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THE WHITE HOUSE

Office of the Press Secretary

For Immediate Release July 25, 1995

REMARKS BY THE PRESIDENT
ON 30TH ANNIVERSARY OF MEDICARE

The U.S. Capitol

11:06 A.M. EDT

THE PRESIDENT: Thank you very much, Mr. Vice President,
for your introduction and your leadership. Senator Kennedy and
Congressman Dingell, thank you for your incredible inspiration to the
country and to me. Mr. Glover, thank you and thank you for your
speech. To Congressman Gephardt and Senator Daschle, I want all of
you to know that they lead well and they are doing well for our
country. (Applause.)

To my friend, Arthur Fleming, and his family, and Mother
Johnson and her family; and to all of you seniors who are here, I am
honored to be here and 1 have loved listening to these stories and
these speeches and hearing this commitment.

I am honored to stand in the tradition of the Presidents
who fought for Medicare. I believe that President Roosevelt and
President Truman and President Kennedy and President Johnson were
right. And I think those who oppose them were wrong. (Applause.)

If you really think about Medicare and Medicaid, which
was also passed at the same time, they’ve given all of us stories. I
loved hearing the Vice President talk about his wonderful mother.

All of you know that since I’ve been President I have
lost my mother and my fine step-father, but what you may not know is
that my step-father had a heart attack 10 years before he died, in

the middle of one of my inaugural speeches for governocr. And when he
woke up from his surgery -- his quadruple bypass -- I told him it was
not that good a speech. (Laughter.) But because he was a senior

citizen covered by health care, he had 10 more good years. And my
mother had a very difficult fight with cancer, which she lost. But
because she was a senior citizen covered by good health care, she
lived to see her son become President of the United States.
(Applause.)



I ran for President because I wanted to broaden that
sense of security and opportunity for our people. I wanted middle
class Americans to have family wage jobs, and be able to educate
their children, and have the same health security we had given to
genior citizens, as Congressman Dingell said.

And the same crowd that killed Harry Truman’'s plan for
health, the same crowd that fought against Medicare, were successful
in derailing what we tried to do last year. But they did it in a
brilliant way, because by last year Medicare had become so much of
our common ground as Americans, so much a part of the fabric of our
daily lives, that no one anymore thought about these members of
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Congress having anything to do with it. It was just a part of our
daily lives, just like getting up in the morning and seeing the sun
shine. BAnd so these people, the same crowd that fought it tooth and
nail 30 years ago, came up with this brilliant argument that because
I said when they denied it, the Medicare Trust Fund was in trouble



and we had to reform health care, that I wanted to see the government
mess with their Medicare.

And we had people all over America coming up to me, or
the First Lady, or to Senator Kennedy, saying, don’t let the
government mess with my Medicare. People had actually forgotten
where it came from, as 1if it sort of dropped out of the sky.
(Laughter.) Well, I got the message of the 1994 election and I’'m not
going to let the government mess with your Medicare. (Applause.)

I really thought Medicare had passed beyond the partisan
and political divide into the generational life of our country. The
people who passed it did it for their parents’ generation and knew
that they would have it when they came along, and knew that in so
doing, they would relieve a burden from their children, who could
then focus on building good lives for themselves and their children.
It was sort of a part of the social compact of the American family.

Now, the Vice President'’s father, who’'s been mentioned
several times, and is a particular favorite of mine, said that the
absence of health care for the elderly was "a disgrace in a country
such as ours". We got rid of the disgrace, and along with Social
Security, as Secretary Shalala has said, we at least have finished
that part of our country'’s work.

We still have a lot of work to do. But the answer to
the problems of the great American middle class, the answer to the
problem of curing the American deficit, the answer to the problem of
dealing with the challenge of educating a new generation of Americans
for a new, highly competitive economy -- surely the answer to those
problems 1s not break down the one thing we have done right
completely, which is to keep faith with our elderly people.
{Applause.)

I want to talk just a little bit about what this could
mean to you. As I said, in 1965, the legislation which created
Medicare also created Medicaid. A lot of Americans think it’s just a
program for poor people. Well, it did provide desperately needed
care for poor children and their mothers, but it also provided more
care for older and disabled Americans, especially long-term care.
Two-thirds of the Medicaid budget goes for older Americans and
disabled citizens. Without Medicaid, middle class families
struggling to pay their own bills and raise and educate their
children could face nursing home bills for their parents averaging
$38,000 a year.

I remember what those nursing homes looked like before
Medicaid. Some of you do, too. We need to celebrate and recommit
ourselves to this. And we need to ask ourselves, what is the future.
We are at an historic moment. For the first time in a long time
there is a willingness to try to bring the budget into balance, a
willingness to try to secure the Medicare Trust Fund. But I know we
can do both, while maintaining our generational commitment. I know
we can do both without returning Medicare to the area of American



partisan politics and to nightmares for the elderly people and their
children in this country. We can do it. (Applause.)

As Mr. Gephardt said, the congressional majority appears
to be choosing for the first time ever to use the benefits we provide
under Medicare, paid for by a dedicated payroll tax, as a piggybank
to fund huge tax cuts for people who don’t really need them. But we
showed that you could have a balanced budget plan with no new
Medicare costs for older Americans that stabilized the Medicare Trust
Fund. We know that. They, instead, would cut $270 billion from
Medicare and raise Medicare premiums and out-of-pocket costs an
average of $5,600 per couple over seven years, even for people who
don’t have enough money to get by as it is. They want to use this to
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pay for a $245 billion tax cut.



If they would just reduce the size of the tax cut,
target the middle class families and their basic needs, string out
the time which we take to balance the budget, we would not need one
penny -- not a red cent -- of the Medicare beneficiary cuts they’ve
proposed.

Don’t you let anybody tell you that we have to do that
Lo stabilize the Trust Fund or to balance the budget. We do have to
stabilize the Trust Fund. We should balance the budget. But we
don’t have to raise the roof on the beneficiaries to do it. We do
not have to break our generational commitment to do it. Do not let
anybody tell you that. It is simply not true. (Applause.)

This plan kind of sounds good in the rabid,
antigovernment atmosphere in which we live today -- their plan does.
The majority’s plan in Congress would provide older Americans with a
voucher for a set amount each year. They almost make it sound like
you can make a profit out of it. It supposedly would cover enough to
buy medical insurance. The problem is that private health care costs
are projected to increase 40 percent more than the value of the
voucher. So if you’re over 65 and you’re healthy as a horse, this
might be a good deal for you. But what if you get sicker as you get
older? If the vouchers are inadequate, the elderly must make up the
difference out of their own pockets.

There’s no clear provision that would give a larger
voucher for a patient like my mother who developed cancer as opposed
to one the same age who was healthy; not even a clear provision to
give a larger one to seniors who are fortunate enough to live into
their 80s. That’s the fastest growing group of elderly people in
America, 1in percentage terms, people in their 80s. But to be healthy
in your 80s you just naturally use the health care system more.
There’s no clear provision to take care of that.

No clear provision to stop companies from simply turning
seniors down because of their medical condition, or ¢cutting them off
when they get sick. In the past, various experts have suggested that
Medicare budget cuts will inflict harm and financial suffering on the
elderly, but as the grisly details of the plan become known, it
becomes clearer and clearer that we could actually see a denial of
medical care to those who need it. That was the very thing Medicare
was designed to do away with.

You know, my mother was a nurse, anesthetist. I can
remember what it was like before there was any Medicare or Medicaid.
I remember people that actually would come to our house with a bushel
basketful of peaches, for example, trying to pay in kind for the
medical service my mother had rendered. And I remember that the old
folks weren’t healthy enough to go pick peaches. I remember these
things. And we should not forget. We can change without wrecking,
and we need to be awfully careful before we buy a pig in a poke.

It is easy to see how, in all but the direst of



emergencies, millions of older Americans would actually just give up
the medical attention to which they are entitled and which they need.
Let me just give you some examples of what could happen. These are
real examples of what could happen.

Suppose a 75-year-old woman has exhausted her savings
and 1s too sick to work, but her voucher isn’t enough to permit her
to afford any health insurance plan anymore. She’d have to reach
into her own pocket, but she doesn’t have any money there. She can’'t
get to the hospital unless it’s a dire emergency because she’s got to
pay a $750 deductible for that. So she can’t got to the doctor’s
office because she can’'t pay the extra premium there. So the woman
lg stuck -- and no care.
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Or suppose you have a 75-year-old man who gets a voucher
that just about covers the cost of his health insurance, and in three
years his voucher only goes up five percent a year, but the health
insurance premium goes up 10 percent a year. So after three years,
the gap is so wide he can’t afford to pay. He doesn’t have the
money. He dropped his Medigap coverage because he was persuaded this
voucher system would work. So he’s stuck -- no care.

A 70-year-old man with open-heart surgery recovered
enough to go home and be treated by a visiting nurse, but under the
olan of the congressional majority, he must now pay $1,400 in
copayments for that visiting nurse. He can’'t afford that, so he
stays in the hospital at three or four times the cost to the
taxpayers. But after a while, Medicare stops paying for that, too.
So he’'s stuck.

Now, these are things that can happen. Those who want
to keep what they have now will have to pay significantly more. Every
person on Medicare will spend $1,650 more over seven years. The
average person who receives care at home -- something we need more
of, not less of -- will pay $1,700 more in the year 2002 alone for
the same health care. Remember, these are people who already pay
over 20 percent of their income for health care.

So I ask you, can the elderly really afford $1,650 more
for premiums to cover their doctor bills? Can the elderly really
afford $1,700 more for the same home health care in one year alone?
Will vouchers cover them against sudden premium increases if they get
sick? That’s what health insurance is supposed to do, you know --
cover you when you get sick, not when you’re healthy. Will the
medical costs stay sufficiently under control to permit these
vouchers to cover the full cost of care? No expert thinks so.

Is it fair to make older Americans give up their doctors
and be forced into managed care, instead of giving the option to them
to go into a managed care network? Is it really necessary to balance
the budget and to stabilize the Medicare Trust Fund to do what the
congressional majority proposes? The answer to every single one of
these questions is, no. No.

Those who want to gamble with Medicare are asking
Americans to bet their lives. And why should they bet their lives?
Not to balance the budget, not to strengthen the Medicare Trust Fund,
but simply to pay for a big tax cut for people who don’t need it.
It’s a bad deal; we ought not to do it. It will break up America’s
common ground. And you can help to stop it. (Applause.)

If the Congress and the majority really wants to balance
the budget and reform the Medicare Trust Fund, let me ask them to
join with me in a real commitment to health care reform that can be
achievable, even by their standards. Senator Kennedy has already
introduced a bill with Senator Kassebaum that goes part of the way.

Let us require insurance plans to cover those with
preexisting conditions. Let us make a commitment to preventive and



long-term care. (Applause.) Let us encourage home care as an
alternative to nursing homes and give folks a little help to have
their parents there -- (applause.) Let us let workers take their
insurance coverage with them when they change jobs, and crack down on
fraud and abuse, and give people the option to choose a managed care
option if they want it; don’t force people to take something they
don’t want. (Applause.)

If we really want to work together, there ought to be
four basic principles that everybody, without regard to party, signs
off on. We have to make sure that good, affordable health care is
available to all older Americans. That’s what we do now; let’s don’t
stop it. (Applause.)
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We must not cut Medicare to pay for a bigger tax cut
than can be justified, that goes to people who don’t really need it,
a lot of whom don’t even want it. We ought not to do that.
(Applause.)

We must be committed to reducing medical cost inflation
and stabilizing the Medicare Trust Fund through genuine reforms, not
by destroying Medicare and hurting the people who are on it.
(Applause.) We must not balance the budget by cutting Medicare to
older Americans.

We do not have to do any of these things. This is a
time of great and exciting change. I know that. But, you know, the
conservatives are supposed to be in charge around here and
conservatism means if nothing else, if it ain’t broke don‘t fix it.
(Applause.) And do no harm. That’s the first principle.

My fellow Americans, this is a big fight, but it’s not
just for the seniors in this audience and in this country. 1It’'s for
all their children. Most senior citizensg have children that are
working harder for the same or lower pay they were making five or 10
years ago. They have their own insecurities and their own problems.
They need their jobs and their incomes and their children’s education
and their own health care stabilized. We don’t need to do something
that makes their lives worse, either. And it's for all their
children, the people on Medicare’s grandchildren. They deserve a
chance to have a good education, to be sent to college. Their
parents should not wake up in the middle of the night torn between
their own parent’s health care and their children’s education.

This is not just a senior citizens issue. We need to
increase opportunity and security for all Americans. And the worst
thing we could do is to tear down Medicare. That would increase
insecurity not just for the elderly, but for all Americans. It would
cloud the future of this country.

We have come a very long way by pulling together. Do
not let this budget debate tear this country apart. Do not turn back
on Medicare. Stand up and say, if you want to do something to
balance the budget and stabilize the Medicare Trust Fund in a way
that helps the elderly people of this country, we will stand with

you. But 1f you want the government to mess with my Medicare, the
answer is, no. (Applause.)
Thank you, and God bless you. (Applause.)

END 11:26 A.M. EDT
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-Policy Perspectives

Medicare at 30

Preparing for the Future

Medicare’s 30th anniversary is an appropriate time for cel-
ebration. Few programs, public or private, have had so de-
monstrably beneficial an impact on so many Americans as
Medicare. But it is also a time both to reflect on Medicare's
role in our society at large and to think strategically about
how Medicare can fulfill its missions in the years ahead. In the
increasingly contentious political environment, Medicare has
been called a dinosaur—a program that is too costly, is too
inefficient, and has outlived its usefulness. In the view of
Medicare's critics, radical restructuring is the only cure. Al-
though improvements can and should be made to Medicare,
those calling for the end of Medicare as we know it are most
charitably described as misguided. Medicare is responsible
for major improvements in the health of elderly and disabled
citizens, is well managed, and provides the financial under-
pinning for much of the US health care system.

