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PRESERVING AND S'I'RENGTBENING MEDIC,ARE 

The President's plan saves $124 billion over seven years, extends the solvency of the Medicare 
·. Hospital Insurance Trust Fund, and does not impose new costs on beneficiaries. '(he plan also 

expands health plan choices for beneficiaries, pruvides new benefits, impr<TVes M_edicare's health 
plan payment methodology, fosters continuous improvement ·in health plan quality, helps 
beneficiaries become more informed abOul their choices, and levels the playingfieldfor 
Medicare- managed care plans and Medicare supplemental coverage. 

L EXP ANDING MEDICARE MANAGED CARE OPTIONS 

The President's pl8Ii further~ Medicare managed ·care options by statutoriiy authOrizing 
the· participation of a range of health delivery plan options, inclwljng preferred .proVider . 
organizations (PPOs), provider sponsored organimions (PSOs), and other altrm.ative delivery 
systems that meet strong consumer protection stindards. These health delivery plans would 

· qualify for designation as "participating" plans if they met tile following criteria:_ : . · 
.. 

o Benefits. At a minimum, benefits under the plan should be the benefits avail8ble under 
fee-for-service Medicare. 

0 Ouality. Beneiiciari~ should receive high quality C:me that increases the 1ikelihoOd of. 
needed and desired ·health outcomes. 

o Access. Beneficiaries should haVe. timely acce$s to in medically necessmy ·anc1 

0 

app~ covered care.· . -

Financial Liability. ·Out-of-pocket expenditures under the plan should not. be greater than 
the cost sharing that beneficiaries would experience if they stayed in·fee-for-service . · 
Medicare. This includes provisions to preclude extra baJance billing_ for~ plan 
services and to provide the same protectioni ~orded under Medicare fee-for-service for 
non-authorized services. In addition, plan premiums should not vary based an hCalth 
status or age. 

o Financial ·Souruiness ... Beneficiaries should be protected from the risk of interruptions to 
their care that could result from the insolvency of a plan or its providers. 

o AimeaJ.s. Complaints. and Grieyances. Beneficiaries should have access to timely and 
fair resolution of any appeals, complaints, or grievances. 
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Information. Beneficiaries should ~ve timely access to co~e, miderstandable 
infomi.Btion about plans, including: basic policies and procedures,. comumer satisfaction, 
and·p~ performance. . . . 

·.Marketini and EmplJment. Bendiciari~ ~uld not be coerced to emoll in a plan,. 
~ from enrolling in a plan of their choice due to health status, or C:ncouraged to 
disemoll from .a plan. . 

Accotmtabilitf, Beneficiaries should.be assured that those purchasing .services on their 
. behalf will establish, monitor, and enforce beneficiary protections. 

U. IMPROVING MEDICARE'S MANAGED CARE.PAYMENT MEmODOLOGY 

The:plan phases .in a series.of miprovem.ems in Medicare~ methods, :mme te-¢ing 
alternatives: Under the plan, the ~on.would: · · · 

· o ·Reduce extreme regional variation in the capitated payiDems to plans contracting with. 
Medicare and immediately increase rates in mral areaS by:. deHpkjng ~ems to plans 
from fee-for-service expenditures at the local level; adopting a blended payment 
methodology;.~ creating_a minimum pay!I!ent amount. .... 

o Maintain linkage mid equity with the fee-for-service Prograui at the national level by 
upda;iing payment mtes ~on projected growth in per capita Medicme spendbig •. 

o Test new risk adjusters for capitated ~in order to improve the. accuracy of rates 
and to reduce the impact of selection.on Medicare payments. · 

o Coi¢uct demonstrations on a CO?lpetitive pricing m~logy, under which ~edi~'s 
pa;YIDents to p~ would be based ·on plan bids. · 

. o Create a partial-risk payment altrmative.to the cumut indficient ~st payment option. 
Uncter the partial-risk payment methodology, plans would be paid on a fee~for~ce 
basis subject to 8n ammal limit. Plans would share in savings achieved below the limit. . 

Specific savings ~posals are discussed in Section VIl under"Medicare Managed Care." 
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. . 
m FOSTERING CONTINUOUS IMPROVEMENT IN HEALTH PLAN QUALITY .. - · 

The plan would enhance quality assurance by building on existing meehanisms and cooperative 
efforts with national organimions. Under the plan; the· Administration would: 

0 Create partnerships with public and privatC purchasers, c:Onsumer groups, and managed . 
care plans to focUs on developmg population-based outcome me8sures and encounter data 

0 

0 

0 

systems ihat could assure quality of~-

Collaborate with national quality asmrance organinrions to develop plan performance 
indicators relevlnt to the Medicare population. 

Expedite the process for tenninaring non-compliant plans and expand &utborityfor 
intermediate.sanctions (e.g., freezing new emo11ment). 

Develop a proposed ~on (to be released in !\ugUst 1997) establishing consistent 
standards for ~ty asstiranCe and performanc:e measurement. These standards, when · 
unplemented, woUld replace the "50/50" nile, Whlch requBes Medi~and Medicaid 
membership not to exceed 50 percent of total plan enrollment. As an interim measure, 
. they would give the HHS Seaetary authority to waive the "50/50" rule in specified· 
circumstances. · 

. o. Give plans the optioh of contracting with an iDdependerit .izgfon, approved by the 
HHS Seaetary, to certify that the plan has met iJrteinaJ quality assmance ~ents. 

IV. BENEFICIARY INFORMATION/LEVEL PLAYING.FIELD 

. -

. The .plan would develop· infnimation to help Medicare beneficiaries become mare informed 
abotn their choices, anci"ievel the playing field for Medicare managecfcare phmS and Medicare 
MJPlemental coverage. The plan .would: 

- .. 

o Authorize the HHS Sec1etaryto (1) develop standardiml comparative Diateriais for 
beneficiaries about m8naged care and Medigap plans, and (i) contract out to a third-party 
to provide enro11me:nt and disemo11ment activities for Medicare managed care plans. To 
assure adeqtiate fhnding, all plans Wl;>uld contribute to the costs of these activities . 

.. .. . 

o Work with the National Association of Insurance Commissioners to develop an approach 
to standardi7.e ~onal benefits offered by managed care plans and to move to· 
community rating of Medi gap policies. 
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Eliminate ban:iers to beneficiaries enrolling in the managed care or Medigap plan of their 
choice by: (1) establishing an annnaJ 30-day simultaneous open emo11ment period for all 
managed care and Medigap plans; (2) giving newly-entitled beneficiaries a special open 
enrollment period; and (3) allowing beneficiaries leaving managed care to ~ll in · 
MecUgap J?lans, without ptejudice. · · · 

. Strengthen cmrent ~for managed cme enrollees by Protecting enrollees wh~ go 
outside their pl.ans to receive services withom plan authorizatj.on.; · . 

. . \ 

V. EXP ANDED BENEFtl'S 

The plan strengthens the Medicare benefit package by expanding coverage for important 
preventive care, and~ takes step$ to eQCOUmge fm:Dilies to keep beneficiaries in the community' 
and Simultaneously avoid institutional costs for Mediclre and Medicaid. The new preventive 
benefits include: ammaJ mammograms for beneficmies age 50 and over; waiver of cost-sharing 
for mammography; seVeml procedures for the early detection of cC>lorectal capcer fmclw:ling 
barium en.emu); blood glucose monitors and associat.ed supplies.and professional assistance for 
. managing diabetes; and increasing Medicare payments for preve:mfve injecti~ , 

. . . . . . 
.• 

The plan also establishes a new respite care benefit for beneficiaries with AJz:beimer' s disease or 
other Ureversil>le dementia Under tlUs benefit, .MediC:are beneficiaries wi1h· cognitive 
· impain:neiit would be eligi"ble to receive up to 32 "homs per year of Don-medical care, giving the 
beneficiary's informal care givers (~g., children. spouse) a break from the constant dem'J'ds of 
caring for these beneficiaries. · · .'· · 

VI. STRENGTHENING MEDICARE 

The President's plaD saves $124 billion over seven years (FY 1996-2002)1 ~ensures the 
solvency of the Hospital Insurance, or Pari A, Trust Fund through at least the next deCade. , ~ . . . 

To achieve these sa~ the plan modifies~ payments in a nmDber of~. The .. plan 
ensures that Medicare acts as a prudent pmcbasef and provides inci:uri:ves to hospitals for 
·efficiency by constraining updates for hospital opaating costs, reimbursing reasonable levels for 
capital costs, reforming medical educ.ation payments, refmming add-on paymerits for extremely 
costly (Le.~ outlier) cases, am reforming the rules govenimg transfers from a hospital to a post· 
acute care facility. · · . 

1 All savings and cost estimates. for Medicare are from preliminary CBO scoring dated Febnlary 28, 1996. 
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The plan also changes Medicare physician payme11.ts by (1) ~allowable volume growth, 
which in tum affects fee increases, to the growth in real gross domestic product (GDP) per capita 
(plus an additional factor), and (2) implementing proposals that cre$e incentives for physicians 
to deliver·qUility care efficiently. In additi0n, the p~ reforms payments to home health · . · 
agencies and skilled nursing Dcilities· by establishing interim payment~ m preparation for. 
iapid iinplementation of anew ~e-~ system. 

The plan achieves savings :froin J11RDRged care by tying_growtb jn managed care payments to 
. overall Medicare growth per person. It also removes payments for graduate medical education 
and disproportionate share hospitals :from the AAPCC and redistn"butes all of the. savings to 

.. ensure that teaching hospitals caring for Medicare managed care emollees are compensated 
directly far the cost of training physicians. Finally, the plan mallrtains the Part B pn:mium at.25 
percent of pmg'.ram easts, reduces paymmts for durable medical equipment and ambulatory 
service center services, ensures that Medicare pays for services only after a beQdiciary' s primary 

. insurance has paid appropriately, redUceS the reiuJatmy burden OD clinical labs under the 
Clinical Laboratory Amendmmts Act (CLIA), and emplo)'S a 'Wide variety of strong new 
initiatives to combat fraud and abuse. 

VU. ?dEDICARE SAVINGS PROPOSALS 

Part A -: Hospital Insurance Trust Fund 

Medicare ·Part A provides insurance coverage for ~spital, home health, skilled nursing :fBcility -· 
(SNF), and hospice care. MOst Americans age 65 or older .are entitled lo Part A coverage. This 
coverage is tiDanced primarily lbrough a payroll tax of 29 permit,· paid equally bf ·the Individual 
and employer. RedUctions m Part A expenditures, Combined with reform of the home health 
benefit, will extend the solvency of the Part A Trust Fund throUgh at least the next d=ade. 

. . 
Ui:ider Medicare, hospitals are paid in one of two ways. Most are 1*d Under a prospective· 

· payment system (PPS), under which fixed hospital .payments peradminion are established based 
on a patient's diagnosis before seivices are provided. Certain specialty hospitals· (i.e., 
rChabilit3tion, cbildrens, long-term cire, ,and psychiatric care hospitals) are paid based <>n their 
costs in a base year. · 

t 
Hospital Prmzosals 

. . . 

• Reduce the 'Market Basket'' Payment UJx!ats for Inpatient Ho$pital Seryices. · Under 
cum:nt law, inpatient hospital prospective paymeilt rates are updated ·&nnuany by a 
"market ~ index" that reflects inflation in the Prices of operating an inpatient facility. 
The update has often been reduced in past budget reconciliation act:S - in OBRA 1993, it 
was reduced by between 0.5 and 2.5 percentage points in FY 1994-1997. An update of 
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less than the full market basket is given to refl~ anticipated productivity gains and 

~ 

' 
provide an incentive for hospitals to increase efficiency. This proposal would reduce 
the hospital market basket index update for prospedively paid ~ospmils by 1.S 
percentage.points for each year between FY 19?7 and FY 20~ For 1997, ~hospital 
paid under the prospective payment system would receive about a 2.1 percent increase 
rather than about a 3.1 percent increase. (which reflects the e.weat Jaw reduction of .S . 
percentage point for that year). The proposal would CODtiDue the OBRA 1993 .teductions, 
thereby eliminating a·sudden increase in baseline spending that would occur under . 
cUm:nt law. The Prospective Paymc::nt Aaessment Commission ·(ProPAC), created by 
Congress to offer advice ~ policies.a1fecting Memcare payn:iems to hospitals .and other 
facilities, recommend.5 a market basket reduction of 1.S to .2.0-percemage poii:its for the -
Short term. 

This proposal also would reduce the update bf-1.5 percentage r>oints in FY 1997-
2002 for hospitals that are exempt from Meclicare's hospital prospec:tiv~·payment 
system fi.e., psy•tric, rehabilitation, long-term care, cancer, and children's 

_ hosp~). This proposal also would ~efuun the methodology f~ paying, PPS-exempt 
facilities. Exempt hospitals would cnntinne to be reimbmsed based on their costs in a 
base year, subject to limits, bUt the b8se year would be updated to use more recCnt data. 
Cost limits would be subject to a mimg of 150 percent of the.nati~ average and a 
floor of70 percent of the national average (specific to each type of'DcilitY)~ Facilities still 
would be eligiole for payments above their limlts under certain conditions, but incentive 
~ents for facilities whose costs are below their targets would be ended -

. ~ Seven-year saviDp from reducing the hosPii:aJ. market basket ind• update are s~.7 
·billion. Seven-year savinp frem reducing the PPS-exempt hospital market basket 
index update are Sl.1 billion. . 

·. 

6 



• Exterui OBRA 1990 ReductiOns (or Ho$Pital Cg>ita.1 Payments. Hospitals receive . 
·payments for their capital-related· costs (e.g., construction, maintenance) based on the 
number of Medicare patients they treat. This proposal would set future hospital 
capital payments by updatmg 1995 capital nates for inflation. In .effect, .this 
proposal perinanently captures the savings from the OBRA 1990 cap~ provision, 
which limited payments for capital under PPS to 90 percent o~what they would · 
have been 11Dder a reasonable cost system. Without this extension, capital payments to 
.hospitals increased abo• 16 pe:rcent in FY 1996. ·This proposal could be considered an · 
efficiency adjustment to recoup excessive' Medicare capital reimbursement of the late · 
· l980s. In addition, the cum:nt base amount teflects overestimated capital costs, mid 
should be· mo~ to reflect more acCurate data. The Office of.Inspector General 

. recommends that capital payments be reduced to prevent overpayment to hospitals. 

· In addition, this proposal ymuld pay BS percent of capital costs for PPS-exelnpt hospitals 
· and UDits for FY 1997-2002. 

. . -. 

seven~year .savinp from limiting capital payments to·prospective pa)rment hospitals 
are s~.l billion. Seven-year savmp from_ Umffing capital payments for DOD- , 

prospective payment hospitals are Sl.4 billion. 

• Reform of Lon&-tenn c;m Hospital Reimbursement, Hospitals with average stays of 
mcu:e than 25 days by all patients ·me considered long~ care hospital& These . 
hospitals are currently exempt frOm the prospective payment system. This propos81 · 

. . would m&ke new long:.term care hospitals subj~ to the PPS, effective upon · 

• 

.. enactment. PPS has proven to be an effectiVe m~banism for increasing efficiency and 
controlling easts in o~ inpatient hospitals. · · · 

8even-yeai: savings·~ S0.7 billion. 

. . 
Graduate Medical F.duc;atiou CGMS.) Reform. Medicare pays teaching hospitals for a 
share of the direct (Le., resident Salaries.and_fi:inge benefits, teaching coSts, and ' 
institutional overhead) and indirect easts they incur in providing graduate ·mediCal 
educati~ The indirect costs are reimbursecl through the IME adjustment to the 
diagnosis re~ groups (DRGs) .. But direct costs are based on Medicare's share of 
hospital-speci:fic, per resident amounts that reflect a hospital's 1984 cost per resident, 
indexed for increases in the level of consumer prices. . . 
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This proposal actually contains three individual proposals, including two program 
expansions.1 Most experts agree that the cunent O:ME and IME payment methodology is 
flawed. ProPAC analysis ~ests that teaching hospitals are·overCompensated, .. 
especially in terms of the lME adjustment,. and there is general consensus (e.g., Council 
of Graduate Medical Edaication; the Physician Payment Review Commission) that 
· GME'JIME payments encourage hospi1al-based specialty training at the expense of 
primary care training. This proposal is designed to Slow the growth in Medicare Spending . 
on grad~ medicai education while encouraging more pmmy ~· tJ:aining. · 

Seven-y~ saTillgs are S7A billion. 

. . 

Establish National Commisnon on Medical 'f411gttjon and Workforce Priorities. This 
proposal would estab~ the National ComDlission on Medical Education and 
Workforce PrioritieS ~the.Department of Health and Buman Services. The 
Commission would: (1) develop and teCODJDiend p0licies -to add?ess the preservation·of 
academic ·health centers' lesearch and educational capacity and the supply, composition, 

· aDd support of the future health care.workforce; and (2) make :recommendations 
concerning the most effective allOcation of training resources to.ensure' tbat the numbers 

. an~ competencies of health care professionals me responsive~- national needs. 

There are no.Medicare savings or costi associated with this proP,saL 

. 2The three~ would:. (1) cap the tora1~and1he ~umber of non-primary care residency 
positions reimbursed llDder Medicare at the c:mrent level; (2) comtt work in non-hospilal setting$ for IME; and (3) 
allow GME payments to non-hospilals (e.g.. Federally Qualified Health Ce:mers) for primary care residents in those 
settings, when a bospUal is not paying for1he resident's~ iD 1hat setting. · 
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Telemedicine. Telemedicinc uses telecommunications technology to provide patients 
with real-time interactive examination and consultation from medical professionals who 
are at a remote site. This proposal would establish a grant program to support the 
development of telemedicine networks in rural areas. · 

Rmal Health Outreach Grant Pmmm This proposal would ~lish a grant program to 
demonstrate the effectiveness of o~ tO _populations m ~ meas that do not . 
normally· seek, ar have aCc:ess to, health or mental he;alth servi~ 

• 
SeveD-year investment for both-telemedicine and tbe rural health outreach grant 
program is S0.2 billion. 

. . . . \ 

• Mediqre Di;zendmt BOJPitals .. OBRA 1989 established a Medicare Dependent 
Hospitals classification, which allowed ·sinall rural hospitals with more than 60 percent of 
their utilization from Medicate patients to receive hlgber payments based on the method · 
Sole Coinmumty Hospitals;Tbii classification was discontinued as of FY 1995. This 
provision would on.ce apiD reinstate the classification and allow Medicare. 
Dependent Hospitals to receive higher paymen1s. 

Seven-year investment is-S0.1 billion. 
· .. 

. . 

• · Rmal Primazy Care Hospitals CRPCH). The RPCH.program seeks to preserve.rural 
residents' accCSs to hospital care by allowing cer1ain hospitals ~ convert to limited 

· service, short-stay hospitals and receive reasonable cost reimbursement. The program is 
cm:rently authori7.ed in only seven states. This proposal would make several 
improvements to the RPCB program, includinl: mending .the program to all states, 
expanding the-allowable nlUllber of·becls,·mending the allow_able. length of stay and 
establishing a minimum sep_aradon distance between RPC!ls. This proposal also 
would eliminate the Essential Access Comm.maity Hospital (EACH) designation for 
new hospitals, while: allowing existing EACBs to continue to be paid on a reasonable . 
conbuis. · 

. Seven-y~ investment is S0.2 b~n. 

Home Bea.Ith Amtcies 

• Extend Savings fipm OBM 1993 Home Health Cost Umips Freeze. Medicare pays for 
covered home health services on a cost basis, subject to limits that are updated annually. · 
. OBRA 1993 eliminated the update for home health cost limits from Jwy l, 1994 to July · 
1, 1996. Although this proposal would not mend the freeze, it woUid permane11:tly 
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extend the savings realiz:ed from setting future home health IQnits by not allowing 
fo.- the intlation that occurRd daring the freeze. Without new le~on, spending 
would revert ·to pre-free7.e levels. - -

'· . 
• Reform Home Health Payment: Home health services are .one of the. fa.st.est growing _ 

- areas ofMedicaie expenditures; and there is widespread consensus that the high rate of -
growth in holJle health expenditmes·zmlst be addreaed. This propciSal combines three 
individual prOposalS designed tO reform the reimbursement system for hoi;ne health 
services, imp?Qve ~ -manigement, .and control fraud and abuse: · 

r. Establish a Prospective Payment System (PPS) for Home Health Scr\ricc:S - Medicare 
reimburses heme hCa1th agencies on a cost basis, subject to limits.· However, Medicare's 
retrospectiVe ~rates often .contribute to increased expenditmes by fajljng to 

·control volume. Tbb proposal 1'ould constrain growth iD ~ditares through , 
·lower cost limits over the short ran and impiement a per-episode PPS for home 
health in 1999 .. Budget-neutml rates under~ PPS would be caleuiatee:1 ~first 
reduclng, by 15 percent, ~that exist oti the last day priorto implementation. 
HCF A is currently ~mnjng a deaiCmstration to test a per~iSode home health PPS. 

This propos&l would take the fo~ interim Steps to help reduce h~~e health. 
costs and control volume: 

• Beginning October~' 1996,-redace the carren.t cost limit:s from 112 percent of. 
the.mean tol05 ~t of th~-~ · 
-. . -

• Beginning Odober 1, 1996, implement.an additioiaal limit, hued upon 
_ aggregate per beneficiary costs in a b~ year. -Payment would be the lesser of: 

(1) the actual costs (defined as Medicare allo~le. costs paid ~a reasonable cost 
basis); (2) the per visit cOst limits; or (3) a new aaency~specific per beneficiary 
mmual limit calculated from 1994 reaSonable costs.'~ January 1, 1997, or 
as soon as feaslole,.tbe agency-specific per beneficiary limitwould.be modified to 
provide for iqional· or Dational: variations in urilinrion by caletllaring the limit . 
through a blend of 75 ·percc:at of the agency-specific cost or utilintion in 1994 -
with 25 percent of the national or regional cost or utilimion.in 1994. 

