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Capitation among
Medicare Beneficiaries

coNTEXT. The Medicare program has promoted capitation as a way to contain costs.
About 15% of Medicare beneficiaries nationwide are currently under capitation, but
tremendous regional variation exists.

PRACTICE PATTERN EXAMINED. The proportion of Medicare beneficiaries who have
enrolled in risk-contract plans in individual states and in the 25 largest metropolitan
areas in the United States.

DATA sOURCE. Health Care Financing Administration data files.

RESULTS. Medicare beneficiaries are most likely to be under capitation in Arizona
(38%) and California (37%). Eight other states have capitation rates greater than 20%:
Colorado, Florida, Rhode Island, Oregon, Washington, Pennsylvania, Massachusetts,
and Nevada. Thirty states, largely in the Great Plains area and the southern United
States, have capitation rates less than 10%. Four major metropolitan areas have mar-
ket penetration rates greater than 40%: San Bernardino, California; San Diego,
California; Phoenix, Arizona; and Miami, Florida. Little penetration exists outside of
metropolitan areas.

coNcLusioN. Capitation in Medicare is a regional and predominantly an urban
phenomenon.

See related articles on pages

11-16 and 47-48..
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he U.S. Congress expects increased enrollment in capitated health plans (risk-

contract plans) to slow the rate of growth of Medicare spending. During the first
10 years in which risk-contract plans were available to Medicare beneficiaries, enroll-
ment in these plans increased slowly, reaching only 4.4% by 1992.! Since then, enroll-
ment has surged: It reached 15% in 1998.2 Although recent decisions by some health
plans to stop serving Medicare beneficiaries may impede further growth, Medicare
capitation continues to be promoted as a strategy for cost containment. Congress has
enacted legislation to implement the Medicare Plus Choice program—a plan to
broaden the range of organizations allowed to offer capitated plans to Medicare ben-
eficiaries.

In addition to addressing Medicare’s interest in cost containment, these capitated
health plans ofter elderly persons some advantages over traditional fee-for-service plans.
Almost all offer expanded benefits, such as free preventive services, low-cost or free pre-
scription drugs, and reduced cost sharing. Most require no additional premiums.

Despite these attractive features, the growth of Medicare risk plans has been
uneven. The number of risk plans has steadily increased since 1987, but the areas of
greatest growth have been concentrated in a few states and largely in metropolitan
areas.’ In this paper, we use the most recent data on enrollment in Medicare capitated
plans to provide an update on this regional variation. We focus our analysis on market
penetration in individual states and major metropolitan areas. In addition, we compare
variation within states and metropolitan areas with that in nonmetropolitan areas.

Methods

We obtained the June 1998 report on Medicare HMO enrollment by plan, coun-
ty, and state from the Health Care Financing Administration (HCFA)

The abstract of this paper is available at ecp.acponline.org.
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(www.hcfa.gov/medicare/mpscptl.htm). We then added
these data to create summary files for each state, for each
Metropolitan Statistical Area (MSA), and for the non-
MSA counties for each state. For each geographic area,
we determined the proportion of Medicare-eligible ben-
eficiaries enrolled in risk-contract HMOs and the num-
ber and proportion of enrollees in each major plan in
that area. The characteristics of each plan were ascer-
tained from HCFA reports (Medicare Managed Care
Monthly Report [www.hcfa.gov/stats/monthly.htm]).

Results
States

Figure 1 highlights the variation of market penetration for
Medicare risk contracts nationwide. Medicare beneficiaries
are most likely to be under capitation in Arizona (38%) and
California (37%) and are least likely to be under capitation
in West Virginia and North Dakota (both 0.06%). Eight
other states have enrollment rates greater than 20%:
Colorado, Florida, Rhode Island, Oregon, Washington,
Pennsylvania, Massachusetts, and Nevada. On the other
hand, 30 states have fewer than 10% of eligible beneficiaries
enrolled in risk-contract plans. More than half of the
Medicare beneficiaries enrolled in risk-contract plans live in
four states: Arizona, California, Florida, and Pennsylvania.

Metropolitan Areas

Enrollment data for the 25 largest metropolitan areas in
the United States (largest in terms of the number of
Medicare beneficiaries) are summarized in Table 1. The
percentage of Medicare beneficiaries enrolled in capitated
plans ranges from 51.8% in San Bernardino, California, to
5.9% in Detroit, Michigan. Table 1 also shows that enroll-

FIGURE 1. Proportion of Medi-
care beneficiaries enrolled in
risk-contract health plans in the
continental United States in
1998. The percentages for
Alaska and Hawaii (not shown)
are 0.3% and 9.7%, respectively.
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ment is concentrated in a few plans. The market share for
the top three plans ranges from 63% in Cleveland, Ohio,
to 100% in Pittsburgh, Pennsylvania; St. Louis, Missouri;
and Minneapolis, Minnesota. When all metropolitan
areas in which at least 10% of Medicare beneficiaries are
enrolled in capitated plans (7 = 124) are considered, the 3
top-ranked plans control 60% to 100% of the market. The
Appendix Table provides details on the identity of the
largest plans in the 25 largest metropolitan areas
(Pacificare or Kaiser Foundation in one third of cases).

