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Abstract 

Importance: Traditional Medicare exposes beneficiaries to substantial financial risk because – unlike 

Medicare Advantage – there is no out-of-pocket (OOP) maximum for medical spending. Policymakers 

have proposed introducing an OOP cap, but its fiscal and behavioral effects are uncertain. 

Objective: To estimate the financial impact of introducing OOP spending caps in TM—set at $3,000, 

$5,000, or $10,000 annually—on beneficiary costs, enrollment patterns, and Centers for Medicare & 

Medicaid Services (CMS) expenditures between 2026 and 2033. 

Design: Microsimulation model projecting enrollment, spending, and utilization outcomes under baseline 

(no OOP cap) and three alternative cap scenarios. The model incorporated elasticity-based behavioral 

responses, including beneficiary switching between TM and Medicare Advantage (MA) and changes in 

service use. Sensitivity analyses varied assumptions about demand elasticity and relative  spending 

between TM and MA. 

Setting: National analysis using publicly available Medicare and insurance data from 2020–2024 with 

projections through 2033. 

Participants: Simulated Medicare population aged ≥65 years across six enrollment segments: TM 

without supplemental insurance, TM with Medigap, TM with employer-sponsored coverage, dual-eligible 

TM beneficiaries, individual MA enrollees, and employer-sponsored MA beneficiaries. 

Exposure: Introduction of annual OOP caps for Parts A and B in TM at $3,000, $5,000, or $10,000. 

Main Outcomes and Measures: Projected changes in beneficiary enrollment by coverage type, average 

annual beneficiary out-of-pocket and premium spending, and annual CMS expenditures (total and per 

beneficiary). 
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Results: Between 2026 and 2033, a $3,000 OOP cap was projected to reduce average annual beneficiary 

expenditures by $1,198, compared with $888 under a $5,000 cap and $585 under a $10,000 cap. 

Corresponding increases in annual CMS spending were estimated at $56 billion, $41 billion, and $23 

billion, respectively. OOP caps—especially at lower thresholds—would substantially shift beneficiaries 

from MA to TM.  

Conclusions and Relevance: Implementing an OOP spending cap in TM would provide meaningful 

financial protection for beneficiaries but impose substantial fiscal costs on CMS.  
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Introduction 

Over half of Medicare beneficiaries are now enrolled in Medicare Advantage (MA).1 

Beneficiaries are increasingly choosing MA plans because they offer supplemental benefits (including 

prescription drugs, vision, dental, and hearing) and cost sharing protections, all at premiums that are 

significantly lower than in Traditional Medicare (TM).2 In parallel, employer groups have moved away 

from offering retiree coverage that supplements Traditional Medicare and shifted towards 

employer-sponsored Medicare Advantage plans.3,4 

​ Despite the growing popularity of MA, it has important limitations that affect access to care and 

the quality of coverage. For beneficiaries, these include restrictions on provider networks, frequent 

denials and prior authorization requirements, and supplemental benefits that often fall short of marketing 

claims.5,6 From a fiscal perspective, MA also places a growing burden on the federal budget: CMS pays 

MA plans 20% more to care for a similar beneficiary in TM due to overpayments from excessive risk 

coding, favorable selection, generous quality bonus payments, and other payment distortions.2,7–10  

Given this tension, stakeholders are increasingly looking for strategies to “even the playing field” 

between TM and MA. The purpose of such strategies is to enhance the benefits of TM so that 

beneficiaries do not feel compelled to enroll in MA for supplemental benefits and financial protection. A 

shift towards TM enrollment may also reduce public spending relative to MA and improve CMS’ budget 

position by reducing overpayment to MA plans.  

One policy under consideration to even the playing field between TM and MA is to offer an 

out-of-pocket (OOP) spending cap in TM for Parts A and B.11,12 OOP spending caps are nearly universal 

health insurance benefit features in both public and private coverage, serving as a critical financial 

protection against catastrophic medical costs. 13 However, OOP caps have been noticeably absent from the 

TM program. While the Inflation Reduction Act (IRA) recently introduced an OOP cap for prescription 

drug spending under Part D, there is no such protection in Parts A and B. The absence of an OOP cap in 

TM exposes beneficiaries, especially those without supplemental coverage, to substantial financial risk 

and represents a critical policy gap in Medicare’s structure. Conversely, MA plans are required to offer 
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such an OOP cap on medical spending, creating a significant advantage that draws beneficiaries away 

from TM. 

