U.S. Congress Joint Economic Committee hearing

Protecting Patients and Taxpayers: Combating Healthcare Fraud and Leakage to
Strengthen Program Integrity

Written testimony of Chris Pope, Senior Fellow, Manhattan Institute
June 24, 2026

Chairman Schweikert, Ranking Member Hassan, and members of the committee,

Thank you for inviting me to present my thoughts on reducing fraud, waste, and abuse in
health insurance programs before this Joint Economic Committee hearing today.

Americans rely on health insurance to give them affordable access to essential medical
care. Butthe cost of coverage keeps increasing in large part due to the ease with which
programs can be billed for unintended purposes.

My testimony begins by describing how payment by third parties, such as insurers and the
government, makes healthcare susceptible to fraud, waste, and abuse. It discusses how
the administration of claims by private insurers can help mitigate these problems; but
notes that this also creates new challenges of overpayment and improper enrollment.
Such problems are exacerbated by the incentive states have to claim Medicaid matching
funds — and the absence of any upper limit on their ability to do so.

Payments to providers

The challenge of healthcare fraud, waste, and abuse has grown enormously over the past
century. This is largely because the cost of medical services is increasingly borne by
insurers and the government, rather than by those who decide which services are to be
purchased and from whom. From 1929 to 2023, the proportion of health-care spending
paid out of pocket by patients has declined steadily from 80% to 11%."

Even narrowly defined, healthcare fraud is a major problem. In 2025, enforcement actions
by the Department of Health and Human Services Office of Inspector General (HHS-OIG)
took down $15 billion in healthcare fraud.? This represents only the tip of the iceberg of the
program integrity challenge. The U.S. Government Accountability Office (GAO) estimated
that Medicare and Medicaid made improper payments of $94 billion in 2025.3
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That figure includes some legitimate healthcare expenses, which were improperly
documented. Butit may also underestimate the true level of fraud, as it does not represent
an exhaustive assessment of potential sources of improper payments. (For example, such
assessments count only whether state payments to Medicaid Managed Care Organizations
were consistent with demographic records; not whether those payments may have been
inflated for other reasons).*

The magnitude of the healthcare program integrity challenge varies from service to service,
and from payer to payer. Healthcare costs are unlikely to be inappropriately inflated when
the necessary course of treatment is objectively well-defined, where service providers are
well-established, where the appropriate provision of services is easy to monitor, and where
payers have the incentive and ability to forestall unnecessary expenses.

But this is often not the case. Although Medicare pays for inpatient hospitalizations
according to patient diagnoses, providers of outpatient treatment are typically reimbursed
for whatever services they deliver to patients. This provides substantial freedom and
flexibility for clinicians to treat patients as they see fit; but it makes it easier for
unscrupulous providers to bill for services which may not be strictly necessary. Often it
allows them to needlessly prescribe costlier treatment alternatives. In some cases, it
makes it possible for fraudsters to bill for services which were never delivered at all.

Claiming reimbursement (either from insurers or the government) for care that was never
delivered is illegal and may result in imprisonment or the loss of a license to practice
medicine. Such fraud is rare in the case of hospitalizations, where patients would be likely
to push back against cost-sharing for services they did not receive, multiple independent
providers are typically involved, there is extensive documentation, and revenues largely
accrue to large long-established non-profit institutions.

But fraud is much more widespread for durable medical devices, home health services,
and increasingly for telehealth. In these instances, small fly-by-night firms can be set up
and disappear quickly, making a quick profit by billing for many simple services in isolation.
When the government pays the entirety of the bill (as is typically the case with Medicaid),
there may be no one with the knowledge and direct interest to push back against improper
claims. This is particularly problematic for Medicaid, which increasingly pays for loosely
defined “personal care”. A reporter recently found 80 companies based in a single
abandoned building, which billed Medicaid more than $73 million for home health
services.®

The traditional Medicare benefitis highly susceptible to fraud and improper payments,
because the program reimburses any licensed provider that accepts the program’s terms of
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5 https://www.dailywire.com/news/inside-ohios-home-health-empire-7-buildings-288-medicaid-companies-
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payment, rather than limiting reimbursement to established networks of providers deemed
to offer the best quality and value for money.

The Centers for Medicare & Medicaid Services (CMS) undertakes little scrutiny of the
medical necessity of fee-for-service Medicare claims submitted by medical providers. To
combat fraud, it relies on a “pay and chase” approach. Buta 2016 report noted that it
manually reviewed less than 0.3% of claims to identify and correct improper payments.®
Even when these are identified, CMS must often struggle through litigation to recover
funds.

The desire to cut out wasteful and inappropriate expenses has been a major motivation for
the development of Medicare Advantage. This program pays private insurers to procure
healthcare for Medicare beneficiaries — giving them an incentive to eliminate needless
expenses. Private insurers typically incur greater administrative costs to ascertain the
medical necessity of healthcare expenditures before they are incurred — a process known
as “prior authorization.”