Home health -agencies.{HHAs) with costs or ~li~on experim less than 12:5 
percent of the mean national or regional aggregate per beneficiary cost or 
nriJizati~ experience for 1994, and with year-end costsbelo\\rtbe agency-specific 
per beneficiarY limit, would share SO·pereent of the savings for FYs 1997-1999. 
The shared savings, howevei:, could not exceed S percent of an agency's aggregate 
Medicare reasonable cost in_a year. The interim reimbursement mechanism 
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• Redµce Indirect Medical Edngrtion CIME) Adiusttnent to 6 mcenh · Thro~ the IME 
adjustment, Medicare reco~ the higlier indirect costs that teaching hOspitals incur in 
rmm1ng a teaching-program ( e.g~ additional tests and procedures that residents may order 

· as part of their training). · Cmrently; the IME adjustment is based on a teaching hospital's 
ratio of intems and residents to bedS (IRB), with payments increasing by about 7. 7 
percent for each 10 percent increase in·ahospital's IRB. ProPAC analysis suggests that 
the cum:at IME adjustment overeompensates·hospitals. Itrecomm~ds ~y reducing 
the adjUstment to 7 percent and, in the future, furtherIP4ucing it to a level that 
conesponds more closely with the actual relationship between teaching intensity and 
costs. Health Care Financing Administratian (HCF A) data also suggest that a lower IME 
.adjustment.would more accmately reflect what teaching hospitals actually experience. 
This proposal would reduce the IME adjustment to 6.5 percent in FY 1997, 6.3 
percent in FY 1998, an~ 6 percent in FY·l.999 and thereafter. 

Seven-year savings an $6.3 billion. 

• Refine Outlier Pavment MetbOdoJogy. Cuamtly, hospitals are eligi"bie for additional 
payments, called o~er payments, when they serve long-term.patients or those who 
require exceptionally costly care. When the outlier amount is paid, teaching. and 

·disproportionate Share (DSH) hospitals also receive additicmel IME and DSH payments 
added to the outlier payments. This pro~ would elimin'!fe increased IME and 
DSH payments that are attributable to the outlier payments, but would allow 
hospitals to count IME and DSH as part of-costs that trigger outlier payments, 
effective FY 1997. ~11 t.pcldng and DSH ho$pnals would receive a greater 
portion of outlier payments. ProPACsupports tbiS change as being~ with the 

• 

ilitent of the PPS. · 

Seven-year savings_ are $3.2 billion. 

Redefine Ho$Piti) 'Transfer." CurreDtly, hospitals that move patients to PPS-exempt 
facilities and SNFs "discharge" the j>atie:nt and receive a fu1i DRG paymerit. ·This policy 
overpays hospitals and contn"bUtes to higher post-acilte eXpenditure growth rates, because 
these sites end· up caring for m:ore acutely ill patients. Under this proposal, moviil,g_ a 
patient from a PPS hospital to a DOD-PPS hospital or SNF would be considered a 
hospital "transfer" rather than a discharge.· Reimbanement for each transfer 

. reimbunements would be made OD a per .diem basis. subject to a cap equivalent to 
the DRG payment. · · 

Seven-year savings are-SS billion. 
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. EXParui "Omters ofExcelleru;e" Demonstration. Cunently, HCFA is conducting a 
demonstration that pays 1 o filcili1ies, c.onsidereci "ceniers of exccllenee," a flat fee to 
provide cataract or coronary artery bypass graft (CABG) surgery. The facilities were 
selected on the basis of their· oatsbmding experience, outcomes, and efficiency in 
performing these procedures. Tills propOsal woalcl eXpand Centers of excellence 
demonstrations to all urban areas by allowing Medicare to pay select facilities· a 
single !'."Ate for all se~ces alsociated with. CABG sargery or other heart procedures, 
Im~ smgery, hip Slll'lely, and other procedures that the BBS Secretary determines 
appropriate. This approach gives hospitals incentives to provide high quality care more 
efficiently. ·Beneficiaries would nOt be Iequiie4 to receive services at th~ centers~ 

Seven-year saVings are $0.2 billion. .. , 

·Sole·Comnnmjty Homjtals CSCID. SCHs are the sole source of uPn,ea:rt Services 
. . . \ 

reasonably· ayailable in a'geogripbic area. Payments for SCH services are currently based 
on FY 1982 or FY 1987 costs (updated annually) cir a staDdard federal amount. This . 
propoial would bue SCH.payments OD FY 1992 and 1993 cost&, although SCBs 
could still be paid based OD updated 1982 or 1987 costs or .the federal rate if it would 
yield higher payments. 

· Seven-year ·1nvestment is S0.3 billion. 

. . 

Rmal ReferriJ Cc;ntm. TbC Rural Referral ~ drsignarion is a special classific&tion · 
for large_ rural hospitals that provide.a large amount of specialjnd hospital services. This 
prilposal would allow hospitals desip•ted as rural_ referral centers as of FY 1994 to 
continue to be treated as rural referral ceiateri. This proposal also would increase · 
the wage adjustment for rural referral c:enten whose wages are between 100 pen:en.t . 
and 108 percent of the .Verage wage in their area. . . 

··: 

Seven-year investment iS S0.1 billion. 
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vvould be in effect until a full per-episode home health PPS is·implemented in 
1999. 

2. EJiniimrte Periodic Interim Payments (PIP) for HHAs- PIP was established to help 
· simplify cash flow for new home health providers by paying them a set amount on a bi­

weekly basis. Then, at the end of the year, PIP is reconciled with actu8I expenditures. 
·. But, with about 100 new HHAs joining Medicare smh.month, access to home health care 

is no longer a ~blem, and De9? providers no longer~ PIP to encourage them to 
participate in Medicare. ·Further, the Office of Inspector Generll·bas found $11 Medicare 
tends to ovegmy pi'ovide[s who .receive PIP, and has a hard time recovering the money. 
This proposal would eHminate PIP for home health agencies simultaneous With ·pps 
implementation. · · 

·. 3 .. Base Payments on Location of Service Delivery - HHAs are .often eStablished with a · 
- home office in an urban.area mid branches in rm8l area When HHAs bill Medicare, 

payment is based.on the ·higher wage rate for the urb8D area, even though the service 
delivery occurred in a rural area: Under-this proposal, payments would be based on 
the location where the services are raulaetl, not where the services are billed, 
begmn.ing January 1, 1997.- . . 

Total seve~-year savings from home health reforms are $9.1 billion. 
. . 

• Shift Fininclni Qra Part oftbe Home Health BePefit to .Part B, This propoSal divides 
the financing of the Medicare home health benefit between Part A and Part B -
Without Changing general coverage andenpbility ralel-or impOsing any.beneficiary 
cost sharing. Under 1his pioposal, effective in FY_ 1997,. the first 100 visits following .a 
three-day hospital stay vvould be n:im.buised-under Part A.· AD other visits, jncluding : 
those not following ~cm; would be reDDbursecl under P~ B. (Part B visits · 
would not~ subject to the Part.B coinsurance or deductl"ble; 1his shift also vvould not 
impact the Part B premium.) For thoSe be:neficiarics whO are eligible for only Part A or 
Part B, the beriefit would be finiuJcwf completely· Qy ~part for which' they are.eligible. 
This pioposal also vvould clarify cmrent policy. 0n the definitions of "inteimitten~ and 
~-time or intermittent" skilled nursing and home health aide services. By creating a· 
post-hospital home health beJiefit under Part A, 1his proposal would recopize that Part A 
covers only acute care services. It allows Part B to finanee the longer-tCmi, ind more 
expensive, portion ofhome health services. And by restructming the hm:nC·health benefit 
so that Part B bears more of the costs, this proposal vvould extend the solvency of the Part 
A Trust Fund. . 

Medicare spending shifted from Part A to Part B over seven years is $62.1 billion. 
' . 
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Skilled Nursjng Facilities 

• F.xtend Savina {rgm QBRA 1993 SNF Cost Umit§ Ftt&zc:;, Payments for SNF routine 
: services me made on a reasonable cost basis, subject to certaiJ?. SNF cost limits that are . 

uj>dated annuaJJy. OBRA 1993 eliminated the update for FY 1994 ami FY 1995. 
BCgjnning in FY 1997 ~ SNF routine payments ·would i1ot reflect the effects of the freeze. 

. Although this propoSal would not extend the freeze, it would permanentl)r mend 
the savings realized from ·~ fliture limits by not aDolvingfor the inflation that 
. occurrecl during the fretze. . · · 

• Reform the SNF R.s;imbursemeut S,ystr;m, W"ttbin Medicaze, the SNF progrmi is one of 
the fastest growing benefits, With both increased volume and costs driving the overall 
increase in SNF expenditures.. SNFs provide. daily skilled nursing cme to Medicare 

.. beneficiaries for conditions related to a prior hospitalintion. Medicare reimburses ·SNFs 
on a c:Ost·basis, subject to certain~ For SNFs, limits are applied.only to the routine 
·services (i.e., room· and board, muSin& administration,· and other overhead); ancillary 

. (e.g., drugs,.physical therapy, speech therapy) and capi1al-related com me not subject to 
. any limits. Medicare's ament: retrospective reimbwsement rates contn"bute to· rising 
expenditures by providing inr.entiveS to increase Costs. . 

This proposal would make t_he follo"1ng dl•nges in SNF reimbursement: 

.. Enablish an interim prospective rate for routine costs, begbinmg in FY 1997. · · 
These rates 1'.f'OUJd be based on facility-specific costi, subject to regional · 

· limits. The regional limits ~d be based on data from freestanding SNFs only. _ 
·Freestanding SNFs tend to. have lower costs than hospital-based SNFs. SNFs 
would be·ri:imbmsed under this system until a fbll SNF_PPS .is implemented in 
FY 1998.· 

., EUminate new proVider aemp.tions md new exCeptions to the cost limits; 
beginning in FY 1997. Currently;~ MediCare SNF providers are exempted· 
fn?m the co$t .limits for three to fQur years. These exemptions allow SNFs to be · 
reimbmsed ~inflated costs.far~ years. :An ·excs;mon cum:ntly is provided 
for SNFs that provide atypical care (e.g., SDb-acute CS:tC) or are forced tO operate 
under extrao~ circumstances (e.g., earthquakes, hmricanes). In the case of 
exceptions, an upward adjustment to the ~limit is determ;ned. Exceptions 
effectively allow SNFs to fully bill Medicare for more costly sub-acute care 
services, which Medicare ~ent would not completely cover. SNFs that 
had exceptions in the base ye3r would be proteCted under a hold harmless 
provision, because the limit plus the exception amount would bC included in·the 
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base year cost. The HHS Secretmy may.also make future adjustments, based on 

case mix,to the ~utine payment rates. 

Establish limits on anc:illary services. Ancillary services would be subject to 
limits based on amounts payable for similar services on a fee-for-service basiS 
under Part B. 

Require co~lidated b-beginning in FY~ •. Them Office of 
Inspector General and others have repmted that some Part B suppliers bill 
.Mediaire for supplies that were never delivered to nurSing home residents. 
1bis proposal would nqaire SNFs to bfil Medicare for all services its . 
residents receive (except the serrices of.pbysicians, certified nune midwives, · 
psychologists, b~ice services, and nurse anesthetists), prohibiting payment_ 
to any entity other than the SNF for services or supplies furnished to 
Medicare-covered inpatients.. SNFs also-would be required to include HCFA 

· Common Procedure Codes on their Part B bills. This proposal will reduce 
double billiJig for some supplies and servi~ and reduce benefic1ary. Pait B 
copaymmts for sezvic:eS covered under~ A. It also will provide data necessary 
to construct a SNF PPS rate that covers anciJJary services. ·(Ibis proposal is 
discussed in the "Eliminating Wasb;, Fraud, aDd Abuse" sectimL) 

• Establish a full SNF PPS, begmning in FY 1998. The prospective rate would 
be designed to cover all three (Le., routine, _ancillary, and capital-related) SNF 
costs. Budget-neutral mtes UDder. the new system woul~ be calculaied after fust 
reducing, by. 7 peicem.·· rates that Cxist on the last day ofFY· 1997. 

,. 
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• Establish Thmpy GuicielineS. · As part of.their SNF care, Medicare beneficiaries are. 
eligi"ble for OccUpational (OT), physical (P'I), speech, and respiratoiy therapies. While 
some SNFs employ their own therapists, many use contractors t.o Provide these serviees. 
In the latter~ either the SNF or· the contiaCtors Can bill Medicare .. Medicme spending 
. on therapy. services ha risen significantly over the last several~ and Medicare has · 

·. established salary equivalency guidClines for ·PT and respiratoiy therapy. TheSe · . 
guidelines determine the maxiamm Medic8re-payment for this service. However, simUar 
guidelin~ have not been developed for OT and speech-language pathology. In a March 
1995 .General Accounting ofiice (GAO) ?epOl't,. GAO found that Medicare needs tighter 
rules to curtail ~es for musing~ therapy and rec:ommt;nded that HCF A set 
limits to ensure tb8t Medicare does not pay more for therapy services than other health _ 
care pmcbasers. This proposal w:ould apply salary equivalency .guidelines for OT.and 

· speech language therapy and· update the existing PT and respiratory therapy 
guidelines, effective Qctober 1, 1996. · · · · 

Total seven-ym ~-from SNF refoi:ms areS8.3 billion. (Note: Some savings_. · 
from the consolidated billing and therapy guidelines provisions are attn'butable to.Part B.) ' . ' . . . 

Medicare Manamf Cme. 

• Reform Medicate MmiagM Care. While mBJJaged care appears· to_ have reduced plivate 
health care costs, studie5 indicate that it does not reduce Medicare costs, -due to a flawed 

·. payment methodology and fa,vorable selecti.911- Under CWient law, Medicare is required 
'to pay HMOs a capitated rate equal to 9~ -~ of feo..for-service costs. 

This proposal bacludes several policies to. improve the mrrent payment 
·methodology. It would: 

. . 

• .· ~uce current geographic variations in maiaapd are payment rates. This 
proposal would raise payment levels for certain counties,· encOuraging HM Os to 
enter new mmkets and provide more beneficiaries with a choice of pl.mis". It also. 
'WOuld limit payments for counties whose rates·have been inflated by high service 
utmzation in the ~for-Service sectOr. 

"' Tie managed care. payment growth to overall Medicare exl>enditure growth 
per person. This growth rate allows for a fair and reaSQnable increase in 

. managed care payments. · · 
. •· 

"' Eliminite the GME, 11\.fE and DSB pvments included in HMO rates; 
redistnoute these funds to teaching hospitals and managed care plans with 
teaching programs. These payments would be. distn'buted directly to academic 
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medical centers, and to.HMOs that nm their owri residency programs (Le., ineur 
most of the costs of an approved residericy program) .. 

· .. Conduct a competitive pricing demonstration to test a market-based 
alternative payment methodology. Under the demonstration, rates to 811 HMOs 
in an area would be establisheci using a competitive pricing methodology. It is 
part of a long".'range strategy to ~ve the payment methodology for managed 
care products. . . . 

Seven-year savings from revising the Medicare managed care payment methodology 
are $23-t 7 billion. (Note:. Some savings from this provision are attn"butable to Part B.) 

Part B - Stq>plementary Medical IDs1tnmce Trust Faild · 

Medi~ Part B provides insurance coverage for pb}rsician sel-vices, hOspital o~ent services 
(including diagnostic testing and ambulatoiy surgery}, clinical labOratOry servj~ dUrable 
medical equipment (e.g, wheelchairs, OXygCD semces, medical suppijes}, and O~ medical 

· services. Payments for physician fees, clinical laboratory serviCes, and durable medical· 
equipment arc based on fee schedules. . P~cats far other services reasonable costs or 
rea5onable charges. The program provides for annual Updates ofbasecl on payment amounts to 

- reflect inflation and other factors. - . 

. . . . 

Part B coverage is voluntary; almost all of~ who are eligll>le for Part-~ coverage choose to 
. buy Part B coverage. Part B. is financ:ed through (1) beneficiaries' mombly premiums which will 
.. continue to cover 25 percent of program coSts Under the Administration's propOsal, and (2) 
' general Federal rev_enue. · 

Phvsjcians 

. . . . - . 

• Establish Single Conversion Factor and Refor;m Method for Updatin& Pbvsician fees. 
Ea,ch year, the fees paid to doctoIS who serve Medieare beneficiaries.are updated to 
account for medical inflation. In Bddition, the uPct~ is adjusted according to a formula 
that. compares actual spending QD physicians' services to a spending "standard" · . ' 
established each year according w a·ccmiplex statutory formula. For pmposes of updating 
fees, Medicare divides doctors'. services into three categories: surgical services, primary 
care, and all other services (e.g., diagnostic tests). Because of diffelent growth rates and 
spending stan~ the three categories have received different updates each year since 
1992, 'When a major payment reform was implemented. 
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Between .1992 and 19~5, ~ baSic payments increased as· follows: ~9. 7 percent for 
surgical services, 19.6 percent for primary care services; aiid 13.8 percent for medical 
services. The Physician Payment Review Commission .(PPRC) has stated repeatedly that 

' ' 
these different rates of increase are inconsiSte:nt with the bask~ principle of physician . 
payment refomi - Le., physician fees should vary only according to the relative amount 
of resources used .to provide·services. · · 

This proposal woUld implement several PPRC recommendations to improve the 
· physician payment system. First, a sinite conversion :factor would go into effect in 

· · 1997 (the conVersion factms far 1996 will be at the levels established by the HHS 
Secietmy under cmre:nt law). Secnnd, the·single conversion Detar for 1997 will be based 
on the 1996 conversion &ctor for primary care serYices ($35.42), Updated for 1997 based 
on perfmmanee relative to 'the overall Medicare Volume Pc:rfonnance Standards (MVPS) 
f~ FY"199S. Third, to set spemding groWth targets begiiming with FY 1996, the MVPS .· 

. would be replaced with a.~le growth rate based on growth m real GDP per Capita 
plus one .percentage point (rather.than historical volume and _int=sity g?!lwth). This . ' 
policy would affect~ to. the single conversion factor beginn;ng in 1998. FoUrtb, an · · 
upper linlit on fee incre8ses of 3 percentage points above medical bdlation would be set. 
And fifth, the lower limit on fee increases wOuld.be increased from~ percCntage points to . 
8.25 ~iage points. ·. · · · 

Seven-year savinls are $135 b~on. 

• Make Single Payment for SUzmy .. Under mm condition$, Medicare Win make an 
extra payment for each physician ~ other practitioner who assists tbC primary surgeon 
during an OpCration. ThesC "assistants-at-surgery" are paid a percer•tage of the fee paid to 
the primary surgeon. · BotJi.the Rand· qmporation and the PPRC have reported 1hat there 

· is substantial geographic variation·in the use of assistants for the same surgic81 prOcedure-. 
1'h:i5 evidence sugiests a lack of medicalconsensus on~ use of assistants, which. · 
suggests that, in some cases, the use of an assistant-at-smgCry may not meet the criteria · 
for mediCal necessity. . · 

. . 
This propoial would mab the same payment to·primary saqeons, regardless of . 
whether they use an assistant-at-surgery for wliom Medicare m•m a ieparate 
payment. In effeCt, Meclicare,s payment to the primary surgeon would be reduced by the 
amount of the payment for the surgeon's assistant-at-su?gery. The HHS Secretary would 
specify exCeptions for specific procedures or special situations.· . 

Seven-year sa'rings -are S0.6 billion. 
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• Extend OBRA 1993 Reduction m·Payments for Physician Overbead E;gpenses~ . 
Medicare's fee schedule payment for each physician service is made up of three parts: 
payment for the physician's Wmk, payment for overhead costs or "practice expCnses" 
(e;g., office rent, employee wages), and payment for malpractice~-costs .. On 
average, about 41 percent of each payment is ·for overhead costs. Unlike the-payment for 
the physician's wmk, which is based on an estimate of the actual resources involved in 
provi<Ung a service, practice expense paymenis are based on historical charges~ In some · 
cases, this distorts ttie fee schedule, because the resulting practice expense payment is 
inappropriately large Jelative to ~-work paynient. · 

. . 

. . . 
In. 1993, Congress coDsi~ Jegislation to implement a permanent, resource-based 
payment _system far practice expenses. To address the existing payment distortion and 
begin the trmSition tO the .new aystt:m, OBRA 19~3 reduced practice eXpense payments 
for certain services. For semces meeting certain conditions, the excess pmctice· expense 
payment is reduced by'25 percent of the diffi:rmce m 1994, 1995, and 1996; subject to a 
limit on the total ieduction. Bean!se ii intended to have a pf:rmarient solution to the 
payment distortians in place by 1997, CongreSs limited the cut to three years (through 
1996). However, legislation mandating the permanent solution was ~t passed until late 
1994, del&ying the new payment system until 1998. This proposal would extend the 
OBRA 1993 practice expense payment mt for one more year fLe., through 1997) . 

· and reduce the limit on the reduction from 128 percent to 115 percent of the· · 
. physician work payment. 