Although an OOP cap for Parts A and B has conceptual appeal, its financial impact for 

beneficiaries and CMS is unknown. Under an OOP spending cap, Medicare would assume financial 

responsibility for all beneficiary spending related to Part A and B above the cap. This would lead to 

transfer of financial risk from beneficiaries to CMS, with potentially significant implications for Medicare 

spending. At the same time, an OOP spending cap in TM could lead to a complex set of behavioral 

interactions among beneficiaries and health plans. This includes beneficiary switching between MA and 

TM and changes in cost sharing, utilization, and spending.  

In this paper, we use a microsimulation model to estimate the impact of an OOP cap for Parts A 

and B in TM on financial outcomes. We assess both the distributional impact on beneficiaries and the 

aggregate fiscal implications for CMS. 

 

Methods 

We developed a microsimulation model to project the financial impact of 3 potential annual OOP 

Part A and Part B spending caps ($3000, $5,000, $10,000) for Traditional Medicare beneficiaries between 

2026 and 2033. These values represent varying levels of generosity relative to the current OOP cap in MA 

(around $9,000 for in-network care).14 Estimates of spending and enrollment with no OOP cap – the 

baseline scenario – were based on projections between 2026 and 2033 (expressed in 2023 dollars) from 

the 2024 Medicare Trustees Report.15  

We modeled enrollment and spending separately across key insurance segments within TM (no 

supplemental insurance, employer-sponsored supplemental insurance, Medigap-individually purchased 

supplemental insurance, and TM-dual eligibility with Medicaid) and MA (individual MA, 

employer-sponsored MA, and MA enrollees with dual eligibility) using data on the share of beneficiaries 

in each segment.4 Relative spending differences, cost sharing, and spending above various OOP caps  

across segments was based on  the 2021 Medicare Current Beneficiary Survey (MCBS) and recent 
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literature.16 Medigap premiums and loss ratios were calculated using data from 2020-2024 data from the 

National Association of Insurance Commissioners, accessed through the Mark Farrah portal. These data 

were combined with Trustee estimates of Medicare spending growth to estimate future Medigap 

premiums.  

 

Microsimulation model design 

Our microsimulation model was constructed at the segment-year level (e.g. Medigap, no 

supplemental insurance, individually purchased Medicare Advantage, in 2026). The model 

accommodated beneficiary switching across insurance segments as well as changes in utilization caused 

by changes in cost sharing resulting from OOP caps. Beneficiary responses to price changes in premiums 

and medical care were based on estimates of price elasticity of demand for medical care from the 

economics literature and from econometric modeling. In sensitivity analysis, we re-estimated the impact 

of OOP caps changing the elasticity of demand for medical care and supplemental insurance. Sensitivity 

analysis also made alternative assumptions about the difference in spending between TM and MA. More 

detailed information on the simulation and assumptions are described in eMethods, eTable 1, eTable 2, 

eFigure 1, eFigure 2 . 

 

Results 

Baseline Scenario 

Under the baseline scenario – with no OOP cap– the TM population was projected to grow by 

870,000 beneficiaries between 2026 and 2033 while the MA population was expected to grow by 8.15 

million beneficiaries (Table 1). During this time, average annual medical spending was expected to 

increase from $16,226 to $19,518 for TM beneficiaries and from $15,853 to $24,194 for MA 

beneficiaries.  

 

Enrollment Effects of OOP Caps 
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Figure 1 shows how the three alternative OOP were projected to impact TM and MA enrollment 

between 2026 and 2033. It shows that the caps would substantially affect beneficiary enrollment 

decisions, shifting beneficiaries from MA to TM. Under the $3,000 cap, TM enrollment was projected to 

be greater than MA enrollment until 2033 when enrollment would be equal. Under the $5,000 cap, MA 

and TM enrollment growth were projected to be similar until 2029, after which MA enrollment growth 

would exceed that of TM. Under the $10,000 cap, MA enrollment is projected to be greater than TM 

enrollment through 2033. Variation in TM and MA enrollment across the cap levels was driven by 

beneficiaries switching from having no supplemental coverage or MA to Medigap as a result of lower 

Medigap premiums (eFigure 2). 