Medicare Insures 37 Million Elderly and Disabled People

Before Medicare's enactment, 50% of elderly people had no
health insurance. Now more than 97% of senior citizens are
insured by Medicare, as are more than 90% of those who have
end-stage renal disease and 3.6 million disabled people. Medi-
care has relieved elderly people of the terrible anxiety they
suffered when they did not have health insurance and could
not pay for their own care.

Medicare has dramatically increased access to health care.
[n 1964, just before Medicare's enactment, there were 190
hospital discharges per 1000 elderly people. By 1973, that
number had increased to 350 discharges—one indication that
Medicare helps elderly people get the health care they need
at the time of their lives they need it most."® Although it is
difficult to prove a causal relationship, Medicare—and the
increased access to health care it provides—has undoubtedly
contributed to increased longevity among the elderly. In
1960, men who survived to 65 years of age could expect tolive
to 78 years of age; by 1992, they could expect to reach 81 years
of age. Women achieved similar gains.

Most Medicare beneficiaries rely on the financial security
and access to health care that Medicare provides. In 1992,
83% of Medicare spending was on behalf of beneficiaries with
annual incomes less than $25000 (Figure 1). Fully 20% of

From the Office of the Administrator, Heaith Care Financing Administration,
washington, OC

Reprint requests to Medicare 30th Anniversary, Health Care Financing Adminis-
tration, Office of Professional Relations, Room 423H, Hubert H, Humpnrey Bidg, 200
Independence Ave SW. Washington, DC 20201 (Dr Viadeck).

JAMA. July 19, 1995—Vol 274 No 3

beneficiaries are either 85 years of age and older (most of
whom are women) or persons with disabilities or end-stage
renal disease (Office of the Actuary, Health Care Financing
Administration [HCFA], unpublished data from the Medi-
care Current Beneficiary Survey, 1992). Providing health
care to our most vulnerable citizens is a significant accom-
plishment of which all Americans should be justly proud.
Most beneficiaries think that Medicare is valuable to them.
Nearly 90% of beneficiaries are satisfied with the overall
quality of their health care, have a regular source of health

“care, and have great confidence in their physicians (Office of

the Actuary, HCFA, data from the Medicare Current Ben-
eficiary Survey, 1992).

Medicare Provides Vital Support
to the Health Care Infrastructure

Viewing Medicare as simply a health insurer for 37 million
people ignores its larger role in the health care system. In
1993, Medicare ac % of all hospital expenditures;
20% of physician expenditures; the preponderance of income
for home health care agencies, hospices, and renal dialysis fa-
cilities; and significant shares of the revenues of clinics, labo-
ratories, ambulance services, and other provider services.*

In addition to paying for services to beneficiaries, Medicare
makes supplemental payments to provide additional support
to hundreds ol hospitals across the country. Without Medi-
care’s substantial inancial support, a number of these “safety
net” institutions could close, leaving many Medicare, Med-
icaid, and uninsured people without access to health care.
(Congress authorized additional payments to disproportion-
ate share hospitals and sole community hospitals beginning
in the mid 1980s.)

Medicare makes supplemental payments to (1) hospitals
serving a disproportionate share of low-income individuals:
(2) Teaching hospitals for extra costs associated with teaching
programs (indirect medical education); and (3) sole commu-
nity hiospitals to enh ir viability in isolated rural com-
munities.

In 1995, nearly 12% of the $65 billion Medicare will pay to
hoslm these larger purposes. Disproportionate share
payments will total $3.7 billion or an extra 13 cents for every
dollar paid to these institutions. For large urban public hos-
pifals, the additional payment averages 25 cents for every 31
paid. Payments~to teachinig hospitals for indirect medical
education are projected at $3.8 billion or an extra 14 cents for
every 31 paid for direct care to Medicare beneficiaries. For
major public teaching hospitals, the additional payment av-

—
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Figure 1.—Share of program expenditures by income of Medicare individuals
or couples. 1992 (from the Office of the Actuary. Health Care Financing Admin-
istration).

erages 35 cents for every $1 paid. Sole community hospitals
will receive mare than 3200 million or an extra 12 cents for
every dollar paid. Medicare also plays a broader societal role
in financing graduate medical education, It is the only health
ingurer to make payments earmarked specifically for training
physicians, In 1995, Medicare will pay hospitals $1.8 billion for
direct costs of training physicians and other health profes-
sicnals (HCF A, unpublished data, 1995).

Precisely because of its size and national character, Medi-
care also has a profound effect, whether intended or not, on
the shape and character of health care and medical practice
throughout the country. Medicare pioneered the develop-
ment of a prospective payment system for inpatient hospital
care, 4 resource-hased fee schedule for physicians’ services,
both in-hospital and external utilization review programs,
quality standards for new services such as hospice and am-
bulatory surgery. and outcome measures in nursing home
care. Inrecent yvears, Medicare too often lagged behind. rather
than led, the private zector in the development of new meth-
ods of defining and ensuring access and qguality. Through the
Medicare Health Care Quality Improvement Program and
similar initlatives in facility certification and managed care
monitoring, Medicare is once again reasserting its leadership
role.®"

Comparison of Medicare and Private Health Spending

The rate of growth in Medicare spending has come under
sharp attack in recent months. Critics point to data showing
that private health spending in the last few years increased
more slowly than Medicare spending as proof of Medicare's
inefficiency. The fact that Medicare spending_per _enrollee
increased less rapidly than private spending from 1983 through
14997 1s not, however, cifed as evidence that Medicare was
moré eIficient than private health plans during those years
(OTfice of the Actuary, HCFA, unpublished data, 1994).

ThHese criticisms miss thelr mark on séveral counts. First,
data from 1 year, or even 2 years, are not a sufficiently
accurate or reliable source on which to base conclusions or
major changes in public policy. At least several years of data
are needed to determine whether the trend represents a real

260 JAMA, July 19 1995—vol 274, No. 3
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shift in behavior or merely an aberration. Second, Medicare
beneficiaries are different from workers in large companies—
the source of most of the private-sector data. Medicare ben-
eficiaries are older and sicker than working people, so it is
unrealistic to expect the rate of expenditure growth to par-
allel that of other health plans. On average, expenditures for
health services for elderly people are four times greater than
for their younger counterparts.’ Further, as discussed herein,
Medicare 1s much more than a health insurance program for
the elderly and disabled; it also plays a key role in supporting
graduate medical education and institutions that serve vul-
nerable populations. Medicare alSo COvErs SOME Services not
tvpically covered by private health plans, including home
health care services and skilled nursing care. Spending for
these services has been increasing much more quickly than
for other services. If Medicare expenditures for hospital and
physician spending only are compared WIth private-sector
expenditures for the last several years, the rates of growth
are comparable. And in at least one area—adminisirative
expenses—Medicare's performance far exceeds that of the
private sector. Medicare spending for administrative expenses
has averaged less than 2% of program spending in recent
vears, compared with an average of about 17% in the private
sector—about 5.5% in the large-group market and 25% in the
small-group market (Figure 2).

The Future of Medicare

Medicare is highly effective, but there is considerable room
for improvement. Although Medicare beneficiaries have lower
incomes, on average, than other insured persons, their out-
of-pocket expenses for health care are far greater. Medicare
requires beneficiaries to make substantial payments for co-
insurance, co-payments, deductibles, and premiums. On av-
erage, older Americans spend 14% of their disposabmn-
comes oI treatthtare, tompared-withr 49 for-thenonetderly
(Offrceof tiie Actuary, HCF A, unpubnshed data, 1995). Fur-
ther, Medicare does not cover outpatient preseription drugs
or most institutional long-term care. Many elderly people are
forced into poverty to pay for nursing home care, while the
high cost of prescription drugs means that some beneficiaries

Policy Perspectives—Viadeck & King
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do not get the drugs they desperately need. Obviously, in the
current political climate, adding these two benefits appears
unraalistic, but, over time, these problems need to be ad-
dressed.

Medicare covers some preventive services, such as screen-
ing mammography and flu vaccination. However, use of these
services is not as high as it should be. From 1992 through
1993, only 37% of female beneficiaries had screening mam-
mograms; the rate among African-American women was even
lower at 28%." Steps have been taken to improve this record.
A new consumer information initiative is providing benefi-
ciaries with more information about Medicare coverage for
preventive services and encouraging appropriate use of these
services.

Changes should also be made to allow beneficiaries to choose
from a broader range of health plans. Medicare beneficiaries
should have as many choices as the most forward-thinking
employers provide to their workforce. Historically, enroll-
ment of Medicare beneficiaries in managed care has lagged
behind the private sector. Since 1993, howey tin
Medicare managed care has’increased rapidly; enrollment in
risk contractsincreased more than 25% and enrollment among
all health maintenance organizations (HMOs) increased shightly
more than 16% between 1993 and 1994. Currently, more than
9% of Medicare beneficiaries (3.1 mllion people) are enrolled
in managed care options, and 147 of beneliciaries have access
to_a managed care plan (Office of Managed Care, HCFA,
unpublished data, 1995).

The US Department of Health and Human Services is
committed to increasing the range of managed care options
and to making current options work more effectively. An
option to allow Medicare heneficiaries to enroll in preferred
nrovider organizations (PPOs) is under development and
should receive legislative attention in the next few months.
PPOs are networks of health care clinicians and mstitutions
who agree to provide services to beneficiaries enrolled in the
network at a discount. (Some PPOs select providers who have
cost-efficient practice stvles or agree to abide by certain
utilization review criteria.) Many consumers have access to
PPOs in the private-insurance market. and we would like to
offer Medicare beneficiaries the same option. Our objective
is to allow beneficiaries to go to any heaith care clinician or
facility at any time, if they are willing to pay more for services
outside the network. We also hope that PPOs would result in
savings for both Medicare and beneficiaries because plans
would limit their selection of network physicians to those
with high-quality and cost-effective practice styles.

The Department of Health and Human Services has also
been working to improve the performance of our current man-
aged care contracts and to increase the number of contractors.
Some caution is warranted, however. The HMO industry has
expressed reservations about its capacity to absorb alarge in-
fusion of Medicare beneficiaries within a short period. While
it welcomes the opportunity to enroll more Medicare benefi-
ciaries, the industry urges that expansion be phased in during
alonger period as capacity increases. The industry is also con-
cerned that accelerated expansion and formation of managed
care plans could jeopardize the ability of both the government
and private accrediting bodies to maintain the highest stan-
dards of certification and oversight.

The Department of Health and Human Services’ goal of
expanding the number of managed care options is impeded by

JAMA, July 19, 1995—Vol 274, No. 3
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some difficult technical and policy issues. Perhaps the most
important. at least from a financing standpoint, is that flaws
in the payment mechanism established by Congress cause
Medicare to pay, on average, 5.79% more for every enrollee in
managed care than it would have paid if the beneficiary had
stayed in Medicare's traditional fee-for-service system. The
Medicare payment level for risk contracts is set at 95% of
fee-for-service costs in the area where the beneficiary re-
sides. Beneficiaries enrolled in risk contracts are healthier
than those in fee-for-service systems (HCFA, unpublished
data, February 1993). As a result, the 95% payvment level is
higher than it would have been I Medttare iad magde f{ee-
forwsérvice payments for these beneficiaries. The reason for
thishi fs“favorable selection’—the-faetthat
HMDOs attract enrollees who are healthier than the average
beneficiary and tend to use fewer services than the average
beneficiary. One of the reasons for this occurrence is that
beneficiaries in poor health typically have established rela-
tionships with physicians and are hesitant to enroll in man-
aged care plans. Although both we and the HMO industry
have undertaken several research projects to develop a pay-
ment adjustment to account for the fact that healthier people
tend to enroll in managed care plans, neither of us has heen
successful yet.

Another troubling issue revolves around the use of fee-
for-service data in setting the HMO payment rate. The cur-
rent formula adversely affects some regions of the country
where fee-for-service costs are low. These low costs result in
low Medicare HMO payments, making some managed care
plans reluctant to participate in Medicare risk contracts. In
other areas with high fee-for-service costs, the Medicare
HMO payment rate is probablyv excessive.

The persistence of technical problems such as these sug-
gests that proposals to shift large numbers of Medicare ben-
eficiaries into managed care plans within a short period is
neither feasible nor likely to result in large savings to Medi-
care. A more rational strategy is to expand choice, improve
the information available to consumers and purchasers, and
develop better payment and oversight methods. This strat-
egy will permit consumer choice to drive the program in the
direction of managed care during a relatively short period if
managed care plans can indeed deliver better services and
higher consumer satisfaction at lower costs.

Conclusions

Efforts to improve Medicare’s performance as a purchaser
of managed care services also serve as a paradigm for choices
about Medicare’s future as these efforts are debated in the
Congress and elsewhere in the nation. Like any 30-year-old
program, Medicare has flaws and idiosyncracies that can and
should be corrected. Over time these corrections should make
Medicare less costly as well as more effective. There is sig-
nificant danger, however, in the current political climate.
Congressional pressure to balance the budget could produce
payment reductions and policies that will permanently weaken
Medicare and make long-term improvements impossible.