. Seven-year savings are SO. 7 ·bDliolL 

• O!ajg: Incentiyes to Contn)l Hi&h-Yolume Juprtjenl Physician ·seivic;es .. Urban Institute 
research bas found wide variatian among·hOspitals m·the volume of physiCian services 
per admission, even after adjusting for case severity, ·teaching .hospital status, and 
disproportionate-share status.· Given a limited consemas on clinical practice guidelines 
and regional differences in practice styles, some amount of variation in volume and 
intensity is inevitable. But this variation in the volume of ph}'sician services suggests 

· there is room far efficiency improvements.· 'Ibis proposal would create incentives to 
encourage physicians with hiP,volume inpatient practice styles to become more 
efficient. · · · . , 

This proposal would limit payments to groups of physicians practicing in hospitals 
whose volunie and intensity of services per admission .exceeded 120 percent (;f the 
national median for urban hospitals (125 percent in 1999 and 2000) and 140 percent 
for rural hospitals. For each physician practicing in hospitals above those limits, 15 
percent of each payment would be. withheld during the year~ If the ph:fsicians collaborate 
in order to efficiently manage the volume and intensity of the services they provide 
during the year, the physicians would receive the withheld payments, plus ~ at the 
end of the year. The policy would not ·be implemented until 1999, to give physicians 
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time to organi7.e themselves to control volume.and intensity while maintaining the 
de~eey of high-quality care~ 

Seven-year savings are S2.3 billion. . 

• J)irect PaYDlent to Physician Auistams. Nwse Practitioners. and. Clinical Nurse 
Speciilists in Home and Ambulatory Care Ss;ttipgs •. Medicme cmrmitly pays for· services 
provided by.physician ._mstants, nurse practitioners 8Dd clinical nur5e .specialists - but 
only in limited settings (primarily J'mal areas and nmsing facilities}. This proposal 
would expand c:overage"to iDd11cle home ~d ·ambulatory care settings in which a . 
separate facility or provider fee is. not charged. Further, these providers w0uld have 
the option of billing Medi~ directly fotcove:red services (as opposed'° receiving the · 
payments through their employer}. 

Snen-year biVestmeat is. S0.7 billion. 

Hospital Outpati;nt De;pax !n&ents COPDs) 

• Extend QBRA 1993 RedUction in fAymeUts to ~ D;partme1rts Mpde on a 
"Rpsnnable Cost'' Basis. Although.there are several payment metbOdologi~ for services 
delivered in the hospital outpatient setting. some outpatient department services are still 
made.on a rmonable cost basis .. OBRA 1990 ~payment for these ~ces by 5.8 
percent for FY 1991-1995. OBR:A 1993 extended this redacti911throughFY1998. Tn 
~cases, Sole commUnity hospitals and rma1 priniary care hospitals are exempt from 

. ·this reduction. This.proposal ~oald permanently extend the'5.8 percent reduction. 

• Extend ODRA 1993 ReductioD in h,ymepta to OulpstiCnt ·Dcpartmegts .for Alpjta1 Cost$. 
Hospital outpatient depatbnents receive payments for~ capital-related costs (e.g., 

. constmction, mairitmance}'based on tbemnnber of~care patimts they treat. OBRA 
1990 reduced payments for outpatient department capital c0sts by 10 percent for FY 
1992-1995. OBRA 1993 extended this reduction through FY 1998. In both cases, sole 
community hospitals and rural primary care hospitalS are~ from this reduction. 
This proposal would permanently extend the 10 percent reduction. . 

• Correct tbe ':FormuJa-Driyen OyqpAyment." . CmrmtJaw xeqaixes MediC&re to use a 
' flawed fomiula to calculate ~eats for most ambulatory surgeries, radiology 
.. procedures, and diagnosuc services·perfonDed m hospital outpatient dq)aitme:nts~ For 

these services; Medicare's payments are not reduced by~ :fWl .amount ofbe:neficiary 
coinsurance. Thus, the Medicare pa,yment is higher than it should be, and hospitals have. 
an incentive to increase charges, .which ~ increases costs 10 belie.ficiaries. This · 
proposal would correct this so-called "formula-driven overpayment" by allowing 
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Medicare to fully ~educt beneficiary_coiilsurance payments received by the hospital 
· before the pro~ makes its p.,.ments. . 

Seven-year savings from the three OPD proposals are $15.0 billion. 

• · Establish a Propctiye Ptyment Sntem for Oinwient De;pattmem Seryices. Medi~'s 
cmrent outpatient payment m~logies do not create incentives for providers to 
operate-efficiently, aild allow beneficiary coinsurance to grow as a percentage ·of total 
outpatient payments. This proposal would implement a PPS for o•tient · 
. department services, starting in 2002. ·The new PPS would be designed to limit _ 
growth in."Medicare outpatient expenditures by providing incentives for providers to ' 
operate efficiently, and gradually ·rec1ace.beneficiary coinsurance as a percentage of · 

. total outpatient payments. · · 

This proposal would be implemented in a budpt-neutral 11W1Der. 

Medicare Mana&e<i Care 

• Ref'onn Memcare Manaied Care Ppenl$. See discussion on page ·16 .. 

Other Providers 

·-
• Fie= Purahle Medical Payments mjcl Reduce Oxyp Payments. Durable medical 

equipment covered by Medicare includes items ranging fi:om electric heat Ps4s and 
wheelchairs to oxygen equipment amf.bQspital beds. Medicare aISo covers artificial limbs 

. and other prosthetic and ortho1ic devices._ Medicare's fees for these items are based on fee 
schedules that me updated .annuany .bY the consumer price index for urban consumers 
(CPl-U). Durable medical equipment is 0ne of1be fi.stestgrowing areas ofMedicare 
spending; CBO's most recent projections (Dccembei' 1995) show Medicate ·spending for 
these medical items growing by over 13 percent per year fi:om 1996-2002. This 
proposal would treeze updates for d~ble medical equipment, and orthotics, and 
prOsthetics from 199j-2002. It would also reduce overpriCed payments for oxygen 
and oxygen equipment-by 10 percent begb1ning in 1997 •. 

Seven-year savings are $2.3 billi~n. 

. • Reduce !Tpdaw for Ambulatoty Swgjca] Center Fees lbmu&h 2002. Medicare pays for 
~ulatory surgical center (ASC) services oli the basis of prospectively determined rates. 
These rates are updated annually foi inflation using the CPI-U. OBRA 1993 eHminated 
updates for ASCs for FY 1994 and FY 1995. Utilization of ASC serviees bas escalated 
rapidly since the mid"'. l 980s. In addition, the number of ASC facilities bas increased 

21 



' . 

• 

• 

dramatically over the same period, suggesting that·Medicare's payment rates are more 
than adequate to cover facility costs. hi 1984, there were ~55 ASCs pamcipatin8 in 
Medicare; by 1993, over .1,600 ASCs were participating. 
This proposal would. reduce the annual CPI. update for ASC fees by 2 percentage 
points for each year between FY 1997 and 2002. 

Seven-year savings are S0.8 billion. 

ExPand Centers of Excellence. See desC:ription onpage· 10 . 

Extend Part B Premium at 25 mceni otPmmm Costs· Premiums for 1991-1995 under 
the Supplementary Medical Insmance (SMI) program ate specijied in the Medicare law. 
'OBRA 1993 set the Part B premium at 25 pm cent of SMI program costs for 1996-1998. 
Beginning in 1999, the.percentage increase in the premium will be..limitect'to the $ocial 
Security cost of living adjusmle:Dt (COLA). This provision would permanently set Part 
B premiums at 25 percent of SMI program costs. The monthly premium in calendar 

. year 2002 under this pr0posal ~d be $67.50 (pldiminary CBO estima:te). . 

Seven-year savings (net of interactions with Part.B program sal'ings) are S6.9 
billion. · 

·Preventive Services Benefit Expa.Dsions (aU m Part B) 

• Waive Cost-SbminK for Ml!llD!Qanpqy Seryices. Although Medicare;s coverage of 
m8JDmograpby services began m.l~l,·only 14 percent of eligJ.'ble belieficiaries without 
supplemental insnran= ieceived mmnmognmis dmiDg the~ two y=rs of the benefit. 
One facto~ is the required 20 percent Coinsurance •. T<> remove financial bmiers to women 
seeking preventive mmmo~ this propos81 Waives the Medicare c:Oinsurance mid 

·the de4uctible, effective J1111:uary 1, 1998. · 

• Cover Amiual sMiu& Maimngzmins for Beneficiaries Aze 50 and Qyer. OBRA 1990 
mandated coverage of biannual screening DJ8JDDJOgr&phy for Medicare beneficiaries Ovef 
age 65. This proposal would cover amiual ·screening mammograins for beneficiaries · 
age SO and over, without coinsurance· or a dtductible, effective JaJiwuy 1, 1998.. 

. •. . 

Seven-year inveStment for both mammography benefits is S4.8 billion. 
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• Cover Colorecta1 Screenina. Effective January 1, 1998, this proposal would cover 
four common preventive screening procedures- barium enema, colonoscopy' 
sigmoidoscopy, fecal-occult bl09d test - for detection of colorectal calicers. Current 
law provides for these procedures only as·diagnoStic servi~. 

Seven-year investment is ~0.8 billion. 

• Increag Payments to PDmdm for Preyentjye Injections~ Effective January 1, ·1998, 
this proposal would increase the· payment for administration of Medicare-covered 
pmentive -~jections, "which indude pneumonia, iafluem.8, and hepatitis ~ vaccmes. . 
It is expectec;l that enhanced payment will increase utilization of these vital_ preventive 
services. The proposal: would·waive the Part B deductible and coinsurance for all of these 
btjections. 

Seven-year investment is SO.S billion. 

• Establish Diabetes Self-Manammrox Benefit. Effective January 1, 1998, this proposal 
would p~de Medicare coverage of diabetes outpatient-self-management training 
services· rendered by a certified prOvider in an outpatient setting. The proposal 
would also allow Medicare to cover blood-glucose monitors and associated testing strips 
as dtirable medical equipiJ:iem _for bo~ Type Il ind Type I diabetics. 

. . 
Seven-year investment is SO.S biDioia.. 

. . . , 

• Establish R§Pite Benefit. Tim proposal 1'.fOuld establish a Medicare respite· benefit 
for beneficiaries with Alzh•er's disease or otier irreversible dementia, ·beginning_ 
in FY 2002. The benefit would ~er up to 32 hours of care per year and would be 
administered through ·.home health agencies or other entities, as det~ed by the 
BBS s~ .. The-benefit would apply to hom~bas~ ,errices as well. .. · 

Seven-year investment is Sl.1.biDion. 

Medicare Parts A and B (propos&ls that affect outJaYs from both the HI and SMI Trust Funds) 

Medicare as Secondary Payer CMSPl . 

Some Medicare beneficiaries have health coverage through mi employer group health plan, 
workers' compensation, or automobile and liability inst:irance. In these cases, Medicare pays 
after a bene:ficimy's' primary insurer, Subject to certain restrictions and conditions. 

~ 
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• Exterui Medicare as Secondatv Fayer CMSPl Provisions from OBRA ·1993. Under 
current law; Medicare is a secondary payer under specified circumstances when 

. beneficiaries are covered by_ other tblld-party payers. Medicare is secondary payer to 
workers' compensati~ automobile, medical, Do-fault, and liability insurance. To 
identify.primary payers, OBRA 1993 exte:rided, through FY 1998, the data match among 

. HCF A, the Social Security Administmtion {SSA), and the Intema1 Reveziue Service · 
(IRS). In addiiioD, OBRA ·1993 extended, through FY 1998, an OBRA 1990 provision 
making Medicare the secondary payor for ESRD beneficiaries who are enrolled in 
employer group health plaDs ·for 18 months after they beCome eligi"ble for ¥edicare 
benefits. Fmally/OBRA 1993 also ext=ded, through.FY 1998, an OBRA 1990 
provision maidng Medicare the secondary pay0r for disabled benefi~es With. 
employer-based health insUnmce. ·This proposal '.f'Ould permanently extend these 
three MSP_provisions. . ·. . 

Seven-year aavinp (Part A and B combined) are _$5.6 billion.. 
. . 

• ·Establish Better.Cmnfination oflmµnmse CoVerage. This proposal would require a 
beneficiary's other·inmrance plan. to teD Medicare when that beneficiary is covered.. 
Curreilt1y, Medicare has problems getting this information, resulting in billions of dollars . 

. m Medicare paymcntS_made on behalf ofbenefi~es .whose private insurance-should 
have covered the serVice. · · · 

. . 
• ·Oarity Medicare Secondazy Payer Autboritt. The Suprrme Court recently invalidated . 

long-standmg Medicare rules on MSP, 1imitiilg Medicare's ability to make collections in 
certain situations. This proposalwo~ -~·Medicare's authority. 

• EUmjnat; FDmd an4.Abug. This proPosaI (described in the f~Do\iring section entitled 
"Combating Fraud ·and Abusei :would elhnin•te fraud and abme ill the Medicare 
by: pmridini Medicare with modem adminiitntive tools to detect fraud, ensuring 
that individuals and ~tities who defraud Medicare are penaHzed or banned from 

· · the program; preventing participation by bidfyiduals and entities •Iring to defraud 
· ·the program; and by maintaining necessary res~~ for eHminating fraud. and 

waste iii Medicare. · 

Seven-year savings from the three proposals (Part. A and B combined) are $3.4 
billion. ·· 

• Physician Self'-Referral Proluoitions. Medicare law prolu"bits physicians from making 
referrals to medical facilities in which they have a :financial interest. This "self-referral"· 
ban covers certain "designattd health service:S" {e.g., laboratory tests, MRI procedures) · 
that are specified in the law. Some general exceptions to the ban are provided in current 
· 1aw. This proposal would expand the curi'ellt exceptions to include services that are 
furnished in a "shared facility" (defined in the legislation), in ambulatory surgical 
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centers; and by hospice programs. The proposal also clarifies the requirements for 
permissible compensation arrangements. · · 

Seven-year cost is $0.3 billio~ 

Note: Because of rounding,.savings estimates for individual proposals may not equal the 
total savings. · 
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07-0ct-1996 09:56pm 

Christopher C. Jennings 
Jennifer L. Klein 
William White 

Pauline M. Abernathy 
National Economic Council 

T H E P R E S I D E N T 

SUBJECT: RNC'S BARBOUR: CLINTON DEBATE STRATEGY? WHEN CORNERED, 

Date: 10/07/96 Time: 17:47 
bRNC's Barbour: Clinton Debate Strategy? When Cornered, Don't Tell 

To: National Desk, Political Writer 
Contact: Virginia Hume of the Republican National Committee, 
202-863-8550 
WASHINGTON, Oct. 7 /U.S. Newswire/ -- Following is a statement 

by Republican National Committee Chairman Haley Barbour: 
After watching the debate last night, it's clear why polls show 

the American people don't trust Bill Clinton. Time and again, 
Clinton tried to deceive the voters with charges that were just 
plain false. Here are two examples: 

Clinton claimed Dole and Speaker Gingrich had ''cut'' Medicare 
when, in fact, even the AARP (American Association of Retired 
Persons) says that's not true. In a letter to Clinton dated 
12/19/95, the AARP wrote that the balanced budget Congress passed. 
and Clinton vetoed ''would reduce the average annual rate of growth 
of Medicare benefits to 7.0 percent.'' The letter went on to state 
''the president's plan would reduce Medicare's growth rate to 7.8 
percent.'' For Bill Clinton to claim that a 7 percent increase in 
Medicare is a devastating ''cut,'' while a 7.8 percent increase in 
Medicare spending allows him to ''protect'' the program is not only 
absurd, it shows Clinton has no regard for the truth. 

Yet it's not enough for Clinton to scare seniors with his 
falsehoods. He went on to claim Bob Dole had ''voted against 
student loans.'' Wrong again. The balanced budget Congress passed 
and Clinton vetoed increased funding for student loans from $24 
billion today to $36 billion in 2002 -- a 50 percent increase. 
According to the Congressional Budget Office, these are the exact 
same levels that would occur under President Clinton's student loan 
policies. 

Somehow Bill Clinton seems to get away with these deliberate 
deceptions. As Sen. Bob Kerrey (D-Neb.) has said, ''Clinton's an 
unusually good liar. Unusually good'' (Esquire, Jan., 1996). But 
the American people are a lot smarter than Bill Clinton gives them 
credit for. The truth will come out, and come this election day, 



Nov. 5, the American people will choose a leader whom even 
Democrats describe as a ''man of his word'' -- that man is Bob 
Dole. 

-0-
/U. S. Newswire 202-347-2770/ 
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smnia Llml DtlllDED ro una co1~uss 

/fr/1,'f'(l~/I lifrrillltJ tf c~\'1•;'P-:nrtt n 111f lot111'rr;JJip TO ;rJ'l't nfl jlfll.'1'.'lt!nm. 

Dc;c:mber 19. 1995 

The PtHident 
The Whita Uaur.e 
Washin;ton. DC: :ZU!iOO 

Our Mr. PrHideni: 

·v 
,I 

Th:~'Ugbout l 9~5 one: cf the :nest "erplexini problems confrantina pnlicyni11br11 and th1 
public hu been ih; riced to t;form 111ncl eomtrlin ma coat grcW'lA in M•ii;a:o, ana at 'tho 
sll'l'le timt maiDuin '°c proar=' 1 QOnYnim\CDt to provide atfgrdla.ble, quality hcal'th ~&re 
to cld:r and disabled .Amlrioa~. The dU&l '2l&llcnK• ot conJtrli.ninS co1t and ;oialinuiAg 
io pr:i' 1de qualit)' eare hu lad to a continuin,; de~te over 1hl az,propriate gm'Mh rate lor 
the Medicare JSroaram. 
The Medicare rcdui:tion.s l)ro~Hd in the budget r1conoiliation ccmfcrmir.r. 11~rment and 
in the Presidcn1'1 prOJJosal ar1 whhotlt p?Aeedent i~ thtir mapitudo uicl pou:ndal eff"11 
on the prosnm. ln an ancmpt to undcrnand whu a fair anu •pproprlaia arowth rate for 
Med.iw·e woulil be, AA» hu Qomparcd the Medicare arowth rmet m ibe bud1tet 
reco~eiliaiten eontirence asr11mem and in th~ Prc:sidlnt'.I December 7, i 995 pacltaie io 

11?0\\'th rates in the ~\ll'la -ecttt "nd i~ ~mre11t-law M1cUcar1 (111 enclo1ed chut), If 
d.on• aaa\11'&111y, oompwoat to ~~ pri,•atc acc;ior ~ Jll'U ~·i'1s a use:ul benchmark 
1g1um wWli:h LU u1ts1 lltemauve Medl:ue spDDdina prcpollls. Un11u a proposal. 
permlts Medicare IJ)tndina to pow 11.lu in undcm 'l\ilh arcwtn tn the private uctnr, i~ 
aeenlS ~nlikely that tl'le 'roftmn o,a.•ill be altle to aold iu 0"""n •• oiee.r in P&)'mCnts to 
F"'"idor• or i:t qYAlity of car: - when con1pl!'ed ti:i 1.l111 i.:uveraac ava!Jablc throLlih orner 
ri·~·rri•· 
Under c.'JIH~t law, the avcngo A.M\aN raic gt 1•1.1wl.h fn the: con of Medicare benefiu is 
J,i1rujcc;u11d to ~e 9.2 percent ovtr the nc.\1 H\'en years. while th1aven.ae11'\nual rate of 
grQwth in heal'th care be.iefit eo.m f Qr lhoH Wldi=r 6$ in me pri\'118 insurec1 market ta 
estimated 10 b1 T.4 !'11!.l'Cl!IT'. Under the eonierene• 1p1mont1 Cansr••• wo'lllli :eclucc the 
, ... .,,,0 annual n.io ol jp"Dwtll of M•dlcarc balditl to '.0 perect. The Prc:sldent'' plan 
would ntd1i11.:c Mclltic:11e's 1rowth ra1c to 7.1 pe:rcen1. HDwenr, Jooldq 11 tb111 
111re11r11r0\l'th ntu caa bt mideadillc, 111d could lead ta vtr,• 11rof11u• 111i1talcet. 

··-· .. - - I---··---·''• • 
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It is only when one look.I at the ~nmpnnenfS nfhf!sihh spendlAI thar it i1 po11i&Je to 
11~c\lnC1b aueu whtth•r raductlon1 of tho 11\&gnitudc bdn1 prop1.11od wm 1ust1in 
basic benclitl and quality hlaltb car• for Mtdlcare enrolleu 110'' and In the future. 

Heahl-1 ~~flnt!in1 incrc&iel are tompc$ed of several f!C!ors: 

l. '1erter-al price inflation as mwurcd hy ~he Consumer Price Index (CPl): 
2. ~,.,pi.1lation grou'th; 
J. ~.sln1 ofiho populuio1.1; !li'1 

~. "hellUi·Si>ICitic costs," inch.:di:lg 
• medlcal·&pe~fic J)nee f!\flati~n over ihe CPI, su;h u the hospital 

ma;rk1t bMkec or the Madic8PC Cc~no1nic I.wJu. (M!I), 
• mcC.Jl;al u:c~clc~y. 
• med.ical ruurth. imd 
• tile increased u.i;e anti rcr:iplex!ty cf aervicl.9. 

To underacaud tl&1 lm.puc ot1peDclh:i.1 rcdu;tto1u'La Medicare u compared to th• 
prt''ITI 11ctor, we natd to foc1u on the reduction• iu the W1Jx area - healtl:l.apeeifio 
~Oltl - ~·bere thlll COit r@dUetf ea1 tould (aJJ. 

The cn,loscd c:ban ··which i1 ba1ed upon J:lrOjecdons by the C~ngrc11iooal Budget 
Office (CBO) u.ciing Thi'! ntw tc:onomic UIU.."l1ptions ~ ... showt inat saneral pri;o IWJ&Llon 
appli1100Ml1i1n\ly1.Qr011 all pgpuJ1tio111. Iu1.:rc¥11u in ~O?Ulttion and agin; ofth.1 
popu.ild.Lion 1t1 ;~rem to: Ul.oH ~de: and gyer 65. but l'!cnl?bel111. are dete=in1d by 
demographics; tbey wi!l ~oi chan;c u ihG ruult cf auy budget le;i1!1ticn. 