 

Spending Impacts of OOP Caps 

Figure 2  shows the estimated impact of OOP caps on annual spending per beneficiary. The 

$3,000, $5,000, and $10,000 OOP caps would reduce annual beneficiary expenditures by an average of 

$1,198, $888, and $585 between 2026 and 2033. OOP spending reductions accounted for approximately 

65% of beneficiary savings with Medigap premium reductions accounting for the remaining 35%. 

 

Federal Spending Implications 

The $3,000, $5,000, and $10,000 OOP caps were projected to increase CMS annual expenditures 

by $56 billion, $41 billion, and $23 billion between 2026 and 2033 (Figure 3). Approximately 85% of the 

increase in CMS expenditures would result from CMS covering OOP payments above the caps while the 

remaining 15% would result from increases in beneficiary utilization (from moral hazard) (eFigure 3). 

Estimates were most sensitive to assumptions about the own price elasticity of demand, reflecting 

moral hazard. For example, an assumption of greater beneficiary price sensitivity of demand (an elasticity 

of -0.2, compared to -0.1 in the base scenario) resulted in higher average annual expenditures for CMS 

(e.g. $31 billion under the $10,000 cap) while an assumption of completely inelastic demand resulted in 

lower CMS expenditures (e.g. $15 billion under the $10,000 cap) (Figure 3). Sensitivity analysis that 
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modified assumptions about beneficiaries switching and assumptions about the relative costs of TM and 

MA had little effect on the results (eFigure 4). 

 

Discussion 

Our microsimulation model on the projected impact of OOP spending caps in TM between 2016 

and 2033 yielded three key findings. First, OOP caps – particularly the more generous $3,000 and $5,000 

caps – were projected to substantially shift beneficiaries from MA to TM. Second, beneficiary savings 

from TM OOP caps were projected to be considerable, ranging from  average annual savings of $1,198 

for the $3,000 OOP cap (3.6% of household income for Medicare beneficiaries) to $585 for the $10,000 

OOP cap (1.6% of household income).20 Third, OOP caps were projected to be expensive, leading to 

average annual increases in CMS expenditures under the base scenario of $56 billion for the $3,000 OOP 

cap and $23 billion for the $10,000 OOP cap. The projected impact of OOP spending caps on CMS 

expenditures were most sensitive to assumptions about elasticity of demand for medical care. 

Our research updates and extends other estimates of the impact of OOP caps in Medicare. A 2022 

Urban Institute report analyzed the impact of introducing a $5,000 cap on Parts A, B, and D spending,12 

finding that it would increase CMS expenditures by $39 billion in 2023. Projections from our study are 

directionally similar to those from Urban Institute. Our results are also consistent with conclusions from 

the Urban report that OOP caps would exert downward pressure on Medigap premiums. Our paper adds 

to this analysis by examining contemporary effects, examining the impact of multiple caps only for Part A 

and B, and explicitly accounting for potential shifts in MA or Medigap enrollment. While an analysis by 

the Congressional Budget Office examined the impact of an OOP cap for Part A and B as part of broader 

Medicare reforms, their approach did not identify the independent effect of an OOP cap.21 To put the 

magnitude to our estimates of the impact of an OOP cap on CMS expenditures, they  are relatively close 

to the costs of adding dental, vision, and hearing care to TM, which the Congressional Budget Office 

estimated would average $35.8 billion per year from 2020-2029.22  
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Limitations 

Our study has several limitations. First, our model considered only the financial benefits to 

beneficiaries and did not incorporate important benefits for beneficiaries outside of financial savings. 

Evidence of beneficiary switching implies utility gains to beneficiaries even when beneficiary spending 

may increase (e.g. if a beneficiary switches from no supplemental insurance to Medigap and then pays 

Medigap premiums). A more complete welfare analysis would incorporate utility gains from an OOP cap, 

including those resulting from greater financial security, improved mental health,17 and avoiding the hassle 

and restrained choice from network restrictions and prior authorization in MA.18 

  Second, our analysis relied on a number of assumptions about beneficiary behavior, Medigap 

premiums, and the relative expenses of TM and MA. While some elasticity estimates were quite consistent 

in the literature (e.g. own price elasticity for Medigap and medical care) other estimates were less certain 

(e.g. cross price elasticity between Medigap premiums and MA). Our sensitivity analysis suggested that 

results are most sensitive to assumptions about the elasticity of demand for medical care, but largely robust 

to assumptions about plan switching behavior.  

