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Enrollment in Medicare Advantage (MA) will soon be larger than enrollment in 

traditional Medicare (TM). Rapid enrollment growth demonstrates the popularity of MA 

among Medicare beneficiaries. MA is also profitable for insurers and has widespread 

bipartisan political support. MA plans have reduced health care utilization, but although 

MA was also supposed to generate Medicare program savings, it never has. Policy 

groups such as the Medicare Payment Advisory Commission (MedPAC) have long 

understood and explained that MA plans are overpaid relative to TM when viewed on 

comparable terms. Meanwhile, the Hospital Insurance trust fund that finances Part A of 

TM (hospital services) is estimated to be exhausted in 2028, leaving Part A insolvent 

with enough dedicated financing to pay only 90 cents on the dollar for promised services 

(Medicare Trustees 2022).  

The way Medicare pays MA plans is complicated and difficult to describe in simple terms, which can 

hinder reform efforts. In this brief, we describe the three major components of the MA payment system 

(bidding benchmarks, quality bonuses, and risk adjustment), how they contribute to overpayment to MA 

plans, and why the magnitude of overpayment is difficult to directly observe. We also describe reform 

proposals that would improve MA and generate program savings that could help shore up Medicare's 

financing or reduce federal budget deficits, as summarized in table 1. 
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TABLE 1 

Summary of Key Issues and Policy Options for Reform in Medicare Advantage Payment 

 Summary of issues Policy options 
Estimate of savings 
impact  

Benchmarks and 
bidding system 

Current benchmark system 
fails to efficiently transfer 
savings from MA to 
beneficiaries and the Medicare 
program 

Adopt MedPAC’s alternative 
benchmark policy 

More than $10 billion 
over five yearsa 

Quality bonuses MA's current quality bonus 
payment system has 
contributed to excessive and 
inequitable payment without 
producing intended 
improvements in quality 
performance 
 

Eliminate the “double bonus” 
for high-performing plans in 
urban counties where fee-for-
service spending is low and 
MA enrollment is high, which 
can increase the benchmark 
by as much as 10 percent  
 

$18.2 billion between 
2021 and 2028b 

  Eliminating QBP benchmark 
bonus payments altogether 

$94 billion between 
2021 and 2028c 
 

  Replace the current QBP with 
MedPAC’s proposed value 
incentive program 

Budget neutral 

Risk adjustment Patients with similar health 
conditions and medical needs 
are coded as being sicker in 
MA, leading to artificially 
higher risk scores and 
overpayment 

Replace the current 
mandatory minimum coding 
intensity adjustment with set 
of MedPAC policy 
recommendations 

$198 to $355 billion 
from 2021 to 2030d 

Sources: a MedPAC (Medicare Payment Advisory Committee), June 2021 Report to the Congress: Medicare and the Health Care 

Delivery System (Washington, DC: MedPAC, 2021). 
b, c “Options for Reducing the Deficit: 2019 to 2028, Reduce Quality Bonus Payments to Medicare Advantage Plans,” 

Congressional Budget Office, December 13, 2018, https://www.cbo.gov/budget-options/2018/54737. 
d Committee for a Responsible Federal Budget, “Reducing Medicare Advantage Overpayments” (Washington, DC: Committee for 

a Responsible Federal Budget, 2021). 

Notes: MA = Medicare Advantage. MedPAC = Medicare Payment Advisory Commission. QBP = quality bonus program.  

Background 
Medicare beneficiaries can choose to receive their benefits through TM (also called fee-for-service 

Medicare) or through MA plans, which are private health plans offered by insurers that contract with 

Medicare. The insurers follow rules set by Medicare for MA and receive payments to provide services. 

MA plans must cover all services under Parts A and B, and often plans combine these benefits with 

prescription drug benefits under Part D. MA plans are also allowed to offer additional benefits to 

enrollees, such as eyeglasses or hearing aids, financed either through additional premiums or plan 

rebates at no cost to the beneficiary. In addition, MA plans may be attractive because they often provide 

“one-stop shopping” to beneficiaries by providing standard Parts A, B, and D services and an upper limit 

on out-of-pocket spending through one insurer. In contrast, beneficiaries in TM may face three-stop 

shopping with different plans: TM providing Parts A and B services, a standalone Part D prescription 

https://www.medpac.gov/document/june-2021-report-to-the-congress-medicare-and-the-health-care-delivery-system/
https://www.medpac.gov/document/june-2021-report-to-the-congress-medicare-and-the-health-care-delivery-system/
https://www.cbo.gov/budget-options/2018/54737
https://www.crfb.org/papers/reducing-medicare-advantage-overpayments
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drug plan, and a Medigap plan or other supplemental coverage to provide financial protection against 

high out-of-pocket payments not covered in TM.  

In 2022, the average Medicare beneficiary has a choice of 36 MA plans offered by eight 

organizations, and the average beneficiary has access to nearly $2,000 in extra benefits not available to 

TM beneficiaries. Medicare payments for MA extra benefits have increased 53 percent just since 2019. 

From 2018 to 2021, the share of eligible Medicare beneficiaries enrolled in MA rose by 3 percentage 

points per year, from 37 to 46 percent. Assuming this trend continues, a majority of eligible Medicare 

beneficiaries will be enrolled in MA by 2023 (MedPAC 2022, chapter 12).  

