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This fact sheet explains what Medicare premium
support means for older adults, people with
disabilities, and the health care system.

Some policymakers support turning Medicare into a premium support system, also called
a defined contribution system or a voucher program.  These programs would give people
with Medicare a voucher or coupon to purchase health coverage. If the voucher did not
cover the full cost—a certainty, given the aim of such programs is to save Medicare
dollars—the person would presumably have to pay the rest or go without coverage.
Though touted as a cost saver, a hallmark of these policies is to instead shift significant
expenses onto consumers.
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The Current System

For most beneficiaries, Part A coverage is
premium-free.  Part B does have a monthly
premium. It is calculated annually to account for
the projected costs of covering an average
Medicare enrollee aged 65 and older.  Typically,
people with Medicare pay 25% of that projected
amount, while Medicare pays the other 75%; some
individuals with higher incomes must cover a
greater percentage.  Once the Part B premium
calculation is complete, Medicare announces its
premiums for the coming year.
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For both Part A and Part B, beneficiaries also pay
deductibles and other cost sharing when they
receive certain medical services and procedures.6
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What’s at Stake

Today, people with Medicare are entitled to the same set of standard benefits, whether they
choose Original Medicare or Medicare Advantage.
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What’s at Stake

Cost Impacts

According to one estimate, almost six in ten
people with Medicare could face higher premiums
for the same coverage under a voucher system.
The cost shifting to beneficiaries would likely
increase each year, due to the voucher’s growing
inadequacy. For example, the nonpartisan
Congressional Budget Office (CBO) found that if
such a structure were implemented, Medicare
enrollees “would bear a much larger share of their
health care costs than they would under the
current program” and that those costs would rise
over time, even if the vouchers were adjusted for
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inflation.  At the same time, “payments to
physicians under Medicare would be reduced well
below current rates,” potentially adding to
anticipated access and quality of care problems.
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The Proposals

A voucher system would remove the current
premium and cost-sharing structure, replacing it
with a set amount allotted to enrollees to purchase
health coverage. The specifics of that calculation
vary from proposal to proposal. Conceivably, the
voucher could be set at an amount that would
allow each person to find coverage that is equal to
or better than Medicare. But the proposals
generally do not guarantee or attempt this.

Instead, the voucher amounts are usually set
according to a formula that may or may not
account for the cost of coverage, and beneficiaries
would bear the brunt of offsetting those additional
expenses.  Because it is essentially a coupon
toward the price of insurance and not an insurance
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program, the vouchers would neither guarantee
coverage nor access to a universal set of essential,
standard benefits. They would also generally fail to
keep pace with rising health care costs—so even if
they were adequate at the outset, they would
soon fall short.

Under some proposals, Medicare as we know it
would cease to exist.  Other proposals would
leave some form of Medicare in place as an
option, allowing beneficiaries to choose other,
pared-down coverage that would be appropriate
only for the healthiest enrollees. Such favorable
selection would magnify overpayment issues that
are already apparent in Medicare Advantage.
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What’s at Stake
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