Third, our analysis did not consider heterogeneity across individuals and insurance markets. For 

instance, the effects of OOP caps are likely to vary across beneficiary income and health status and across 

different state regulatory regimes with respect to Medigap. Relatedly, beneficiaries who switch 

supplemental insurance regimes likely differ in unobservable ways from non-switchers,19 which we did not 

incorporate into our analysis. We also did not consider the potential dynamic response from MA and 

Medigap plans to attract beneficiaries in light of OOP caps in TM nor did we consider the impact of OOP 

caps on MA benchmarks. Fourth, we did not model the impact of uncollected liability, instead assuming 

that beneficiaries would be responsible for all OOP costs. In reality, beneficiaries have the ability to 

negotiate for lower bills or declare bankruptcy rather than paying large OOP bills. Finally, we did not 

consider the role of stand-alone Part D plans or the potential dropping of supplemental coverage altogether 

in order to limit the complexity of our model. 
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Policy implications 

Our findings have important implications for Medicare policy. First, OOP caps in TM could have 

a significant impact on enrollment patterns, CMS expenditures, and beneficiary savings. However, the 

$3,000 and $5,000 OOP caps are too costly to be seriously considered by policymakers. Instead, our 

analysis suggests that the $10,000 cap, projected to cost CMS around $20 billion annually, is a more 

viable policy option. The $10,000 cap also has the greatest ratio of financial benefits to beneficiaries to 

costs to CMS, balancing meaningful financial protection for beneficiaries with more moderate federal 

costs. An OOP cap in TM could be funded through a variety of strategies ranging from reducing 

payments to drugs under the 340B program, site neutral payment reform, and reforms to payments to MA 

plans.23 As overpayments in the MA program are estimated by MedPAC to be around $84 billion a year, 

there may be opportunities to pair a generous OOP CAP in FFS with reforms to the MA program.24 

In addition to supporting Medicare beneficiaries, OOP caps would also substantially benefit 

health care providers. A large share of high OOP costs is never paid to providers and turn into 

“uncollected liability.”25 While CMS pays for a portion of this bad debt, OOP caps would reduce 

providers’ administrative burden when seeking payment from beneficiaries and reduce an important part 

of payment uncertainty to providers.  

 

Conclusion 

Estimates from our microsimulation model suggest that OOP caps in TM would result in 

substantial benefits to beneficiaries but high expenditures to CMS. Among the options analyzed, a 

$10,000 OOP may best balance these costs and benefits at a reasonable price tag.  
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Table 1. Descriptive statistics  
 

 Values under baseline (counterfactual) scenario 

 2026 2033 

Traditional Medicare 

Beneficiaries, n  

33,568,000 34,437,000 

Medicare Advantage 

beneficiaries, n 

37,687,000 45,842,000 

Beneficiaries by segment, n   

TM Medigap 14,098,560 14,463,540 

TM ESI 10,406,080 10,675,470 

TM dual 5,370,880 5,509,920 

TM No supplemental 3,692,480 3,788,070 

MA individual 22,235,330 27,046,780 

MA ESI 6,783,660 8,251,560 

MA dual 8,668,010 10,543,660 

Annual Part A and B spending 

per Traditional Medicare 

beneficiary, mean  

$16,226 $19,518 

Annual Part A and B spending $15,853 $24,194 

15 



 

Medicare Advantage per 

beneficiary, mean  

Medigap premiums, mean  $3,648 $4,388 

 
Notes: Own price elasticity of demand for Medigap=-1.4; Cross-price elasticity of demand for Medigap 
and MA=0.41; Own price elasticity of demand for medical care=-0.2. Estimates drawn from 2024 
Medicare Trustees Report and relative segment enrollment.(4,15) ESI stands for Employer-Sponsored 
Insurance.  
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Figure 1. Projected enrollment in Traditional Medicare and Medicare Advantage under 

alternative out-of-pocket caps 

 
Panel A. Baseline, no out-of-pocket cap 

 
Panel B. $3,000 out-of-pocket cap 
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Panel C. $5,000 out-of-pocket cap 
 

 
Panel D. $10,000 out-of-pocket cap 

 

Source: Authors’ analysis of microsimulation model. 
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Figure 2. Effects of out-of-pocket caps on annual per-beneficiary spending 

 
Panel A. $3,000 out-of-pocket cap 

 
Panel B. $5,000 out-of-pocket cap 
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Panel C. $10,000 out-of-pocket cap 
 

 
 
 
Source: Authors’ analysis of microsimulation model. 