The growth and popularity of the MA program have come at a high cost, largely because of the 

payment system used for MA plans, as we describe in detail here. The paradox is that MA plans provide 

Parts A and B services for a much lower cost than TM would spend for the same beneficiaries, but 

Medicare spends more overall than TM would spend for these same beneficiaries by paying for extra 

benefits and providing MA plans healthy and growing profit margins. Overall, MA plan bids to provide 

Parts A and B benefits in 2022 were at record lows—only 88 percent of what TM would pay—but 

payments were 104 percent of TM (MedPAC 2022, chapter 12). The 2022 data continue the decades-

long reality described by MedPAC in which aggregate Medicare payments to MA plans have never been 

lower than spending in TM, even though spending reduction was a prominent reason for promoting 

private plan choice in Medicare. This brief explores the explanations for this paradox. We point to some 

evidence that suggests MedPAC’s estimates for the amount of extra payments MA plans receive 

actually may be low, and further analysis is needed.  

Growing enrollment suggests MA is popular among enrollees. It also appears to be popular among 

participating insurance companies. Richard Gilfillan and Donald Berwick have characterized MA plans 

as "money machines,"1 able to game the complex system of payment rules to their own financial benefit. 

The most recent data available, from 2020, demonstrate that MA plans reported profit margins 

averaging 6.5 percent, substantially higher than margins in commercial insurance and Medicaid 

managed-care products.2 As we will show, the overall quality provided by MA plans is as good as or 

better than that provided to TM beneficiaries, although it is deficient in specific areas.  

Further, Medicare rules permit beneficiaries to move between TM and MA annually and at other 

times, such as when their coverage status changes (e.g., when entering a skilled nursing facility). That 

flexibility allows beneficiaries to take advantage of the substantial extra benefits that MA plans provide, 

yet they can move back to TM if they have a health problem for which they consider unrestricted 

freedom of provider choice beneficial on the whole. In short, by addressing the gaps in coverage in TM, 

MA is a particularly good deal for beneficiaries. It is not surprising that the program has strong 

bipartisan support in Congress. Earlier this year, 346 members of the House of Representatives—80 

percent of the chamber—signed on to a letter expressing strong support for the MA program and 

opposing consideration of long-overdue payment changes.3  

Over many years, MedPAC has recommended to Congress reforms to address MA plan 

overpayments while also promoting “level playing field” competition among MA plans and between MA 
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plans and TM. Congress has either watered down or ignored these recommendations, reflecting the 

strong political support MA has achieved. Consequently, MedPAC reported to Congress that “a major 

overhaul of MA policies is…urgently needed” (MedPAC 2021, chapter 1).  

This brief provides background on key aspects of MA financing, including benchmarks and bids, risk 

adjustment, and the way in which MA payments currently account for quality. Further, given that MA 

costs more than TM, we review the evidence about whether the increased spending is buying higher 

quality. Following an explanation of the basic MA payment approach, we highlight key policy issues for 

MA payment, including problems with how payments to plans are determined, the evidence on the 

quality and services beneficiaries receive, and the continuing problems associated with the failure of 

current approaches to adequately adjust payments to MA plans for the favorable beneficiary selection 

MA plans continue to benefit from. 

MA Benchmarks and Bids 
The current MA bidding system and setting of MA benchmarks have contributed to MA’s inability to generate 

Medicare program savings. 

Although TM has low administrative costs and pays health care providers rates typically lower than 

what commercial health insurance plans have been able to negotiate (McMorrow, Berenson, and 

Holahan 2021), TM enrollees’ choices of providers are not constrained. This leads to care that can be 

uncoordinated and leaves few limited mechanisms to promote efficient use of health care services. By 

allowing MA plans to compete with TM and among each other to attract enrollees, MA plans were 

initially intended to be more efficient than TM and to save the Medicare program money. However, at 

times, such as with passage of the Medicare Modernization Act of 2003, Congress has focused more on 

expanding access to MA to provide extra benefits not available in TM, substantially raising spending 

(Patel and Guterman 2017). MA plans compete by submitting bids to the Centers for Medicare & 

Medicaid Services (CMS) to provide services to enrollees. Lower plan bids can result in lower premiums 

and enhanced services for enrollees. By competing to offer lower bids, plans can attract a higher market 

share and potentially be more profitable. 

Payments to MA plans are largely based on the bids plans submit. Bids are made relative to a 

benchmark amount based on the cost of providing Parts A and B services in TM in a geographic area. 

Payments cannot exceed the benchmark amounts, but if bids fall under the benchmark amounts, plans 

are paid a portion of the difference (i.e., a rebate percentage), which they can then use to provide 

additional services to enrollees, thereby attracting more enrollment.  

Issues Arising from the Benchmark Methodology 

The benchmark system allows MA plans in many geographic areas to be paid more than what it would cost to 

serve similar enrollees in TM. 
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Initially, MA benchmark amounts were set to 95 percent of spending under TM, an approach that would 

produce savings to the Medicare program to the extent enrollees were willing to sign up for MA plans. 

Because relatively few insurers offered MA plans in counties with lower TM spending early on, the 

Medicare Modernization Act changed the MA program to set benchmarks above TM costs in many 

areas. As the program now stands, county benchmarks are set according to a quartile system 

(established in the Affordable Care Act), whereby counties are ranked according to their levels of per 

capita TM spending. Before considering quality bonuses (discussed below), benchmarks for counties in 

the lowest quartile are set at 115 percent of a county’s fee-for-service (FFS) spending. Benchmarks are 

set at 107.5 and 100 percent of FFS spending for counties in the next two quartiles and at 95 percent of 

FFS spending for counties in the most-expensive quartile of FFS spending per capita. The Affordable 

Care Act also imposed caps on benchmarks that affect plans in some counties, based on a county's TM 

spending or its spending trend (using the higher of the caps implied by each method). In 2016, the caps 

limited benchmarks in 69 percent of counties, representing 25 percent of MA enrollment (MedPAC 

2016). 