Usalrh·spin:U1; eosn, b01\'1\ter, are df!fer1nt tor th OH O''er &JJd UDder 65. Tht1 
catecory caa be ''le1\'ed as me projected 1111d for t1'e jnerea1td 1.111 ul h1altb can 
11n·ic11, the cnmplulcy oft'b&11 aarvteaa, and 1.dnaeet ha teclanolog-. Fe" cum.pie, 
•• pH pl• ~w oldtr they often uncl • 1ruter nu111ber of htaltD oart un·fu1 aod 
more aompl•x r,·pea of'lervlc11 than tbCH under 6S. 

Thw. the reductions in Medlc:&re' II ris~• ot lfO\Vth wlll :l~ ccimc: trom aenml ~nee 
ln1Ja:1on 1, Or 'ft'om the Cttegorie& tna.t refleci UlC growth L1d &fin& of 'tha %)OpUl&.tinn. 
These cr.teiorles rtfiect factors that are ~ayond nu" conuo: L"d c:&M.o\ bo "lcgialai1r£ 
11.\l'I~'. ·• ~"\her, chc101 will coma from health-1peei~c ccm. In ibi.s G&t;IUIJ, iho ch&.., 
'how.t thai both chi Co11cn1110111l l>rupo1al and the1Pr11id1nr'1 propo11J reduce 
~ledleue's cro1'1h rate 1ub1taatl&l1Y below Ut• pri\~ate seeror. 

\.: 

1 E"cn if Con1n11 111d i..°'l.1 ,rtsiclent nuke a ch1t1&• - or auume ,on. •• Ill d\a CPI, It w1ll 11i;ply oqv&lly 
1erc11 all po~\llat!cna and prosrna. 
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The President 
Occcmbc:- J 9, l 99S 
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Heal11Mpeeifie eom ar• o\.lrrcn\ly projo~tcd to 1=oum fur 4.1 percent of' spondin& . 
growth in the Medi~ve program, 111d 4.0 percent of spendtn; ~rowth for thoae under 6S. 
However. Congre11 would dramaticai!y rcdu:c Mcdiearc's rate of 2rnwtn in th.i.1 area to· 
l.O p~c:it. and the Pmident't !\PftJ'la•ll o:Uy penniia J.S p~t growth. 

h 11 usen\ial that McdicarD's ;gat crowth - and health cost az'Owth, in aener&l ··be cut 
back. In fact, the current Qrnv.1h n.re is unsustainable. Efficlenosn oan and m~11 be 
found,' and waya to provide q\IAlity h;&lth c:n fer less must be tdenuiled and put into 
~acticc. Bui, lf M.dica:e 1110 conwn.ie to prcvido an acc!ptl.ble level of quality care. it 
c1Mo1 be eonttr&ined aisni5cmtly mere ijgntly th~ prtvate·~tctf!IP health oare. Ir tho 
:1isguitY between the !Wt\ t& '"o !use, t'!\tn we rlak iiwm1 Mtd!GArC into a 1ecu:sd c:Ius 
hta!Ui proi:razn. Mtdioare 11 Ntu:o ;rowib lD }1,&11.h•1paclfii:; COStS ShOUld be IUl&ll 
compar1blc: ta prtVllle se~or S!'Owth, Hpecially u 'lCchnology im-groves. tha populatinn 
asts, and people live longer. 

Older Asuariuain1 and ihclr ~mtlln look to the Med~.we proaram to ~r'G\'ide r=liable, 
affordable health inainncc and financial s=~urltY lgiin1t tha ce1t o!h1al\ft care. Owp 
reductions in Medicare spending ever 7 roan will pl101 ucmendou1 ~1JW·1 cm r.hc. 
pre gram and On The eeft1ficiari 11 wnt 8;pci:i.d Cot.Li i L It CO'W 1z:!. t?\D DVerall het.1Ul Cart , 
1y1t~1 cunLinue io srow ... u they intviubly 'Nill - bus 'the ra11 of sirawth m Medicare i~ 
hcla dgwn, wtio will pay the di!fUlftCe? WiU Concms bc1in cutting b1netlu &om 
Medicare to keep coat• lnw? Will heaJth c&N plw and provider• "cut GOEJ3=1" to n:uuc1 
col\I' WilJ btn1ncJarle1 pay more out•of.pocklt (t•th blll:.nce ~ilUna,)1 Wlll indMduall 
in 1hc p.d ~·lil'.I H~tot p1y more ~lill to cost·Shiftin1 by providtr1? Will q\l&lity st.d!'&r? 

AARP is e~nc1m1cl aeO\I\ the AnlWCTS to t.lmic l('JCSt1ons. lf you would likt to disouu 
I.ha funher, ~lease do not hesiu.tc to caJl me, or have 'your mt! call Many Corey ( 434 • 
.3 750) or Tri eta Smith (434-l 1?0) of our Fcdetal "trairs Oepm=1ni. 

~ .i 

··:·· 

Horace S. 011t1 l ... , 
.: 

. ' . 
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Noll: ~ ,.,.,..911donot.odIO111 frllll "°Mtl '*4. 7b 9flf ta the tofrfl ~ ratN, edd 
•f• Md m~ hr """1nplf1 WJ'M ....,_. • (t.010~(1.011}11(1.00l)z(f.041)'•(f.t»a)-8.lf6, 

llOllle ._. t.BC DN~ Dl!Cai.1ft!Ulla.-' 1'L'a!IDl'i•• ..._, tara& WldGll 
--- • ...u.e.o,..;.-... 
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May 12, 1995 

Is ARMEY ACCUSING 
FELLOW REPUBLICANS OF LYING? 

Dear Colleague: 

"In a blistering attai:k delivered to an American Enterprise Institute forum on 
the politics of Medicare," the N12tional journal reported this week~ "[Majority 
Leader Ol~k] Armey insisted 'anyone clairning we are cutting Medicare is 
simply lying/ since the program will continue to grow, only at a slower rate.'' 

Is Mr. Armey saying that Republicans on the Ways and Means Committee 
lied last year during consideration of health care reform.? It seems a 
reasonable conclusion to reach. 

After sU. Republicans in 1994 called q praposed $268 billion reduction in 
Mcdj,qre SJlrndjnz a "cut." Whll less thqn 4 llC4r lata R S283 billion "cut" in 
Medica1"c shquld not he rnnsidered one wpuld be a mysfeTJI. 

[See the reverse side for Repu'blic:ws' 1994 portrayal of 
reductions in Medicare expenditures.] 

Remember. the leyel of ruts (or reductions in growth, or whateyer one 
prefers to call it) p'oposed last year is one half the leye1 passed by Budjet 
Committee Republicans this year. 

Yau decide what's a cut, 

If foderal polic:y is changed so that services now fully covered by Medicare are 
only partially covered, and charges currently paid by Medicare are pushed on 
to beneficiaries, wouldn't you call this a c:ut? (See page 10 of the "House 
Republican Budget Committee Recommendations'' for three such examples.) 

A:nd if the tund.s not spent on Medicare bentij::ia:ries create roum in tlLii: 
t"udget to cut taxes for wealthy Americans, is~ it .accurate to describe the 
Medicare cuts as financing tax cuts for well-to-do Americans? 

I've never had difficulty accepting that reductions in projected expenditures 
can be considered cuts. And this yeaT, because of the drastic nature of the 

. - -' •L- "--•• \..1;_.,. .... ...lae>~T'<> tn c;nnvp 
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Every Republican on the Ways and Means Committee last year, 
eleven of which are on the panel this year as well, were signatories to 
the following statement --

" ... the additional massive CUTS in reimbu1'sement to 
providers proposed in this bill will reduce the quality of care for 
the nation's elderly." 

The current Ways and Means Chairman made the following charge 
last year -

''I just don't believe that quality of ca'f'e and availability of care 
can survive these additional CUTS. And that is the price that is 
going to have to be paid to pay for these CUTS." 

Current Subcommittee Chairman Clay made the following 
indictment -

''The Medicare CUTS proposed by the President would 
devastate the Medicare program .. , The committee must not 
approve these destructive Medicare CUTS." 

A Republican Member of the Health Subcommittee this year and last 
year commented --

u1 would love to believe that we could achieve the level of 
CUTS you have in tJiis bill ... But history tells us thcit isn't 

"bl ,, i;ossi e. 

NOTE: The 1994 Ways and Means Comrnitte~ health reform bill would have 
.:..::b.;~ .. ·~d S l 6S b-!!!!.~~- i!". ~.'!~d!:::ar~ savi""-g~ ov@r seven yE>ars, ~ 11 r:if 
which would have been re-direc:ted to expand health care coverage, as 
compared to 1995 Republican proposals to reduce Medicare spending 
by $283 billion over seven years, none of which would be reinvested 
to cover uninsured Americans. 

69412;# 3 
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~ 
Pete Stark 
Member of Congress 

239 Cannon HoUJle Office Building, Washington, DC 20516 202-226-5065 
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YES, THEY WERE CUTS 
Experts Confirm Tltat The GOP Medicare Cuts Would Have Had A Devasting Impact 

Representatives of hospitals. doctors, and older Americans all concluded that Medicare and 
Medicaid cuts of the magnitude in the Republican budget threatened accessibility, quality 
and the level of health care provided: 

• American College of Physicians: "We think that cuts of this magnitude call into 
question our ability to provide ihe world class medical care enjoyed by many .... " 
[American College of Physicians. October 5. 1995] 

• American College of Physicians, the American Nurses Association and the 
National Association of Public Hospitals: "Weighing all the elements of this bill 
[House and Senate Republican Medicare proposals], the American College of 
Physicians, the American Nurses Association and the National Association of Public 
Hospitals, believe that the total package will be harmful to patients. physicians, 
hospitals. and the health care system as a whole .... This legislation will reverse the 
gains in the health status of the elderly that Medicare has achieved in its 30 year 
history .... The budget cuts in this package .... do not save or preserve Medicare, they 
simply shift costs from government to patients and providers." (American College of 

Physicians. 10/17/95] 

• Hospitals: "This legislation ... is not in the best interest of patients, communities, and 
the men and women who care for them .... the reductions in the conference report will 
jeopardize the ability of hospitals and health systems to deliver quality care, not just 
to those who rely on Medicare and Medicaid, but to all Americans." [America Hospital 
Association, Catholic Health Association, and Voluntary Hospitals of America, and State Hospital 
Associations from 47 states, November 17, 1995] 

• American Hospital Association: The Senate Republicans budget "would result not 
in a reduction in the rate of growth, but in a real cut. That means per beneficiary 
spending for hospital care grows less than the rate of inflation .... [these] reductions 
will seriously jeopardize the ability of the hospital community to continue to provide 
high quality care, not only to seniors. but to all our citizens. II [American Hospital Association. 

letter to S<:nator Dole. I 0/16/95] 

AARP: "Four hundred billion dollars in cuts from these two major health care 
programs that serve older and low-income Americans do not meet the fairness test. 
Reductions in Medicare called for in the conference report are much more than is 
necessary to keep the program solvent into the next decade." (American Association of Retired 

Persons (AARP). November 16. 1995 I 

• National Council of Senior Citizens: "No matter how you spin the dial, you can't 
cut $270 billion out of Medicare and $180 billion out of Medicaid without giving 
America· s elderly, disabled and poor dramatically less health care or dramatically 
higher out-of-pocket costs. II [NCSC News Release. 9/15/951 



-
• American Society of Internal Medicine: "If health-care costs rose faster than the 

GOP budget allots, doctors, hospitals, and other providers would have to absorb the 
losses. That, in turn, could come back to bite the beneficiaries. If doctors. for 
example. see their Medicare payments cut deeply. they might stop seeing Medicare 
patients, explains Robert Doherty of the American Society of Internal Medicine, 
which represents physicians. 'The rate of reductions is too steep under the 
Republican plan,' he says." [WSJ, 12127195] 

• Corporate Health Care Coalition: "The basic intent of the GOP plans 'is to push 
everyone into managed care, drying up the old fee-for-service system,' said 
Lawrence Atkins, spokesman for a coalition of major corporate employers involved 
in health benefits issues [The Corporate Health Care Coalition]." [LA Times. 10123195] 

• American Association of Physicians and Surgeons: "Doctors won't be able to 
afford to treat Medicare patients because the rates will be so low, and fee-for-service 
medicine will just disappear." [LA Times, 10/23/95] 

• Los Angeles Times: "Even the affluent. who could afford to pay doctors more, 
might find their ability to choose their doctors under today's fee-for-service system 
would disappear as virtually all physicians shifted into HMOs and other managed­
care networks ... .If only the relatively young and healthy Medicare beneficiaries 
migrate to HMOs, that would leave the oldest and sickest in more expensive fee-for­
service medicine. Medicare would once again face financial catastrophe." [LA Times. 
I 0/23/95] 



·• 

MORE THAN DOLLARS ARE AT STAKE -- THEIR DAMAGING STRUCTURAL 
CHANGES WOULD FORCE MEDICARE TO "WITHER ON THE VINE." 
Republicans continue to insist not just on excessive cuts, but on damaging structural 
changes that would segment the Medicare population. leaving the traditional program with 
fewer dollars and sicker beneficiaries. 

• MEDICAL SAVINGS ACCOUNTS (MSAs). Republicans insist on the immediate 
adoption of untested changes to the Medicare program. such as MSAs. that appeal to 
the healthiest and wealthiest beneficiaries, leaving the sickest and most costly 
beneficiaries in a weakened fee~for-service program. CBO projects that MSAs will 
increase Medicare costs by more than $4 billion over seven years. 

New York Times: "A hallmark of the [Republican] Medicare legislation is the 
encouragement of private health plans .... But many experts fear a balkanization of 
healthy and sick .... If some experts worry that managed care plans would skim 
healthy recipients from the conventional Medicare program. many of the large plans 
are concerned that the healthy would be skimmed fi"om them by medical savings 
accounts." 111118195] 

• OVER-CHARGING IN PRIVATE PLANS. Republican proposals permit 
physicians to charge beneficiaries extra -- through "balance billing" -- in private 
Medicare plans, increasing out-of-pocket costs for beneficiaries and slowly draining 
the fee-for-service system of both doctors and dollars. 

• HARD SPENDING CAP. Republicans impose a hard cap on Medicare spending. 
For the first time in history, the Medicare program would no longer adjust for 
changes in demographics. general inflation, and costs due to new technology. 

Wall Street Journal: "Republicans also would apply a cap to these services. If 
health-care costs rose faster than the GOP budget allots. doctors. hospitals and other 
providers would have to absorb the losses. That. in turn. could come back to bite 
the beneficiaries." (12/27/95] 

PRESIDENT CLINTON'S BALANCED BUDGET SHOWS THAT THE 
REPUBLICAN DEEP CUTS, PREMIUM HIKES, AND DAMAGING STRUCTURAL 
CHANGES ARE NOT NECESSARY TO BALANCE THE BUDGET AND 
GUARANTEE THE LIFE OF THE MEDICARE TRUST FUND FOR 10 YEARS. 
The President's budget would guarantee the life of the Trust Fund for a decade from now. 
IHCFA Chief Actuary 6/4/96]. It builds on his I 993 deficit reduction package. which extended the 
life of the Trust Fund by 3 years -- without a single Republican vote. 
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DEPARTMENT OF HEALTH I. HUMAN SElvtCD 

June 4, 1996 

Chief Actuary, HCFA 

~ Bstimatcd Year ~f&huation for HI Trwt Fund under Administflt:ion's 
Bllancied Budpt Propo1al 

To AdministratOr, HCFA 

62878:# 2 

Memorandum 

This memorandum reaponds to your request for the estimated year of exhaustion for the 
Hospital Insurance trust f\&nd under the Medicare proYisions in the Admlnistration·s balanced 
budget propoal. Based on the intermediate set of uswnpdoas tn the 1996 Truaioe1 &q,011, 
we utimate thl! the useu of the HI rrua fund would be depleted in mid-alendar yw 2006 
under the Administration's pmpouJ. 

In the absence of cotTective legislation. mm ftlnd depletion wguld oa;ur early in calendar year 
2001 undY the intermediate assurnpdons. Thus. the Administr11ion's propoHI would 
postpone the year of exhaustion by rouahJy S ~ YAB··· 

The financial operations of the Hl mm fund will depend heavily on future economic and 
demosrzphic trends. For thil rason. the cstim&ted year of depiction under tl\c 
Adminimatlon's ba1an'1Cd budget prop0sal ii very 1C1Uitive to the underlying assumptions. In 
panlcular. under advmc conditions su'h u those usumcd by the Trustees in .their "'hish cost" 
assumptions., asset depletion GOUid OQCOUr significantly earlier than the intermediate estimate. 
Conversely. favorable trends WOl.lld delay the ycu of exhaustion. The intonntdiate 
assumptions reprucnt a reasonable bui1 for plartnifti, 

The cmmatcd year of exhaustion is only one of a number of measures and tesr1 used to 
evaluate the financial status of the HI tNst fiind .. [fyou would like additional infonn1tion on 
the estimated impa" of the Administration's Medicare proposals, we would be happy to 
provide it. 

n.1-1--.J~.~ 
Richard S. Foster, F.S.A. 
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Health Clre 
DEPAITMENTOf il£ALTH l HUMAN SERVICES F'inaftOllg Admlrilltration 

Memorandum 
1uno4. 1996 

Chief Aetuaty, HCFA 

SublM Estimated Y cor of Exhauation far HI T~ fund under Sanati: Budget Rclolution 

To Administrator, HCFA 

Thi& memorandum responds to your requon for the estimated year of exhauction for the 
Hospital Iu.in.nce trust filnd under the McdiQTC avinp IUJet• apecified in the Senate 
Budget ltesolution. Ir is our undemanding thar the: resolution wowd require Medicare 
expenditure reductions of the following amount• (in billions, by fiscal year): 

HI 
SMI 

Total 

Jttz 
SS 
S2 
$7 

.llll .lll2 
SIO Sl6 
$2 $6 

Sl2 $22 

m 
$23 

$9 
$32 

~ 
$30 
$12 
$42 

~ I'2ta1 
$39 $123 
$14 S4S 
SSJ Sl63 

Based on the intermediate set of'usumptions in the 1996 Trustees Rcpon. we CS\imatc that the 
lllGt5 oftht HI tNJt fiind would b• depleted in the first half of calendar year 2004 if the 
specified aviq.9 targcu were implemented. Undar present law. tlU1t fund depletion would 
~ early in calendar year 200 I (based on the same assumptiom). Thus, the savings 
proposc:id under the Senate Budget Resolution would postpone lhc yc:u of exhaustion by 
rouahJy 3 to 3 ~ years. 

Thia eetimaie of the year of depletion uncler the Senate Budget Ruolution is subject to several 
important limitations. First. it ts our understanding that the spccificd savings amounts 
repte1111t tatsets. as opposed to the ~rimatc:d financial cffccta of a 1pecitic pac:kase of 
legislative provisions. Our estimates of thii: cft'cc;t1 of such a packase.. once it ic devetopt.d. 
could differ from the savinp amounts shown above. 

Second. we believe the savings targets arc consistent with the assumptions and estimates 
developed by the Congressional Budget Office. We have made a rough adjustmenr to these 
amounts to place them on a basis consistent with the intonnediate assumptions from the 1996 
Tn11rtees Repon. Actual savin~s amounts.. estimated direcrly on the basis of the intermediate 
assumptions, could di!rer 5om~wh&t. 

Third. the savingJ targets were available only through fiscal year 2002. We utrapolated this 
seri~ by assuming that the cavings in later yeart·would represent the same percentage 
reduction &am present-law expenditures as in 2002t In practice, s11bsequcnt savings could be 
either larger or smaller than tne extrnpolated amounts. .., · -·' 
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Fltlllly, the finanCia1 opemtons of the In trUSt fund will dcpgid ho&vily on filiure economic 
and demographic tRDds. 'The estimaled year of depletion under the Senate Budget &.soUition 
is vay scaaidvc to the underlying usumpiioaa and could "It)' significantly If aGtual future 
"'10nomic and demographic trends differ from these auumptions. 

For th8'8 reasons. the estimated year of depletion praented in LhiJ mcmon.ndum rq>rcscnt.s 
only a crude estimate of the etreers ofSena%1 Budget RaoJutioa's Medicire savings on the HI 
t1UI! ftmd. Ju additional information becomes awiJabJo oo &be specific pro\'iaioru underlying 
thue budget tarpta. wa will be able to prepn more rc:tinod eatimue.. Plc&ac let us know ir 
wa can pro~de additional information in the meantime. 

n,<-f~-~ 
IUi;hard S. Foster, F.S.A. 

iJ 

~ 
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130 DAVID MAR.I\ NISS AND MICHAEL Wl.l'OSKCPP 
, 

most sensitive ~p=ct of lh.: operatio:1, the pollster said, would be 
to .. gel £niors on board'" and make them feel tl1at !hey had a sav 
in the new-fangled Medica-e sy~tem w~1ile ien1ly mo\'ing them t~­
~ard managed care and health ma..intenana orglllizalil)ns-a di· 
rec:tic•n l1al gave Republicans ltle lo:-ig-term·snints they n::eded 
to talance the bucg::l ··our job," D.Vall said, "ii D ~el them to 
choose the oi;rion we \lllaot them 10 cttoose." 

Se·1eral words were imp)rtml w :hal strategy. "De· :iot sav 
chorigi'lg MediClle," DiV!lll saresse:I. Her reseaich shewed tha"t 
seniors were nervous aboJt change :md likely tu res.isl il At a focus 
group :n Cincinnati en Marvh 6, wtien seniors were aslced what 
wmds they preferred., one man offered "preserve." It ~u.dacomfort­
i ng ring ro iL DiVall promotod the suggestion of another respond· 
ent '.hal bey call their legislatior. "the Medicare Preserv:aticn Act." 
There were otherwordsthal should be edited ort oft'le Republican 
dictic-nary in diKw;sieons of Medicare, DiVall said. She advised the 
group lo be "leery" of the wc•rds ••cut." "::ap," an:l .. freezc"-thev 
would bring nothing b11t trcuble and bel;> Democrats define th~ 
process in negative tenn~. 