Medicare currently accounts for about 10% of the total
federal budget, yet for reasons having little to do with health
care and everything to do with politics, it has become a major
target for balancing the federal budget. At the same time,
Congress is considering significant tax reductions for large
businesses and wealthy individuals, while the elderly and
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children would bear the brunt of the reductions. Cuts driven
by*arbitrary budget targets would not only leave some of
America’s most vulnerable citizens significantly worse off,
but alzn would jeopardize Medicare's continued existence and
inflict substantial damage on health care clinicians and in-
stitutions and the structure of the US health care system.
Some have also suggested that Medicare spending could be
controlled by turning Medicare into a voucher program—
where the federal government would give beneficiaries a
fixed amount of money to purchase private health insurance
of their choosing. While this may appear to be an appealing
concept., it is a shortsighted approach that would disadvan-
tage many heneficiaries, particularly the oldest or most dis-
abled ones. Felatively voung and healthy beneficiaries would
probably be able to obtain adequate private health insurance.
but few insurers would be willing to sell comprehensive in-
surance to 85-vear-old people or those with significant health
problems. Moreover, if the fixed payment were set too low
initially or not increased at roughly the same rate that the
costs of providing health care are increasing, the value and
the benefits of this insurance would erode over time.
Despite the fact that Medicare is now at the vortex of the
balanced budget debate, HCF A cannot lose sight of its mis-
sion to administer Medicare in a responsible, cost-effective
way and to think strategically about how Medicare can serve
the beneficiaries of the future. One of the more difficult tasks
will be to plan for the impact of the baby boom on Medicare.
The increase in the number of enrollees is currently less than
2% a year and is expected to remain at that level for the next

16 vears. After that, the increase will be between 2% and 3%
annually as the babyv boom retires between 2010 and 2030 and
much less than 19 annually after that (Office of the Actuary,
HCF A, unpublished duta, 1995). There can be no doubt that
retirement of bahy hoomers will pose serious challenges, but
it is shortsighted to consider it as a Medicare problem only.
Many other public progrums, including education, public safety,
and housing, will need 1o be reexamined and reconfigured in
light of changing demographics. Careful stewardship in the
short run combined with strategic planning for the long term
will ensure Medicare's viability far into the next century—so
that it will be there when both we and our children need it.

Bruce C. Vladeck, PhD
Kathleen M. King, MA
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The First 30 Years of Medicare

and Medicaid

Medicare is a uniform national health insurance program for
the aged and certain disabled persons. Medicaid is adminis-
tered by the states within broad federal guidelines and fi-
nances health services for certain low-income groups.

Trends in Enroliment, Spending, Health Status,
and Managed Care

Enrollment.—The enactment of Medicare and Medicaid in
1965 provided health insurance coverage to millions of Ameri-
cans. Medicare enrolled 19 million elderly in 1966. Medicaid
was phased in by states, except Arizona, and by 1972 enrolled
18 million poor elderly, disabled, and families with dependent
children. In 1972, Medicare was amended to include persons
younger than 65 years with disabilities who were receiving
Saocial Secnrity disahility benefits for 24 months or persons
with end-stage renal disease (ESRD), nearly 2 million people.!

Since the mid 1980s, Medicaid eligibility has been significantly

From the Ofiice of the Director, Special Analysis Stafl, Health Care Financing Ad-
ministration. US Deot of Health and Human Services. Washingion. DC.

Reprint requests to 30ih Anniversary. Healih Care Financing Administ:ation, Ol-
fice of Protessional Relations, Room 423H, Huben H. Humphrey Bidg. 200 indepen-
dence Ave Sw. Washington, DC 20201 (Ms De Lew).
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expanded: enrollment increased 50% from 22 million in 1985 to
33 million in 1993. In recent years, the share of the population
vounger than 65 years with employer-sponsored health insur-
ance has declined. Medicaid eligibility expansions have some-
what offset these reductions in private-sector coverage,
thereby moderating growth in the uninsured population.’
Enrollment in each program has increased substantially
since enactment, resulting in a larger share of the US popula-
tion receiving coverage. Since the early 1970s, the share of the
population covered by Medicare increased from about 10% to
14%, and Medicaid's share increased from about 8% to 13%.'#
Thirty years after enactment, in 1995, Medicare and Medicaid
provide health insurance coverage to about 70 million elderly,
disabled, or low-income people: nearly 38 million in Medicare,
36 million in Medicaid, and about 5 million dually entitled to
Medicare and Medicaid, or about 25% of all Americans.
Spending.—The enactment of Medicare and Medicaid,
coupled with expansions in private health insurance cover-
age, fundamentally changed the way US health care is fi-
nanced. No longer would people pay more than half of their
health bills out-of-pocket. Third-party insurance has become
the predominant payer, with people now paving 18% of their
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Table 1.—Medicare and Medicaid Spending as a Share of Federal and State

and Local Budgets®

O e S S S
State and Local

Federal Budget. % Budgets, %
1 1
Program 1970 1993 1970 1993
Medicaid 1 5 2 5
Medicare 4 10

S Y S

“Daia from the Oflice of the Actuary. Healtn Care Financing Administralion. These
figures are based on total tederal. stale. and local governmeni expenditures reported
in the Survey of Current Busmness. July 1994, vol 74, issue 7. compiled by the US
Depaniment of Commerce. Bureau of Economic Analysis. Ellipses indicate not ap-
plicable,

[ Medicare  ER) Medicaid

[ . Private

Growth, %

Figure 1.—Per enrollee rate of increase in expenditures for private health
insurance. Medicare. and Medicaid (data from the Office of the Actuary, Health
Care Financing Adminisiration). For 1994 to 2000. the numbers indicate the
proje:ted raies of increase. For the purpose of the National Health Accounts.
certain Medicaid disproportionate share payments to hospitals that were ofiset
by donations and taxes paid by the same facilities were excluded. Medicare and
Medizaid expenditures are per beneficiary; private health insurance penefits are
per insured person

health bills out-of-pocket.’ Even with Medicare coverage.,
out-of-pocket payments for health expenses consume about
14% of the average Medicare beneficiary’s income compared
with about 4% for the population vounger than 65 vears
(Office of the Actuary, Health Care Financing Administra-
tion [HCFAJ. unpublished data, 1995).

The federal government ix the single largest paver for
health care services, primarily through the Medicare and
Medicaid programs. In 1993, these programs spent $272 bil-
lion (including the $355 billion state share of Medicaid). This

' spending and 70% of
pukTic Tunding for health care. Together. they financed 41%
of?W:pnul gpending, 28% of all physician spending, and
61% of all nursing home spending.!

”L‘dlt}] spending in the United States increased by 12% per
vear Trom 1970 ta 1992._Annual spending in hoth Medicare
anc Medicaid increased faster at 14% and 16%, respectively.!
This rapid spending growth outpaced that of federal and state
and local revenues; thus, a growing share of public $pending
has™heen devoted to Medicare and Medicaid (Office of the
Aduary, HCFA unpublished data, 1970 and 1993) (Table 1).

One of the reasons for rapid spending growth has been in-
creased enrollment, as noted herein, in Medicare und Medicaid.
When spending trends are examined on a per enrollee basis, the
rate of increase in spending on Medicare and Medicaid in recent
yeurs has slowed relative to historic trends (Figure 1).

From 1984 to 1991, the rate of increase in Medicare and
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Medicuid spending was fower than that of the private sector.
The slower rate of increaze in Medicare spending has been
attributed in part to implementation of the hospital prospec-
tive payment system and limits on provider paviment levels.

From 1991 to 1494, the rate of increase in private-sector
spending was higher than Medicaid, but lower than Medicare.
ThéTower rate of increase in private-sector spending has been
attributed to rapid growth in managed care enroliment. reduc-
tinns 0 health benefits for current workers and retirees, and
more aggressive negotiations with health plans and providers.

Medicare beneficiaries have greatly increased their utili-
zation of skilled nursing facility and home health care services
in recent vears. which has contributed to Medicare’s higher
rate of increase in spending. When these services are ex-
cluded, and Medicare fmd private-sector spending Tor Fospi-
tal and physician S€ pared, Medicare and the
private sector have knmlm per enrollee rates of increase at
aboul 7% unnually (datanot shown ).

From 1994 to 2000, similar rates of increage in spending are
projected for both Medicare and the private sector with some-
what lower rates of increase for Medicaid. Medicaid's rate of
increase in spending has slowed due in part to new controls
on the ability of states to increase their federal matching
payments through provider tax and donation programs.

Health Status.—During the past 30 vears, Medicare and
Medicaid have provided the nation’s most vulnerable groups—
the elderly. disabled, and poor—with access to health ser-
vices.*” As a consequence, Medicare and Medicaid have made
significant contributions to improvements in health status for
beneficiaries whose health needs are greater than those of the
general papulation. While the precize impict of the two pro-
grams on health status is difficult to determine, the country
hag made significant progress on key health status indicators,
such as infant mortality and life expectancy at 65 years of age,
in part due to access to health services financed-by Medicare
and Medicaid (Table 2). Moreover, the two programs have
helped underwrite significant expansions in the health care sys-
tem. including medical technology and capital facilities and
equipment.

Managed Care.—Medicare and Medicaid have primarily paid
providers on a fee-for-service basis. This arrangement is chang-
ing as beneficiaries increasingly enroll in managed care plans.
Although enrollment levels are still lower than those in the pri-
vatesector, thereis strong growth. In 1994, Medicare accounted
for 25% and Medicaid 42% of the enrollment growth in health
maintenance organizations (HMOs) (Group Health Association
of Ameriearand-HCF A, unpublished data, 1994). Currently, 74%
of Medicare beneficiaries live in areas where Medicare managed
care plans are available, and 9% (more than 3 million) have cho-
sento enroll. About 23%. of Medicaid beneficiaries (nearly 8 mil-
lion) are enrclled in managed care

A Portrait of Medicare

Medicare is administered by HCFA.

Who Is Eligible for Medicare?—Workers and their de-
pendents earn Medicare Part A eligibility, hospital insurance,
through payment of the hospital insurance payroll tax (2.9%
of wages, half of which is paid by the employer and half by
the employee) during their working years. Those entitled to
Medicare Part A receive coverage when they become 65
vears old or earlier if they qualify for Social Security dis-
ability benefits or huve ESRD
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Enrollment in Medicare Part B, supplementary medical
insurance. ix voluntarily obtained through payvment of a
monthly premium tearrenty $46.10) when eligibility for Medi-
cure Is establizhed or on reaching 65 veuars of age.

How Is Medicare Financed?—Pat A is entrely financed
by payrell tax contributions. Hospital inzurance spending i=
increasing fuster thun revenues: the trust fund is projected
to he exhaunsted in 2002,

Part B iz financed by general federal revenues (about 75%)
and beneficiary premiums (ahout 25%). Unlike the Part A
trust fund, which i= financed by pavrall tiuxces, the Part B trust
fund 18 Tinanced on a vearly basiz with premiums and federal
revenues being drawn as needed to cover program spending.
Rapid growth in Part B spending has increased both the
heneficiary premium and taxpayvers’ contributions.

Who Are Medicare Beneficiaries?™—The elderly comprise
3% of the Medicare population: the disabled and those with
ESRD comprize the remaining 10%. People older than 85 vears,
the disahled, and those with ESRD have been the fastest grow-
ing groups of Medicare beneficiaries during the last decade (an-
nual grewth rates of 3%, 4%, and 10%. respectively).

The aging of the population coupled with increased longevity
are expanding both the number of people cligible for Medicare
as well az the proporton of beneficiaries older than 85 yvears.
Theze wrends will have an impact on the nation’s health care
gpending: the elderly consume four times as much health care
per capita az the population vounger than 63 vears, with those
older than 85 veurs consuming an even larger share’

More than 25% of Medicare beneficiaries (nearly 10 million)
live alone. Muny of these beneficiaries are in poor health:
about 2.5 million rate their health as fair or poor compared
with their peers, and 1 million have several functional im-
pairment= (eg. difficulty eating. toileting. or dressing) (Office
of the Actuary, HCFA, unpublished duta from the Medicure
Current Beneficiary Survey, 1992). These people are most at
risk for long-term nursing home placement, a service for
which Medicure caverage is limited.

The_elderly's poverty rate has declined dramatically dur-
ing Medicare's history from 29% in 1966 to 12% todav. lower
than_that ol the general population. hecause-of number of
factors, including Medicare's coverage of health expenges ™!

-WTiTe not as likely to be poor as in the 1960s. today's Medicare

heneficiaries have modest incomes: nearly 80% have less than
$25 000 in gross family income (Office of the Actuary, HCF A,
unpublished data from the Medicare Current Beneficiary
Survey, 1992). Most aged Medicare beneficiaries depend on
Sociul Security for the mujority of their income: 60% rely on
Social Security for at least half of their income."

What Services Does Medicare Pay for?—Medicare pays
for acute care services including inpatient and outpatient hos-
pital services, physician services, durable medical equipment,
home health care. und short stayvs in skilled nursing acilities.
Services such as long-term nursing home care, hearing aids,
and outpatient prescription drugs are not covered. Medicare
coverage has recently heen extended to certain preventive
services including hepatitis B, flu, and pneumococcal vaccines;
screening mammography: and Papanicolaou tests.

Medicare pays 45% of the elderly’s health bills, private
sources (private insurance and patient co-payments) pay 37%,
Medicaid pays 12%, and other public sources pay 6%.5 When
long-term nursing home care is excluded, Medicare pays 55% of
the elderly’s health bills. Of the services that Medicare covers,
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Table 2 —Health Siatus Indicators®

Then Now
Indicator (1965) (1992)
Lite Expectancy at Birth, y
Femaie 737 78.0
Male 66.8 723
Life Expectancy at 65 Years of Age, y
Female 16.3 19.1
Male 12.9 15.5
Intant Mortality Rate (per 1000 Live Births)
Total 247 85
White 21.5 6.9
Black and other 40.3 14.4

Top Five Causes of Death

Heart disease Hean disease

Cancer Cancert
Stroke Stroke
Accidents Chronic obstructive

pulmonary disease

Chronic obstruclive Accidents
pulmonary disease

... )

*Data from US Dept of Health and Human Services, Health Care Financing Ad-
miristration. 1995 Data Compendiurn. Baltimore, Md: Health Care Financing Admin-
istration: 1995; US Bureau of the Census. Statistical Abstract of the United States’
1954. Washington, DC: US Bureau of the Census: 1994: US Bureau of the Census.
Historica! Siatistics of the United States, Colonial Times to 1970, Bicentennial Edinor.
Part 1. Washington, DC: US Bureau of the Census: 1975: and National Center ior
Heaith Statistics. Health, United States. 1993. Hyansvilie. Md: National Center tor
Health Statstics: 1994,

Medigap:
Individual Purchase
37%

Medicare
Only

11%
N Other
R Government
Medigap: " LA
Both indivigual - i
h .
Purchase /Medicald
and ) 129
Employer / ‘°
Sponsored
(=14
Medigap:
Employer Sponsored
33%

Figure 2. —Insurance holdings of aged Medicare beneficiaries (data from Chu-
lis G. Eppig FJ. Hogan MO, Waido DR. Arnett RH. Health insurance and the
elderly: data from MCBS. Health Care Financing Rev. 1993:14:163-181).

it pays 85%, and beneficiaries pay the remaining 15% in the form
of coinsurance and deductibles.” In 1995, Medicare cost sharing
includes a $716 hospital deductible, $100 annual Part B deduct-
ible, $46.10 monthly Part B premium, and coinsurance for skillted
nursing facility, extended hospital stays, phyvsician services. du-
rable medical equipment, and supplier and hospital outpatient
services. To meet these and other health expenses not covered
by Medicare, the majority of aged Medicare beneficiaries have
supplemental insurance called Medigap (Figure 2).