A plan quality rating system can raise payments even further above what TM would cost and can pass through 

to plans as profits. 

Plan benchmarks may be adjusted and rebate percentages are set according to how many stars a plan 

receives in a five-star plan quality rating system (described below). MA plan contracts (which can cover 

multiple MA plans offered under the same insurer contract with CMS) that have four or more stars 

receive a 5 to 10 percent increase in their benchmarks. MA contracts also receive rebates on the basis 

of star rating when their bids are below the benchmark. Plans with four-and-a-half and five stars receive 

70 percent of the difference between the benchmark and the bid as a rebate, plans with three-and-a-

half and four stars receive 65 percent of the difference, and plans with fewer than three-and-a-half stars 

receive 50 percent of the difference. MA contracts must spend their rebates on supplemental benefits 

or reduced cost sharing for enrollees, but revenues from higher benchmarks due to star ratings can be 

absorbed as profit or administrative expenses and are not required to pass through to enrollees. A rule 

requiring plans to have a minimum medical loss ratio of 85 percent is intended to prevent plans from 

receiving excessive profits. The medical loss ratio summarizes the share of plan revenue spent on 

medical expenses (and other allowable expenses, such as quality improvement and fraud reduction 

activities) as opposed to administrative expenses and profits (McDermott et al. 2021). However, some 

have argued that the medical loss ratio rule may not be binding; in a recent article, Richard G. Frank and 

Conrad Milhaupt described how pricing practices within a parent firm can shield profits from the terms 

of medical-loss-ratio regulations.4  

MedPAC has recommended overhauling MA's benchmarking system to retain many of the program’s beneficial 

aspects while incentivizing greater program efficiency and generating savings to the Medicare program. 

On the basis of considerable analysis conducted over many years, MedPAC has identified several 

problems with the current benchmarking system; among them is the system’s failure to appropriately 

transfer savings resulting from MA plans’ efficiency to beneficiaries and the Medicare program. 

Benchmarks in areas with low FFS spending (the lowest and second-lowest quartiles at 115 and 107.5 
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percent of FFS) increase costs for the Medicare program, creating an unnecessary drain on the Hospital 

Insurance trust fund and the program in general while producing unnecessarily wide variation in plan 

payments (MedPAC 2021, chapter 1).  

In the past, a rationale for setting the benchmark in the lowest spending quartile at 115 percent of 

TM spending was the need to induce MA insurers to participate in those areas. That is not the case now. 

For example, the median bid for areas in this quartile declined from 111 percent (only 4 percent below 

the benchmark) to 92 percent of the TM level between 2013 and 2022. Yet, Medicare is still paying an 

average of 109 percent of TM spending in these areas because the benchmarks actually average 118 

percent of TM when quality bonuses are included (MedPAC 2022, 429). In light of the efficiencies that 

MA plans have produced—evidenced by robust program growth, a proliferation of plan offerings, new 

market entrants, and historically high rebates from overly generous benchmarks against which the 

plans bid—MedPAC has concluded that MA plans could share savings resulting from the efficiencies 

they achieve with the Medicare program with little adverse effect.  

Accordingly, MedPAC has proposed and simulated the effects of an alternative MA payment 

system that would  

 keep the overall benchmark structure while aiming to support equal access to extra benefits 

across geographic areas, maintain wide availability of MA plans, and allocate savings from MA 

plan efficiency to beneficiaries and the Medicare program (MedPAC 2021); 

 continue to have higher benchmarks in low-spending areas and lower benchmarks in high-

spending areas (which, overall, would result in lower benchmarks in most areas); and  

 increase the rebate percentage to a fixed 75 percent, which would increase the rebate 

percentage overall and reward plans more highly for efficiency gains.  

The Congressional Budget Office estimated that MedPAC's recommended new benchmark policy 

would reduce Medicare program spending relative to current policy by more than $2 billion in a single 

year and more than $10 billion over five years (MedPAC 2021). More recently, MedPAC estimated the 

impact of the new benchmark policy to be approximately a 2 percent reduction in MA spending 

(MedPAC 2022). With estimated MA spending in 2021 of $350 billion, this would translate to $7 billion 

in savings.  

Quality and Medicare Advantage 
MA's current quality bonus program has contributed to excessive and inequitable payment without producing 

intended improvements in quality performance. 

Medicare payments to plans account for quality through the quality bonus program (QBP), which 

awards MA plan contracts with star ratings and bonus payments. The Affordable Care Act established 

the QBP in 2012. The program uses the five-star rating system that existed before the Affordable Care 

Act to inform beneficiaries of MA plan quality. As described above, MA plans’ star ratings affect their 
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benchmarks, bids, and rebate amounts; MA contracts must spend their rebate on supplemental benefits 

or reduced cost sharing for enrollees, but when a benchmark increases because of bonus payments, 

plans are not required to use the bonus dollars to finance extra benefits and instead can absorb the 

money as profit or administrative expenses (MedPAC 2019, 247). During the COVID-19 public health 

emergency, CMS changed the rules regarding the calculation of star ratings in light of difficulties 

obtaining the data needed to calculate star ratings during the pandemic; in the calendar year 2023 MA 

final rule, CMS has proposed to walk back some of the pandemic-era patches for star-rating 

calculations.  

In 2022, most MA enrollees (90 percent) are in plans with four or more stars, and 10 percent of MA 

are in plans with five stars (Biniek et al. 2021). The trend toward enrollment in plans with high star 

ratings predates the COVID-19 public health emergency. Medicare spending on bonus payments to MA 

plans has grown from $3 billion in 2015 to $11.6 billion in 2021. In 2022, quality bonus payments 

account for about 3 percent of MA payments relative to FFS spending for benefits under Parts A and B 

(MedPAC 2022, 428). 