To underscore "the ma1;;nitude or the task" ahead, DiV!lll 
show~ Gingrich and h~ leam the sardonic uswer from a focus 
group tha1 had been asked lo predict the newspaper bead1ine ·:>n 
the da)" Rei:ul>lican congressional !e.idecs announced lhey wodd 
wolk 0() Medic.:ue reform. :1 read: CONGl'.FSS ENR>::lCFS TERM 

LIM7H. 

DiV~I'.; _:>reseo'.ation in'.ormcd mo:>t llf the people in the ~-TI, 
but ii did [t1le to calm their 11erves. Le~dersttip aide B!lrry Jacls.:>a 
f"elt as if lhc entire Republican team was ·•_jumping inlo the un· 
lolown and hoping the rircords worked." Al one poinl lhe bell 
l"ang sig:1aling a vote o:>n the Heouse noor an:I all tile mem!>en 
left ex.cq>t Gingrich, who r-...rely ve>t~~- He s;:emed fascinated bv 
Di\'all's fir.ding~. Abne witti ire pollster and aides, ae becam~ 
"'tottlly eng11;e:I in pickir:g up tl:.e nuaoces." 8} th.c time lbe 1>tners 
l"eturned, t.e seemed convinced th.~t lhey t:<luk find the right wc·rds. 
The rnfvble speaker was p:-epuing him~e;f fOf' his w:rsion of w;ir. 

* * • 

WAR OF WC·RDS 131 

-~~~~~llMIM·t._tw~o~~e~ars~ .• - Pl.lb :c cpmion experts bad l 
that it 1oe>t two years I.:> ucale and pre?Mt= the public for 

change of that sort. The Dcmoaa~_·noted lhe RepLblicaos tc 
go lfter Medicare "like the Pope ha'l~ sin.'' be said. 'They bad 
been fru!tJa'.ed when the Rci;ublicans declared Social Security off· 
limits during lhe 1994 e!oction cunpaigns and were looki.Jlg far i. · 
chance to puh their most potent political issue-the argu~ot that 
Repwlicam care more a·:>0ut numbers ban people. 

Don't t•Jucb MeC.icare for two years, Balf)o>ur urged the con­
gre~sic-nal kaders. 'They could make up fer lcsl lime then, and still 
reach the seven-year bala11ced budget g:>al by attaining tt.e Smle 

amoUd of f-avings in fiv~ YC<lr.i instead of seven. II was not inci­
denttl to Barbc-ur's thinkir.g that i :wc-!ear dday would cllJT)· lhc 
Republican:; beyonC: the 19% el~ticni.. '"ft-.ey all 11nderstood thn l 
was riEhf pcilitically. God <la"TID, thi.I .i.in 't rcc~<et ~iem:e," Babcur 
recalled. Bvtthey rejected his ad'lice. '"To a mar,, they said, if y:>u 
wail lWC- )"CiUS, the degree of c:bange required is w much mo:-e dif­
ficult c.nrJ drastic than if we start now that it'll end ui:,).leing much 

worse." 

sta 10 tbe Medicare ·:huse. :.as l:: • w~ ar:rlo:-mauon 1s our 
a"fiy. 5 his oommuhiJaiSR! f\bliq, as described by one ofhisaid!~, 
was '"t:> continJaUy tlood the faxes, Ho·:>d lh:: technology, with as 
much :nformation as you can of wh&t you are doini; and \\ohy. Fat 
to lhe world!" Once you fir.d a t1eme, Barl>:-.ur sai::I, "tbe bigg~t 

'· 

lj 
I: 
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· thing is to get everybody sayiag the .5.ame thing. The only way you 
can get market r;enetrarion is through repetilioo, repetition, rep::fi­

.' ti~n." Over at tbe RNC headq~Js one block from the Capitol, 
his~ used a more evocative Bartx>urism: ·•Repeat it until '/(lU 

vomit." · 
B•.11 there was a p:-oblem with !he Medicare· .. accoUJlC <luting 

<hose ::arly days ofF~hruary and Much. The put.lie, according m 
Republican pollsters, did ilot think lllere was anything broken in the 
Medicare sys~m that needed fixing. h appeared lhal the Republi­
cans were merely u.pping into it far their own purposes, to balance 
the budget and relea."e a similar amount of money for tax cuts for 
~he wealthy. Rank-anC:-fiJe House members were constandy ask.­
mg whyJhey ha~ to deal with an i~sue thal tJ!ey could not ea.i;ily . 
ex?lain. Gingrich's CommStrat team of pr~s flacks in the Capitol·· 
wa stnggling with the same pr<lblern. The speaker kept teling 

· them to "walk people thro•Jgh the moral impcrati. YC," bul they were 
uncer.ain what chat meant. 

Barbour likened bis J>Uly's sib.Jation to "lhe country dog tbru 
comes to the cit)·: lf you stand still, they i;crew you, ar1d if you 
run, they bite you or: the u.s-lhal's why you've got to IJc "'Oing 
forward. n But he was nenous IOOUI going forward witlmut a ';..ere 
oompelling th~me that oould separate Medicare from ~ numbers 
game. LbdaDiVall'i focus groups hadslartcdthem dtinldng abour 
what words they shodd use in t.a.Jli:tg about Medicuc, but theY 

still had .~o larEer rhetorical plan. "We were ropins a.round for~ 
Slra\egV. Barbour rcca.14d 

Then, an Mc firs: week or April, the Medicare board of trustees 
i '!>sued its ann'Jal report. Word thtt tl".i$ document was abouc ti.l be 
release:! had been .;;prcad'.ng arcu11d Capi(o: Hill for a few weeks. 
It wa<> mentioned 11 a CcrnmS1rat ~ti.ng, b~ no one thought ii 
was a big deal. The report came out every year M!d said essental ly 
the same:. dting, th.at Medicare faced long-term financial boubl~. 
No one seemed :o pay any ilttenlion to i:. Barbour bad "'no icea 
there Wai a goddillil.n Medi:::arc report" until he ~ved a tip from 
a friendly lobbyist that i: would I>= p~blished earlier rhan usual. 
Thal made him suspicious. "We w~ 001 smeHing a rat,~' he said. 

WAR 1)f y,; ORDS 113 

'"We ~ought they wen: going to by to make it look, like it was in 
better ooodition than it wlli." · 

ecme as si a i- . 

n:::, 0 1CI in the CJ":n: :::Zt:gipu =()Uf took one loo'< 
at ll and dec1#4 .. Thi·-- __ ._!fl hea~" · 

The Rcpu-Diicans bad stumbled onto another word th a>11ld 
111 e nc \1e care: 'ha -

rug C)". ur Carried the ne\ll/S to GiTigricb, who considered 
the report provider;tial. Now Cley oould separ.ite Medka.re from 
the ~ala11ced budget They could say th3t it needed to be. fixed 
anyway. Gingrich had foun<i b.is moral framework.. TI1e Repub­
licans would repeat it over and over for 1he .('(:St of tbe spring 
and aU. througll th::: summer: The} :N::ie saving. Medicare from 

bankruptcy. 
Democrats, however. ;aw a hollow prorni~e iD the Rc1=ubli­

cao st:ra~egy. The GOP '.lotion of saving Medicare., oougilt 
White House aide George Slepbano;><>ulos. "sO'JDded like the 
old Vietnam argument lhat lhe} had lO des1rey the village to 

save it." 

EVERY morning al eigllt. the press secnt:uies .;:,f ComrnStrat would 
padcipate in a conferer.c:e call Lo discusi.. L'1eir message for the di.y. 
T:lcy would gc over wllat the pa.-ty office wo11lil s~y in its :-axes, 
what lhc press secretaries would emphasize in their chats with 
reporte.r.>, what House members on a special Theme Tca."ll were 
p'.anning for the or.e-minate 'i:eeches an:l longenpecial orders that 
b!gin mdend lh::: day on 1hefloor, and what the House Rcpu':>lican 
Conference was doing to provide cover for m~mbers bad. in their 

home districts. 
fl was an part of what Gir.gri:::b cdled the '"tlnified approach" 

lo communications. wbic'.1 gave him tigh•.er -:orttol of tile mes­
sage. During :1is Jong yeais a~ a backlJ~ochci: wl'.en the Dcmo­
·a-a1s controlled Capitcl Hill, CingJich had teccme cbsess.eil wilh 
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John Kasich's 
Dream Machine 

TRL\Jl.IDINGoeSS!""Nol Jotm.lliclud Kasichgrew C¥el G1GrC in-
11memd. itfinallyaiepad ildDllia~. Heb:gandam­
ill.g abaml tbe ~ bulfact.. Oil ~ dreams WI:& iiauriably 
u&IY- WIED he fell IBbp. bis iadcst mind eoca"*Qld die same 
mx:tvmal fmics-fdlow memf:cts d. Congress wbD appemicl be-. 
fom him Rd-facat and screaming: .. llow could you do Ibis lo as! 
'Wt: diilll"c know..._ dlisr' 

As chairman ollk llaue Budget Committee. wllidl wdertook: 
lhc hMlrwic bat pK111ioua task or aacmptiJJg to dub popams to 
h=!nncc die Ceder.II boaD by die ye. 2002. Kasich's CXJDfroua. 
liosm., ral Sld imagimal, WCl'e gcttiog Jlasiiu !by by day iJl May 
l995. lie -had ladled a cri1i.cal momi:et.t in his cougra~ ca­
reu. a lime wbaa his. ohsession., his theams. and the fall: of his 
~became inalricaWy li.ob:d. The high-profik B111111e YGUS Oil 

lbl: C4Ma at wilb Amaica ~ ovcc by lhcn. Evr:.y ))Oimtin dllt 
CGi1Sti:i watiw: qm4a e:u:icpt Ea'Dl limill hMI paucd lbc HGUlll:,, bul 
mmy d them~ sbilJia& in tbe Saute amt the earl} nmen­
tum was .r....;,.nog. II was obviws TD Spr;der Gi.Udl lhal to 
bring aboul ligri1icaal legislali\le cJ.mgc, he ...id bavc ao relr 

JORN kASICB"S DREAM MACHINE 37 

heavily on die t.lancat budget btll. U.. ebo mcml relying IJlOC'C 

an ldm KasiclL The fa of the n:vchtion MMld clepemd on how 
the~ rnaj]!OMJ's son :md Gingricll ~e handled the 
piaillle&. di& dcerec ID which IK liw:d up la Iris reputariom ~ 
• ~ bma-willinc IO ~e Oil tmf-c.on&cioa a>lle~:aws nd 
spec8I iebals tnditim:dy aligned 'Willi die ltq:U>licus. 

ltasich was anything but lbe peer. eyeshadc-. more or• hu­
man bottle rocl:ir.I dum a plllieoa iilild>t:ts Del'd. lut he tad a pecu­
liar' .alhcciom ID lbe &JQ11C art d the budget. He laad been dnfti.Qg 
badgcls aimal al eli.mmat.iq the Waal ikficit siQce 19119. tbo·.igb 
lboae earlier db1s ml been tinabcd aside by die WWle Hone 
or caagteniol'W leadrnbip or bed. This tine be W the streF..glh 
al lbc U... Rqmblicm Rcvdlilim bdiimdbim..OiDpich bad nal 

. .Jy ........... Kmicla"s dl'ort bid~ ii ac:mcial kictstart. AJ • 
·11CWW lnirJila • Valmlinc;"1 Day. iluing a period wbcii lbcCOl}­
laCI llilh Amaica'a pm•:is&JJI calling far amnsUtul:ional ammd­
mml ID hllbnas the b.i,et .scr:.a ~ in lhe Semll:. lhe 
lf>Clla' isalei_muneqa,·ocal dci:bnbm: The Douse W011lcl move 
fm wud 111> 111111.rz" wlua limppamd. i- 1 bill .... balaam:t tk: 
..... iu ICw:n yam, and pllll ii lb.-oagll Comgraa. 

The dcl:brmioa. of cwa Jam !Die J<asicll md rm bud~ 
ailics nervou. It was one lbing ID plll llut llDIDbu ill die COlllli­
QIDoual auu:adDJcnt, a documco1 widloul n:.al IQllDbc:n in it. bal 
anolber ao hoe Ill dCilll wiUi ir ill n:a1i1!. At dgm poia1 Kasidt 
and - 1141 waE 1ll'OdD.og QI a fi.e-~ budget-die nm ..... 
ti.me lpllD fur fcxbal l-1gd proia:tioas- t!uJ wuold rJCl diam m 
what waa caDcd a •glidr: pdh .. ID blJaacc in s..-.m )'Ca"L Bui mcy 
WelC DOC )'Ct OAlifGJ table with lbc lllbsbmtiaJ alDOllld of PJOgJa:b 

Cllb Ibey wmJd ha~ t0 maim in die sixth and snmlb years 10 .. 

R:aCb 2Cl"O. Ai a ll:adcalrip Tmding O\U" di..ucr in Gingrich• s of­
fice m Fcbnmy lS. Kasa_. his aides e1pn:uat caoccrn lh.at 
a snm-year halQlCCMf budget WGUld Rlqllire Mcdcuc cues "'U.D­
lila: my I.his Iowa llU c.wr ..:a befoo:." JWida wm hOfini ID 
have more flaiblity. ""Who uid we ban: 10 :lo seven years?'" tie 
asked. 

Gingrich fCmlinrA •rhrnamt 1'1lis wu a critical poin: for dJc 
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FAMILY STRUCTURE 

PF 2.3 CHILDREN LIVING IN FOSTER CARE _ . . _ .... \ . : ;,,',· :-: . "_ _.; · ,- ... 

Placement of a child in foster care occurs when a state protective services worker (under 

suµervision or the state judicial system) determines that a child's family cannot provide a 

minimally safe environment for the child_ Most commonly. placement occurs either because a 
member of the househol!l has physically or sexually ahused the child or because the child's 

caretaker(s) has severely neglected the child. In some cases. children with severe emotional 

disturbances may also be put into foster care. Since both federal and state law strongly 

discourage removal of children from their families. placement in foster care is an extreme step 

that protective services workers take only when a child is in immediate danger or when attempts 

to help the family function better have failed. Thus. the frequency of placements in foster care 1s 

an indicator of serious family dysfunction and serious damage to the welfare of chilt1ren. 

As shown in Figure PF' 2.3 .. the rate of children living in foster care per thousand children under 

age 18 has risen dramatically from 4.2 per thousand in 1982 to 7.5 per thousand in 1992-an 

increase of nearly 80 percent. Nearly all of this increase was concentrated in the five years 

tie tween I H8fi and 1991. The number of children in foster care has risen steadily from 262.000 

in 1 !l82 to 442.000 in 1992. 

Figure PF 2.3 CHILDREN' LIVING INFO.STER CARE~,1982 :.-,1992-(Rate'.pef,tJ'ol,IS~m~}".'.:,:?~::(i, 

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

\,.I«· l·:,1irn,1h' nl 1111:!1 l'i lilt' illl1Jd1,-r 1>1,.liilrl1·1·11111 ""'''!" 1·,11" 1'11 1111' !,i'I 1!:11. 111 Iii" Ii'·· ;ii 11·.11 

i-:,1i111,111· ,,r l\;H·1·1!<1l111it iii ,111d :\~1· p1·1·11·11l.1!.:1'' l•;i·;1·1l 1111 "ililrl1·1·11 1·11:1·1·:11~ 1111· .•\'!1·111. 

C)11111·1·,·· \1111·1 i1 ;i11 l'1ilii11· \\1·lt;m· \,,::111.11i11r1. 1./1;1/".11 /1'/"J.'/i1' 11/' !11/,11,·11 111 <11/»i:ii.'/1· ,:J·i 

\ili1/1/i11· 1.",1n·· \ ,,·1:111<1/(,1/ :·.;:1111/liil/".\ ii/ I/It' I 1."i> \.1i11 11u/ 1./ui11 \'.,.il.11 ;.:1/,1 1:.1··· i'11l•!1• 

\\ 1 ·\f;1J't' \ '-,~! q·i, if i1 l!!. I 11 It ll )!': ] '.I'.!:-:. 
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POPULATION, FAMILY AND NEIGHBORHOOD 

Table PF 2.3 NUMBER OF CHILDREN LIVING IN FOSTER CARE: 1982 -1992 . :, · ' ' .. · · - . '· · · ·. 

Total 
Number 
Rate per thousand 

1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

262,000 269,000 276,000 276,000 280,000 300,000 340,000 383,000 407,000 429,000 442,000 

4.2 4.3 4.4 4.4 4.5 4.8 5.4 6.0 6.4 7.3 7.5 

\1>1111'1~: '1';11.11;1. T.isl1i11 L°/1.11.11/1'/'fS//1..; 11/ U1ildn·n Ill ,')11/1-.;/l/l//I' ,/l)r/ \rlu11li11· I ,//'r' \ S!d/JS//r',J/ S111111n:111 u(/111· I Ix:.; \,11/11;1.1/ 

i.'111/1/ 11 r ·Km· /Id/cl l.i.1.'1' \\ <1."'lli11gl< 111. I JI: I 11_ I 11\wr I 1!1)3. I. S ll1l!Tdll "I I:, ·11,ll' ~;!;it j~:t 11 ;ii \I l'I r;11 I ril I lit' I 111 I r·il Si ;i I 1 "'- I '1 111 

111 ;1-.;l1i11gt1111. I li: 1 · .S. 1;1111·rn1111·111 I 11 i111 ing 1111 iu·. I ~1 1 1~) 



Medicare Premiums: GOP vs. President's Proposal 

1995 GOP Budget 
(CBO, 12/13/95, December CBO baseline) 
President's 7-Year Balanced Budget 12/7/95 
(CBO, 12/13/95, December CBO baseline) 

Monthly Difference from President: 

Yearly Difference from President: 

Yearly Difference per couple: 

Vetoed GOP Budget on March 1995 baseline 
(CBO 11/16/95, CBO didn't score President on March baseline) 

Monthly Difference from President: 
Yearly Difference from President: 
Yearly Difference per couple: 

19-99 2illll 2Q.Q2 7 year total 

$51.40 $54.90 $58.60 $62.80 $70.70 $77.20 $84.60 $5,522.40 

$42.50 $45.50 $49.50 $53.40 $59.50 $64.60 $70.40 $4,624.80 

$8.90 $9.40 $9.10 $9.40 $11.20 $12.60 $14.20 

$106.80 $112.80 $109.20 $112.80 $134.40 $151.20 $170.40 $897.60 

$213.60 $225.60 $218.40 $225.60 $268.80 $302AO $340.80 $1,795.20 

$53.70 $57.00 $59.30 $64.10 $73.10 $80.10 $88.90 $5,714.40 

$11.20 $11.50 $9.80 $10.70 $13.60 $15.50 $18.50 
$134.40 $138.00 $117.60 $128.40 $163.20, $186.00 $222.00 $1,089.60 
$268.80 $276.00 $235.20 $256.80 $326.40 $372.00· $444.00 $2, 179.20 



/( vo-rbfDw-r £UD6S1(( U1:Q 

'ubtltll H-Rurat ARH: 
Medlcare-Oependenl Payment Extension 0.0 
Crttlcal Acc.ess Hospffals 0.0 
Estabflsh REACH Program 0.0 
~lassmcallon of Rural Referral Centers 0.0 
'=xpand Access to Nurse Aide Training 31 0.0 
Jubtotlf, Subtffie H 0.1 

tw>ge In Net Mrindatory Medicare 
'lutlays before FaUufe -&.a 

\dctfUonal Outlay Reduetion1 Required 
by Failsafe. Net of Premiums 0.0 

ital, Medlcal'll -I.I 

--- ---·--------. 

r::MORANDUM: Monthly Part B Pnmlum fBy calendar year) 

;tlmated premhJm under proposal 
:tlmated premium under current law 

>OTNOTES: 

Estimate Includes medical savings accounts provlsk>n. 
These Items are included In Subtitle H (Rural Areas) 

$53.70 
$42.50 

0.0 
0.0 
0.0 
0.0 
0.0 
0.1 

-14.3 

0.0 

-t4.3 

$57.00 
$48.20 

CBO estlmales lhat this provision would cost tess than S50 mllllon over seven years. 

>TES: 

!ails mey not !Kim to totals because of rounding. 
a estlmeles assume an enactment date or November 15. 1995. 
a estimates do not Incorporate changes In dlscreUonary spending for admlnl5'mlon. 

30F3 

0.0 
0.0 
0.0 
0.0 
0.0 
0.1·; 

-21.1 

~2 

·27.2 

$59.30 
$53.20 

I 1(1~/'iS /~u1.- /Jr.U--11-J 

0.0 0.0 0.0 0.0 0.2 
0.0 0.0 0.0 0.1 0.3 
0.0 0.0 0.0 0.0 0.2 
0.0 0.0 0.0 0.0 0.1 
0.0 0.0 0.0 0.0 0.0 
0.1 0.1 0.1 0.1 0.7 

-31.2 -42.0 -12.I -IS.3 -233.S 

-10.I -7.1 -7.0 -I.I -31.t 

-42.0 ...... 0 .at.I -70.t -270.0 

--- --------

1&4.10 $73.10 $80.10 $88.90 
$55.00 $58.t!O $58.80 $60.50 
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) ) 
·tfe VII I, Medicare, as reesltmated under December 1995 baseline 
· ascer ,.sr, 1n blllton.t o1 do1l9ll , 9t_e 1m ttea 

L-~ ..__ '-' L.A-- ~ ':..>\.- - . ) L.. . . . 

