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The challenge

Home health care is an important component of
Medicare. In 2023, about 2.7 million beneficiaries in
Traditional (i.e., fee-for-service) Medicare received
home health care from over 12,000 home health pro-
viders at a total cost of $15.7 billion. Medicare home
health services consist of skilled nursing, physical
therapy, occupational therapy, speech therapy, aide
services, and medical social work delivered in pa-
tients’ homes.

Compared to institutional alternatives, home
health is often viewed as clinically appropriate, pa-
tient preferred, and less costly. At the same time, el-
evated profit margins and persistent concerns about
overuse and fraud have fueled debates about wheth-
er and how to reform the Medicare home health sys-
tem. Yet there is little consensus on how the program
is performing or how it should evolve.

Liran Einav (Stanford University), Amy Finkelstein
(MIT), Yunan Ji (Georgetown University), and Neale
Mahoney (Stanford University) argue that these de-
bates stem in part from a more fundamental issue:
Medicare home health lacks a clear, agreed-upon
objective. The program appears to try to serve multi-
ple purposes: (1) mitigating costs by substituting for
institutional post-acute care, (2) covering the costs
of treatment and recovery from acute health events
for home-bound patients, and (3) providing in-kind,
long-term services and supports for frail older adults.
This last objective overlaps with the domain of Med-
icaid long-term services and supports. In particular,
“community-based” home health episodes, those
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initiated without a preceding hospital stay, are more
consistent with a population receiving ongoing sup-
portive care than a population recovering from an
acute medical event.

Policy implications

The authors assess how well current program de-
sign aligns with each of these objectives, and dis-
cuss reforms that might help the program better
meet them. For example, if Medicare home health is
viewed as coverage for standard medical services—
just delivered at home—the authors conclude that
beneficiaries should probably face copays or other
cost sharing, as they do for other Medicare services.
(Currently, home health does not require cost shar-
ing.) Likewise, if the primary goal of home health is to
reduce use of costly institutional care, then it might
make sense for home health eligibility rules to align
more closely with eligibility requirements for Medi-
care coverage in institutional settings. And if Medi-
care home health is meant to serve as long-term
care insurance, the authors recommend consider-
ing “cash-for-care” approaches, used in a number
of European countries, that would give beneficiaries
discretion over how to allocate a fixed budget for
long-term care services.

The authors stress that the attractiveness of any
of these reforms depends critically on the perceived
goal (or goals) of the Medicare home health benefits.
There is no single “right” answer for the optimal use
of each possible tool; the decision depends on how
different goals are weighed in the design.
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FIGURE 1
Differences between community-based and post-discharge
home health patients
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post-discharge (from a hospital or SNF stay) home health patients. ADRD = Alzheimer’s disease and related BROOKINGS

dementias.
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