
Medicare Advantage: 

What are We Trying to 

Achieve Anyway?
Timothy D. McBride

School of Public Health, Saint Louis University

RUPRI Center for Rural Health Policy Analysis

Keith J. Mueller
RUPRI Center for Rural Health Policy Analysis

University of Nebraska Medical Center

Yolonda Lahren and Steven Meyer
School of Public Health, Saint Louis University

http://www.unmc.edu/ruprihealth/

http://www.unmc.edu/ruprihealth/


We keep Reinventing 

Medicare Private Plansé
ÂBefore Medicare Advantageé there 

wasé

ÂMedicare risk (1982)

ÂMedicare+Choice (1997)

ÂMedicare+Choice was created in good 

part designed to deal with problems 

perceived with Medicare risk plans



Medicare Advantage: 

What are We Trying to Achieve Anyway?

Â The Congress identified two primary goals in 
adopting the Medicare+Choice program:

Âto ñ...allow beneficiaries to have access to a wide 
array of private health plan choices in addition to 
traditional fee-for-service Medicare,ò and

Âto ñ...enable the Medicare program to utilize 
innovations that have helped the private market 
contain costs and expand health care delivery 
optionsò

Source:  U.S. Congress. Conference report on HR 2015, Balanced Budget Act of 1997,
Congressional Record. July 29, 1997.



The Balanced Budget Act, and 

Confusing Goals é

Â But a big part of the debate in 1997 was changing the 
payment to M+C plans, because recall:
Â the legislation was called the ñBalanced Budget Act of 1997ò, so 

the goal was to reduce the budget deficit

Â And the perception was that Medicare risk plans were ñoverpaidò

Âñself selectionòinto Medicare HMOs by younger healthier Medicare 
recipients, with arcane reliance on prior FFS Medicare payments

Â But there was a huge lobbying campaign on behalf of 
rural interests to fix what they perceived to be an ñequityò 
problem in Medicareôs risk program
Â Payment rates were higher in urban areas, leading to a more 

generous array of benefit packages 

Â Policy prescription: create artificial ñfloorò paymentsnot based on 
prior Medicare costs, and Byzantine payment structure 



Could the payment system 

get more complicated?

Source:  Centers for Medicare and Medicaid Services



If they raised the rates, 

did they come?
Â The shocking (was it really?) response to the BBA:

Â Massive withdrawals of M+C plans 

Â Both entire plans 

Â And plans from geographic areas

Â Huge reductions in the benefits offered by M+C plans

Â Shouldnôt we have been able to predict this?
Â Well, yes, in urban areas

Â But in rural, we raised the rates, and they did not come.  

ÂWhy?  It wasnôt just the rates, stupid!



So what was the response?

ÂThe President and the Congress could not 
simply let private plans die, because after 
all, Speaker Newt Gingrich had said:

ÂñNow let me talk a little bit about MedicareéWe 
believe itôs going to wither on the vine because 
people are voluntarily going to leave it.ò

[10/24/95]



If at first private plans donôt 

succeed, try try again é

ÂSo, several attempts were made to repair 

the M+C program and finally, in the MMA 

the program was renamed the Medicare 

Advantage program
Âpayment rates were raised a lot (6% or more)

Âa new option (Local PPOs) was introduced