"" 11100 2GG1 . ~ fii 
1bllfte H-Rural Araa1: 
ledfcare..Dooendelll PAyment ExCenslon 
:1 cal Ac~ss Hospitals 
:stabUsh REACH Program 
:1assiOC9tkMI d Rn Referrat Cent«! 
:1epend Access lo ffUB8 Akle lrafr*lv 31 
'llbtotal,, Subllt .. H 

'MM1p "' H .. MHckrocy ~ca,. 
luUays belCMO FaOHfe 

\ddlllonal Outlay Red\ldlona R•q•lml 
by F•!f:s.ale. Net of Pnmlums 

otal., "'""c.-. 
EMORANDUM: Monthly P9't a Praml um (Uy cltfendM Y"') 

311.mated precnbn mdar 11roposd 
~ated pl'80b'nll\der anenl law 

OOTNOTES: 

, Estlmale b:luttos Nedfcal savtoas aocGunts povtslon. 
' nese rterns a,. Included h SlJbtl1t. H ~ral Areaa) 

0.0 0.0 
0.0 IJ.O 
0.0 D.D 
0.0 IJ.D 
0.0 o.o 
0.1 D.t 

-6.4 -118 

0.0 0.0 

..g_4 -h.8 

$51.40 ss~.to 
$42.50 545.80 

r coo as Um ales U.lt this ptO'Ufslon wciukf oost lim lltan S60 mlNon owr se~n yaara. 

O.D 0.0 
0.0 0.0 
0.0 0.0 
0.0 1).0 
0.0 0.0 
1.1 0.1 

-H.t .n.• 

~-1 ...... 
-U.I -34.2 

'58.80 S82.IO 
ISD.70 $52.20 

r CBO ~mes ft at ltle fnam on nHISOflab'9 tGS1s or dl1H1J8S ~ Q>Py to al ambulance anvtces. 

IJtds msy nol !Um tai lotals because of rotn~ 
Ile esiliaa!es assume an enadmfft elate of Novembor 16, 1995. 
he uUm&<es do not fncorporata dwlnwes rn dscl"9tloMry spending for adrN1lsfndlon. 
Sll1t1 as retied minor revlsrons made srt~sequent to lhose .sllown '" lh111 EconGlnlc and BudllOI Ootlooll. 

ll 

f\J 
OJ 

-\JJ 
(]'\ 

0.IJ 0.0 0.0 0.2 
0.0 OJ> 0.0 0.3 ~ 

OJ 

o.o 0.0 0.C) 0.2 
.. 

L•J 

0.0 0.0 0.0 O.t \JJ 
ll 

0.0 OJ) 0.0 0.0 
3 

0.1 
,_. 

o.t O.t 0.7 I 
n 
;u 
ll 

-31.1 ..ta.a .SJ.a -2U.1 

-2..1 .•. , 0.1) ·11.9 

-tt.I -''-0 -11.a -226.1 

---

110.lO 177.20 
153.70 155.30 



~eestimate of President's Medicare Proposal under Apru 1996 Baseline 
1,,. fiscal Yf!ar, in billions of dollars ____ _ _ 1996 __ 1997 _1998 ____ 1~~~- 2000 __ 2001 

>ptlonal Polley: Outpatient Hospital 
Formula-Driven Overpayment (FOO) 110 

otal (with optional policy) 

1EMORANDA: 

~onthly Part B Premium (By calendar year) 
:stimated premium under proposal 
:stimated premium under current law 

:oOTNOTES: 

0.0 

$42.50 
$42.50 

·1.2 

$44.00 
$44.40 

/Interacted with PPS update (MB-1.5), and with resident freeze in section 11104a. 
1 Effect of resident freeze on Direct GME only, effect on IME Included in section 11103. 
I Removal of Special Payments Included In Subtitle B, Medicare Choice; 

-1.5 

~9.0 

$47.50 
$48.70 

-1.9 

-15.9 

$50.40 
$50.20 

-2.3 -2.8 

·22.4 . - - -28.9 __ 

$54.20 
$51.70 

$58.20 
$53.20 

17.,... tJ6 

2002 '97-02 

·3.4 -13.1 

-34.2 ~1lJJ 

$63.60 
$54.70 

I Physician policy includes growth rate of GDP+1 percentage point. 1997 single conversion factor of 35.84, and limtt on downward adjustments to MEI of 8.25% 
I This Is an optional policy whose effects are shown separately below. 
I This provision has an effective date of January 1, 1998. 
I After accounting for changes In policy, P~rt 8 outlays would be increased by $55.1 billion over 7 years; Part A outlays be reduced by $67.6 billion. 
I All secondary payer estimates consolidated under Section 11148. 
I Reduction In Part A premium revenue due to lower Part A outlays. 
0/ The net change here Includes the effect of the policy on Medicare Choice savings and Part B premium receipts. 

IOTES: 

1etails may not sum to totals because of rounding. 
he estimates do not Incorporate changes in disc;etionary spending for adminisl<ation. 



Medicare Premiums: GOP vs. President's Proposal 

1995 GOP Budget 
(CBO. 12/13/95, December CBO baseline) 

President's 7-Year Balanced Budget 12/7/95 
(CBO. 12/13/95, December CBO baseline) 

Monthly Difference from President: 

Yearly Difference from President: 

Yearly Difference per couple: 

Vetoed GOP Budget on March 1995 baseline 
(CBO 11/16/95, CBO didn't score President on March baseline) 

Monthly Difference from President: 
NiJ .. 

Yearly Difference from President: 
Yearly Difference per couple: 

j£!98 -199-9 2QQQ 2QQJ 2002 I_~L1Qt~I 

$51.40 $54.90 $58.60 $62.80 $70.70 $77.20 $84.60 $5,522.40 

$42.50 $45.50 $49.50 $53.40 $59.50 $64.60 $70.40 $4,624.80 

$8.90 $9.40 $9.10 $9.40 $11.20 $12.60 $14.20 

---------
$106.80 $112.80 $109.20 $112.80 $134.40 $151.20 $170.40 $897.60 

$213.60 $225.60 $218.40 $225.60 $268.80 $302.40 $340.80 $1,795.20 -------· --

$53.70 $57.00 $59.30 $64.10 $73.10 $80.10 $88.90 $5,7i4.40 

$11.20 $11.50 $9.80 $10.70 $13.60 $15.50 $18.50 
$134.40 $138.00 $117.60 $128.40 $163.20 $186.00 $222.00 $1,089.60 
$268.80 $276.00 $235.20 $256.80 $326.40 $372.00 $444.00 $2, 179.20 
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) ) 
111te VIII. Medicare, as reesHmated under December 1995 baseline 
tr 1scar ywsr, 1n11#111an.t ot dtlll9n 1911 1m ttta 

iubllfte tt-Runl Ana1: 
Medlcaf9.Daoendeld Payment &.ftmlon 0.0 0.0 0.0 0.0 OJI 
Critical Access Ho!pffals 0.0 1.0 0.0 0.0 0.0 
Estabflsh REACH fln>a•all 0.0 l».D o.o 0.0 0.0 
Cl siflc.tkMI Gt R\Wll Reta mt Cenkn 0.0 l.D G.O 0.0 0.0 
EMpand Access to Hurse Aide Tm"*1V 31 0.0 O.D 0.0 0.0 0.0 
8llbtobl. Subut .. H 0.1 D.t 1.1 0.1 O.i 

:haGaa IA " .. M••dafacr Medicare 
OUUayt bel ... F•ftlllfe ~-· -tu ..fl.t .n.• -11.J 

Addlllorlal Oud8y Red..alona Req•lred 
by F•lttafe. Mel of PnntlUIM 0.0 0.0 -1.1 ...... -2.1 

rota-. MetUc.w .i.4- -1J.I .U.I -34.2 -n.e 
·----- ·~--------------- - -- -

eEMORAHouM: MDmNf Pert a Pnmlum (By clllendar ye8I) 

:allmat~ precn&mn mder propaw 
:5ibnated p1'81111bn mder anenl law 

~l DTES: 

11 Estlm•'• lnduclos llMtdrcal savlaos 9CCGuntl pmvlsloll. 
ti nese lecns are Included b SllbtftC. H fbiral Arff•) 

S51.40 
S42.50 

IS•.to 
l4UO 

ll coo estimates .. It tfllt pAMslon wauld cost Im titan tlO mllllan owr sewn ,...._ 

'58.80 SG2.IO 
IS0.70 $52.JO 

11 CBO ~met '1et are hme on N9son&Mt casts ar dl11ges wocM .,,.,., lo 1l 1mbUl•ce 111Vfces. 

IOTES: 

lefds m., nol nan t• IOlals because GI rotnOlg. 
he es11mtes assume .,. enltdmfft flat• of November 1 s. 190&. 
he H11mafel do n"' "1corporala dlengM In dscratroury 1pendlng for ad•ldnlaan. 
sll"1ales mlled r evtsfons made :srt~sequent to lbose sltown 111 llJe EcomHntc lrri .. Oullooll. 
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lubtttle ~urwl Alus: 
Medlcare-Oependenl Payment Extension 00 0.0 0.0 0.0 0.0 0.0 0.0 0.2 
Crttlcal Access Hospffals 0.0 0.0 0.0 0.0 0.0 0.0 0.1 0.3 
Establlsh REACH Program O.D 0.0 0.0 0.0 0.0 0.0 0.0 0.2 
Classfflcallon of Rural Relemtl CenteB · 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.1 
Expand Access to Nurse Akje Tfllnlng 31 0.0 0.0 0.0 00 0.0 0.0 0.0 0.0 
Subtotal, SubtHfe H 0.1 0.1 0.1·. 0.1 0.1 0.1 0.1 0.7 

~hange In Net MMdmory Medicare 
Outl1y1 before f alluf e ~ .• -14.3 -21.1 -31.2 -42.0 -12.1 -11.3 -2U.I 

Addttlonal Outlay Reduction• Requl..-<t 
by Fallaafe, Net of Premium• 0.0 o.o -1.2 -fO.I -7.t -7.0 ..... -31 .• 

; otal, Medicare ..... -14.3 -27.2 ..u.o -41.0 -It.I -70.t -270.0 

------,EMORANDUM: Monthly Part B Pnmlum IBJ c.1lendar year) 

.stlmated premtum under proposal $53.70 S57.00 S59.30 $6-4.10 $73.10 $80.10 $88.90 
:sumated premium under current law $42.50 $48.20 $53.20 $55.00 sse.eo $58.60 $80.50 

·ooTNOTES: 
,.., 

t Estim&te lnoludes medical savings acoounts provlskm. 
I These Items are Included In Subtitle H (Rural Areas) 
' ceo estimates that this provision would cost less than $50 mlfllon over seven years. 

OTES: 

;,tails may not !M.lm to totals because of rounding. 
Kt estlmet~ 8SSUme an enactment date of November 15. 1995. 
re estimates do not Incorporate changes In discretionary spending for administration. 
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Amendmeots oC1991(P.L.102·234) prohibit the use o~provider donations after 
1992 (or Plid-1993, in certain States) and limit tbe UH of provider·specific t.laea. 

G. Medicaid and the Federal Budget 

From a Federal budpt perspective, Medicaid is viewed aa an entitlement 
program. Entitlement progrlllll8 provide benefits to all people or jurisdictions 
who are eligible and receive benefit.s. Spending leYels for entitlemenis are 
determined, not by the annual eppropriation prooeBB, but by the number of' 
persorui who ~icipate i.n the program end program benefit !eve!e. Hcw1Jver, 
!lfi~~~J Dyr;t.i~~Ut; iB D~t;i UI"hWil ltUUl ii oo~rai generW iuncia .. Tnere is no trust 
fund like that established for 80Dle other entitlement programs (such Ill Social 
Security and Part A of Medicare). 

Under the Budget Enforcement Act of 1990 CTitle XIII of OBRA 90, P .L. 
101-508), Medicaid spending falls into the •pay-BB·you-go" category with other 
entitlem11nt programa. The budget law requires lhat for fiscal yea.re 1991 
through 1995 any legislation affi!ctiog these progrBmS should be deficit neutral 
for the whole class of entitlement programs. Tbat·is, any legislative change in 
one or tbe8e programs that would incre.Blle spending O\·er current law levels 
must by offaet by chang!J$ in the same program or c.ther 'pey-8.l!-you-go" 
programs, in order to avoid incre11Sing the size of the Federal deficit. 

ll. MEDICAID PROGRAl\I IDSTORY 

A. Predecessor Prognumi and Enactment or Medicaid 

Medicaid was enacted in 1965, in the same legislation that ereat.ed the 
Medicare program, lhe Social Security Amendments or 1965 (P.L. 89-97). It 
grew out of and replaced two earlier programs of Federal grants lo States to 
provide 111edical care to low-income pe1'3(Jna. The lirst. was the \·endor payment 
program for welfare recipients, enacted in 1950. The second lo\'88 the Kerr· Mills 
medical aaaistance program for the aged, enacted in 1960. 
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04-0ct-1996 01:15pm 

TO: klein_j 

FROM: Timothy Westmoreland 

SUBJECT: Still checking, but I have been reminded that the Maternal a 

Still checking, but I have been reminded that the Maternal and Child Health 
program goes back to 1935; it was, however, not an individual assistance 
program. We're checking on the welfare "vendor payment" program pre-1960. 

TMW 
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While the Social Security Act of 19.35 side~tepped the issue of medical care, 
the question of national health insuran~ by no means disappeared, For 
both the working population and the poo~, some type of coverage of medi­
cal bills was becoming imperative. High Jl!Fdical bills were already a feature 
of modem specialized medicine. There ~'.~ still no dire(:t federal provision 
for medical care for those on welfare, ~~~situation which continued until 
1950. For the middle class, the altemaliv~lo a federal program was reliance 
on the private insurance sector. From :1935 ta 1950, howev~, national 
health insurance continued to be actively ·C:Jebated. . 

Private health imurance schemes for the working Population grew to SU 
the vacuum caused by the failure to impl~ent public insurance or to offer 
a viable alternative. Both Blue Cross ( f~r hospitals) and Blue Shield (for 
physician bills) were products of the l~te 19305. The first fulliledged"ei>'· 
atnple of the latter was the Califoroia Physicians Service, started in 1939. 
By the end of 1946 this pb.n had over 41~,000 subscribeis.1 These voluntary, 
nonprofit insurance plans Siled a pressiiig need, by spreading the risk of 
large medical bills among the middle-clab population. The programs were 
to expand rapidly in the 1940s, in large tpart through collective bargaining 
agreements negotiated after World War :m:.2 

By 1940, however, only 9 percent of t}fl! civilian p:>pulation were covered 
for any kind of hospital benefits throu~ private health insurance. Only 4 
percent .were covered for surgical ben'eBts and 2 percent for in-hospital 
medic.al benents. Nevertheless the gap was do.sing. By 1950 the.5e .figures 
had grown dramatically to 51 percent, 36 percent, and 14 percent respec· 
ti.vely. 1 So fast was the increase, indeedi that the private health insW'a.Dce 
movement was used by,-some in the lat~ 1940s as evideDce that a govero-
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ment-supported health insurance scheme for fhe 1 whole population was 
unnecessary. \. 

During the 1940s innumerable bills proposing:. a govenunent subsidy, 
organization, or provision of a socially inclusive ,:health insurance system 
died in Congress.• President Truman's plea that every member of the popu­
lation had a .. right to adequate medical care and th~ opportunity to achieve 
and enjoy good health,'" as well as the "right to a.dequate protection from 
the economic fears of . . . sickness"5 was appaI:~ntly unpersuasive. The 
Congress was in favor of a new program to subsi_dize construction of hos· 
pitals and related facilities in rural areas, enacted as the Hill-Burton Act 
in 194611-another govemIJlent ezcursion along the same philosophical road 
of "gap-plugging'" 'With respect to services for the socially deprived. But 
prepayment of medical costs for all was consistently defeated. 

Compulsory government prepayment for health: services for the working 
population fell once more under the stigma of p:>li.tical cliches, Whereas the 
earliest health insurance movement of 1915-20 had suffered the indignity 
of the times by being labelled "German," the health insurance movement of 
the 1940s found itself cuti.gated as ·socialized.<medicine.. by the major 
lobbying groups against it (notably by the Americ!:an Medical &sociation). 
Senator Wagner, one of the major proponents of CC)ntpulsory national health 
insurance in the 1940s, insisted in vain that a sy5tem of insurance was not 
socialized medicine. No hospitals would be taken 1over, no physicians would 
be employe~ by the state; the scheme would' primarily have guaranteed 
certain medical services to all those eligible when they needed it. Yet by 
1949 the movement toward national health imuranoe for the whole popula­
tion was moribund. It was to remain moribund until the 1970s. 

If Congress or the states had enacted a comprehensive system of health 
insurance or service for the whole or a substanti~ sector of the population, 
health services and income-maintenance programs would have been long 
ago divorced in the UJlited States, as they are incthe United Kingdom and 
many other western European cauntries. Health1:services would have been 
made available to the poor and to other beneficiaries as an entitlement 
quite apart from programs of cash assistance and ·Other supporting services. 
But the defeat of the Wagner-Murray-Dingell ~ills of the 1940s, like the 
earlier exclusion of health insurance from sociahsecurity legislation, denied 
that there was a need for a separate system of',health protection. Instead, 
government intervention in health services continued to focus on the health 
needs of specific groups and continued to be viewed as a subsidiary aspect 
of income protection;t !~ 

This philosophy of providing medical services! only to those in approved 
financial need permeated a host of altemativetiproposals to the Wagner­
Murray·flingell bills. Although the provision of«health services to essential 
personnel (and their dependents) in wartime clearly represented a different 
social goal from the provision of health .services to those on public assis-
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tan~ the same selective principle operate~~ There was t.acit agreement 
that publicly organized health services wer~ not necessary to the normal 
operation of a private enterprise system. licly supponed medical ca!~ 
would be made available only to those who uld not afford to purcha.Srl~ 
privately. For those on public assistance (an or veterans in the ~anding 
Worlc;ilr'War II veterans program, with res ect to non-service-connected 
health conditions), this meant access to free alth services only on passing 
a means test. 

l3y 1950 the propon~nts of comprehensive @.ational health insurance and 
those in favor of providing medical care only f6 those in proven need formed 
two distinct political camps. The two philosophies were once again in 
conB.ict. National health insurance, like other aspects of the contributory . 
social security program, would provide speci.flc bene6.t.s as a right for all 
beneficiaries. The public assistance approach.~~upp:>rted by Sena.tor Robert 
Taft and others, regarded the need for govebunent-sponsored health care 
as ·an aberrant necessity rather than being in ~y sense generally desirable 
and saw eligibility and benefits in tenns of ~cretionary actions rather than.-
clear-cut rights. ti . " . · . 

Senator iaft outlined th.is latter philosophW in a nu~ell, in presentihf'-·~ 
bis own proposed National Health Program of !1~9: • 

It~ alway& been a&SVmed in this country f 11ae those able to pay for 
medical c<rre would buy their own medical f.eroice, f11st a.s u11/Ur any 
sy&tem, er.cept a socialistic system. they "buy ~f,heir own food, their own 
hou&ing, their own clothing, and their own a.~omobil.es . ... U11doubt­
edly, in that system there are gap&, particuliirly in rural districts and 
poorer diBtri.cts in the cities, and we ha\le 4 ~ de~nUe interest in 
trying to fill up th.me gop.s. s .. 

It was in this context that "welfare medicine" ~~ defined. Medical services 
to the poor were viewed as a reftection of utj,voidable-but peripheral­
breakdowm in the economic system, rather th~n as a pointer toward na-
tional health service bene.6ts. · ~ 

~\ 

Vend~. Payments Become the Order of t~e Day 

. ·......;. .... : ... ~.-~ .. ,;.,_.,,,""·~' 

The philosophical arguments could, however, ~ve been made mucb more 
clearly if public assistance benefits had bee!' both broader and more 
eHective. But public assistance, too, was in a state of confusion and disarray. 
The structure of categorical federal grants to the states for public assistance 
was one drawback. Even with the inclusion of a new program of Aid to the 
Permanently and Totally Disabled ( APTD) in 1950, under the same form­
ula as OAA and AB, and even with the extension under the same legisla­
tion of ADC to cover a needy adult caring for 1, child, thus translatiDg the 
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program into the cunent Aid to Families with Dependent Children 
(AFDC), there were obVious gaps in the categoricailstem. The child of 
an unemployed father was not covered (a situation er somewhat allevi­
ated by the dev&pment of the Aid to Families with ependent Children: 
Unemployed Parent [AFDC-UP] program); the child fa father who had 
dese.Jied his family was covered under AFDC.• The ~~titute person aged 
64 was not covered; the person of 65 was eligible forfAA. Yet categorical 
assistance became the order of the day. Between 1940 d 1966 the number 
of individuals receiYing cash paymen~ under gcner I anistanoe declined 
from four million to less than 600,000, while the num · r receiving categori­
cal assistance rose from some three million to over seven million persons.10 

Even Within the categories the amounts of assistance were barely ade­
quate. At the time the 1950 Arneodments were being discussed the maximum 
possible federal contribution for OAA and AB was $30 of the first $50 a 
month spent by the state. For ADC the mallimum was $16.50 of the tint 
$27 a. month spent by the state for the 6.nt child in a family, with a similar 
percenblge of a lesser amount for other children. (St~ could, of eotme, 
choose to pay a sum lower than the federal maxim~, thereby receiving 
less by way of·matching funds). There was marked ~ncem in some stat~ 
over the inadequacy of these arrangements. A referen~um in the California 
state elections of 1949 approved a constitutional amepdmeot guaranteeing 
every old person a minimum of $75 a month. Similar ~tessures in Louisiana 
led to a doubling of old-age assistance grants and aj~efinition of need so 
liberal that in 1949 as many as 79 percent of the el~rly populatioii were 
r~iving relief.u But in many other states assista.ncefprovisions continued 
to be minimal Thus, even where reasonably comprehensive health services 
were provided by the states and localities to those on assistance, in many 
states, including New York, there were large numbers of "deserving poor" 
who were not eligible. \'.;. 