Prior authorization helps eliminate payment for services that are not medically necessary,
or for which fraudulent reimbursement claims are filed. It also reduces the cost of
prescriptions, referrals, and diagnostic tests.’

But prior authorization also imposes costs. An AMA survey found that physicians and their
staff spend 13 hours per week completing prior-authorization requests.® In 2023, 27
percent of medical providers reported that it took more than five days for them to receive
approval for treatment.® Such delays can impede timely access to treatment.™ It may also
lead to inappropriate denials of care, due to human error during the processing of claims.™
Prior authorization also requires oversight, to ensure that insurers don’t use it to refuse to
pay for necessary medical care.

Payments to insurers
But, while delegating responsibility for payment to private insurers helps reduce one type of

improper payment, it also creates a new challenge: that payments to insurers themselves
might become unduly inflated.
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Medicare Advantage (MA) has generated real accomplishments: plans have reduced the
cost of procuring medical care, enhanced the benefit package, and improved health
outcomes for beneficiaries.”™ But the savings they have generated have typically not been
passed on to taxpayers.

In 2025, the federal government paid Medicare Advantage plans an average of $15,126 per
beneficiary, adjusted for enrollees’ expected health-care needs.™ This has led to plans
being increasingly extensive in documenting their enrollees’ medical diagnoses, in order to
obtain higher payments — including for ill-defined conditions for which claims are hard to
challenge.

The Medicare Payment Advisory Commission (MedPAC) notes that the imperfect
categorization of medical needs means that the program currently “overpays for
beneficiaries who have very low costs and underpays for beneficiaries who have very high
costs.””™ Medicare Advantage plans are therefore eager to offer costly supplemental
benefits (worth $2,520 per beneficiary in 2024) that are disproportionately attractive to
healthy enrollees.®

Since the Bipartisan Budget Act of 2018, plans can offer Special Supplemental Benefits to
pay for groceries, utilities, education, sporting, and social activities which might yield
incidental benefits to health.' This pretext has proven to be fanciful. Purchasing new golf
clubs for Medicare beneficiaries does not reduce their risk of costly hospitalizations, while
paying for their ski passes may actually increase it. But doing so will encourage the
relatively healthy among them to enrollin plans.'®

Because of these “coding and selection” effects, MedPAC estimates that overpayments to
MA plans have increased the cost of the Medicare program by $84 billion in 2024.°

Medicaid has also increasingly employed private insurers to administer its benefits. From
1992 to 2022, the proportion of Medicaid beneficiaries enrolled in comprehensive
managed care increased from 9% to 77%.
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But Medicaid Managed Care (MMC) is exempt from many of the market forces which hold
Medicare Advantage accountable. States largely tell insurers what benefits they must
cover and often specify how much insurers must pay for services. They hand pick carriers
as contractors, typically without competitive bidding over rates. The government provides
all of the funding and bears the bulk of the risk associated with the program. Oversight of
access to providers is weak.?°

Due to actuarial soundness requirements, which oblige states’ payments to MMC plans to

exceed their costs, Medicaid insurers have little incentive to reduce their costs by policing

improper payments to medical providers. A recent HHS-OIG study found that 10% of MMC
plans, covering 1.6 million enrollees in 13 states, did not flag a single provider for potential
fraud, waste, or abuse in 2022.%

The flow of Medicaid funds through MMC plans is itself very obscure. A 2021 federal
investigation found that only eight states provided complete and accurate data on the
utilization of medical services, on which they base Medicaid payments to MMC plans.?? A
GAO audit found that CMS failed to detect real problems in quality and access to managed
long-term care benefits and lacked the information or strategy needed for effective
oversight.?

Furthermore, paying private insurers up-front fees for each enrollee sits uneasily with the
task of accurately policing eligibility, which is more challenging for means-tested benefits
than for Medicare. A 2018 OIG audit of California’s Medicaid program discovered that more
than half of Medicaid plan enrollees surveyed were either ineligible for benefits or enrolled
without appropriate proof of eligibility.?* In 2024, CMS estimated that Medicaid plans likely
obtained $14 billion per year in payments to cover 3 million Americans who were also
covered by Exchange plans or Medicaid in another state.®

A similar problem of improper enrollment afflicts the Exchange established by the
Affordable Care Act. In 2025, 92% of enrollees obtained federally subsidized coverage.?®
This created an enormous opportunity for fraud. Some insurance brokers systematically
misreported enrollees’ incomes to inflate subsidies, bribed homeless people to sign up, or
enrolled others without their knowledge or consent.?”