Notes: “Total” is less than the sum of reductions in OOP spending and Medigap premiums because it 

incorporates projected increases in beneficiaries’ Part B premiums from increased utilization.  
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Figure 3. Estimates of average annual changes in expenditures for CMS and beneficiaries under 

alternative out-of-pocket caps Across Varying Levels of Moral Hazard, 2026-2033 

 

 
 
 

Notes: Elasticity of demand for medical care varies across the three scenarios: -0.1 for the base scenario; 

-0.2 for the “more moral hazard” scenario; and 0 for the “no moral hazard” scenario. 
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eMethods 

Baseline Projections 
 

 Estimates of spending and enrollment with no OOP cap – the baseline scenario – were based on 

projections between 2026 and 2033 (expressed in 2023 dollars) from the 2024 Medicare Trustees Report.1 

Beneficiary Segmentation 

Enrollment and spending were projected for separate segments within TM ( no supplemental 

insurance, employer provided supplemental insurance, Medigap, and TM-dual) and MA (individual MA, 

employer provided MA, and MA-dual) using data on the share of beneficiaries in each segment.2 We 

assumed that the share of enrollment in different segments within TM and MA would remain constant 

throughout the study period, rather than conflating them with ongoing secular enrollment trends. This 

approach allows us to estimate the marginal impact of the policy change alone, independent of broader 

market shifts.  

Spending Assumptions 

We estimated relative spending differences across the TM  segments using data from the 2021 

Medicare Current Beneficiary Survey (MCBS). Because data on MA spending was unreliable in the 

MCBS, we assumed that the ratio or spending for duals and non-duals was the same as observed in TM 

and that spending was the same in employer provided and individually-purchased MA plans.  We 

assumed that the same beneficiary in TM would be 20% less costly to CMS than they would be in MA 

throughout the simulation period. This is a conservative estimate based on only the excess payments to 

MA based on risk coding and favorable selection.3  

We also used 2021 MCBS data to calculate the levels and share of beneficiary and plan sponsored 

(e.g. Medigap) spending above and below each level of the OOP cap for each TM segment. These 

calculations were used to estimate how much the OOP caps would affect beneficiary and CMS 

expenditures. Because we could not accurately calculate these expenditure shares for MA, we  assumed 

them to be the same as for TM Medigap. We also used MCBS data to calculate the average cost sharing 
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across each TM segment. Because cost sharing for MA was not reliably estimated in MCBS we derived 

an estimate of MA cost sharing from a recent paper.4  

Finally, Medigap premiums and loss ratios were calculated using data from 2020-2024 data from 

the National Association of Insurance Commissioners, accessed through the Mark Farrah portal. These 

values were converted into the share of Part A and B spending and applied across the study period.  

Outcome Measures 

​ Our primary study outcomes were beneficiary spending and CMS spending. Beneficiary spending 

consisted of OOP spending, Medigap premiums, uncollected liability, and Part B premiums. CMS 

spending included expenditures associated with OOP spending above the cap, expenditures resulting from 

lower beneficiary cost sharing, and expenditures associated with compositional changes between TM and 

MA. Part B beneficiary premiums were subtracted from CMS expenditures. We also evaluated segment 

enrollment as a secondary outcome. 

 

Microsimulation assumptions and architecture  

Our microsimulation model was specified at the segment-year level. Beneficiary responses to 

price changes were based on estimates from the economics literature or from econometric modeling. The 

model required us to identify a number of assumptions and behavioral parameters shown in Appendix 

Exhibit A1 and described below. 
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eTable 1. Key microsimulation assumptions and parameter values  

Assumption Base Value Values in alternative 

scenarios 

Source 

Own-price elasticity of 

demand for Medigap 

-1.4 -0.7 Cabral and Mahoney 

(2019); Curto (2023); 

Starc (2014) 

Cross-price elasticity 

of demand for MA 

with respect to 

Medigap premiums 

0.41 0.205 De novo econometric 

estimate (see below) 

Own-price elasticity of 

demand for medical 

care 

-0.2 -0.1, 0 Manning (1987) 