Where Does the Medicare Dollar Go?—Similar to other in-
surance programs, Medicare spending in any given year is con-
centrated on a small group of beneficiaries. Nearly 70% of pro-
gram payments are made on behalf of 10% of beneTiciaries. This
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1967
Total=$4.2 Billion

Hospital Inpatient

Hospital Outpatient
1%
Skilled Nursing Facitity
-7

70

Home Heaith Care

L7
/o

Physicians
29%

1993
Totai=$142.2 Billion

Hospital Inpatient
53%

Hospital Qutpatient

o/
7o

Skilled Nursing Facility

Home Heaith Care

o7
@

Physicians

27%

Figure 3.—Where the Medicare dollar goes (data from Heaith Care Financing Admihistration®'?).

proportion has remained stable over time. High-cost groups in-
chude those with ESRD, those who died, and/or those who were
hospitalized. About 22% of heneficiaries had no program puy-
ments made on their behalf: an additional 30% of beneficiaries
incurred 2% of program spending or less than $500 per enrollee.
While spending is concentrated on a small group in any 1 year,
over u lifetime Medicare beneficiaries may have high-cost and
low-cost vears, which may average out over time.”

The share of Medicare spending by type of service has
changed sigmificanuy during the last 20 vears us medical care
moved from the inpatient hospital zetting to numerous out-
patient settings (Figure 3). Recent vears have seen especially
rapid growth in home health care and skilled nursing facility
spending as coverage rules for both benefits were liberalized,
patients were dizcharged earlier from hospitals, and the num-
ber of providers participating in the Medicare program sub-
stantially increased. From 1982 to 1993, the percentage of
Medicare bheneficiaries receiving gkilled nursing facility or
home health care services more than doubled.

Do Beneficiaries Have Access to Care?—Growth in the
percentage of Medicare beneficiaries receiving covered ser-
vices has been a significant factor in increasing expenditures;
it also indicates improvements in access to care. While Medi-
care beneficiaries are generally considered to have good ac-
cess to care, some groups, including the disabled, poor el-
derly, minorities, and the very old. have access problems.”

When physician payment reform was enacted, some were
concerned about its impact on access. Physician visits per
enrollec have increased since the fee schedule was introduced
in 1992, Mareover, participating physicians (those physicians
who aceept Medicare's approved amount, plus the 20% ben-
eflciary coinsurance, as payment in full on all claims) ac-
counted for almost 90% of Medicare physician spending in
1994. Nearly 75% of physicians and other practitioners signed
participation agreements in 1995, a record high since the
participating physician program began in 1934,

A Portrait of Medicaid

Medicaid is administered by the states within broad federal
guidelines regarding the scope of services, provider payment
levels, and population groups eligible for coverage. At the
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federal level, Medicaid is administered by HCFA.

Who Is Eligible for Medicaid?—Eligibility for Medicaid iz
determined by states within broad federal guidelings. Uni-
formly, stateg must cover certain persons who are poor, :-@Tli.
blind. disabled, or pregnant or sre elTher g cild or The parent
of a dependent child. States er define eligibility rules (eg.
maximum income and assets) within certain broad parameters.
Generally, people receiving welfare (Aid to Families With De-
pendent Children or Supplemental Security Income) automati-
cally qualify for Medicaid. Some states opt to cover the “medi-
cally needy™ (those whose medical expenzes are high enough to
reduce then income o Medicald qualifying levels and who oth-
erwise meet Medicaid eligibility requirements). Beginning in
the mid TO80E, Medicaid eligibility was expanded to pregnant
womeand infants in families with incomes up to 133% of the
poverty level and children jn farpilies with income Jess than
100% of the poverty level. Thirty states have opted to further
expand el@bility Lo pregnant women and infants in families
with mcome up Lo 1850 of the poverly 1evet:

Omanational bagis, Medicaid coveretnearly 507 of Ameri-
cans younger than 65 vears below the federal poverty level
in 1992, However, this percentage varies considerably, rang-
ing from a low of 29% in Nevada to a high of 61% in Wash-
ington, DC. Individuals younger than 65 years who are not
pregnant and have no children or disabilities do not qualify
for Medicaid. no matter how poor they are or how high their
medical expenses are. The share of the poor covered by
Medicaid is expected to increase to 58% in 19041

How Is Medicaid Financed?—Medicaid is joint)y financed
by federal and state governments. Some stutes, such as New
York and California, require locul government contributions to-
ward the state share. The federal government matches state
spending on a sliding scalé based on Stale per Capita mmcome.
States with high per capita income, like New York, receive a
50% federal match rate. States with low per capita income, like
Mississippi, receive a higher federal match rate, up to about
80%. The national average federal match rate is 57%."

What Services Does Ve A “—Rrcanse Medicaid
isintended to provide access to health services for those in pov-
erty,itcoversabroad rangeof preventive, acute, and long-term
care services with few or no cost-sharing requirements. States
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determine limit= on the unount. duration, and cope of covered

services. Federal statute requires 5

aLes o coverimpatient and
outpatient hospital services: phy=ician, midwife, and nurse
practitioner ervices: laboratory, xoray, nursing home, home
health care, and family planning zervices: and early and peri-
adic sereening, detection, and treatment for children. The early
and periodic sereening, detection, and treatment requirement
covers preventive services and attempts to detect and treat
conditions early to mitigate disability in later veuars.

States have the option Lo cover additiona services, and many
do =0, such as preseription drugs, hearing aids, prosthetic de-
vices, and intermediate care facilities for the mentally retarded.

Where Does the Medicaid Dollar Go?—Poor adults and
their dependent children comprise the vast majority of Med-
icaid heneficiaries, but they account for a small share of
Medicnid spending (Figure 4). The small share of beneficia-
ries who are aged or disabled account for the majority of

L
| |
| (Joter [T] Chilgren B Aged, Biind, [l AFDC |
and Disabled Adults =
100 - S —_———
r | h——‘_j
) .

Percentage

Figure 4. —Medicaid beneficiaries and expenditures by enroliment group, 1993
(data trom Bureau of Data Management and Strategy. Health Care Financing
Administration). Unknown repiesents 0.4% of recipients and 0.2% of vendor
payments. AFDC indicates Aid to Families With Dependent Children.

Medicaid spending primarily because of their use of Jong-
term care services, The average Medicaid payment per user
of zervices in 1992 was $971 per child. $1762 per Aid o
Families With Dependent Children-related adult, §77549 per
aped person, and Sio0s per dizabled person.™

The cost of a long-term nursing home stay is beyond the
means of many elderly who eventually “spend down” to Med-
icaid eligibility after exhausting their resources as private pay
patients. Medicaid is the nation's primary payer of nursing
home services: it covers more than half of the national nursing
home bill, Medicare only covers short-term nursing home stayvs,
Private long-term-care insurance, although growing, is still «
small share of total nursing home spending.

Medicaid is a significant source of health coverage for certain
population groups. For example. Medicaid covers 33% of all
births, 25% of all children. and at least 40% of people with ac-
quired immunodeficiency syndrome (AIDS). Many people with
A1DS become disabled. lose employment and health insurance,
and qualify for welfare (described herein) and hence Medicaid.
Medicaid's increasingly important role in financing maternal
and child health services reflects the impact of eligibility expan-
slons noted previously, which have greatly inereased Medicaid's
coverage of low-income pregnant women and children.

The share of Medicaid spending by type of service has
changed since 1975 az medical practice and the enrollment
mix of Medicaid beneficiaries have changed (Figure 5).

Do Beneficiaries Have Access to Care?—DMedicaid has im-
proved beneficiary access to care to levels similar to those with
private insurance. An Institute of Medicine study found that 8%
of Medicaid beneficiaries in poor to fair health did not see a phy-
gician compared with 9% of thoze with privateinsurance and 22%
of those with no insurance.™ Medicaid coverage has improved
birth outcomes, childhood immunization rates. access to well-
child preventive services, and the health of children (Office of Re-
search and Demonstrations, HCF A, unpublished data. 1993).%"

The poor wha are not covered by Medicuid have less access
10 health care than those with Medicaid.” Moreover, those who
lose Medicaid coverage and become uninsured are at risk of los-
ing access Lo care for needed services.” Because Medicaid

1975
Total=$12.2 Billion

Hospital Outpatient
3%
<7

Hospitai Inpatient
Skilled 28%
Nursing Facility

359/0

Intermediate Care
Facility for
Mentally Retarded

1993
Totai=$101.7 Billion

Hospital Outpatient

Hospital Inpatient
Skilled 25%
Nursing Facility

25%

Intermediate Care
Facility for
Mentally Retarded

3% Home Health Care 9%
Homme Health Care ?‘;L?‘ % ot
‘ . ther
0.6% N ° Physicians 4%
Ph);s'f/'ans Prescnption 7% Prescription
0% Drugs DngS
7% 8%

———
Figure 5.—Where the Medicaid dollar goes (data from Health Care Financing Administration®'?),
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eligibility is often tied to welfare programs, if a person leaves
welfiure 1o take a job without health insurance, they may risk
losing their Medicaid coverage and access to needed services.

What Flexibility Do States Have?—Recently, states have
been requesting waivers to undertake innovative managed
care demonstrations and, in some cases. to expand eligibility
to uninsured families. Eleven states (Arizona, Delaware,
Florida, Hawaii, Kentucky, Massachusetts, Minnesota, Ohio,
Oregon, Rhode Island, and Tennessee) have received federal
approval; others have proposals under review. Generally,
states have targeted these demonstrations to low-income
adults and their dependent children rather than the aged and
disabled. Managéd care models range from primary care case
management to networks contracting with providers at dis-
counted rates to traditional HMOs.

All states have waivers of federal requirements to offer
horne-based and community-based services to beneficiaries
at risk of nursing home placement.

Forty-five states have waivers of the freedom of choice of pro-
vider requiremeént to require certain Medicaid beneficiaries to
enroll in managed care programs. Absent such waivers of fed-
eral law, Medicaid beneficiaries may receive services from any
provider who participates in the Medicaid program and may not
be required by states to enroll in managed care programs.

Conclusion

The enactment of Medicare and Medicaid 30 years ago ex-
tended health insurance coverage to our nation's poorest, sick-
est, and most vulnerable population groups: the elderly. dis-
abled, and poor families with dependent children. Before enact-
ment, many of these individuals were unable to secure health
insurance in the private marketplace because of inability to pay
the cost of private insurance premiums or because of health con-
ditions that insurance companies refused to cover. Many elder-
lv, disabled, and low-income parents worried that the onset of
serious illness could force them to go without care, turn to char-
ity, or rely on family members to finance needed health services.

Medicaid

The Role of the States

MEDICAID is a federal program, but because it is admin-
istered by the states, it is they who are often held directly
accountable by providers and beneficiaries for the program’s
shortcomings, even when those shortcomings are part of
federal law. For states, frustration with the federal program
rests largely in three areas: (1) eligibility requirements that
are cumbersome to administer and restrict coverage only to
certain groups among the poor; (2) reimbursement rate pro-

From the Mational Academy for Staie Health Policy, Fortland. Me.
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ihe Mational Academy for Staie Healin Policy.

Courespongence 10 the Nauona! academy ior Siaie Healih Policy. 50 Monumen:
Square. Suite 502. Poridanc. ME 04104 (s Riay)

In the past 30 years, Medicare and Medicaid have improved
accessto care and health status for program beneficiaries. They
have been a major source of financial support for the entire
health care system, which has in turn benefited all Americans.
Covering nearly one in four Americans and spending nearly $1
in 83 of all health care dollars, the importance of the two pro-
grams to the US health system can hardly be overstated.

Nancy De Lew, MA, MAPA
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tections for hospitals and nursing facilities that result in
disproportionate reductions in fees paid to physicians, home
care, and other provider groups when budgets must be con-
strained; and (3) requirements that the program must pro-
vide “cookie cutter” services statewide to any and all persons
eligible for Medicaid. States point out that from 1987 through
1992, the federal government imposed no fewer than 30 new
mandates on them related to program eligibility, reimburse-
ment, and services.! Many of those mandates were created by
a Congress seeking less state-by-state variability in the pro-
gramto ensure some consistency of care for low-income Ameri-
cans, regardless of the state in which they reside. The federal
government also sought to limit state initiatives that resulted
inthe federal government’s share of program costs increasing
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faster than those of state general revenues.

Medicaid has grown to be the second largest expenditure
item in state budgets: it accounts for nearly 20% of state
general revenue spending ? State officials. who complain about
the program and its growth in their budgets. have engaged
in controversial cost containment, but have also used the
program creatively to care for the poor and. increasingly, as
a bhase for health svstem reform initiatives.