20 https://manhattan.institute/article/reining-in-medicaid-managed-care
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Enforcementis loose. A GAO investigation found that CMS approved subsidized Exchange
plans for nearly all fictitious applicants it submitted, even though they failed to provide the
requested documentation of identity, citizenship, and reported income.?® In 2024, the
federal government received over 200,000 complaints from people who found themselves
signed up or switched to other Exchange plans without their permission.?® In one case, last
year, the Department of Justice charged a South Florida insurance broker with conspiracy
to defraud the United States by deceptively marketing plans to claim nearly $162 million in
Exchange subsidies.*°

Under the Inflation Reduction Act of 2022, enrollees declaring incomes less than 150% of
the Federal Poverty Level were eligible for Exchange plans entirely paid for by the federal
government. In 2025, 782,118 residents of Florida’s Miami-Dade County who enrolled in
Exchange plans declared incomes below this threshold to claim free plans. This was
remarkable, given that Miami-Dade County has only 669,115 residents with incomes that
low, according to the Census Bureau —and only 19% of them reported being enrolled in
Exchange plans.®

Fraudulent behavior by insurers and brokers is likely not entirely to blame for this
discrepancy. In many cases, enrollees may have underreported their own incomes to
qualify for larger subsidies. One study found the “bunching” of reported taxable income
below the Medicaid eligibility cut-off, concentrated among the self-employed, without any
associated change in labor supply.®? A similar 2021 study found bunching of reported
incomes below the cut-off in eligibility for Exchange subsidies, concentrated among those
who purchased plans.®

Payments to states

The magnitude of fraud, waste, and abuse in healthcare entitlement programs owes much
to the fact that states are often responsible for policing improper payments.

States have fewer resources with which to police improper Medicaid payments than the
federal government does when directly administering Medicare, and less incentive to do so
because the bulk of savings would go to a different level of government. Medicaid allows
states to claim up to $9 in federal funding for every $1 they spend on services covered by
the program, without any upper limit. In 2024, New York received more revenue from
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federal Medicaid matching funds ($56 billion) than it did from the state's personalincome
tax ($54 billion).3

In fact, states have an incentive to maximize Medicaid funding and habitually conspire with
the healthcare industry to artificially inflate the program’s expenses. California

obtained $19 billion in federal funding by taxing insurers it used to cover Medicaid
patients—claiming that this represented an increase in the program’s costs.® All 50 states
impose taxes on hospitals to increase the cost of Medicaid services for which they can
claim federal matching funds - subsequently compensating providers for participating in
the scam.3®

In some cases, states have simply captured federal overpayments for healthcare services
to inflate their own general revenues.®” New Hampshire used revenue from supplemental
payments to fund its judicial system, highway program, and other general expenditures, as
the state overpaid for care in return for “donations” to the state budget.®

When Congress capped the average rates at which states could receive reimbursement for
hospital services, states responded by concentrating overpayments at favored (typically
state-owned) facilities.®® New York was able to generate a $15 billion windfall from the
federal government over 20 years by getting its Medicaid program to pay $5,000 per day for
individuals with developmental disabilities at state institutions.°

When hospitals serving disproportionately poor communities were exempt from payment
caps, claims for supplemental payments at those facilities surged from $0.5 billion to $19
billion within two years, as this trick caught on and states rushed to take advantage.*' Such
payments were eventually limited by Congress, though with existing overpayments
grandfathered—entrenching a windfall for states that had most abused the system.

Overpayments for Medicaid services allow states to indirectly claim federal resources to
fund expenditures beyond the permitted scope of the program. Though federal
law prohibits states from extending Medicaid benefits to even recent legal immigrants,
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states use supplemental payments for public hospitals to finance medical care for millions
of illegal immigrants.*?

Various states claim federal Medicaid funds under waiver to finance welfare benefits from
housing to food under the pretext that doing so yields incidental health benefits.*® In
Minnesota, such practices recently became a scandal which received national attention.
CMS found the state’s Housing Stabilization Services program “riddled with fraud,” as
spending surged from $3 million in 2020 to over $100 million in 2024.4

Since 2016, payments to healthcare providers distributed indirectly through Medicaid
Managed Care organizations have been exempt from caps on fees for which states can
claim federal matching funds*®. By routing payment for Medicaid services through private
insurers, states can greatly inflate the funding they obtain from Washington.*¢ CMS
estimates that the exemption of managed-care plans from limits on Medicaid payments for
services will account for $145 billion in Medicaid spending this year alone.*

Inflated volumes are even harder to police than inflated fees. Medicaid fraud often goes
unpunished. The federal government can, in theory, withhold matching funds from states
that claim payments to which they are not entitled, but it lacks the manpower to scrutinize
millions of claims and can exercise only loose oversight.

The enormous complexity of the Medicaid program—which involves many thousands of
providers across 50 states receiving reimbursement through complex payment schemes
under a vast array of different eligibility rules—makes abuse very difficult to identify and the
overall efficiency of the program nearly impossible to assess. The federal government
lacks timely, accurate, and complete data needed for oversight, or the political autonomy
to sanction states that fail to comply.*®

If a state seeks to inflate its federal Medicaid revenues by developing an elaborate scheme
to hide kickbacks for hospitals through a web of formal reimbursement, indirect payments,
tax preferences, managed-care rules, and favorable regulatory provisions, it is nearly
impossible for the federal government to prevent it.
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