
Medicare Advantage: High Costs and Poor Protection

P rivate Medicare Advantage (MA) plans will reap
$83 billion in overpayments from taxpayers this

year, according to Congress’ official Medicare Payment
Advisory Commission (MedPAC) (1). What do patients
get for that money? Not financial protection, according
to Park and colleagues’ study (2).

DuringMedicare’s open enrollment period between
15 October and 7 December, advertisements for MA
flood the airwaves: 643852 English-language televi-
sion commercials (including 9 daily on the popular show
Dr. Phil) and more than 40000 Spanish-language ones
aired during that period in 2022, of which 93% touted
extra benefits and 88%mentioned lower costs (3).

Half of Medicare beneficiaries now enroll in MA,
lured in part by such promises of more benefits for less
cost. Park and colleagues’ findings suggest that many
will find those promises false.

Using data from the Medical Expenditure Panel
Survey, which surveys respondents over 2 years, the
researchers identified a cohort of individuals covered
by traditional Medicare (TM) in year 1, of whom 18%
switched to MA in year 2. They compared financial out-
comes in year 2—including out-of-pocket spending and
patient-reportedmeasures of health care–related financial
burdens—of those staying in TM versus MA switchers.

Those comparisons could be biased if factors asso-
ciated with medical bills or problems paying them
affected individuals’ decision to switch. To address this,
Park and colleagues constructed a regression model
assessing the associations between switching to MA in
year 2 and multiple characteristics in year 1, including
demographics, health status, use of specific services
like hospitalization, subjective financial burdens, and
out-of-pocket costs (but not premiums for MA or other
insurance—an important limitation). They then applied
weights derived from that regression to adjust for differ-
ences in the propensity to switch into MA, effectively bal-
ancing the 2 groups.

Surprisingly, in year 2, beneficiaries switching to
MA were no better insulated from medical costs than
those remaining in TM. Indeed, nonsignificant trends
suggested that, if anything, MA offered worse protec-
tion, particularly for lower-income enrollees.

How do these findings square with insurers’ claims
(and enrollees’ perceptions) that MA enrollment cuts
out-of-pocket costs? The likeliest explanation is that
MA insurers have structured their benefits to advant-
age low-cost (that is, profitable) enrollees and disadvant-
age those requiring expensive care. For instance, for
beneficiaries needing only inexpensive medications,
the low- or no-cost Part D drug coverage included in
manyMA plans would be a financial win. But for patients
requiring expensive chemotherapies, the 20% co-insurance

that most MA plans charge (4) could be financially ru-
inous. Similarly, as Park and colleagues note, out-of-
pocket costs for a brief hospitalization are generally
lower in MA than TM, but those for longer hospital-
izations are often higher in MA. And MA enrollees
may incur additional costs because of payment deni-
als, or if they need home care (which is free in TM but
often requires copayments in MA) or out-of-network
providers like specialized cancer centers. Consequently,
patients with high care use—a group encompassing
many Medicare beneficiaries—often find that MA’s lower
“sticker price” comes with a high “cost of ownership.”

For insurers, requiring high-cost enrollees to bear
substantial out-of-pocket costs or inconvenience does
not just reduce the insurer’s outlays, it also prods
unprofitable enrollees to switch back to TM—so-called
“deselection.” MedPAC recently concluded that such
deselection, along with favorable selection (that is,
“cherry picking” at the time of enrollment), resulted in
overpayments averaging 9% more than MA enrollees
would have cost if covered by TM (1). That 9% is in
addition to the 13% overpayment that MA plans gar-
ner from “upcoding,” indicating that overpayments
totaled 22%. (The 6% figure that Park and colleagues
cite was updated in MedPAC’s March 2024 report.)

Despite these overpayments, MA plans spend less
on care than TM (5). And although some studies sug-
gest better quality in MA, most have assessed the
low-cost services used predominantly by profitable
enrollees or have been clouded by upcoding, which
undermines valid adjustment for enrollees’ severity
of illness. Moreover, for some serious (and expensive)
illnesses, outcomes in MA seem worse (6). Recent
reviews (including MedPAC’s) conclude that evidence
on quality is mixed and inconclusive (1, 7).

If MA’s quality effects are uncertain, its financial
benefits for insurers are not. At UnitedHealthcare (the
largest private insurer, covering more than 47 million
enrollees), MA accounted for 46.2% of premium reve-
nues in 2023 (8). (Medicaid contracts accounted for an
additional 26.7%.) And insurers’ gross margins (premi-
ums minus outlays for care) in MA are more than twice
those in their other lines of business (for example,
$1730 per MA enrollee vs. $689 per enrollee in the pri-
vate groupmarket in 2021) (9).

Those outsized, taxpayer-funded profits are fueling
the expansion of conglomerates that control a growing
share of health care resources. Some 90000 physicians
are now employed by (or aligned with) UnitedHealth
Group, which also owns a large pharmacy benefits
manager and is acquiring a home care chain. Its Change
Healthcare subsidiary processes 15 billion medical
claims annually—nearly 40% of all claims. UnitedHealth
Group ranks fifth on the Fortune 500 list. CVS Health
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(Fortune’s number 4) owns Aetna (the third largest in-
surer), the largest pharmacy benefits manager, and
more than 9000 brick-and-mortar pharmacies, many
housing Minute Clinics. It recently acquired Oak Street
Health’s 170 Medicare-focused primary care centers
(with plans to add 1 per week this year) and Signify
Health (which employs 10000 home care clinicians) and
is embarking on drug manufacture. Both firms, accord-
ing to the Inspector General of the U.S. Department of
Health and Human Services, profited from improper
prior authorization and payment denials (10).

To rein in MA misbehaviors, Park and colleagues
suggest implementing minimum spending require-
ments for specific benefit categories—a sensible and
potentially helpful reform. But MA insurers’ evasion
of past regulatory efforts—such as growing their over-
payments despite risk adjustment efforts by the Centers
for Medicare & Medicaid Services and circumventing the
overhead caps of the Patient Protection and Affordable
Care Act by shifting profits to their uncapped provider
subsidiaries—warns thatmodest reforms are likely to fail.

The privatization of Medicare through MA has been
costly for taxpayers yet has offered seniors little or (per
Park and colleagues’ findings) no respite from burden-
some costs. Redeploying MA overpayments to improve
TM coverage would better serve seniors and impede
the accretion of medical resources by investors whose
profit seeking too often overrides patient care priorities.
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