Indeed, two key players in state health system reform
Initiatives are physicians who saw the limits and possibilities
of Medicaid firsthand in their practices. For John Kitzhaber,
MD, the program’s eligibility restrictions raised issues of
equity. By federal law. Medicaid limits eligibility for the
program to those who are on welfare or meet other restrictive
criteria of low-income status that limit a state’s capacity to
serve all the poor. States have flexibility in determining
income levels for welfare eligibility, and therefore there is
considerable variability in eligibility from state to state. For
Dr Kizzhaber, an emergency departinent physician, leader in
the state senate, and now governor of Oregon, such a system
meant. some poor persons had extensive coverage, while oth-
ers had absolutely none because they were ineligible for
Medicaid. The Oregon Health Plan he sponsored was enacted
despite considerable opposition. With hard-won waivers from
federul Medicaid rules, the program is redesigning Medicaid
to ensure that more persons living below the poverty line will
receive a standard, if reduced. benefit.

Similarly, Governor Howard Dean of Vermont makes the
case for a state-based Medicaid program, rather than a fed-
eral system like Medicare. Citing his problems as a family
practice physician attempting to resolve billing questions,
Governor Dean has called Medicare a “national nightmare'™
and has criticized the complexity of the Medicare program, its
administrative demands, and the remoteness of officials who
run the program. He argues that states are closer and more
responsive to providers and beneficiaries and therefore views
the state-administered Medicaid program as a vehicle for
health system reform.

Medicaid as a Vehicle for Health System Reform

Oregon and Vermont officials are not alone in their belief
that states can redesign Medicaid to expand state-based health
care access for the poor and to reduce cost growth. The
federal government allows states to develop proposals to
restructure the existing Medicaid program to test new ap-
proaches to deliver care. Forty-nine states have received
waivers of current Medicaid requirements to redirect spend-
ing from institutions Wmm}]ese
waivers responded to a concern by states that the cost of
nursing homes was not sustainable and to the recognition that
the elderly and persons with disabilities sought home care
options. Thirty-seven states now operate waivers that facili-
tate enrollment into managed care by restricting a bepefi-
ciary's freedom o ice [Section 1915(h)]. More recently, 11
states have developed and received federal approval for re-
search and demonstration waivers (Section 1115) to test ma-
jor overhauls of Medicaid; many more states have submitted
or are developing Simitar Walver Fequésts. Most of these
walver programs revise eligibility requirements to allow some
low-income, uninsured persons who are not now eligible to be
covered by the existing Medicaid program, and these waivers

expand the use of managed care. BW@d
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research suggest that managed care saves Medicaid pro-
grAmS aboul 6% to 15% of costs,” states anticipate significant

savInpS Through managed care and other program changes.
Those savings are used to expand access to more of the
uninsured and to reduce prograrn COSts.

How staiés approach thé use of Section 1115 waivers for
Medicaid reform varies, as seen in the following examples:

e Oregon is testing a somewhat reduced benefit package,
increased managed care enrollment, and is paying providers
their full costs.

o Tennessee is exerting its role as purchaser and negoti-
ating with plans for the best price while aggressively enroll-
ing Medicaid beneficiaries into managed care.

s Rhode Island has a smaller initiative to enroll Medicaid
mothers and children into managed care and has developed
specific health outcomes that managed care plans must meet
to improve health status of Medicaid enrollees.

e Massachusetts is increasing managed care enrollment
and using savings to fund subsidies that allow low-income
persons and emplovers to afford the purchase of private
insurance.

Interest of state officials in the Section 1115 waiver mecha-
nism attests to their belief that states can administer the
Medicaid program more efficiently and effectively without
excessive federal government intervention. Through this ve-
hicle, states have an opportunity, otherwise not available, to
negotiate with the federal government and, in partnership
with it, to redesign the Medicaid program. Perhaps fueled by
their engagement in Medicaid redesign through the waivers,
many governors are now supporting pending congressional
proposals to make Medicaid a block grant to states. Some
governors are prepared to accept considerable reductions in
the growth of federal payments for Medicaid in exchange for
more state discretion.

But how effectively states can run the program and whether
such state-by-state diversity ought to be encouraged remain
concerns of policymakers. A review of the program’s history,
however, may illuminate some questions about Medicaid’s
future.

Program Innovation in Medicaid

Medicaid has experienced rapid and consistent growth and
has experienced significant change since its inception 30 years
ago. Today it serves not only the welfare recipients for whom
it was primarily created, but middle-class elderly who have
spent so much on health care that they meet the Medicaid test
of having low incomes, persons who are physically disabled
and chronically ill, and pregnant women and children living
in families with incomes up to 133% and often 185% of the
poverty line. Thirty-six states, at their option, provide Med-
icaid to at least some “medically needy”—those persons who
meet the nonfinancial criteria of eligibility who do not meet
the income or asset requirements, but who have spent so
much on medical costs that they have become eligible.® The
program covers a wide array of services needed by these
diverse populations, including medical care, some social ser-
vices, and long-term care. Further, although states are man-
dated to provide only 13 Medicaid services, such as physician,
hospital, and nursing facility service, every state provides a
number of the 30 optional services. In 1994, for example, all
states elected to cover optometrists, dental care, drugs, and
transportation to medical appointments for at least some
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persons eligible for Medicaid, And the vast majority of states
cover nursing homes for persons with mental retardation,
podiatrists, physical therapy, hospice care. and a variety of
rehahilitative scrvices.

Over the years states have balanced increased demand
against requirements to balance the budget by experiment-
ing with a variety of reforms in service delivery, reim-
bursement policy. claims processing. and service manage-
ment. For example. states were early leaders in advancing
case management as a vehicle to ensure appropriate ser-
vice use and have had demonstrated success in increasing
preventive and prenatal services and avoiding institutional-
ization.

But budget restraints have resulted in low rates of reim-
bursement, particularly for physicians. Medicaid today pays
providers 73% of Medicare rates and only about 47% of pri-
vate insurance rates.” States have created new reimburse-
ment strategies, notably o increase the availability of ob-
stetric and gynecologic services, and have contracted selec-
tively and competitively with providers to ensure volume of
caseload in exchange for an agreed-on fee. Medicare’s diag-
nosis related group payment svstem was initially implemented
in New Jersey’s Medicaid program and itz resource-based
relative value scale was tested first in state Medicaid agen-
cies. States are also experimenting with reimbursement re-
forms in nursing facilities. Rather than pay those facilities
with a flat rate for all residents regardless of level of need,
these reforms recognize that there is a mix of cases in any
facility—some persons require more care than others and
reimburse the facilities accordingly.! Maine. Kansas, South
Dakota, and Mississippi were the leaders in Jaunching this
new approach called “case mix reimbursement.”

States have been creative in their approaches to benefi-
ciary enrollment and service as well, seeking out Jow-income
persons through extensive cutreach programs in communi-
ties and by colocating services in schools, community centers,
and public housing. A number of states have allowed the
uninsured, notably pregnant women and children, to pur-
chase coverage through Medicaid. One such demonstration
enrolled school-aged children and their siblings up to 185% of
the poverty line, charging premiums based on the same fee
schedule as the school lunch program.”

States have also launched on-line eligibility verification
and billing systems to ensure that providers receive timely
payment and are notified of service and eligibility limits
prior to providing treatment. A number of other adminis-
trative advances have improved Medicaid's efficiencies. De-
spite the complexity of the program, states admini it

istrative costs nearly four times greater for private in-’

surers.

States Move to Managed Care in Medicaid

More recently, states have sought to improve access to care
and reduce costs by enrolling Medicaid beneficiaries in man-
aged care (Table). Forty-four states and the District of
Columbia now enroll 25% of all Medicaid beneficiaries in
managed care.” Mothers and children make up most of that
enrollment. States are moving aggressively to increase man-
aged care enrollment, using both fully and partiaily capitated
plans as well as primary care case management approaches.
Inthelatter, physicians and others generally receive a monthly
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Summary ot Selecied Medicaid Inntiatives by States
R
No. of States

Program innovation Providing®

Home- and communily-based waivers 49
Freedom-ot-choice waivers {Section 1915(b))

to provide mandatory managed care 37
Section 1115 waivers tor state-wide reform—managed

care/coverage of uninsured 11
States enrolling some beneficiaries

in managed care 45
Coverage for "medically needy” 36
Medicaid coverage of key optional services:

optometrists, dentat, drugs, medical transponation Al

Quality Assurance Reform Initiative
in managed care 17
L ___ - ]
*Includes District of Columbia. Data trom National Academy for State Health Policy,
May 1995,

fee for managing services and continue to be paid on a fee-
for-service basis.

How well managed care is working remains a subject of
debate. For example, as states increase their use of managed
care, traditional public health providers, such as public hos-
pitals and community health centers, express alarm over
potential revenue loss and concern about the capacity and
willingness of managed care plans to meet the special needs
of Medicaid beneficiaries. Particular concerns include the
need for plans to be sensitive and responsive to cultural
differences and to enroll and serve all Medicaid enrollees,
regardless of their special needs. In some states, Medicaid
agencies have facilitated relationships in which health main-
tenance organizations subcontract with public providers to
ensure that special needs are met; in others. community pro-
viders have formed their own health maintenance organiza-
tions; and in others. community health centers are receiving
transition payments to assist them to develop the capacity to
compete in an increasingly competitive managed care envi-
ronment. But as managed care enrollment increases, concern
remains that states are not sufficiently protecting Medicaid
beneficiaries and the providers that have traditionally served
them. State efforts to increase the use of Medicaid managed
care have sometimes met with opposition. In Tennessee, pro-
viders resisted the program; in Florida, Medicaid health main-
tenance organizations have been sanctioned for quality prob-
lems and a national trade association has sued the federal
government to overturn current Medicaid Section 1115 waiv-
ers and prohibit future waivers that would result in wide-
scale enrollment of Medicaid into managed care.

In response, states are increasing their efforts to build

. responsible and effective quality assurance systems. For ex-

ample, 17 states are already implementing the Health Care
Financing Administration Quality Assurance Reform Initia-
tive, which is designed to improve the monitoring of quality
in Medicaid managed care and to test approaches to assess
the outcomes of care.?

Medicaid’'s Role in Improving
the Health of Beneficiaries

States have undertaken many initiatives to improve out-
reach, access, and quality of care for those who receive Med-
icaid. Numerous studies suggest those efforts are reaping
some success. But what has been Medicaid's role in health
improvement for beneficiaries? Little is known about the
outcomes of care or how effectively various interventions
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affect. improvements in health status, regardless of payvment
source. But some indicators do exist. The Physician Pavment
Review Commission found that low fees do dissuade some
office-based physicians from treating Medicaid patients, but
do not appear to reduce the number of services Medicaid
beneficiaries receive.” In 1994, the commission found that 8%
of those privately insured reported that they did not receive
care when needed. compared with 10% of those on Medicaid,
and 34% of the uninsured ™

Reportzs comparing the health status of adult, nonelderly
Medicaid recipients with those who are privately insured or
urinsured show considerably more Medicaid recipients report-
ing poor health status than their peers. However, it is difficult
tograweonctusionsfronrsueh findings, since nonaderly adults
receiving Medicaid are Qisproportioniately representative of
those with sigmificant health care needs. Most adults receive
Medicaid berause—ttrey e pregnant or are experiencing a
major disability. Healthy voung men are rarely Medicaid re-
cipients, for example. However, when adults were asked to
report on the health status of their chuldren, 4% of all children
were | —déntxﬁed asin fdll or poor health compared with 9.4% of
children T 7% of those who are unin-
sured. The same self-reported data shuw little variation in rates
o-f—ﬁ‘p-to-d:ate immunizations hetween all children and Medicaid
beneficiaries, and Medicaid beneficiaries younger than 6 years
are more likely to be screened for potential lead poisoning than
the uninsured or those privately insured.!

The Kaiser Commission on the Future of Medicaid notes
that low-income Americans have a greater need for health
care, have poorer pregnancy outcomes, are more likely to be
in poor or fair health, have more disabling conditions, and
have higher mortality rates than higher-income Americans.
But almost half of the unirrured poor had no physician visit
in a year compared with only 22% of those receiving Medicaid.
The commission concludes that “Medicaid coverage has made
an enormous difference in reducing inequities in access to
care for low income Americans.”"*

As states grapple with the management of the complex
Medicaid program, they seek flexibility to create a program
that is cost-effective, of high quality. accessible, and appro-
priate for Medicaid beneficiaries. States vary considerably in
their approach to change, and some are far more generous or
more able than others to provide additional state revenues to
build the program.

The many competing demands of the Medicaid program
defy a simple solution. Serving all those who are eligible,
covering required services and providers, and meeting re-
imbursement and other mandates within 4 constrained bud-
get while dealing with health care cost inflation challenges
states. Cost-containment efforts inevitably lead to charges of
underpayment and of inappropriately low levels of service.

The Medicaid program must be administered within bal-
anced budgets and limited revenues must be allocated against
the competing demands for public services placed on state
governments. With a projected annual growth of about 10%,
Medicaid budgets are anticipated to grow three times faster
than state budgets themselves. States clearly must seek ways
to lower the expenses of the Medicaid program. Because 68%
of Medicaid spending is on 27% of beneficiaries who are el-
derly or persons with disabilities, state proposals to reduce
the cost of long-term care and to enroll these beneficiaries
into managed care are emerging rapidly.
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Medicaid's future depends in large measure on congres-
sional action. If congressicnal proposals to significantly re-
duce the rate of growth in Medicaid ure realized, states will
be confronted with difficult choices regarding Medicaid cov-
erage. Those choices will be especially complicated for states
that have already taken measures to reduce program growth.
Even if Congress provides flexibility to states to craft their
own programs, it is unlikely that administrative savings could
be realized to offset the loss of federal revenue. Indeed,
because of the low administrative costs of Medicaid and con-
tinued health care cost inflation beyond Medicaid's control,
states would likely need to look at (1) reducing the number
of persons eligible; (2) reducing provider reimbursement lev-
els; and (3) restricting services even as they use newfound
flexibility to restructure their programs. If fewer persons are
eligible for Medicaid coverage, the cost of their care will be
shifted to private insurance premiums and to local, public
providers. If states are not given flexibility to adjust hospital
and nursing home reimbursement, physician and other pro-
viders would be disproportionately affected by reductions in
provider fees. This would encourage providers to leave the
Medicaid program, causing access problems for beneficiaries.
1t is not clear how states would respond to increased flex-
ibility coupled with a reduction in federal funding. Given the
program’s history and the diversity of the states, there will
likely be both successes and failures.