The star ratings are based on a large number (46) of measures of clinical quality, patient experience, 

and administrative performance using four data sources. Examples of these measures include adult 

body mass index assessment, which simply indicates that body mass index is noted in the medical 

record, or process measures such as the availability of call center foreign language interpreters and 

teletypewriters. The plan receives a score from 1 to 5 on different measures; for most measures, 

performance is assessed relative to other plans, which can shift thresholds for ratings over time. Each 

measure has a weight based on the measure category (e.g., process versus outcomes measures). The 

overall star rating is the weighted average of all the measures a plan can report. Some plans do not have 

star ratings, either because they are new or because enrollment is too low. 

Issues in Quality Bonus Payments for MA Plans 

The star-rating system underlying MA quality measurement has shortcomings that mask variations in plan 

performance relevant to patient outcomes.  

In its June 2019 report to Congress, MedPAC focused on redesigning the MA QBP to address several 

concerns with the star-rating system (MedPAC 2019, chapter 8). In prior reports, MedPAC had noted 

flaws in the QBP, specifically “its complexity, inequity in distributing financial rewards, and 

opportunities for organizations to obtain unwarranted bonuses by consolidating contracts” (MedPAC 

2019, chapter 8). MedPAC noted that the star ratings are based on a large number of “quality” 

measures, including process and administrative measures and true clinical outcome measures. For 

example, plans that perform well on administrative and insurance process measures can still achieve 

high star ratings even if their performance on health outcomes is mediocre. In addition, performance is 

assessed at the MA contract level, but contracts can span large and sometimes incongruous geographic 

areas, making it difficult for beneficiaries to assess MA plan performance in a local area. MA plan 

performance is assessed relative to other plans instead of against predetermined performance targets, 

which MedPAC thinks hinders plans’ performance improvement efforts.  
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Another MedPAC concern is that the risk-adjustment method in QBP (a version of peer grouping) 

may not fully account for variations in quality across Medicare subgroups, such as beneficiaries with low 

incomes and those with disabilities. Finally, the QBP is not budget neutral; it was financed with $11.6 

billion in additional program dollars in 2021 (Biniek et al. 2021). This creates an uneven playing field 

between TM and MA.  

In June 2020, MedPAC recommended replacing the current QBP with a new value incentive 

program. Academic research on the impact of the QBP on health outcomes is mixed and suggests the 

substantial investments in the program have not clearly led to improvements in MA quality 

performance (Markovitz et al. 2021). 

An assessment of MA CAHPS (Consumer Assessment of Healthcare Providers and Systems) survey 

data found differences between men and women enrollees’ patient experiences; nationally, women 

reported better experiences with administrative staff and timely access to care but worse experiences 

on measures that may reflect negotiation with physicians (Burkhart et al. 2020). The gender gaps in 

patient experience varied across plans by as much as 5 to 6 percentage points for some measures.  

MA star ratings do not reflect concerns about network adequacy or inappropriate denials of care. 

Analyses of patient experience in MA plans using other data sources, such as appeal outcomes and audit 

findings, have raised concerns about network adequacy, the validity of network information for 

enrollees, and inappropriate denials of care. Whereas beneficiaries in TM can visit any participating 

provider, MA enrollees are limited to the providers in the plan’s network without incurring additional 

costs. For example, a 2018 report by the US Department of Health and Human Services’ Office of the 

Inspector General found that when beneficiaries or providers appealed preauthorization and payment 

denials, MA plans overturned 75 percent of their initial denials (Office of the Inspector General 2018). 

This represents about 216,000 denials overturned through appeals each year from 2014 to 2016. A 

2022 Office of the Inspector General report continued to find inappropriate denials of prior 

authorizations and payment requests for services that met Medicare coverage rules and MA billing 

rules (Office of the Inspector General 2022). A CMS audit found that nearly half of MA plan directories 

included inaccurate information for participating providers, which can impede access to care.5 A 2021 

analysis found a positive correlation between narrow provider networks and star ratings (Sen, 

Meisilbach, and Anderson 2021), consistent with research finding that MA plans create narrow 

networks primarily to garner higher star ratings (Skopec, Berenson, and Feder 2018). 

Paying more in MA than TM might be justified if MA provides better-quality care for similar patients, but 

evidence of this is elusive. 

Overall, findings comparing quality in MA with that in TM show that MA has been better for some 

outcomes and the same as TM for others. However, some limitations exist. Comparisons between MA 

and TM may not fully account for unobserved differences in social determinants of health, or risk-

adjustment challenges, partly because of data quality differences (Agarwal et al. 2021). Studies 

including a 2021 systematic review comparing TM with MA have found that MA is typically associated 

with more preventive care visits, fewer hospital admissions and emergency department visits, shorter 
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hospital and postacute lengths of stay, and lower health care spending (Feyman et al. 2019; Park, 

Figueroa, et al. 2020; Park et al. 2021). Further, studies have found MA plans deliver care more 

efficiently by increasing the use of primary care visits and decreasing care intensity or the use of 

unnecessary care (Curto et al. 2019; Duggan, Gruber, and Vabson 2018; Huckfeldt et al. 2017; Park, 

Larson, et al. 2020; Park, White, et al. 2020). Assessments of patient experience, mortality, and racial or 

ethnic disparities did not demonstrate better performance in MA. TM and MA beneficiaries report 

similar levels of patient satisfaction and access to care (Jacobson et al. 2021). Further, a recent study 

found a similar prevalence of low-value care in both TM and MA (Park et al. 2021). The study also found 

no decreases in prevalence of low-value care over time.  