The lack of separate provisions in the 1935 Act for federal cost-sharing 
of any health care provided to public assistance recipients proved another 
obvious deficiency in public assisbnce programs. Fede,f.tl grants to the states 
applied only to payments ma.de directly to weUa.reijrecipieDts. Although 
part of such payment could be eannarked by the ~te for medical caie 
paid for out of the recipients' pocket, the existencej\of the relatively low 
federal ceilings on reimbursement made this p:issibili.b' unlikely. 

A swvey o£ 20 states undertaken by the Bureau ~f Public Assistance iD 
the late 1940s noted the absence of any provision £6i medic.al care as the 
major problem of public assistance. Even where ther~fwere programs, there 
were problems of administration. Especially where large amounts of money · 
were involved, it was not smprising that the agencies preferred dealing 
directly with doctors, nurses or clinics rather than -,.ttempting to pay for 
services through the welfare recipient.12 There was ;an implied passibility 
that the recipient might abscond wit.h the funds, or at least use them for 
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other pwposes, and serious concern by welfare "Distraton about the 
provision of good medical care. . 

The debat..es over social security and public '.l j.Btance roles. purposes, 
and levels 1n the 1940s (and after) fonned an· es ntial backdrop to con­
current discussions of health insmance. If the b, ic working population 
were to rely increa$ingly (as seemed lil:ely) on plate health insurance as 
a means of paying their medical bills, prot.ectio · of the marginal worker 
and the nonworking population could be seen as vital foundation for the 
remainder of the population. Indeed, if the poor ere receiving adequate 
medical care from public sources and the main .. orking population were 
covered by private insurance, there would be no obviow call for setting up 
compulsory state-run national health insurance. '·Providing better health 
services to the poor through available public assistance schemes thus o!ered 
a viable palitical alternative to national health insurance in the 1940s. 

The Social Security Amendments of 1950 provided an imparta.nt watershed 
in these debates, and a temporazy victory for thos'1l opposing national health 
insurance. By expanding the federal public a.ssist,ance categorical grants-in-.. .. . _ 
aid to include federal cost-sharing with respect t~ chatges for hospital and~- -~.~ ""'·•' 
other medical care paid directly to providen by [~ate weUare agenci~. the 
amendments eDlarged the potential scope of w~lfare medical care. State 
welfare administrators were mollified beca~e sbtes would henceforth be 
able to rcimb\USe the providers of care dire~-henc:e the coining of a 
new term, l)Bndor payments. Opponents of nati,g'nal health insurance were 
also gratiBed in that-while funding continue~! to be low-the new ar­
rangecnent opened the door for expanded healtlf serv.ices for the poor and 
thus lessened the need for more draconian federal measures. 

These hopes were not unfounded. With the availability of federal grant.s­
in-aid for vendor payments, the states began ptoviding medical services on 
a much larger scale. By 1960, medical vendor1payments under all public­
assjstance programs had reached a total of $514 million, well over half of 
which was for hospital and nursing-home cai;.e. u These payments were, 
however, still limited to persons on the welfarc',tolls, for ahnost all of whorn 
the sta~s were also recovering part of their cash benefits from the federal' '"'·" 'v -
government through one of the categorical !lSS~tance programs. · 

At the same tUM. the implementation of fed~rally-subsidized vendor pay· 
rnent.s inarked the end of serious discussion.S: of cornprehensivc national 
health i.DSurance by the Congress for 20 y~. Yet it wa.s clear from the 
beginning of the vendor payments scheme ll}iat the level of health care 
provided was likely to remain inadequate, af,aea!t for those receiving old­
age pensions and old-age assistance, as well fKs for certain other groups . 

Opinion polls late in the Depression had indicated widespread support 
for government disbursements to the aged needy; such concern continued 
in the 194()g.1• Indeed, as already noted, some:states were maldng assistance 
payments substantially abo\•e federally subsiqized levels. Yet health needs 
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24 THE COMING or MEDICAID 

and income needs could not be separated. The provision ~f medical care to 
the elderly was an essential part of their inwme protecti~~; the aged, more 
than any other categorical group, were li1cely to fall sick; need hospitaliza­
tion and nursing-home ca.re, and incur major, long-t~':medical expenses 
without concomitant earning powers. But besides having· increasingly evi­
dent medical needs-and medical bill5-the elderly were becoming a potent 
force in American politics. In Massachusetts, for example, the demands of 
the old-age lobby affected health care services to the ext~t of a state policy 
amending the OAA state law as early as 1945, requirin ld-age assistance 
to "provide for adequate medical care for every recipient f assistance .... • 
Under this, recipients were to have free choice of phj1sician, subject to 
departmental rules and regulations.15 

The availability of federal vendor payments after 1950, by provid;ng 
state responsibility for reimbursement to providers, acoe~~rated the move­
ment toward the provision of standard medical benefits within each state. 
In Massachusetts, for instance, the movement led in 19.5:4 to a state plan 
that set out liberal provisions for medical care fo_r old-ag~; assistance recipi­
ents, reimbursable under fee schedules negotiated with ·m,edical organiza­
tions. Yet the relatively low amounts provided by federal grants-in-aid 
(including vendor payments) meant that a state such ;~s Massachusetts, 
with relatively liberal medical provisions, spent far more for the medical 
care of its OAA recipients than the sums received from ~e federal govern· 
ment under the vendor-payment formula.. In many oth~ states. however, 
medical care for the aged :plOr remained minimal or non~tent, with con-
siderable variations even within the states. :i 

Medical. Care and Geriatric Politics ~ 
!,J: 

During the 1950s there was a growing groundswell of concern from and 
about the increasing number of the aged who were not oi:i~public assistance 
but who, becoming sick through no fault of their own, \'frequently lacked 
adequate private insurance, with the result that their life's \Savings too often 
vanished in a spate of medical bills. In 1935 one of tlie major foci for 
welfare provision had been children. But while children::remained an im· 
portant sector of the welfare population, their a5Sistance ·ind health needs 
were (probably wrongly) assumed to be relatively well Dl~t in comparison 
with the conditions of the elderly. By the 1950s, moreove~~· the aged repre­
sented a special group of "deserving poor," with special n~ds with respect 
to medical bills_ The very succes.ses of modem medicine in previnting and 
controlling diseases meant that an increasiDg prop:irtion of the population 
lived to reach the age of 65 and thw became susceptible to chronic and 
crippling conditions. Almost four out of five aged persons;· it was rep:irted. 
were afBicted with one or more chronic conditions. Few were able to buy 
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private health insurance; as a result, almost three {i,urths of all health bills 
for the elderly had to be met by the aged thems Yes, from savings or by _ ---
assuriiing debts or by their relatives-at the very ment that family strue- .. ,..··-.·--· ..._.,..., 
ture was . ~ging, and the social respon.sibili. of children for their 
parents was being questioned. Moreover, the rned1 1 bills themselves were 
high. Beca-me of their great need, the average he th bill for those over 65 
was twice that for the remainder of the populati 

Although the early years of the Eisenhower · · tration re:Sected a 
certain amount of complacency, a series of, h · gs in the late 1950s 
brought these demands into fociu through poi . t vignettes.11 The politi· 
cal pre.ssures were growing. In tenns of policy, ·there were three way.s in 
which the needs of such elderly persom, unable to pay their medic.al bills 
out of Social Security beneSb (which had not kept pace with the cost of 
living) or from other funds, could be met. First,.~dorts could be made to 
remove the stigma of pubUc assistance, maldrij a minimum income a 
guaranteed right and with it providing basic health protection. The idea of 
a minimum income, while it had a period of ptj.ularity in ~e Townsend 
plan of the 1930s, was alien to the burgeoning p).Osperity of the 1950s; in~ ...... ~'iJI 
deed, it hrs reappeared as a serious possibility ~ in the last few years. 
The second possibility was to provide health beriefi.ts as a part of the- exist­
ing social security provirions for the elderly, reg~dless of their means. The 
third and most traditional approach was to crea~ a new category of those 
to be recognized as deserving and poor, who wo*Jd be clearly distinguished 
from others on public assistance. These last twifossibilities, based on the 
very different insUl'ance and assistance philosopl:li~. fonned the context of 
debate over welfare medicine in the 1950s. '!l·. 

The medical needs of the elderly had become a focus of attention for 
both Republicans and Democrats. In 1951, on ~e advice of Oscar Ewing, 
the Federal Security Administrator, President Tn.i:man'i; administration with­
drew from its previow position as an advocate o£ national health insurance 
for the whole P'Pulation. Instead, the administktion focused its efforts on 
proposals for a subsidized hospital insurance sch~rne limited to the elderly.11 

This move defused the health insw-anc:e issue frdin the emotionalism caused_. 
by its apparent (if erroneous) kiruhip to ".socia,iked medicille," ill favor of ''''-"''··· 
building servit"es oo to the existing social security pension system. Between 
1957 and 1965 (in which latter yeai: the present Medicare program was 
passed) health insurance proposals instituted~~by both Republicans and 
Democrats were geared toward the special neeiis of the aged.111 

There were both political as well as humani~¥tan reasons for taking this 
tack. Politically, the aged were becoming bot;ll;: more nwnerous and more 
articulate. By 1960, there were 16.5 million people 65 years of age and over, 
representing 15.4 percent of the population o\·er 21. This sizable propor­
tion of pateotial voters could not be ignored politically. While proposals for 
health iD.ruranee remained donnant during ,,the &rst Eisenhower term, 
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Health lusurance for the Aged, the forerunner of ho,~pital benefits under 
Medicare. appeared forcefully in 1957 under the S,PiQDSOrship of Senator 
Aime Forand.'° His bill proposed that Social Security,~ntrlbutioos should 
be raised to provide up to 120 combined days of hospital and skilled nursing 
home care, together with necessary surgery, for those receiving Social 
Security bene&ts. This proposal was thus much more limited in scope, as 
well as in coverage, than the earlier proposals for oatil health insurance. 
Nevertheless, the underlying principle was similar: He · beoeS.ts would be 
provided as a right to all eligible members of the pop ation regardless of. 
any means test. Such a health inswance system c:ould. · reover, be extended 
in the future to other age groups and to other lype$ of health care. ~ such 
the Forand bill and its successors were the thin end of a wedge of national 
health insurance. Meanwhile others were pressing for;~ expanded medical 
care through the categorical forms of public assirtan~. From this latter 
pre.m.i:re the Kerr-Mills compromise was to emerge. · 
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Ken-Mills 

By 1960 health insurance for the aged had beoome a major political issue.~1 

la part tlUs was a reBection of inadequate levels of retirement benefits under 
Social Security; in part it was a reflection of the inadecwate services made 
available mider public assi.stan~ ,,·endor payments to tl1;~ two million per­
sons on old-age assistan~. In 1960 there were still 10 sta~ and jurisdictions • 
that niade no vendor payments at all to provide medical care for those re­
ceiving public assistance. And in those states with a felieral-state veodor­
payments program, there were wide variations. Under .OAA, the average 
monthly a.mourJt paid for medical care per recipi~t varied from 19 cents 
(Montana) to $43.93 (Wisconsin). Services covered under the programs 
also varied widely, some states covering hospit.alization but not physician 
services, some e"cluding hospitalization, and so on; mor¢over there were 
often variations from county to county.a: ''"' 

The voluntary nature of the assistance grants program.5,eneouraged such 
differences. States were not required to offer health programs or services 
under the vendor-payments 5cheme, although the federal, government stood 
ready to provide matching funds when the states spent their share. Entitle­
ments for care were rarely generous or open-ended. In ¥issourl recipients 
of old-age assistance were entitled to hospital care only for medical 
emergencies or acute serious illness, and care was limit~ to 14 days per 
admission. However, nursing-home care was also availabl~ but only up to a 
muimum of .$65 a month, or $100 a month if the patient was completely 
bedridden. Mississippi paid up to 15 days of acute hospita.l~care for an OAA 
recipient in any one year at rates not to exceed $15 a day; at a time when 
the average daily cost of voluntary hospitals in the state w~ more than $25. 
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The state did, however. maintain three state charity hospitals for provision 
of care to the indigent (at a daily cost of well below $15). Louisiana had 
a unique state network of charity hospitals. Begun in 1814, and substantially 
developed by Huey Long, they comprised nine hospitals. two of which acted 
as specialist referral centers. Free amQ.ulance and bus service was also 

Iowa made vendor payments for virtu y all types o£ care except hospital provided. t·" 
care, but the latter was provided by th tate U Diversity Hospita! .... ~.J.9~~w 
City or locally, with the expense borne the county paor fund. Delaware 
aJso left hospital care to the counties, if: hich paid for ward care at the 
extremely low rates of between $2 and $4 a day; it was estimated thait the 
hospitals them.selves subsidized the poor to the extent of a quarter of a 
million dollars a year. Nationwide, the medical profession was expected to 
give free care: it was alleged, for insta_nce, that physicians donated $6.58 
million in services in 1960 alone.28 Of eourse, relatives we:e expected to 
help finance their poor relations. In Tei:as it ~·as estimated that in 1961 
private charity contributed between $10 cand $11 million to medical care of 
the indigent. Much of this was contrilluted {often under pressure from 
welfare departments) by the children of aged recipients. These patterns 
and their variations were duplicated froip state to state and from place to 
place. .. 

The combination of vendor-payment ~chemes and services provided by 
state, county, and city authorities creat* a web of enormous CO?l.._P-~~!i~· , 
But it was clear that New York and C:ijfornia were providing substantial~ 
p~ograms compared with most other sta~es. New York, in particular, with 
its $80 million public health service expenditures (in 1959) and a total of 
$69 million in vendor medical payments, .was providing a vast social service 
with respect to medical assistance. Yet even there, the payments made to 
providers of care were far lower than tile standard prevailing fees. While 
there appeared to be general agreemcntcin the states about the inevitabil­
ity of low payments for the care of the poor, the expectation of charity by 
providers-hospitals, nursing homes, physicians and others-gave not only 
a continuing piquancy to the welfare stigma but also a direct incentive for 
the providen to welcome more generous publio assistance reimbursement 
schemes. '.;r 

The question of eo&ts was to reverberate throughout all subsequent 
debates about welfare medicine. In l~), however, it was largely ·-as an 
aspect of consumer hardship rather than'! provider concern that ~~ ~~~e.~ 
of vital political importance, The rising ·?osu of medical care, especially as· 
far as the elderly were concerned, were :pricing vital health ser.ices out of 
reach. Hospital room rates more than tripled in cost between 1945 and 1958. 
While in retrospect the cosb appear nostalgically low even in the latter 
yeaz ( an average of $28 a day). the price spiral of medical costs was al­
ready causing general concern." For the:ielderly, rising costs were of special 
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. , l 
concern, or at least of special interest in view off the fact that they &e· f 
quently had hed iDcomes. The average. annual m ' ·cat bill per OAA recipi· ~ 
ent in New York in 1960 was $700." This was t only higher than the -
average ~h benefits provided to the elderly . that state, but it was ~-, .. 
appreciably more than many of th<»e not on pub c assistance could afford · 
for medical services. • :i 

That persons 65 and over were reportedly twii· · as ~ely as other mem- J 
bers of the population to need medical care, a at the same time held f 
signi6c:actly less private health insurance," inea .• a continuing prominence J 
for medical care costs in Congressional bearing1 and in the press. Concern ~ 
with the problems of the aged was reinforced, in turn, by 1960 House and i 
Senate bearings on the Forand bill, by then under·the sponsorship of Sena- R 

tors Clinton Anderson and John Kennedy. Although the House Ways and 
Means Committee defeated the Forand proposals by a vote of 17-8, the i 
mail continued w strongly in favor of the pr~posals that the Committee • 
took up the proposals a second time. While it{ second vote, in June, was ,~ 
similar to the 6rst. the prop.lSals could not be liihtly dismissed. " 

It was clear to the political realist that, if Ifie movement for health in- ' { 
surance, for the aged as part of the Social Se~ system were to be slow.ed . . . . /' 
down (if not stopped}, there had to be a f;i~ble, or at least plausib~--.. ~"''i;" 
alternative. While the health insurance prinClple was vigorously ·opposed, 
there was thus a willingness to oonsider ben~ts for the elderly under an 
expanded form of welfare system. One form o,§ expansion was al.ready avail· 
able. As a countenne•uure to the praposals fpr hospital insurance for the · 
aged, the Eisenhower Admiriistration had proposed ea.rller in 1960 a new 
federal-state program to protect the low·income aged against the cost of 
long-tenn illness. This proposal would ha .. ·e. established a national means· 
test eligibility level for medical assistance, with specified physician, hospital, 
and nursing beneBts.2; But a national means test was still unacceptable; 
this, too, was rejected by the Howe Ways ~d Means Committee. 

This left as a third possibility the expinsion of the existing system. 
Sponsored by Representative Wilbur Millg of Arkansas, and by Senator 
Robert Kerr of Oklahoma, the .KeIT·Mills Pfoposal was born. Added to the 
omnibus Social Security Bill of 1960 ( H'!R. 12580) the new propp~:il~J..... . . 
representing the triumph of the welfare ap~roach, were enacted into law as ...... , 
the Kerr-Mills Act of that year.28 ~: • 

The K.err·Mills legislaUon rocked no ~ts. This, indeed, was the essence 
of its political success. Other proposals a~i the time for subsidizing health 
bills for the elderly would have required *bstantial administrative changes 
in the manner of paying medical bills as well as the acceptance of new 
concepts of entitlement to medical care. The Forand proposals, for example, 
would have demanded substantial expansion in the social security system, 
an expansion eventually achieved underiiMedicare in 1965. Proposals sup­
ported by the Administration in 1960 would have set an important prece-

··:.· , .. 

•i 
•• > 

dent in ptO\I 

Kerr·Mills I 
philosophies, 
the existing : 
th'twystem's 

Social ~gi 
to be true 0 

According to 
State of the · 
ca.re program 
State can, ui 
each state, J 
themes were . 
responsibiliti 
tion that ~;1 
problem wo11 
sistency. Sen: 

It will,, 
it is tl S1 

folk8 to 
a.l1 of y 
of item 
rea/i:e, 

The pote1 
p.rov.ided In 

ments for n 
tance;10 it 
vendor pay 
not recclvi1 
federal gr.i: 
established 
after 1962 
(Title XV 

· "'~~penons or 
tance and 
assistance 
medical b' 
gence; foJ 
The new I 
80 perc:eo1 

The stri 
federal co 



\Ct that they £re. 
11 per OAA recipi­

higher than the 
sb.te, but it was 
tance c0uld afford 

ely as other mem­
'.e same time held 
inuing prominence 
the press. Concern 
1y 1960 House and 
>onsorship of Sena­
' House Ways and 

vote of 17-S, the 
iat the Committee 
vote, in June, was 
nissed. 
ment for bea.lth in­
\ were to be slowed 
· at least plausible, 
vigorously opposed, 
~1e elderly wider an 
in was already avail­
a.1 iDsurance £or the 
•.rlier in 1960 a new 

agaiDSt the cost of 
·d a natiopal means­
i physician, hospital,· 
s still unacceptable; 

; Committee. 
the existing system. 

1sa.s, and by Senator 
1s born. Added to the 
1 the new proposals, 
·e enacted into law as 

-\eed, was the essence 
ror subsidizing health 
ldtninistrati~e changes 
1e acceptance of new 
uopo.sals. for example, 
:ocial security system, 
i 1965. Propasals sup· 
t an important prece· 

,..:. 

dent in providing federal subsidy of pri\;'ate insurance for the elderly. The 
Kerr-Mills legilllation provided tempo.riUY relief to opponents of both 
philosophies, by accepting neither priqgjple. Instead Kerr-Mills extended 
the existing system of vendor paymeuts, turning an ~edient blind eye to 
that system's deficiencies. · , 

Social legislation_ is. too ~ften a~mJi.anied by hyperbole. As was later 
to be true of Medicaid, wide clauns 'f re made for the new legislation. 
AccordiDg to Senator Kerr the plan wa:S "to provide a program, in_..every 
State of the 'lJnio~ in which the indivi<flw State has or wants a· ~e~cal­
care program for 1ts aged, whereby evil'iy aged person In each in~ 
State can, under the provisions of a m'edical-care program approved by 
each state, have an adequate medical-care program." Two underlying 
themes were evident. The first was a strong commitment to continuing state 
responsibility for welfare medicine; the ;second, a kind of hopeful expecta­
tion that each state would indeed provide adequate care so that a national 
problem would be avoided. The legislatjon thus contained a built-in incon-
sistency. Senator Forand remarked: ··~. 

It U1ill not do any harm, ~t it will ,Jii:;do any goad. Personally I think 
it i& a 11aame, I think it u a mirage t~ we are hol.d.ing up 10 the old 
folks to look at and thinl: they are g~~g to get something. I am mte 
all of you knOtD ~gh about legislot"toe bodies to teali:r.e fhat the list 
of itsm.r the State8 could prooide und'er the p"lan fust would f'l80er be 
1ealluct.21 ij .- _. 

II 
T~e potential of Ken-Mills was, ho~er. substantial. The Acf'ifo"t"'Otily 

pro .. -:ided more generous federal matching grants for veodor medical pay­
ments for medical care provided to welfare recipients under old-age assis­
tance;30 it als~much more significantly-included a new category of 
vendor ~arme11.ts that would apply to ~lderly persons who were poor but 
not receiving cash assistance. To accomplish this, a separate program of 
federal grants to the states, Medical Assistance to the Aged ( MAA). was 
established to pay for services with respect to the ·medically needy" aged; 
after 1962 the blind and disabled were,:induded under a similar category 
(Title XVI). These new beneficiarie~;were defined as elderly or blind 
persons or to~y disabled persons o .. ·~ 21 who were not on public assis. 
tance and whose income might be a~qve state eligibility levels for cash 
iusistance but who nevertheless bad ffncomes insuflicient to meet their 
medical bills. Here, then, was a new :,:a.ssistance category, ·medical indi­
gence,· for the desen"iog poor, primaril}{ for those 65 yeazs of age and over. 
The new program provided matching grants to participating state$"C:i('~'"to 
$0 percent of the cost of vendor payments. 