In the debate about the future of Medicaid, policymakers
have considerable evidence to show that the states have been
largely successful in administering the program. States have
done so under constant scrutiny, with insufficient financing
and with regular but unpredictable change from the federal
government. It is this dynamic of the federal-state relation-
ship and of a constantly evolving Medicaid policy that brings
about controversy and confusion. But in the final analysis,
states have done much to serve the nation's most vulnerable
citizens through Medicaid.

Trish Riley, MS

The author acknowledges the considerable assistance of Kimberly Irvin
Snow, MHSA, and Jane Horvath, MHSA, of the staff of the National Academy
for State Health Policy in assisting in the research for this article.

References

1. Horvath J. Medicaid: successes, failures and prospects. Intergovernmental
Relations. Spring 1992:182):12-14.

2. National Association of State Budget Officers. 1994 Erpenditure Report.
Washington, DC: National Association of State Budget Officers; 1994.

3. Dean H. State of the states in health reform. Speech presented at annual
meeting, National Academy for State Health Policy, Burlington, Vt; August
13, 1994.

4, General Accounting Office. Medicaid: States Turn to Managed Care to
Improve Access and Control Costs. Washington, DC: General Accounting
Office: March 1993:39.

5. Committee on Ways and Means, US House of Representatives. Qverview of
Entitlement Programs. Washington, DC: Committee on Ways and Means, US
House of Representatives; 1994:787.

6. Physician Payment Review Commission. Annual Report to Congress. Wash-
ington, DC: Physician Payment Review Commission; 1994:10-12.

7. Butler M. Children’s Health Plans. Portland, Me: National Academy for
State Health Policy: June 1493,

8. Congressional Research Service. Medicaid Svurce Book: Background Data
and Analysis. Washington, DC: Congressional Research Service; 1993:488.
9, HorvathJ, Kaye N. Medicaid Managed Care: A Guide for States. Portland,
Me. National Academy fur State Health Policy; 1995.

10. Physician Payment Review Commission. Physician Payment Under Med-
icaid. Washington, DC: Physician Payment Review Commission; 1991:38. Re-
port 91-4.

11. Blendon J, Donelan K. Hill C, et al. Medicaid beneficiaries and health
reform. Health Aff (Millwood). Spring 1993;12(1):136-137.

12, Access to Care: Is Health Insurance Enough? Washington, DC: Kaiser
Commission on the Future of Medicaid; November 1994. Discussion brief.

Policy Perspectives—Riley




07/18/985

Medicaid at 30

New Challenges for the Nation’s

11:53 V202 347 5270

Since its enactment in 1965; Medicaid has been on the frunt
lines in maeting the health needs of our nation’s moest vul-
nerable populations. It har evalved from the eompanion leg-
islation W Medieaye that provided health finaneing to states
for coverage of their welfare population, to a program that
now finances health and long-lerm care gervices for one in
eight Americang. In ita 30 years, Mcdicaid has enabled mil-
lions of low-inenme Americans to gain access to nceded health
services, helping to clase tha gaps in carc between the poor
and nonpoor, ease financeial burdens, and provide a safcty net
for the most needy Americans.!

Today, Medicaid’s role as 2 health insurer and safety net for
vulncrable Americans is visible throughout the heulth care
systam. Medicaid finances care for one in four American
children, pays for one third of the nation’s births, assisty 807%
ul peaple living in poverty, pays for half of all nursing home
care, and aceounts for 13% of all health exre spending.®® It ia
the source of insurance for 13% of the nonelderly papulstion
and suppletnents Medicarc by paying premiums and cost
sharing for one in 10 elderly and disabled Medicare henefi-
ciartes+Ftsfurrding 15 the major source of federal financidl
asgistanca 1o the states, accounting for 40% of all federal
grant-in-aid payments to states.®

As il enters ita 30th year, Medicaid ia at a critical juncture.
Inits role as a medical safoty net, Medicaid financed carc for
over 82 million of the poorest, sickest, and most disablad
Americans at a cost of over $125 billion Lo federal and state
governments in 1993.% As the nummber of Americans wilhout
health ingurance continues to grow, Mcdieaid's role as the
insurer of low-income Americans is particularly important.
Expansions in Medicaid coverage of the low-income popula-
tion over the lust decade has mitigated the growth in Ameri-
ca's uningsured populstion and has been the cornerstone of
virtually all state health eare sysiem reform activities,”

But Medicaid has been 4 victim of its own success. At the
same time ag the program was broadening its reach in pru-
viding health insurance to the poor and becoming the main-
stay of finaneing for lnng-term carc, spending was rapidly
rising. A doubling of program costs over the last § years has
raised new qucstions about Lhe ability o the feders] and etate
governinents Lo sustain such growth.

“Proposals to restructure the prograim to limit federal spend-
ing, promote broadened ise of manayed care, and give states
additional flexibility over program design are now under
active consideration. Some proposals would convert the pro-
gram from an entitlement that guarantees coverage to all
eligible individuals, to a block grant providing states with
federul funds for indigent care und few or no requirementsa on
how thosc funds are used. By the end of ils 30th year, Med-

From the Hewy J. Kalser Family Foundation, Washinglan, DC.
Reprint requasts to the Honry J. Kaiser Family Fewnration, 1450 G St NW, Suile
260, Washington, DC 20005 (Dr Rowlana).
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Health Safety Net

icaid could be drurnatically veshaped with a snbstantially
reduced federa] role and new responsibilitios for states.

Medicaid: The Safety Net for Low-Income Americans

Over the last 30 years, Mcdicaid has been a major force in
shaping health and long-term care services for the most vul-
nerable und needy Americans. Before Medicuid, the poor saw
physicians less often Lhun the nonpoor and faced serious
financial burdens in obtaining care.® Medicaid has helped to
cloge gaps in aceess to care between the poor and Lhe nonpoor
and establiched & safety net for health and long-term carc
services for tha poor and the disabled.

In reality, Medicaid is four programs, configured and oper-
ated somnewhat differently in each of the 50 states and the
District of Columbis. Fur 18 millian children und 7 millian adulte
in low-incomne families, Medleaid is a health insurance program
with comprehensive benefits and Little or no cust sharing. For
nearly 4 million low-income cldexly peiple and 5 nillion Jow-
income penple with disabilities, Medicaid has nultiple roles.* It
is 2 long-ferm care program fi - ity-based
services and the dominant source of financing for nursing home
care, It'is a supplementary inswrance program to Mediearc
paying Medicare’s premjums und cost sharing and covering
additional serviecs, mosl notably prescipliun drugs amd fong-
terfn care, for Iow~income Medicare beneficiarics. Finally, Med-
icaid in 8 health insurance program for low-income disabled
adults who do not have Medicare coverage.

Although Medicaid is generally perceived as a program
for low-income families, most Medicaid doliars go to ser-
vices for the aged and disabled. Adults and children in Jow-
income families make up nearly three fourths of beneficia-
ries, but account for only 27% of spending. The elderly and
disabled account for the majority (69%) of spending be-
cause of their intensive use of acute care scrvices, the cost
of Medicare premiums and coet sharing, and the costliness
of loug-term eare iIn institutional settings. In 1998, the av-
erage per capita cost fur a child on Medicaid was $955 com-

pared willl $7216 peY AlE4bled Lenelidary and 38704 per el-
derly beneficary.*
Stresses in the Safety Nat

Despite Medicaid’s success in improving aceess to care for
the peor and the substantial rele it plays in providing health
insurance protection to the low-income population and long-
term care for those with severe disabilities, the growing cost
of its services and the resulting strain on federal and state
budgets have placed Medicaid'’s futurc in jeopardy. There {s
intense pressure on the program to stretch its reach to insure
more low-income Americans and improve access to care, but
also to limit its costs. Finding the balance in these conflicting
goals is Medicaid's most daunting challenge.

Providing Health Insurance Through Medicaid

Today, 411 million Americans, two thirds of whom have in-
comes below 200% of the federal poverty level, arc uninsured.*
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Medicaid 5 the primary source of financing and coverage for

.the low-income population and has been a critieal force in
"moderating the growth in Amecrica’s uninsured population.

Fifty-eight percent of all Americans living in poverty and 82%
of all paverty-level pregnant women and young children now
are covered by Medicaid ? If the growth in Medicaid over the
lusl 5 years had not offset the decline in employer-based in-
surance for working Lamilies, un additional 9 million Americans
would be uninsired today, nacasing the percenluge of non-
elderly Americans without insurance from 18% to 22%.7

But Medicsid aa it is currently structured is Limited in its
akility to broaden coverage of the uninaured. Medieaid is a
meuns-tested entitlement program. Only persens who meet.
gtringent and state-specific income and asseta limits and who
fall inlv purticular “categories,” such as people receiving cash
assistance or low-income children and pregnant women, are
cligible. Despite recent extensions of coverage to poor chil-
dren and pr WOIMC Wil insured low-income
Americans, most notahly panr gingle individuals and childless
couples, remain beyond the program's reach.

As & resull, many states have sought waivers from the fed-
eril Medicaid eligibility requirements in-order to use Medie-
aid as a building block in their stale health care systemrefonn
efforts.? With waivers, federal matching funds can be used to
halp pay the cost of insuring low-income individuals who are
not in Medicaid’s traditional coverage categorics. Eleven
states now have federal waivers of Medicaid law (known as
Section 1115 wuivers) that allow them to experiment with
changes in the scope and structure ol their Medicaid pragrama
to cover additionul low-income uninsured people and to use
managed care torestructurc the delivery und financing of ser-
vices. With the collapse of the federal efforts at overall health
gystem reform and the growing budgetary pressures on
states, many states ure turning to 1115 waivers as a way to
gdin broader flexibility over their Medicaid programs.

Expanding the Use of Managed Care

- Mecdicaid has demonstrated that improved finaneing of care
for tha poor can help to eliminate differentials in use of health
services, but it hus fallen short in ensuring access to main.
stream medical care, Low levels of participation in Madicaid
by private physidans, heavy relianee by program beneficis-
ries on care in clinies and hospital emergency and outpatient
departments, and concerns about both the cost and quality of
care raise questions about the appropriateness und accessi-
bility of care that Medicaid provides for its covered popula-
tion. These cost and areass concerns with the fec-for-service
medical eave system have led many states to turn to managed
care as 8 model Lo coordinate care for the Medieaid population
and help control costs. Medicaid managed care enrollment has
grown steedily in the lagt decade from 800000 enrollees in
1983 to 7.8 million in 1994."° Today, 23% of Medicaid benefi-

. ciaries, predominantly poor chxldren and their parents, are
. enrolled in managed care.

More than half of Medicaid managnd csre enrollees arc in
health maintenance arganizations (HMOs) or similar organi-
zations that provide a full runge of services for a fixed capi-
tatfon paymenl per enrollec.. The remainder are either in
fee-for-service primary cure case management programs that
eontract with a primary care provider to provide or approve
all covered services to plan enrollees, or in prepaid health
plans that provide a fixed capitation fec per enrollee for a
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limited runge of services and reimburse other services on a
fee-for-service basis.! The recent esrullment growth is mostly
in HMO-type capitated plans at full financial risk for deliv-
ering services to the cnrolled populstior.

Managed care has the potential to improve the delivery
of cara by integrating and coordinating services to enroll-
ees and prometing early intervention and prilary care to
reduce hospitafizations and reliance on emergency depart-
ments as a sile of care. Capitated managed care systems
alsu offer the potential to constrain Medicaid cusls and
make spending more predictable by setting a fixed pay-

- ment per enrollee and putting the health plan at risk for

delivering necded services.

Munaged cara in not, however, an instant solution to Med-
ieaid’s access and cost problems. Managed care works most
effectively if the enrolled populatinn is stable and can receive
ungroing preventive and primary cure, but Lhe means-tested
Medicaid progrum hus sigmnificant eligibility turnover because
peaplelose coverage due to fluctuations inincome and employ-
ment. As a public program, Medicaid operates under budget
constraints that have often resulted in substandard provider
payment rates. In a capitated managed cara srrangement
where Lhe incentive is to keep utifization low, substandard
payment rates could discourage pwr-licipation by mainstream
plans and comprumise guality and access. Moreover, achiev-
ing sipnificant overall program savings [row manaped care
will be difficult without enrolling the costly disabled and cl-
derly populstions, There is limited cxperience with these
populations in munuged care, and mnra work neads to be done
to develop appropriate managed care models and integrate
Medicaid and Medicure services for these papulations.

‘Curbing Cosls

Cancern with Medicaid costs has unqueationably become
the dominant issue shaping tha debate over the program’s
future. From 1884 to 1993, total program spending mare than
doubled from $61 billion to $125 billion.® It is projected that
lotal federal and state spending for Medicaid will exceed $158
billion this ycar gud grow to $262 hillion by the year 2000.1
Medicaid now accounts for 6% of the federal budgel und 20%
of most etatc budgetas.