Consistent with these findings, the Kaiser Family Foundation recently published a review of 62 

studies published since 2016 that compare MA and TM based on measures of beneficiary experience, 

affordability, service utilization, and quality. The review “found few differences between MA and TM 

that are supported by strong evidence or have been replicated across multiple studies” (Ochieng and 

Biniek 2022). MA outperformed on use of preventive services, having a usual source of care, and having 

lower hospital readmission rates. TM outperformed on whether patients received care in the highest-

rated hospitals for cancer care and the highest-quality skilled nursing facilities and home health 

agencies. Overall, the differences detected were relatively small.  

Comparing quality in MA and TM is difficult because of data differences.  

One challenge in comparing TM and MA is the lack of a comparable data source for analysis. Medicare 

claims often form the basis for quality assessments, but MA encounter data detailing service provision 

have generally been limited. Patient survey data can be useful for making comparisons for large areas 

(i.e., nationally), but the sample sizes are not large enough to make local comparisons or to use 

methodologies that account for local market and demographic factors.  

Proposed Reforms to the MA QBP 

Recent proposals to reform the QBP and the estimated savings associated with these proposals are as 

follows: 

 Eliminating the “double bonus” for high-performing plans in urban counties where FFS 

spending is low and MA enrollment is high. This bonus can increase the benchmark by as much 

as 10 percent. The Congressional Budget Office estimated this proposal would save $18.2 

billion between 2021 and 2028.6  

 Eliminating QBP benchmark bonus payments altogether. The Congressional Budget Office 

estimates this would save approximately $94 billion between 2021 and 2028. 

 Replacing the current QBP with a value incentive program, as proposed by MedPAC. This 

would move the program toward budget neutrality.  

 Modifying the current star-rating system to address shortcomings. A more modest reform, 

this could include placing greater weight in the star-ratings calculation on clinical measures 
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rather than customer service metrics, setting absolute performance targets, and rewarding 

progress toward those targets.7  

Medicare Advantage and Risk Adjustment 
The methodology to account for differences in MA enrollee risk across plans and relative to TM beneficiaries 

incentivizes “upcoding” and has led to overpayments. 

As described above, MA plans receive a payment referred to as “capitation” (payment per capita) for 

each month an MA beneficiary is enrolled. In theory, capitation provides stronger incentives than FFS 

payment for plans to better manage costs by allowing them to deploy resources to accomplish quality, 

access, and spending objectives without the constraints inherent in FFS coding and payment. Plans are 

paid monthly for the average patient enrolled, in effect providing them a budget to manage.  

However, four decades of studies have found that MA plans enroll beneficiaries who require lower 

spending than the average beneficiary, called “favorable selection,” whether intentionally through how 

they market and advertise, design their benefits, and configure their provider networks or simply as a 

reflection of the segment of the Medicare beneficiary population attracted to MA as an alternative to 

TM.  

In response to the evidence that MA plans have historically benefited financially through favorable 

selection—at a large cost to the Hospital Insurance trust fund and the US Department of the Treasury—

Congress and CMS have incrementally adopted over many years various approaches to reduce the 

effect of favorable selection on health plan payments. The most prominent of the approaches is risk 

adjusting payments on the basis of each enrollee’s health status. Risk-adjusted payments are intended 

both to make fairer payments in relation to plan costs and to reduce insurers’ incentives to selectively 

enroll beneficiaries on the basis of their expected spending. 

Clinical diagnoses underlie the MA risk-adjustment methodology. 

CMS modifies the payments to MA plans upward or downward according to the risk scores of a plan’s 

enrollees. Risk scores are constructed to reflect variation in enrollees’ expected health care costs and 

are calculated for all Medicare beneficiaries on the basis of their diagnoses and other characteristics, 

such as age and disability status. Those scores are standardized so that a score of 1.0 reflects the health 

care spending of the average beneficiary in TM. A plan is paid more for enrollees with higher risk scores 

and less for enrollees with lower risk scores, given their higher or lower expected health care spending. 

To generate the risk scores, CMS groups risk-adjustment-eligible diagnoses into Hierarchical 

Condition Categories (HCCs), which are categories of clinically related diagnoses based on ICD-10 

codes. Each HCC has a relative numerical value representing the expected cost associated with treating 

the medical conditions in that category in the following year, using spending in the TM program. 

Because the risk scores are used to predict subsequent-year spending, the risk-adjustment approach is 

a prospective model, thereby giving the MA plans clear spending targets on which to manage care 
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delivery. A beneficiary’s risk score equals the sum of the relative factors that correspond with a 

beneficiary’s HCCs and demographic characteristics. The total risk-adjusted payment to an MA plan for 

an enrollee equals the risk score multiplied by the MA plan’s base payment rate (see the above section 

on bids). 

In diagnosis-based risk adjustment, more thorough documentation of beneficiaries’ diagnoses 

increases risk scores, giving plans strong financial incentives to identify and record all diagnoses for 

their enrollees. In contrast, clinicians serving TM patients lack financial incentives to code all of a 

beneficiary’s diagnoses because their payments are not tied to the specific diagnoses coded. The 

growing divergence in risk scores between MA and TM enrollees reflects more thorough diagnosis 

coding by MA plans, rather than differences in enrollees’ health (Hayford and Burns 2018). The HCC 

method has been in place since 2007, although occasional small tweaks have been made to the technical 

requirements. The HCC method raised the percentage of explained variance in spending from 1 percent 

to 11 to 12 percent.8 

The selection of enrollees with lower-than-expected costs into MA has historically contributed to overpayment, 

but this pattern may have changed, necessitating further study.  