Metropolitan versus Nonmetropolitan Areas

Although 18% of Medicare beneficiaries living in metro-
politan areas are enrolled in capitated plans, fewer than
3% of beneficiaries living outside of these areas are
enrolled. Figure 2 summarizes this difference for the
states with the highest proportion of enrollees in risk-con-
tract plans overall. Even in the states with the most capi-
tation overall, few beneficiaries in nonmetropolitan coun-
ties are in capitated plans: 17.1% in Arizona, 6.3% in
California, 5.8% in Oregon, 3.5% in Colorado, and 7.4%
in Florida.

Market penetration of risk contracts in nonmetro-
politan areas is uneven and seems to be unrelated to that
in metropolitan areas. In Arizona and California, where
the percentage of risk contracts for metropolitan areas is
high (42% and 38%, respectively), approximately a
threefold difference in market penetration is evident
outside of metropolitan areas (17% in Arizona and 6%
in California). In Massachusetts and Connecticut, where
metropolitan penetration is lower (22% and 19%,
respectively), similar variation in nonmetropolitan areas
is found (5% in Massachusetts and 15% in Connecticut).

25




TABLE 1

Proportion of Medicare Beneficiaries Enrolled in Risk-Contract Plans in the 25 Largest Metropolitan
Areas and the Market Concentration of the Largest Three Plans in 1998

METROPOLITAN AREA BENEFICIARIES

MARKET CONCENTRATION

ENROLLED IN RISK-
CONTRACT PLANS

RISK-CONTRACT
ENROLLEES IN THE
LARGEST PLAN

RISK-CONTRACT
ENROLLEES IN THE
LARGEST 2 PLANS

RISK-CONTRACT
ENROLLEES IN THE
LARGEST 3 PLANS

%

San Bernardino, California 51.8 42 62 82
San Diego, California 47.9 65 90 97
Phoenix, Arizona 42.6 38 60 77
Miami, Florida 42.3 33 53 65
Orange County, California 39.3 61 77 84
Oakland, California 39.2 54 76 92
Los Angeles, California 35.9 42 71 81
Tampa, Florida 32.9 33 73 68
Seattle, Washington 32.2 38 72 86
Philadelphia, Pennsylvania 29.9 47 76 87
Pittsburgh, Pennsylvania 26.7 70 92 100
Houston, Texas 24.4 40 60 75
Long Island, New York 22.6 31 48 64
Boston, Massachusetts 22.6 36 63 79
Cleveland, Ohio 20.8 28 48 63
St. Louis, Missouri 20.8 52 93 100
Minneapolis, Minnesota 17.7 61 97 100
Dallas, Texas 17.6 38 64 77
New York, New York 17.0 48 73 82
Baltimore, Maryland 15.4 34 63 78
Chicago, lllinois 134 45 89 93
Atlanta, Georgia 9.6 50 72 84
Newark, New Jersey 9.4 34 62 79
Washington, D.C. 8.3 39 65 75
Detroit, Michigan 5.9 61 80 92

Discussion

The proportion of Medicare beneficiaries enrolled in
capitated plans varies dramatically across communities
in the United States. Enrollment is concentrated in sev-
eral states and is low in rural areas.

26

This regional variation might be the result of
enrollee preferences or plan availability. Not much is
known about the opinions of Medicare enrollees on
<« » . . .
managed care” and how these opinions differ across the
United States. It is known, however, that capitated plans
are simply unavailable to Medicare beneficiaries in
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FIGURE 2. Market penetration in metropolitan compared with nonmetropolitan areas in the states in which more than 20% of bene-
ficiaries are in risk-contract plans. Rhode Island (overall penetration, 25%) is not shown because data on nonmetropolitan areas

were unavailable.

many areas of the country. As of 1996, 37% of Medicare
beneficiaries lived in areas that had no plans available.
The availability of plans varied across states, with half of
the beneficiaries in 27 states having no plans available.?

Plan availability is particularly influenced by two
factors. First, variability in payment rates influences
plan availability and the benefit package that plans can
offer. Monthly payments to the plans, which have long
been based on the average per capita costs of fee-for-ser-
vice care in the enrollee’s county of residence, range
from $221 in one Nebraska county to $748 in Miami,
Florida.** Payment rates are highest in urban areas and
lower in rural areas. Plans in areas with higher pay-
ments are generally able to offer greater benefits and,
consequently, to enroll more beneficiaries. In addition,
areas of low population density (i.e., nonmetropolitan
areas) have payment rates that are less predictable than
those in metropolitan areas. McBride and colleagues’
report that the local volatility of payments to plans is
4.05% in rural counties that are not adjacent to urban
areas and 2.59% in urban counties.