TM and MA cost 

differential 

Same beneficiary in TM 

would be 20% less costly 

to CMS than they would 

be in MA 

 MedPAC (2025) 

Inertia in supplemental 

plan switching 

Half of switching 

immediately, complete 

phase-in after 5 years 

NA Heis et al. 2021 

Employer sponsored 

and Dual benes would 

NA NA NA 
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never switch 

No beneficiaries 

dropped supplemental 

coverage altogether 

NA NA NA 

 

Own price elasticity of demand for Medigap 

 We assumed that the own-price elasticity of demand for Medigap was -1.4. This value was the 

average of own-price Medigap elasticities from three studies 5–7(Appendix Exhibit A1).  

 

Cross price elasticity of demand for MA with respect to Medigap premiums 

An older study found strong effects of Medigap premiums on enrollment in managed Medicare 8 

while more recent studies found little relationship.5,7 To address this discrepancy, we performed an 

econometric analysis. Our analysis was performed at the count-year level using data on Medigap 

premiums from Weiss ratings and MA penetration from Medicare regional variation files between 2014 

and 2021. Medigap premiums were measured using the Paasch price index (in dollars) based on the age, 

gender, race, smoking status, and Medigap plan letter. Our analysis controlled for the share of 

dually-eligible TM beneficiaries, average TM beneficiary age, the share of female TM beneficiaries, 

average TM Medicare spending, TM Medicare risk (captured by HCC scores), and average MA 

premiums. The data and sample has been described in greater detail elsewhere.9 

 

Because there was limited variation in Medigap premiums and MA penetration within counties over time, 

identification through longitudinal fixed effects analysis was problematic given variance inflation. 

Instead, we estimated a pool cross-sectional model for county j in year t: 

 

(1)​ MA penetration jt = b0 + b1 Medigap premium jt  +  b2 Xjt  + b3 year t  + u jt  
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We also performed an instrumental variables analysis where the Medigap premium was 

instrumented based on whether a state had guaranteed issue, community rating, or both.  

We then transformed b1 to capture how a percentage change in the Medigap premium would affect MA 

penetration in percentage terms. The model was weighted by the number of TM beneficiaries. Standard 

errors were clustered by state. 

The results, shown in Appendix Exhibit A2,  show that the cross-price elasticity of demand for 

MA with respect to Medigap premiums in the base model was 0.41. The estimate from our instrumental 

variables model was similar.  
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eTable 2. Estimates of cross-price elasticity of demand 

Model 

specification 

Controls? Instrumental 

variable? 

Coefficient 

estimate 

Elasticity 

1 Yes No .0000337 0.4139 

2 Yes Yes .0000285 0.3500 

 

Note: Models include 21,293 county-year observations from 2,798 counties in 46 states representing 

information from 370 million TM beneficiary years from 2014 to 2021 

 

Modeling inertia in plan switching 

Given evidence of inertia in Medicare plan choice,10–12 we assumed that switching would occur in 

a non-linear phased manner, with half of switching occurring immediately and the remaining switching 

increasing at a decreasing rate until near complete phase-in by year 5 in 2031 (eMethods). Importantly, 

we assumed that only those beneficiaries in TM without supplemental insurance, beneficiaries in TM 

Medigap plans, and beneficiaries in individual MA plans would be responsive to Medigap price changes. 

Beneficiaries with employer sponsored supplemental insurance and those who were dually eligible for 

Medicaid were not assumed to not be responsive to Medigap price changes. Lacking clear evidence about 

how OOP caps may decrease demand for supplemental insurance, we also assumed that no beneficiaries 

would drop coverage altogether as a result of the cap. In addition, we assumed that the OOP caps made no 

impact on the total population of Medicare beneficiaries (e.g., no effects of OOP caps on mortality).  
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eFigure 1. Phase-in function 

 

 

Own price elasticity of demand for Medigap 

Finally,  own-price elasticity of demand with respect to medical care was -0.1.13,14 While patients’ 

price sensitivity to medical care is well-established,15,16 evidence suggests that price has a larger effect on 

whether patients use any care (versus no care) compared to the impact of price conditional on any 

utilization.17,18 All beneficiaries reaching OOP caps would already have substantial health care utilization 

in a given year, suggesting lower price sensitivity. In addition, demand for physician and hospital services 

