reproduction
of this file, with attribution to the Urban Institute.

18 ADDING AN OUT-OF-POCKET SPENDING LIMIT TO TRADITIONAL MEDICARE


http://www.urban.org/fundingprinciples

	Introduction
	Adding an Out-of-Pocket Spending Limit to Traditional Medicare
	Methods
	Findings
	Policy Alternatives

	Discussion
	Appendix. Detailed Methods
	Notes
	References
	About the Authors
	Acknowledgments