The extent to which MA plans receive favorable selection and inappropriate payment for the 

beneficiaries they enroll has been hard to measure, largely because of a lack of comparable data. Policy 

analysts have used two different but related approaches to estimating both the level of favorable 

selection in MA plans and the success of risk adjustment in accounting for favorable selection. 

Many studies of selection patterns have used a method that did not depend on MA plan coding or 

even MA plans’ management activities that affect the care beneficiaries receive. In this methodology, 

the requisite data come from spending only in TM, not MA. The data divide beneficiaries who were in 

TM in a base year into two groups: those who enrolled in MA plans in the subsequent year and those 

who stayed in TM in the subsequent year. The latter is a much larger number. For each group, 

researchers calculated the mean spending in each HCC or HCC equivalent they assigned to the TM 

beneficiaries and then used the beneficiaries’ risk scores to measure the spending differences by health 

status. The basic assumption underlying the approach is that for each HCC, if the risk-adjusted mean for 

beneficiaries who joined MA was below that of the beneficiaries who stayed in TM, then lower-cost 

beneficiaries are more likely to enroll in the MA program (Brown et al. 2011; MedPAC 2012, chapter 

4).9 

Various studies using this method to estimate the effects of favorable selection have shown 

spending differences of between about 5 and 15 percent due to plans’ enrollment of healthier 

beneficiaries; differences to some extent reflect the different time periods studied, during which the 

risk-adjustment method was evolving (Brown et al. 2011; MedPAC 2012, chapter 4; Morrissey et al. 

2013; Newhouse et al. 2015). The most recent study using this method for 2015 spending among 

beneficiaries who switched into an MA plan in 2016 found that those who switched spent $1,250 less (a 

13 percent difference) than those who stayed in TM that year, after adjusting for health risk. When Part 

D prescription drug spending was included in the calculations, the difference was 15 percent. Of note, 
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by 2015 the CMS HCC model of risk adjustment had been in place for more than five years (Jacobson, 

Neuman, and Damico 2019). 

Newhouse and colleagues have raised substantive concerns about the generalizability and 

usefulness of this research method, emphasizing that the relatively small number of people who leave 

TM or MA may not be representative of the much larger number of people who stay in either plan 

(Newhouse et al. 2015). Rather, they argue there is a natural regression to the mean of health status, 

wherein individuals who may have been healthier when they joined MA become less healthy as they 

stay in their plan for years, thereby substantially reducing the impact of any favorable selection initially 

evident (Newhouse et al. 2015). 

Other methods have also found favorable selection into MA. 

Nevertheless, other, less quantitative but still compelling findings support the likelihood that MA plans 

receive substantial favorable selection not fully captured in the current CMS HCC risk adjustment. 

Perhaps the most compelling is that standardized mortality rates for MA changed little from 2009 to 

2019 and were about 85 to 90 percent of the TM mortality rate in those years (Committee for a 

Responsible Federal Budget 2021; Curto et al. 2019).10 These differences in mortality suggest MA 

beneficiaries are significantly healthier than TM beneficiaries. (As noted earlier, no evidence shows that 

MA achieves lower mortality rates.) Curto and colleagues showed that MA plans reduce service use 

substantially and estimated that there was substantial difference in “unobserved health not captured by 

the risk score” (Curto et al. 2011), that is, healthier patients within HCCs in ways unrelated to MA plan 

upcoding (Brown et al. 2011), which is discussed more below. 

Similarly, pharmaceutical data for nondiscretionary prescription drugs show that MA patients are 

prescribed fewer medications and are likely healthier. However, the data show a trend toward 

comparable prescription drug usage between MA and TM in recent years (Jacobs and Kronick 2020). 

Despite this apparently strong evidence of unobserved favorable selection, other researchers have 

asserted that little or no difference in underlying health status exists between beneficiaries in MA and 

those in TM. Kronick and various colleagues, who have done much of the research demonstrating that 

MA’s upcoding (also known as “increased coding intensity” and “code creep”) of diagnoses has produced 

inappropriately high risk scores for and payments to MA plans (even higher than MedPAC estimates), 

have found that “there is strong evidence that MA members are no healthier, and may be somewhat 

sicker, than [TM] beneficiaries of similar age, gender, Medicaid and institutional status” (Kronick and 

Chua 2021).11 In fact, Kronick and Chua have developed an approach for offsetting MA plan upcoding 

using a method that assumes that after controlling for demographics, MA members are no healthier and 

no sicker than demographically similar TM beneficiaries (Kronick and Chua 2021). In short, experts do 

not agree about whether MA plans receive substantial additional payments from favorable selection 

that would not be captured by proper application of the current risk-adjustment approach.  

Patients with similar health conditions and medical needs are coded as being sicker in MA, leading to artificially 

higher risk scores and overpayment. 
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Since 2015, risk-adjustment policy and studies, except for Jacobson, Neuman, and Damico (2019) 

mentioned above, have focused not on estimating the patterns of selection plans experience but rather 

on estimating the CMS HCC risk adjustment’s success in reducing the payment impact of favorable 

selection. MA plans can remain overpaid even with a reasonably effective risk-adjustment model by 

inflating the diagnoses provided to CMS that are used to generate risk scores. Risk scores are 

vulnerable to upcoding, where risk scores that MA plans submit increase without actual changes in 

enrollees’ health. Plans have incentives to find additional diagnoses that will raise the risk score. And in 

some cases, different codes representing variations of the same disease are mapped to different HCCs. 