Second, variability in the local infrastructure influ-
ences plan availability. The Medicare population is
viewed by health plans as the last untapped market for
expansion. To keep Medicare risk contracts viable, plans
pay particular attention to developing provider net-
works, improving access to specialty care, and increasing
ambulatory case management and outpatient services. A
focus on medical utilization management targets cost

savings from inappropriate or unnecessary services.’
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The infrastructure, personnel, and network of supports
required to provide services managed in this way are
often not developed outside of metropolitan areas.
Medicare managed care must be understood in its
local context. It is important to recognize that studies report-
ing national data primarily reflect the practice patterns of a
relatively small number of plans in several states. Data
reported at the plan or market level would be more infor-
mative. Disenrollment rates, for example, are five times
higher in Florida than in Minneapolis.” Surveys now under
way will provide detailed data on all Medicare risk plans.

Conclusions

Geographic variation in Medicare managed care avail-
ability suggests that expansion will continue to be con-
strained by plan availability. Although Medicare Plus
Choice has increased the types of organizations that are
able to offer Medicare risk plans, many beneficiaries may
not have access to them. Many beneficiaries live in states
that have less than 10% market penetration, and fewer
than 3% of beneficiaries who live in rural areas (one quar-
ter of all Medicare beneficiaries) are enrolled in risk plans.
The low population density of rural areas contributes to
lack of competition among plans, volatility of payments,
and inadequate local infrastructure. These factors are
likely to remain barriers to increasing capitation rates. A
“one-size-fits-all” federal policy for Medicare beneficia-
ries may be impractical. New incentives or models for
care are needed for nonmetropolitan areas.
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Take-Home Points

¢ Medicare’s predominant cost-containment strategy is to
promote capitation.

¢ Currently, 15% of Medicare beneficiaries are enrolled in
capitated health plans known as risk-contract plans.

* The market penetration of risk-contract plans is highest
in Arizona (38%) and California (37%) and lowest in the
deep south and the Great Plains states.

* In metropolitan areas, a few plans typically dominate the
risk-contract market.

* Outside of metropolitan areas, few beneficiaries are
enrolled in risk-contract plans.
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APPENDIX TABLE

Detailed Data on the 25 Largest Metropolitan Areas in 1998

METROPOLITAN AREA BENEFICIARIES, n ENROLLEES IN RISK TOP TWO HMOs PROPORTION
CONTRACTS, n FOR MARKET SHARE OF CAPITATED
MARKET, %
San Bernardino, California 362,407 187,606 Pacificare 42
Kaiser Foundation 20
San Diego, California 341,304 163,650 Pacificare 65
Kaiser Foundation 25
Phoenix, Arizona 381, 891 162,778 Pacificare 38
Cigna Healthcare 22
Miami, Florida 308, 141 130,216 United Healthcare 33
Humana Medical Plan 20
Orange County, California 283,166 111,375 Pacificare 61
Kaiser Foundation 16
Oakland, California 277,445 108,689 Kaiser Foundation 54
Pacificare 22
Los Angeles, California 994,170 356, 484 Pacificare 42
Kaiser Foundation 29
Tampa, Florida 475,735 156,727 Humana Medical Plan 33
Health Options 20
Seattle, Washington 272,227 87,594 Group Health Coop 38
Pacificare 33
Philadelphia, Pennsylvania 771,272 230,783 Keystone Health Plan 47
Aetna U.S. Healthcare 29
Pittsburgh, Pennsylvania 464,570 124,070 Keystone Health Plan 70
Aetna U.S. Healthcare 21
Houston, Texas 332,840 81,069 Nylcare Health Plans 40
Pacificare 20
Long Island, New York 420, 501 95,079 Oxford Health Plans 31
Vytra Healthcare 16
Boston, Massachusetts 894,033 201,607 Tufts Associated HMO 36
Harvard Pilgrim 27
Cleveland, Ohio 366,177 76,216 Kaiser Foundation 28
Prudential Health Care 20
St. Louis, Missouri 386, 398 80, 221 United Healthcare 52
Group Health Plan 40
Minneapolis, Minnesota 317,779 56,104 Medica 61
Group Health Plan 36
Dallas, Texas 296,593 52,291 Nylcare Health Plans 38
Pacificare 26
New York, New York 1,119,870 204,370 Oxford Health Plans 48
Hip of Greater New York 25
Baltimore, Maryland 340,314 52,293 Healthcare Corp. 34
United Healthcare 29
Chicago, lllinois 977,594 131,325 United Healthcare 45
Humana Health Plan 43
Atlanta, Georgia 348,180 33,415 United Healthcare 50
HMO Georgia 22
Newark, New Jersey 277,996 26,129 Aetna U.S. Healthcare 34
Medigroup 28
Washington, D.C. 452,441 37,634 Kaiser Foundation 39
Nylcare Health Plans 26
Detroit, Michigan 628, 391 37,045 Health Alliance Plan 61
Mcare 19
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