Spurred by faderal requirements to incrcase coverage of
pregnant women and children, stata afforts to cover more
luw-income uninsured, and enurt-required expansions in cov-
erage of the disabled, enrvllment increased from 22 million in

1988 to 82 million in 1993.° Bfggggnmm_nmmhe
major force behind the Mcdicaid cost explusivn. Much of the

growth in Medicaid spending, especially from 1990 through
1992, was dua f expanded state usc of financing strategies.!?
States generated additional federsl doflara Trom Medicaid by
using provider Taxes and donations and disproportionate share
hogpital (DSH) paymen(s Intended for hospitala serving large
nunbers of uninsured and Iow-Income patients to mcrease
the base payments that had 10 be matched by the federal
government. The federal share of DSH payments alune grew
from $%00 million in 1990 to $10.1 billion in 1992, with DSII
now accounting for 1% of all Medicald epending.™

With legislation In 19937t5 restrict state use of tax and
donation financing strategies and curb the growth in DSH
payments, the annual rate of growth in Medicaid spending
has nyw dropped back to historical levels from the 20% in-
creasc from 1990 to 1991 and the 8(/% increase from 1991 to
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1992.2 From 1992 to 1993, the program grew by 11%. Future
projections assume an unnual growth rate of about 10%."*
Yet, given the size and scupe of Medicaid, sustaining an
annual incresse of 109 requires 8 substantial conmitment of
new funds each year. With budgelary pressure and the desire
to reduce spending at both the federal and state levels, re-
straining the annual increases in Medicaid spending has taken
on new urgency. How expenditures for the program are shared
and managed between the federal and state governmentsis at
the heart of the policy debate over Medicaid’s future.

Meeting the Challenges Facing Medicaid

Since ils enactment in 1965, Medicaid has improved sccess
to health eare fur the poor, pionecrad innovations in health
care delivery and community-baszed long-term care scrvices,
and stood alone as the primary suuree of financial assistance
for long-term care. Today, Medicaid continues to play a eriti-
cal role in providing acute and long-term care services to our
nation’s most. vulnerable people, but its widening safety net
responsibilities and spending growth are straining both fed-
eral and stele budgets. The most critical issue facing Med-
icaid today is how this safaty net program ean best be struc-
tured to mect: the needs of low-income Amerjcans at the most
reasonable cokt to the federal and state governments.

Some of the proposals being discussed would dramatically
alter the program structure and bencficiary protections by
replicing the current fedaral and state entitlement program
with a block grant to the states. Instead of guaranteeing
ingurance coverage and federal financing for all individuals
who mcet Medicaid’s cligibility eriteria, u Block grant would
provide states with federal funds und the flexibility to decide
how those funde can be used. Under the proposals being
discussed, atates would gain discretion over the scope and
design of the program, but lose unrestricted federal matching
payments becange federal payments to the states would be
capped. The full imnpaet of such proposals is highly dependent
on the level of cuts in federal funding and the degree of
flexibility given to individual states.

Taday the Congress is proposing to curb Medicaid spending
to reabize savings of over $175 billiv i eral
spending betwaen 1996 and 2002.' This would amount to an
18% reduction in federal support for Medicaid over this pe-
riod” A significant reduction in federal Medicaid spending
dnid an end to the entitlement nature of Madicaid are likely to
result in reduced program coverage, leaving some currently
eligible individuals without health insuranee coveruge and
swelling the ranks of the uninsured. Reductions in federal
funds could also result in reduced payments to providers, un-
dermnining the ability of hospitals and clinies with high vol-
umes of Medicaid patients to continue to serve Medicaid ben-
eficiaries and uninsured Americans. Such reductions or pro-
gram modifications could alsu have a major financigl impact on
both state anc! local governments, which wonld be under pree-
sure toinercase their support fur care of the puor and disabled
and for safety net providers, such as public hospitals,

The outcome of the policy debate over Medieaid's future iy
obviously of great import to the statcs, the low-income people
who now rely on Medicaid for health and long-term care ser-
vices, and the providers that serve them. Will Medicaid remain
an entitlement or be converted to a block grant? Will Medicaid
be shifted from & joint federal-atate program to u state pro-
gram with limited federal assistunec? Can greater flexibility to
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the states and broudened use of managed care produce the
needed savings, or will services and beneficiaries have to be
cut? What will the impact of these chunges be on the uninsured
and their providers of care? Will there still be a safety net for
society’s most. needy? The stakes are high and the implications
of many of the policy choiccs are difficult to predict.

There are no simple solutions to reducing the cost uf pro-
viding care to the over 35 million Americans who now depend
on Mcdicaid or the millions mare who are uninsured and fall
just beyond itg reach. The dilernma policymakers at hoth the
federal and state levels face ig how to reslrain the rising cost
of care for the vulnerable populations servi:d by Medicaid
without compromiging the vital safety net role of the progrum
in ensuring access to essential health serviees for Lhe needy.
Until the nation ensures that universal health care coverayge
is provided to all persons, determines how to fnance that
care, and finds a way to effectively constrain system-wide
costs, we will continually be asking how best to provide eare
to the poor. But we should Like care that in implementing
quick solutions to meet the crises of today, we hot undo the
progress Medicaid has made in improving liealth care for
tens of millions of low-income und clderly and disabled
Americans.

AN

Diane Rowland, Scb
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The Politics of Medicare

This yeur, Americans ave celebrating 30 vears of heulth se-
curity provided to the nation's seniors and poor, a result of
the Democratic party’s ongoing response 1o their needs.!

In thiz article. my obzervations pertain only to Medicare. Med-
icaid is run under state control. The House of Representatives
Reputlican plan virtually freezes Medicaid payments to the
states for § years, ties a block grant around the program, and
tosses it overboard.” Bon vovage! Rather than abandening the
Mediciaid population as congressional Republicans have pro-
posed, many independent commissions and politicians (including
myself) have long advocated subsuming Medicaid into Medicare.

Polls show the American public consistently and strongly
in support of Medicare.? Three quarters of the population
younger than 635 years favor having the option to choose
Medicare for their health insurance coverage.* Medicare has
historically garnered the support of a large group of Repub-
lican members of Congress, many of whom simply have found
support of Medicare a political necessity.

Medicare is a single-payer system. More than 6000 hospi-
tals, 300000 physicians, and 250 health maintenance organi-
zations (HMOs) contract with Medicare to provide care to 35
million Americans.” More than 70% of Medicare beneficiaries
have access to an HMO option.® Medicare is efficient and
popular with beneficiaries and providers.

The oft-repeated Republican mantra is that government is in-
ept. The 30-year record of Medicare produces quite a different
conclusion. Medicare is the most efficient health inswrance pro-
gram in the country. It is also the only comprehensive health in-
surance system available to protect seniors from the cost of
illness.

Medicare outperforms private health insurance in control-
ling costs." This has been true during the past 30 vears and the
past decade.” In the past 3 years, Medicare's total physician
payments increased by JUSTI% per year, while procequre Jees
incr‘éﬁ_?i(}_m_uc_h_f_&t_er (Physician Payment Review Commis-
sion, oral communication, Apnl 20, 1‘)93) Them erage fee in-
crease was 7.7% f 5. This record
is the result of the 1989 Resource Based Relatne Value Scale
physician payment svstem. Impressed with Medicare's suc-
cess, many private health plans across the country have
adoptad the Medicare physician payment mechanism.?

Medicare introduced hospital payment reforms in 1983, a
product of the Reagan administration. Since their implemen-
tation, Medicare's real per-person hospital inpatient costs have
increased at a rate 40% lower than those of the private sector.’
Morethan 90% ol Medicare's payments to hospi ay are
on a capitated basis, and many private health plans use the
diagnosis related group hospital payment mechermsm

Medicare benelictaries are appier with their health insur-
ance coverage than are privately insured patients. Robert
Blendon, chairman of the Department of Health Policy and Man-
agement in the Harvard School of Public Health, found that ben-
eficiaries gave Medicare a 3% rating in the areus of quality and
ease of using primary care, quality and ease of using specialist
care, and overall satisfaction.’ In each of these ratings, Medi-

From the US House of Representatives, Washington, DC
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care outperformed private indemnity and managed care plans.
That'sa pretty good record fora program that qpeuker Gingrich
has characterized as “clunky and inefficient.”

My Gingrich should note that Medicare's overhead costs are
a fraction of the level found in private plans. Medicare spends
only 3 cents of each dollar for overhead, leaving 97 cents for
dir@ct health care services.® The piece of the pie going to over-
heud is much greater in private plans, with multistate Medi-
care HMOs consuming 23% of revenues for administrative ex-
penses.'> Administrative costs of private (NSUrance plans are
increasing al Tour times the rate of Medicare.’

Why thenis Medicare under attack by Republicans today?
In the last campaign Republicans preached smaller govern-
ment, less regulation, and more persenal responsihility. Cam-
paigning, however, is not governing. Newt Gingrich and his
disciples made wildly inconsistent promises, such ag cutting
taxes, increasing defense spending, and balancing the bud-
get.” Republicans need to dip into Medicare's funds to pay for
tax cuts for the most well-to-do.

Republican rhetoric notwithstanding, there is no way—
mathematically or thematicallv—to maintain Social Security, in-
crease defense spending, honor payments on the debt, achieve
4 balanced budget. and give away nearly $700 hillion in tax
breaks without raiding Medicare. One trillion one hundred billion
dollars in cuts must be found to balance the federal budget by
2002." The Medicaid freeze saves about $187 billion over 7 years.
A 22% cut in nondefense discretionary spending saves $481 bil-
lion, leaving $432 billion in cuts vet to be identified for a balanced
budget (Democratic staff, Joint Economic Committee. written
communication. April 24, 1995}, Add the $353 billion 7-vear cost
of the House tax cut bonanza (actually $663 billien during 10
years) and you see the impetus to raid the Medicare program.'

Should the Republicans cut benefits or provider payments
or raise out-of-pocket beneficiary costs? Each creates severe
political problems and threatens the access to and quality of
care for millions.”® In their first foray, House Republicans
raided the Medicare Part A Trust Fund of $87 billion to pay
for tax cuts for upper-income seniors.'” This Hobson's choice
has created near hysteria in the debate over Medicare.

Congress is divided into two health care camps. Many, like
myself, believe Medicare changes and improvements should
be made judiciously. Others feel that a quick “conversion” of
Medicare to the tenets of the sermon on the Grand Teton (de-
livered by the gurus of the Jackson Hole Group) will somehow
cut costs, increase benefits, and improve quality. The Repub-
licans’ voucher proposal for Medicare is the latest incarnation
of the munaged competition approach.”® These believers have
a childlike faith that *managed care” or “entrepreneurial cre-
ativity” will yield huge savings for Medicare, or at least help
finance their ill-conceived campaign promises.

The more likely result of privatizing Medicare through a
voucher svstem will be a steady erosion of the buving power of
the voucher as private health insurance premiums outpace the
dollar value of the voucher. The Repubhcam voucher proposal
allows total Medicare expenditures to increase at an annual rate
of 5.3%." After taking into account increased Medicare enroll-
ment, this proposal provides for a 3.9% annual per capita
increase—barely enough 1o keep pace with general inflation and
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well below the 7.65 growth rate in private health insurance
spending projectid by the Health Care Finamemy A Aminista-
ton. ™ 1f this proposal is enacted, there wWill be ne anniversary
célekration for Medicare in 10 or 30 vears.

Outside yovernment. the beneficiary and provider groups are
apprehensive about losing revenues, benefits, and guality care.
The newest arrivals on the Medicare scene—the entrepreneurs,
Wall Street bunkers. and insurers and agents of the managed
care indusuy—are overstimulated by the scent of huge profits.
They try Lo convinee Congress that only managed care can drive
out the excesses in physician and hogpital practices.

The beneficiaries. | helieve. are the key to the outcome of this
passion play. Led by the kuge. wealthy American Association of
Retired Persons, the beneficiaries could become a political whirl-
wind, The National Committee to Preserve Social Sceurity and
Medicare and other groups with smaller but easily agitated con-
stituencies can acdd spice to the senior lobby. Unfortunately,
some find it in their interests Lo mislead and frighten the elderly.
Alarmed, agitated, and activated. they are among the most po-
tent political forces in America ... not ignoring the American
Medical Association (AMA), the Veterans of Foreign Wars of the
USA, the American Federation of Labor and Congvess of Indus-
wrial Organizations. or the National Rifle Assaciation.

The inability to achieve consensus diminishes the role of “or-
ganized” medicine. The AMA often splits over differences be-
tween the specialty and subspecialty groups inits membership.
The AMA’s conzervative leaders, mesmerized by tax cuts and
“smaller” government, garble their message on Medicare. The
same point applies more specifically to the American Hospital
Association (AHA). which cannot abide any hospital closing or
revenue loss. A surefire formula for dissension among its mem-
berzhip is a veduction of hospital payments. The AHA has be-
come a “Johnny-one-nete” in the squubble vver Medicare.

The managed care industry has gained new prominence from
their recent alignment with the Republicans to force Medicare
baneficiaries into managed care. This is an interesting change
of tune for President Clinton's adversaries who opposed his re-
form on the erroneous grounds that it would limit patient choice.

Fuffed up by tough fee cutting, bloated overhead charges in the
range of 15% to 40%, and adulation from Wall Street. the man-
aged care industry is flexing mighty political muscle.™

Unfortunately, this new cult of managers, gatekeepers, and
hucksters has done little but limit access, reduce choice. and
cut provider income. While some HMOs provide high-quality
care to Medicare beneficiaries, the new kids on the managed
care block seem to believe that executive salaries outrank pa-
tient care in the claim on insurance premiums.” Beneficiaries
are denied access to high-quality care, while premiums go to
political contributions and extravagunt lobbying campaigns.
If nothing else, it will be interesting to watch Harry and Lou-
1ze claiming to worry about Mom's health care.

Once the Republicans propose a detailed budget, all parties
can assess the potential damage. 1 expect beneficiaries will
revolt and force Congress back to its traditional role of fine-
tuning and incremental improvement of Medicare.