In short, the opportunities for increasing coding intensity are plentiful (MedPAC 2019). 

As noted above, MA plans have stronger incentives to find and document conditions than do 

providers in TM. Plans argue that the tools they use to find additional diagnoses to supplement routine 

claims that clinicians submit are a reasonable and proper response to the payment incentives inherent 

in risk-adjustment coding. MA plans use various approaches, including chart reviews and health risk 

assessments that they generate, to identify missing diagnoses that they then bring to patients’ clinicians 

so that the codes can be included in claims, as is required for including those diagnoses in risk-score 

calculations (Office of the Inspector General 2021). Further, under some forms of value-based payment, 

such as capitation, plans can pass the coding incentives to include additional diagnoses on to physicians 

with direct access to medical records. However, the same incentives that may lead MA plans to code 

more completely and accurately can also lead to abusive practices that exaggerate the presence or 

severity of health conditions. To try to mitigate such incentives, current policy holds that Medicare 

should not pay MA plans for medical conditions that are not treated. The additional approaches MA 

plans use to surveil for more conditions or add incentives for clinicians to list more conditions may often 

produce conditions that violate this requirement. 

Upcoding produces overpayment to MA plans. 

MA plans assert that their supplemental efforts to search for diagnoses improve patient care while also 

raising their risk scores. However, the Office of the Inspector General, CMS, the US Department of 

Justice, and the Government Accountability Office have identified payment vulnerabilities related to 

MA companies inflating their beneficiaries’ risk scores through these and related techniques. The Office 

of the Inspector General, citing two of its earlier studies published in 2019 and 2020, found that the 

diagnoses MA companies reported only on chart reviews or health risk assessments (i.e., not on any 

other service records) resulted in many billions in risk-adjusted payments for 2017 (Office of the 

Inspector General 2021). The Office of the Inspector General found that 20 of the 162 MA companies 

drove a disproportionate share of the $9.2 billion in payments from diagnoses reported only on chart 

reviews and health risk assessments. One company had 40 percent of the risk-adjusted payments from 

these two tools yet enrolled only 22 percent of MA beneficiaries. Recently, the Department of Justice 

reviewed its 2021 settlements and judgments for fraud under the False Claims Act and observed that 

the MA program was a priority, leading the department to investigate and litigate a growing number of 

matters related to the program.12  
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In a comprehensive national study, Kronick and Chua found that differential coding in MA caused 

the MA risk scores to be an estimated 4.5 percent higher in 2007 than they would have been if coding 

had been identical in MA and TM. This gap had grown to 15.4 percent by 2017 (Kronick and Chua 2021). 

That pattern of differential coding caused MA risk scores to increase by approximately 1 percent per 

year from 2007 to 2017, similar to MedPAC’s findings (MedPAC 2022). In a review of studies of 

upcoding, Jacobs and Kronick found that the size of the coding-intensity effect caused risk scores for 

MA enrollees to range from 7 to 10 percent higher than would be expected if the same beneficiaries 

were in TM (Jacobs and Kronick 2020). However, the analyses by Kronick and Chua and by MedPAC 

have apparently diverged in recent years. For example, MedPAC estimates that differential coding 

resulted in MA risk scores that were, on average, 7 percent higher in 2017 than they would have been if 

coding were the same in MA and TM, a smaller estimate than Kronick and Chua’s 15.4 percent 

(Committee for a Responsible Federal Budget 2021). As the Committee for a Responsible Federal 

Budget suggests, further work is needed to understand why estimates produced by MedPAC’s and 

Kronick and Chua’s methods diverge; the difference represents billions of dollars.  

CMS has reduced a portion of the total excess payment related to upcoding by applying an across-the-board 

discount factor to risk scores, but more targeted and comprehensive solutions are needed. 

A series of congressional mandates has required CMS to reduce MA risk scores to address the impact of 

coding differences between MA and TM. For 2010 through 2013, risk scores were reduced across the 

board by 3.4 percent. The reduction then increased incrementally by established minimum adjustments, 

reaching 5.9 percent for 2018 and subsequent years (MedPAC 2022, chapter 12). (For 2023, CMS has 

again chosen to adopt the required minimum reduction of 5.9 percent, saying it would maintain that 

level until risk adjustment incorporates MA diagnostic, cost, and use data.) But that means the required 

coding-intensity adjustment has never accounted for the full impact of coding intensity that some plans 

excel at.13 For example, MedPAC estimates that MA risk scores were 9.5 percent above what they 

would have been in TM in 2020, but the adjustment was only 5.9 percent, resulting in a net effect of a 

3.6 percent overpayment based on the upcoding. That 3.6 percent translated to $12 billion in excess 

payment to MA plans. 

Although the risk-score adjustment represents a partial recouping for MA upcoding, the 

aggressiveness of MA plans’ coding varies dramatically. In that way, CMS’s across-the-board 

adjustment that reduces all MA risk scores by the same percentage produces inequity across MA 

contracts, disadvantaging plans engaging in more accurate coding while providing underserved rewards 

to plans that aggressively game the system. MedPAC has found that several health plan contracts have 

inflated risk scores of 15 to 20 percent above TM levels solely because of coding practices (MedPAC 

2021). In short, the across-the-board adjustment is a short-term approach to reduce some excessive 

payments to MA plans as a group, but it is ultimately inequitable and negatively compromises desired 

competition among MA plans and between MA and TM. 