(included in Part A and Part B) is less price sensitive than other services such as prescription drugs.19 

Given this evidence, our base model used the midpoint between the standard price elasticity of demand 

for medical care (-0.2) and completely inelastic demand. Apart from the impact of reductions in cost 

sharing from changing supplemental insurance, we assumed that switchers maintain the spending profile 

of their prior group (e.g. switchers from no supplemental insurance to Medigap maintain spending levels 

from no-supplemental insurance).  
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Using these inputs, our microsimulation model proceeded in several steps. First, we estimated the 

impact of OOP caps on Medigap premiums. This was accomplished by calculating the reduction in 

Medigap plan claims  from a given OOP cap (eMethods). OOP spending caps were assumed to increase 

proportionally over time with changes in Part A and B spending. Next, we used the own price Medigap 

and cross price MA elasticities to generate beneficiary switching between segments. We then estimated 

how OOP caps would affect utilization through changes in beneficiaries’ cost sharing. The changes 

occurred below the cap for beneficiaries switching between segments and occurred above the cap for all 

beneficiaries in TM. Changes in effective prices were multiplied by the own-price elasticity of demand 

demand for medical care to derive expected changes in medical spending. 

 

Based on these new levels of utilization, we calculated the impact of the caps on spending for 

CMS and beneficiaries. Changes in beneficiary spending were estimated at the beneficiary-year level and 

decomposed into differences related to OOP spending, Medigap premiums, and  Part B premiums. 

Expenditures on Medigap premiums included both changes in Medigap enrollment and Medigap prices.  

Part B premiums were calculated assuming that Part B spending would remain a constant 56% of 

combined Part A and B spending 20 and that beneficiaries would be responsible for 25%. CMS spending 

changes included expenditures associated with OOP spending above the cap, expenditures resulting from 

lower beneficiary cost sharing, and expenditures associated with compositional changes between TM and 

MA. Part B beneficiary premiums were subtracted from CMS expenditures.  

We then performed sensitivity analysis changing a number of model parameters. First, we 

modified the elasticity of demand for medical care to -0.2 and 0 in alternative specifications. Sensitivity 

analysis also examined the impact of tested less shifting across segments, assuming a 50% reduction in 

the own-price and cross price elasticity of demand for Medigap and MA. Third, sensitivity analysis 

assumed that the difference in spending between TM and MA was 10% rather than 20%. 

 

Estimating effects of out-of-pocket caps on Medigap premiums 
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To estimate the impact of OOP caps on Medigap premiums, we first used 2021 MCBS data to 

calculate the share of OOP spending that was above various hypothetical caps for beneficiaries with 

Medigap. Under the assumption that OOP caps would reduce cost sharing and increase spending, we then 

estimated a new level of Medigap spending given each OOP cap level and the amount of cost sharing a 

beneficiary would face given this new spending level and the hypothetical OOP cap. We then calculated 

the ratio of this new (lower level) of OOP spending to the observed level of spending , incorporated a 

constant administrative factor, and projected Medigap premiums as a function of Part A and Part B 

spending over time. Appendix Exhibit A4 shows that a $3,000 OOP cap was estimated to reduce Medigap 

premiums by over 40%, a $5,000 cap is estimated to reduce Medigap premiums by 30%, and a $10,000 

cap would reduce premiums by approximately 20%. 
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eFigure 2. Estimated effect of out-of-pocket caps on Medigap premiums 
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eFigure 3. Effects of out-of-pocket caps on components of CMS expenditures 

Panel A. $3,000 out-of-pocket cap 
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Panel B. $5,000 out-of-pocket cap 
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Panel C. $10,000 out-of-pocket cap 

 

 

Note: “Total” is less than the sum of reductions in OOP spending and Medigap premiums because it 

incorporates increases in  beneficiaries’ Part B premiums 
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eFigure 4. Estimates of average annual changes in expenditures for CMS and beneficiaries under 

alternative out-of-pocket caps for alternative scenarios, 2026-2033 

 

 

 

Note: “Less shift” scenario reduced the own-price elasticity of demand for Medigap from -1.4 to -0.7 and 

reduced the cross-price elasticity of demand for MA with respect to Medigap premiums from 0.41 to 

0.205. The “MA cheaper” reduced the cost differential from TM to MA from 20% to 10%. 
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