The structure, to be followed later by Medicaid, was one of open-ended 
federal cost-sharing, without limitation51 on individual payments or on total 
state expenditures; COft control was lef~to the states. The matchlng formula 

;~·· 



favored lower-inoome states, including incidentally th°I of Bepre$entative 
Mills and Senator Ken, but state participation was o · onal, as with other 
public assistance categorical titles. Unlilce the E~ wer proposal. each 
state would set its own definition of the limits an scope of medical 
indigence. In other respects, too, most of the initiative as left to the states, 
although one important precedent was set with respe o future legislation. 
While the Act '6nly suggested a broad range of ho ital, nursing-home, 
physician. and other ser.ices that might be provide !ilin the state plan, it 
required each plan to include both iDstitutional and~ninstitutional care 
a.. a condition of fedenl sharing. !'. 

Thus while the new program was left in the haii,ds of state adminis­
trators, it included as an important precedent th~ concept of federal 
standard-setting: the proVisions that a recipient t"Ould not recei"e medical 
care under both OAA asid MAA,81 that the states were not to set up en­
rollment fees for participation, and that (as with other categorical public 
assistance programs) the program bad to be in etE~.t in all administrative 
subdivisions of a state. Two. blnovatio~ set the i{ew MAA apart from 
other public assistance programs: States were n6!; to impose residency 
requirements on participants except for CUJTent re~dence. nor were they 
to impose liens on the recipient•s property during \is lifetime or that of a 
surviving spouse.32 The Department of Health, Edu~tion, and Welfare was 
made respon!ible for approving state plans. iss~.~g guidelines, and re- .,.;;. ,.,.,. ,.._.,., 
ceiving reports on their operation; the program was;·set to begin on October 
1 1960 18 .~ 

) . .:.· 

In theory the new program could have provided extensive services to a 
substantial proportion of the elderly population and to the other two adult 
groups included in at least some of its pro"i5ions. It could have met a 
considerable share of the needs of those who fell into the gap between 
adequate coverage of their medical bills through·· private health insuranoe 
schemes and those receiving cash payments under, public assistance."' But 
in fact the nature of Kerr-Mills was predete~ecd by its heritage as a 
·political compromise in Congress, and by its forinulation as a supplement 
to existing forms of public assistance. lf" 

KetJ"-Mills was perhaps less a means of incr~~iDg aid to the elderly 
than it was a means for shifting the burden of *t aid from others to the 
federal government. The many counties in the~nited States subsidizing .. ,: ... , •. _,_ 
medical relief could look upon Ken-Mills as d~lden egg of additional ~· 
state support;111 hospitals and doctors could view; it as a means of reducing 
their own private charitable contributions to medical care to the indigent 
by its introduction of more realistic fees for welfare patients who were 
elderly; and the states bad the pleasant prospect of expanded federal 
funding. The rhetoric of health was thus even:.more finnly wedded to the 
economic realities of the welfare system. i; 

Insofar as it increased aid to the elderly, Ke.rt-Mills was predicated on 
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a welfare, means-oriented, not a social securii insurance orier.ated, theory. 
Thus the . program was administered by the ·; ureau of Public Assistance: 
not by the Public Health Service. Here was a ear indication of its welfaui·, """ ··~ 
image. Moreover, without exception, the sta in implementing their pro-
grams designed means teats for the medically digent under M.Ak, which, 
while more liberal than the means test for bo cash aod health programs 
under OAA. were similar in administ7ation nd intent." Nor were the 
benefits much more generous than those al'lable UI1der the previous 
programs.37 Iu terms of vendor payments, X:e -Mills ~ended OAA at a 
somewhat higher ina>me level. The atmosp ere of welfare was all­
pe.rvasive. 

No one seriously pretended that Kerr-Mills was the &nal answer to 
meeting the health needs of the elderly. NeYertheless the program was dis­
appointing to conservatives and liberals alilce.Jt did not windicate those 
,,.·ho saw the long-term answer to health care ~c:ing as a mix of private 
health iDsurance backed by public assistance, ~ther than compreheosh·e 
national health insurance; nor did it begin to meet !he concern of those 
who looked for a full range of preventive as ~ as curative services for.., .. ,, .... ..,,..,,. .. ;,,\. 
the elderly as a means to for~tall possible indigence. 

Indeed, perhaps the program's most serious 4'.w was this failure .to act 
until siclcness bad struck and medical indigency jas achieved. Under MAA, 
the elderly were forced to spend down to ttt.e relatively low income. 
eligibility limits of the program before receivingWlY benefits. As Secretary 
Celebrezze pointed out in the 1963 hearings on·~~ospital insurance for the 
aged, Kerr·Mills did not prevent dependency b~t only dealt with it after 
it happened." Like other welfare programs, moreover, its eiect was often 
subtly punitive. A later report from the Subcol:l:iJnittee 011 Health of the 
Elderly of the Senate Special Committee oo Aging was to catch this flavor 
of the program: J 

If the obfectit>e of o public progrrrm dc.rignsd •to o&rlst with the n· 
pen.re1 aecompanying iUns&r '8 th8 pre.rervalfon ·:fol tlas finondol inde-
perrJnlce of older per$01L8. then any program employing me4nS" fesU 
-.ruch a& MM-cannot achievt1 tN:t goal. For,~ ptoVOfJl8 afford 
sorM help only after th8 older indluidtMal ha.I dfpleted 1ris irrt1plat:8· 
able asset& to the point of semidepenckncy ar t¥ dependency. . . . .. 
It is impossible to dioorce coMderation uf houi ~fss aged per!On will 
manage aftet he u well from considuaiiun uf ~ a1lll. what hfme/it.s 
an available to him during i/lneu.aa ;~ 

l 
Kerr-Mill.a Is lmpl.emsnted 
The implementation of Kerr-Mills in the states wa$1$imilar bi approach to 
the later implementatioo 0£ Medicaid. The SecreWyJ of Health, Education. 
at1.d Welfare wrote to all the state governors recommending that each 
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state talce necessary action to implement the riew law. The Bureau of 
Public Assistance of the Social Security Administration "-as renamed the 
Bureau of Family Services of the Welfare Adminis~ation, a name re­
:£1.ecting ib: increasing social role. The Bureau·.: issued a series of State 
Letters summarizing the provisions of the legi,Slation and reflecting the 
department's view that both the extended OAA vendor-payment pro­
visions and the new MAA program would im~ove health care for the 
elderly. While the role of the Federal agency w · limited, as in any other 
state-federal grant ... in-aid program, the Bureau offe d exhortation and advi~. _ _:­
Its staf'f prepared information leaB.ets, met wi state directors of public 
assistance, appointed a group of consultants on medical matters, prepared 
a guide and a handbook of regulations, published statistics, and assisted 
the states through technical medical consultatiC?.n.40 As a voluntary pro­
gram of grants-in-aid, however, MAA imposed little responsibility on the 
Department of Health, Education, and Welfare. Success or failure rested with 
the states. a.. 
. This degree of state responsibility could be rdgarded by proPoneots of 
st.ates' rights as a natural development of state r€sponsibility. On the other 
hand, it represented some buck·pa.~sing. Decisions made in WashiDgton as 
a political alternative to ei.--panded social security<were thrown squarely into 
the laps of legislators in Sacramento and Albany~. Each state could decide 
whether to join the program or not, with no pena}Jy for not doing so. Each 
could set its own limits for defining the "roedi~y needy," provided they 
were oYer 65; and aside from having to provide s~me institutional and some 
noninstitutional care, each state could choose tie services to be covered 
and any limits on those services. Far from being taken over by the 
federal government, state medical services were•: given C).."Panded respon· 
sibility. Indeed, the lack of guidance from Washiii.gton was soon to become 
a point of criticism, as it was even more strongly in respect to Medicaid. 
At the hearings on Ken-Mills in 1963, Representatives Bums and Curtis 
in the House publicly asserted that HEW administrators were dragging 
their feet on approving programs and not givin~ even the guidance pro-
vided for in the Act. n 1::\ 

In fact, the states responded slowly to the n~ program. Twenty-eight 
states had Kerr-Mills programs by the end of 1002. Generally these were 
states which already bad substantial vendor-payment programs, states 
such as Massachusetts, Michigan, Illinois, New York, California, Con­
ecticut. and Pennsylvania. The federal cost-shari~g provision was designed 
to encourage the poorer states to enter, but it ~as the richer states that 
saw the potential of the new programs as an extension of existing welfare 
programs and as a new source of federal budgetary assistance. Because of 
the higher federal sharing provisions under MAA there was an immediate 
incentive, particulaxly in the states with large vendor-payment programs, 
to shift part of their existing programs into th~; new category. This was 
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also encouraged by the provision that a recipient could receive medical 
care through OAA or MA.A, but not both. · 

Massachusetts, for example, began its Kerr-Mills program in October 
1960 by transferring 14,000 persons-r~~ients needing and receiving 
long-term nursing home care-from other p' lie assistance programs; these 
persons represented 89 percent of the ini recipients under MAA.u A 
study of MAA in Connecticut found that its :first month 0£ operation 
(April 1962) 3887 of the total 3929 indi duals on MAA were alreacJ.y 
receiving assistance through the OAA: an the tranners continued. 43 Al­
together, it was estimated that nearly l ,000 persons then on .other .... ~'"" · 
welfare programs in the states were moved· to the new program. u There 
was nothing illegal about such transfers; indeed, from the state point of 
view, they were perfectly reasonable meast1res to protect their taxpayers 
against greater costs. But, at the same time, the transfers &ustrated the 
alleged intention of the KCIT-Milli legislation to provide a major new source 
of seIVices to the elderly and to serve an entirely new group of recipients. 
Indeed, one report in 1963 estimated that nationwide the combined per· 
centage of old people who were covered for'medical care under OAA and 
MAA had actually declined after the adop~'ion of the new program, from 
14 to 13 percent."11 I 

Quite clearly, the rhetoric of federal poli4f .. did not jibe with the reality 
of state coneemJ. Since the states were giv~ primary responsibillty, their 
concerns predominated. An important by·ptuct of the-funding arrange­
ment was that, instead of encouraging s ; ices where they were most 
needed through higher federal matching g · ts to the low-income statesr",,;.. , 
Kerr-Mills provided substantial additional f subsidies to states which a}. 

ready had large vendor programs. By 1965~ the five states of New York, 
California, Massachusetts,· Mionesot2, and ~ennsylvania, which together 
included 31 percent 0£ the aged in the cotlntry, were receiving about 62 
percent of federal MAA funds.ta Forty-four of the 54 jurisdictions had 
some program in effect by 1965, but in many: eases programs were minimal 
and there were wide and confusing variatio~s. Only five jurisdictions were 
judged to provide comprehensive medical seiVices.41 Of the 29 jurisdictions 
with programs in effect in 1963, only 19 pro~~ded drugs (which on average 
accounted for one fourth of all per-capita h~a.Ith payments of the elderly); 
and, de.spite the importance of teeth to m6 elderly, only 17 states pro­
vided dental care.o .Eligibility levels varied fidely; indeed, in 14 states the 
MAA income levels were found in 1963 t~ be more rigidly interpreted 
and often lower than those for OAA. •11 ~ 

One major difBculty-which was to be~ transported loclc, stock '"a'rl'd· ··· ·· -
barrel into Medicaid-was the £nancial inability and thus unwillingness 
of low•income states to afford a medical ~sistance program even when 
the federal matching grant was up to 80 pereent of the total cost. Georgia, 
for example, authorized MAA in 1961 and Mississippi in 1964, but no state 
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Before 1950, welrare p8ymenta migbl include a i;mall amount nominally 
earmarked £or medical expeb8es, but the payments were made to the recipient 
and could be used ror any pl1J1Ml8e the recipient chose. The Social Security 
Amendment.a of 1950 provided Federal matching funds for direct State payments 
to medical care providers (or "vendors") on behalf or recipients of public 
ueistanee. Total spending under these program1 reached $0.5 billion by 1960. 
In that year, tbe Kerr-Milla Act created a new program, Medical Assistance for 
the Aged. Thia prognam provided Federal matching funds to States that chose 
to cover t..he "medically needy• aged, parsons whoiie incomes were abovP. "-"!h 
uoi;;i.<w.:e iev.:i,; but who needed heip wnh medlcai bills. Ar. or 1965, 40 St.ates 
and the District of Columbia, along with Puerto Rico, the Virgin Islands, and 
Guam, bad implemented Kerr-~fills programs. Combined spending under the 
vendor payment and Kerr-Mills programs bad reached $1.3 billion. 11 

By 1965, improving medical coverage for the elderly hed become a maj::n­
eongreasional priority. Congreee considered a number or approaches, including 
a universal system baaed on Soeial Security, a voluntary program supported in 

, par\.by,be-ueficiary premjums, end.ap ~ansion:of-tbe means-~·Kelf"~lts"'" "-11 \:":001: 

- program for the low-Income elderly only. What wu adopted in the Social 
Security Amendments of' 1965 represe!!ted a combination oC all lhrff 
approaches. Medicare hospital insurance <Part Al was a social insurance 
program covering nearly all of the elderly, while Me-Oicare's supplementary 
medical insurance program CPart B) was II voluntary program. However, ootb 
programs could leave some elderly beneficiaries exposed ro substantial oosts for 
premiums, deduetibles, and coinsurance payments, as well as c:osu for uncovered 
services. A tbird component., an ellp&DBion o( Kerr-Mills to be called Medicaid, 
was included in order to help lhe low-ineome elderly meet these costs. At. the 
same time the new program would co1180lidate and simpliry the other existing 
Federal efforts t.o provide medkal assistance to the poor, lhe vendor payment 
programs for cash 11S&ii=tance recipients. It would also extend the Kerr-Milla 
concept. of medical need to other p<ipulations, including families with children, 
the blind, and the disabled. 

The new Medicaid program carried o~-er two key feature& of its 
predecessors. First, Stat~ were given substantial latitude to design their own 
programs, so long u they met minimum Feaeral standards. (States were 
required, as a condition of continued funding, to make steady progress towards 
development or a 'comprehensive" program by raising eligibility levels and 
expanding 11ervices; this requirement was repealed in 1972.) Second, coverage 
was largely confined to the populations traditionally eligible fo-r welflU'e-certain 
families with children (chieRy single-parent families) and the aged, blind, and 
disabled. One exception was created by the RibicofT amendment-States could 
choose to cover cbildren who met the financial 1tandard:'I for welfare eligibility 
but not the categorical standarde (because, for example, lhey were in two-parent 
£amiliee with a working parent). NI passed by the Senate, the RibU:ofT 
amendment would aleo have allowed coverage or·the children's caretakers, in 

11U.S. Congreu. Senate. Committee on Finance. Medicare and Medicoid: 
Problana, l•ua, and Alkmatiwa. Unnumbered Committee Print, 9lst Cong., 
2d Seas., Feb. 9, 1970. WasbiogtDn, GPO, 1970. 
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eft'ect opening the program to all types or low-income f&D1ilies. This provision 
W8ll dropped in conferenee, and two-parent familiee with 11 working parent are 
escluded from the program to thia day, u are single adults e.nd childless oou~IH 
who are not aged or disabled. 17 _ : 

On the other band, the law 1p49eified no upper iaeome limits for program 
eligfbility, and State. were free to provide medically needy coverage for higher 
iooome penom in the traditional welfare categories. Despite this flexibility, 
Medicaid wu not expected to result in a dramatic expansion of coveTage. 
Muimum new Federal expenditures, even "all States tcok full advantage oftbe 
nP• TWn"7'ATn woro nrniortGA !:~ b~ ~2~~ mHH~~ 'e!'!~ f!!'~; ~~ .. '.:"'-'l.!"J? ~h.0?? ;.!::d-:=r t!:-?-
vend~~ · .;ym~~tii,;;.Mi!i;-programe. 1• In ract tbi~ level was reachr.d in the 
fU11t year, although only six States had implemented programs. 

· B. l\ledieaid in the 1960s and 1970s 
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The Social Security Amendments of 1967 {P .L. 90-248) included two other 
key changes in Medicaid. First, the law established the EPSDT prog;am in 
ooqjunction with other, non-Medicaid initiatives to improve child health. 
Second, the law pro\ided that Medicrud beneficiaries had to be permitted to 
obtain coveri!d services from any qualified provider "who undertakes tC provide 
[the beneficiary)· sue~ service11." Under the pre-Medicaid vendor payment 
programs, a State oould contract with specific providers, su~h as clinics or 
hospitals, to serve as the sources of care for public as1.<istance recipienla. As 
enaeted in 1965, Medicaid continued to allow States the option <>f making direct 
a.-rar-vm€,ntii for benefici•uies' care. Tht!' new ·rreedom-oi-choirP:i rl?!q•J.i~~nt 
meant that :i>tates couid no longer establish separate systems of care for 
Medicaid beneficiaries. Instead, Medicaid would allow low-iaeome citi7ellll to use 
providere of their choice, to enter the mainstream of American health care. 
(Whether they could actually do so depended on whether providers were 
prepared to participat.e in the program, an issue to be dillcusi:ed further below.) 

Twenty-six Stat.rs implemented Medicaid programs in 1966, l\Dd another EVl!n in the earliest years of the program, some States were already 
11 in 1967. Program spending grew much more rapidly than bad been finding Medicaid a strain on State budgeta and boegan t.o consider restrictions in 
anticipated. Combined Federal end State spending Uf!der l\'~~icaid &Jld its. .·. ;.h,-:, ~·,,~Jt~t~j~j~.;.,pr; ,b.en~fits .. -~They were briefly, P~\~ntllddroui dOirik-' so ·of a·"··;·, l'-fi 

, pi'edecrieors (which were oot fully phased out'lfntif I970l-vras'fi'.7biUion;il'l"FY"· • " .... ,,, '. ·. Secretarial ruling that States could not reduce coverage under an already 
1966, but roae 43 percent, to $2.4 billion in FY 1967. Spending grew even raster approved State plan. This ruling was re,.-erse<I by <Angres::l in 1969. Congress 
in FY 1968, riaing 57 percent, to $3.7 billion. alSll delayed, and in 1972 repealed, the provision of the original 1965 legislation 

requiring Stat.es to progress sl.eadily towanh comprehensive Medicaid coverage. 
One Cactcr in the unexpeeted early growth in the program was liberal Early expectations fort.he program hac\ been iowered, and States undertook a 

eligibility atandarda for the medically needy. New York in pa~ticular eso;'blished ,.·ariety of cost rontainment efforts, including benefit limitations, :-eqcire:nent,s 
a very high protected income level, $6,000 per year ror e family of four in 1966. for prior authoriz.ation G( sen.;ces, and redur.tfons in payment le,-els. Some 
(By July 1991, 25 year8 later, 13 States with medically needy programs had n~t States aJso began contracting with HM Os or similar entities l.o pro~·ide co\'erage 
reached this level.) It was projected that up lo 45 pereenl of thl' Stale s on a prepaid basis t.o beneliciaries who agreed to <>btain all services through the 
population in 1006 eould have potentially qualified for Medicaid coverage. 19 organizatioo. 

Congresa responded in 1967 by limiting medically needy eligibility. States 
that chose to cover the 111edicaJlv needy were required to set upper income limits 
no greater than 133 1/3 peree..;t of the maximum payment for a family of the 
same air.e under AFDC. This meant that States could not expand Medicaid 
eligibility without expanding their cash assistance programs as well. 

11The OBRA 89 established a demonstraticln project under which up lo four 
State1 are permitted to extend Medicaid to low-income individuals and families 
oot meeting categorical requirement&. 

••u.s. Congress. Senate. Committee on Finance. SQcial Security 
Amen.dmmts of 1965. (Report to au.ompany H.R. 6675.) Senate Report No. 404, 
8~ Cong., 1st Sess., June 30, 1965. Washington, GPO, 1965. p. 85 . 

18Stevens, Robert, and Rosemary Stevens. Welfare Medicine in ~erir:n. 
New York Free Press, 1914. p. 6t3, 92. The pro~cted income \eve! ts the 
amount 0C

1

countable income a medically needy Camily may retain after spending 
any excess on medical bille. 

Congress also took steps in the early 1910s w cont.rol spending under both 
Medicare ancl Medicaid; many of these mee.sure.s were joint initiatives affeding 
both programs. Proressional Standards Review Organizations !PSROs, the 
predecessors of today's peer review organizations, <>r PROs) were established to 
monitor inpatient utilization, and States were required l.o d!!vt-lop their o"'Tl 
systetnll for monitoring nursing hc>me care. In resp<>nse to the \•iew that growth 
in the supply of medical facilities was fueling health care demand, Stat.es were 
required to dt-velc>p health planning programs, which were suppo:-w to limit 
unnecessary expansion of hospitals and NFs. Start-up funds were authorized 
for new HMOs, in lhe hopr. of achieving savings for both private purchasers and 
public programs. These e11rly coi=t c<>ntrol efforts had mixed results. PSROs had 
little impact on utilization, "'·bile State health planning programs had some 
success in controlling the growth in nursif16 home beds. Federal funding 
promoted rapid grov.1.h in lhe HMO industry, but fow of the new entities were 
prepared lo acer.pt. Medicaid beneficiaries. 

Even as it undertook these early cost coaiainment initiatives, Congress· 
added new optional Medicaid sen-ices that were lo have a significant ir.ipact on 
program spending ir. the }"eara ahead. Amendments in 1971 and l972 allowed 
Stales to cover care in ICFs, ICFsJMR and, for benefiei11rie11 under age 2.2, in 