For a few years, MedPAC proposed policies that would replace the current mandatory minimum 

coding-intensity adjustment with three components: 
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 the development of a risk-adjustment model that uses two years of TM and MA diagnosis data 

to improve the predictive accuracy of the model 

 the exclusion of diagnoses documented only on health risk assessments from both TM and MA 

 the application of a coding adjustment that fully accounts for the remaining differences in 

coding between MA and TM 

In 2021, MedPAC suggested supplementing these recommendations by eliminating chart reviews 

as a source of diagnoses for risk adjustment. It estimated that adopting these policies would reduce MA 

payments by 2 percent (MedPAC 2022), which would translate to $7 billion in annual savings when 

applying MedPAC’s estimated percent reduction to MA spending in 2021. The Committee for a 

Responsible Federal budget found that adopting these coding-intensity policies would reduce net 

Medicare spending by $198 to $355 billion from 2021 to 2030 (Committee for a Responsible Federal 

Budget 2021). Finally, CMS is pursuing the active application of data validation audits to ensure 

diagnoses are supported by medical records. Audits of MA plan data have been limited so far but have 

confirmed that average overpayment rates have been well over 10 percent for most contracts 

audited.14 

In conclusion, the earlier studies comparing enrollees who either leave or stay in TM or MA and 

recent qualitative findings related to mortality and prescription drug use suggest that favorable 

selection into MA is (or at least was) substantial, independent of upcoding. Other experts disagree, but 

some then assert that upcoding is substantially greater than CMS and MedPAC have calculated. To 

carry out MedPAC’s call for a major overhaul of MA policies, these views need to be reconciled to 

provide a consensus estimate of the level of overpayment attributable to favorable selection and coding 

intensity.  

Key Policy Takeaways for Medicare Advantage Payment  
In 1995, Newt Gingrich, then Republican speaker of the House, delivered a speech to Blue Cross Blue 

Shield seeking the demise of Medicare as it has functioned since 1965. He said, “Now, we don’t get rid of 

[Medicare] in round one because we don’t think that that’s politically smart, and we don’t think that’s 

the right way to go through a transition. But we believe it’s going to wither on the vine because we think 

people are going to voluntarily leave it—voluntarily.”15 Twenty-five years later, the withering has 

occurred, and the future of TM and, indeed, the fiscal sustainability of Medicare are in doubt. 

In many parts of the country, TM will soon be unable to provide statistically accurate data on which 

to base the inflated benchmarks (MedPAC 2022).16 Some have argued that MA will eventually overtake 

TM. Eventually is upon us now.  

MedPAC’s 2022 report to Congress and this brief have focused on how substantial and growing 

overpayments to MA plans arising from the payment structure described in this brief are driving 

beneficiaries to enroll in MA, but the demise of TM can be expected for other reasons, too. TM’s 

outdated benefit structure provides a major advantage to MA plans in recruiting Medicare 
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beneficiaries. Further, a new generation of Medicare beneficiaries is now accustomed to navigating 

managed care, unlike earlier beneficiaries, so they more naturally seek the convenience of a single plan. 

This provides MA beneficiaries substantial additional benefits not provided to TM beneficiaries without 

the extra costs for supplemental insurance.  

In addition, Congress and CMS have not allowed TM to use managed-care tools that MA plans use 

successfully (sometimes to excess) to restrain spending and improve certain aspects of quality 

(Berenson 2003). Within TM, accountable care organization development has shown modest promise at 

reducing spending increases, but it is likely too little, too late. Accountable care organizations can do 

nothing about the need to upgrade Medicare benefits. And, as this brief demonstrates, CMS’s oversight 

of MA performance has been weak, contributing to some plans’ abuse of program rules. Altogether, 

Medicare is privatizing through the voluntary movement of beneficiaries without public discussion and 

debate, just as Gingrich promised.  

Many Organization for Economic Co-operation and Development countries, including France and 

Germany, provide universal coverage at much lower cost than the US in a social insurance structure and 

without a public plan akin to Medicare. They are successful because they have strong government 

regulation of the insurance companies that administer benefits and regulate or negotiate provider 

prices. Indeed, even in Medicare, MA plans are successful primarily because the Medicare statute 

effectively regulates the prices that insurers pay hospitals and other providers to near TM payment 

levels (Berenson et al. 2015; CBO 2017). Stronger regulatory oversight of MA is needed now and will be 

even more necessary as MA overtakes TM, given the current trajectory of MA enrollment.  

MA has broad bipartisan support, as we have noted and is reflected in the recent Better Medicare 

Alliance letter cited in the introduction.17 Indeed, Democratic Caucus members have denounced the 

Center for Medicare & Medicaid Innovation’s recent direct contracting initiative, because they asserted 

it would extend the MA payment model to providers often owned by private equity firms and insurers 

and to MA plans directly.18 However, they have not acted on MedPAC’s repeated recommendations for 

MA policy changes. Fifteen of the 54 signatories of a letter to the secretary of the Department of Health 

and Human Services calling for an end to direct contracting also signed the MA support letter, 

demonstrating MA’s political influence.  

Any policy reform must initially focus on the massive overpayments to MA, which, as we emphasize 

here, result from markedly inflated benchmarks against which MA plans bid, extra funding from quality 

bonuses from a flawed star-rating program, and, most importantly, problems with the risk-adjustment 

payments for Medicare beneficiaries enrolled in MA plans. Together these factors provide about $2,000 

in extra funding per beneficiary per year for MA plans to use to entice beneficiaries to enroll.  

For years, MedPAC has been documenting these problems, and it raised the urgency of MA 

overpayment in its report to Congress this year. More work is needed not only to achieve an accurate 

estimate of overpayments but, more importantly, to raise awareness of these issues so that 

policymakers urgently consider adopting MedPAC’s current proposals to begin a major overhaul of the 

MA program.  
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