Many deficit hawks continuously wring their hands over
the impending depletion of the Medicare Trust Fund. Qutside
broader health svstem reform, 1 believe we can make mar-
ginal changes in Medicare's expenditures in the magnitude of
$50 billion 1o 330 billion withip 10 years. We cannot ignore the
fact that 85% (or 43 billion) of the cuts made in the Omnibus
Budget Reconciliation Act of 1993 have vet to go into effect
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(Congressional Budyget Office, written communication. Au-
gust 4, 1993). Ifwe cut further, thiz could poge serious trouble
for our increasingly precarious health care system. Extreme
cuts in public programs, tougher HMO bargaining, and self-
insured emplovers’ demands for discounts will furce hospitals
10 cut services to the poor and uninsured.™

After the current hysteria dies down, 1 believe we can
achieve health syvstem reform in the next decade. First, we
must determine how we will subsidize or otherwise pay for
health care for the uninsured poor and marginally emploved.
Most any syvstem would be more fair and efficient than our
current random cost shifting. Second, there must be strict
health insurance regulation: eliminating medical underwrit-
ing. preexisting condition limitations, and age-adjusted pre-
miums and creating open enrollment. When we make those
changes. we could make larger reductions to Medicare—but
only with the savings reinvested for medical education, re-
search. charity, and uncompensated care.

Ultimately, ] believe the debate will come full circle, with Re-
publicans coming around most of the way. Ironically, last yvear
Eepublicans on the Ways and Means Committee voted unani-
mously to eliminate Medicare savings in the health reform bill
because they were too harsh® This vear they propose far
deeper cuts in Medicare to finance tax cuts for the wealthy 2!
The deszire to spend Medicare dollars on tax cuts will keep Re-
publicans from returning to a position of no cuts. 1 anticipate
Republicans will realize that a 300% o 500% increase in Medi-
care cuts will prove impossible to sustain—politically, systemi-
cally, intellectually, or morally.

The sooner the new Republican leadership recognizes this
fact, the quicker we can get on with improving America’s
health care program.

B Pete Stark
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1965-1995: Medicare at a Crossroads

How Medicare Grew

In 1965, after vewrs of dehate, Republicans and Democrats
joined Lo pass lemslation establishing the Medicare program. De-
signed originally to provide health insurance coverage for Amer-
ica’s low-income elderly, the program has since been expanded
heyond its initial scope. Medicare now covers nearly all Ameri-
cang over the age of 65 and includes benefits not envisioned by
the original intent of the program, which have increased costs to
the taxpayer and skewed the original sharing formula between
the government and heneficiary. We are to the point now where
on the 30th ammiversary of the establishment of Medicare we are
fuced with a fundamental chullenge: how e make the Medicare
Hospital Trust Fund solvent and improve the program through
additional choices for our Medicare bineficiarics.

Medicure Part A was designed originally in 1965 to pay for
the in-hospital expenses of America’s seniors. It was set up
to be a self-supporting system financed exclusively by a pay-
roll tax—split equally between employees and employers.
The life expectancy of Americans has inereased and the cost

T hospital stays hag hecorne more expensive under Medi-
care'’s fee-for-service program; with the number of partici-
pants increased, current spending on the program by the
federal government exceeds the payroll tax.

Medicare Part B wus set up to be a voluntary program to pro-
vide additional low-cost health insurance to seniors to help them
pay for physician visits and outpatient hospital services. The
costs were supposed to be equally shared (50-30) between the
federal government and the senior citizen who chose to partici-
pate. But as out-of-pocket spending grew for seniors. the tax-
pavers began to pick up more of the cost. Today. premiums paid
by participants cover only 30% of the cost of the progiam: the
remaining 0% is subsidized by taxpayers under 65 years of age,
who receive no direct Medicare benehits: 9%, Pa per-
bcnehcun'\-' CORLs were 32046 annually; the benefictary pard 3500

andthertaxpayver paid thexem(umnfﬂ.)(l) In7vears, by 2002—
Lh‘C\—(_ATm‘Wi T 7 S it bankruptey for
the Pat A program—the cost per benef’cmr v IS estimated to in-
cregse more 1han 200%., Lo $4430 per year. This is an unaccept-
able and unsustainable rate of growth.!

ATprogram that stirted 30 veurs ago and cost $3 billion a
veur at itz beginning now costs $180 billion annually! Over the
Lt 7 yeurs, more than $844 billion has been paid out by

‘Medicare. If we stay on the current path—that is, if we do

nothing—over the next 7 vears we'll be spending $1.8 trillion.
That is more than double the amount spent in the past 7 yvears,

From the US House of Representairves, Washington. DC Represeniative Thomas
is chairman of the: Healtn Supcommitee. Commiliee on Ways and Means.

Repnntraguests o House of Represeniauves. Congress of the United States, 2208
Rayburn House Cffice Bidg. Washinglon. DC 20515 (Representative Thomas).
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according 1o the trustees: Medicure will go bankrupt.” No
claims will be paid—by law,
Changes in Medicare

Over the vears Medicare has seen many changes. Those that
follow are some of the more major changes made 1o the progran:
¢ 1972: Extended coverage to disabled persons entitled to cash
benefit under the Social Security or Railroad Retirement pro-
grams and te certain individualg with end-stage renal disease
aftera24-month waiting period. No change in payroll tax or ben-
eficiury cost sharing.
o 1930: Liberulized home health benefits by eliminating the
number of visit limits, the priorhoespitalization requirement, and
the deductible for any benefits provided under Part B. No other
changes in payroll tax or beneficiary cost sharing.
¢ 1951: Increased the multiplier for computing the inpatient
hospital deductible by 12.5%.. Increased Part B deductible from
$60t0 $75. (The multiplier is the ratin between the average daily
rateinthe crrent vear|in this caze. 1931 and the calendar vear
1966 corresponding rate; changed in 1986.)
» 1985: Expanded coverage to hospice care for terminally ill
beneficiaries whose life expectancy iz 6 months or less. In ad-
dition, a prospective payment system for Medicare payments
for inpatient hospital services was established. No change in
payroll tax or beneficiary cost sharing.
o 1085: Extended mandatory Medicare coverage 1o nearly all
state and local government emplovees hired after December 31,
1985, Medicare wag also made secondary payver for all workers
aged 65 years or older and their spouses, who elected to be cov-
ered by emplovment-bused health insurance threugh an em-
ployer with 20 or more emplovees. No change in payroll tax or
beneficiary cost sharing.
¢ 1986: Made Medicare secondary paver for all disabled
Medicare beneficiaries who elected to be covered by employment-
hased health insurance as a current employvee (or family mem-
ber of such employee) of an employver with at least 100 em-
ployees. Also, Medicare wasz expanded 10 cover certain outpatient
immunosuppressive drugs furnished to transplant patients,
Changed the annual indexing of the FPart A deductible to re-
flect haspital prospective payment rates.
* 1987: Increased the maximum covered payment for mental
heulth services and certain covered outpatient mental health
services along with the services of certified nurses, midwives,
clinical social workers, clinical psychologists in rural health clin-
ics, and physician assistants in rural health manpower shortage
areas. No change in payroll tax or beneficiary cost sharing.
¢ 1989: Revised the physician payment system and imple-
mented a new fee schedule, bised on a resource-hased relative
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value scde that measured the time. training. and skill required
e perform a given service, adjusied for overhead and geo-
graphical differences.
® 1990 Increased the Part B deductible from 375 1o $100 begin-
ning on January 1. 1991 Standards for Medigap policies—
private supplemental insurance designed to pay for deductibles,
coinsurance. and some health services not covered by
Medicare—were alza set and cancellation of such policies by the
insurer based on beneficiary health status wag disallowed.
¢ 1093 Removed the wage base cap for wages and self-
emplovment income subject to the Medicare hospital insurance
tax. Part A premiums were reduced on 4 phased-in basis for in-
dividuals and their spouses with at least 30 quarters of Social
Security coverage. The Part B premium was set to cover 25%
of program costs for heneficiaries, and 75% was covered by gen-
eral revenues.
* 1993 House and Senate passag: of Medicare Select legislation
to extend program to all 50 states. Medicare Select is 4 Medigap
preferred provider organization option that is currently uvail-
able in 14 states. (The current [1995] figures for beneficiary de-
ductibles are as follows: Purt A deductible, $716 perepisode, and
Part B deductible, $100 per year.)

But despite these and other modest efforts to contain costs
and change the program over the last decade, Medicare con-
tinues Lo grow at a rate well exceeding the rate of inflution.

Private vs Public Health Care Costs

Beneficiaries would argue that Medicare has been gencr-
ally successful in consistently providing high-quality health
care for our nation’s elderly. This perception of the program
is attributable in part to the health care network of physi-
cians, hospitals, elinical laboratories. and others who provide
the service, and it is a testament 1o the abilities of thesc
grroups. However, the reality is that Medicare has failed to
keep pace with new and novel innovations in health care
delivery pioneered in the private sector. The private sector,
without government interference. has dramatically addressed
the issue of rising costs through the increased use of coor-
dinated care structures, including group practices and man-
aged care arrangements that have helped cut the rate of
health care inflation vo half the rate in the Medicare system.
Sume Medicare beneficiaries (fewer than 10%) have access to
managed care plans. but these plans are reimbursed by Medi-
care under an artificial formula used in the fee-for-service
program, which does not serve as a model for reform. Govern-
ment can and must look to the private sector for solutions to
the challenge facing the Medicare system: how to make it
solvent and keep the promise made to our elderly citizens now
and in the future.

When Medicare spending is compared with private sector
health spending, government spending on health care ser-
vices continues to far outpace other private health care pro-
grams. Medicare spending now grows at a rate of 10.5%
annually—almiost double that of private health insurance. In
addition, the amount paid out by enrollees (out-of-pocket
spending) in private he plans is §than in Medicare.
The private sector has Tearned how to hecome more eflicient
through utilization review programs and consumer education—
programs that, if they exist, exist minimally in Medicare. Our
government-run Medicare program is saddled with an out-

of-date system run by hureaucrats who do not understand the:

delivery of health care the way providers do.!
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The Challenge Facing Congress and America

In April. in their report to Congress. the Medice trustecs
reported that next yvewr, the trust fund that finances henefies un-
der the Medicire hospital (Part A) program will pay out more
than it eollects in payroll taxes: in other words, it is poing broke,
Warse, the fund will be depleted (hankrupt) in 7 vears, And when
the fund iz bankrupt, by law, no payments by Medicare for hos-
pital or other trust-paid health services can be made. Medicare
hospital payments for 38 million Americans would cease. and mil-
lions more who have been paying into the fund thraugh payroll
taxes will lose their investment.!

All of thiz will happen despite the changes previously made
in the program. Old selutions are not adequate. At hest they will
postpone, not solve, the problems within our Medicire system.

The report of the trustees, three of whom are President
Clinton’s cabinet secretaries, offers no answers to this di-
lemma. In addition, the president’s original budget submis-
sion did not contain any proposals to protect Medicare. He
chose to punt. It seems he thought that it was politically morc
risky to propose solutions to Medicare’s impendig bankruptey
than it was to pretend the bankruptey was not going o
happen. However, in mid June. the president changed his
mind. With his revised budyget plan. the president has ac-
knowledged what Republicans have known for sume time:
Medicare must be zaved hefore it goes hroke.

Myths vs Facts

What is surprising to many is the fact that, on average, the
vast majority of Medicare beneficiaries use far more benefits
and services than can be paid for by the individual's payroll tax
contribution. It is estimated that in 1994, on behalf.of-the av-
erage one-earner couple in which the breadwinner retires this
veir at the afe Orea e government spent approximately
$126 700 more on Medicare benefits than the recipients paid for
intaxes and premiums. including earned interest. A two-earner
couplerecerved $117 200 more. A single woman received §65 100
more, and a single man received $40:300 more (due to lifespan
differences between men and women—women live approxi-
mately 7 vears longer).!

Besides the imbalance of pavments ve benefits, the number of
people reaching age 63 (which is usually the age of eligibility for
Medicare) is dramatically rising. Thanks {o better medicine and
healthier lifestyles, Medicare beneficiaries are living longer, are
using more Medicare benefits, and arc using them over a longer
period. Although longer lifespans are wonderful and welcome
news for our seniors, their children, and their grandchildren, it
has increased pressure on the system. In 1965, when Medicare
was first established, Americans reaching age 63 were expected
to live an additional 13 vears. Today, we are expected to live an
additional 17 years past age 5. As « result, the number of tax-
payerssupporting the Medicare program, relative tothe number
of beneficiaries, continues to drop. Toduy, almost four workers
pay in for every beneficiary collecting benefits, In 20 vears, if the
program has not disappeared, even before the majority of baby
boomers enter retirement. that rutio will decrease to only two
workers paying into the trust fund for everyone receiving ben-
efits; the result will be a higher price tag on fewer shoulders.!

With all the billion-dollar increases and the increased utiliza-
tion of services, the Medicare program is not delivering to ben-
eficiaries better coverage, or better care, or better choices. Medi-
care’s benefit structure was designed for the way medicine was
practiced in 1965—not 1995. The old-fashioned system offers
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bencficiaries limited choiee of delivery svstems and limited
choice of henefits. Medicare's bloated bureauaracy i= no longer
capable of providing the choices to seniors onan individual basis
that they deserve. nor s it capable of providing the cost-
efficiencies that the private sector has implemented in the last
faw vears, Todav's senior citizens and futire generations de-
serve better!

Toward a Better Medicare

Wemust and can do better. Medicare can offer more choices
1o beneficiaries, similay to private-sector coverage, with high-
guality citre and lower out-of-pocket costs. We must look be-
vond the original 1965 program and bring the newer and better
elements that exist today in the private market into the pro-
gram. The longer we delay, the solutions we have to choose
from to prevent bankruptey will be fewer and more severe.

Even today. we have fewer choices than we would like, We
have the old Democratic solution—we can pay for future ben-
efits by raising revenues through higher payvroll and other
taxes. The current monthly payvroll tax rate—almost 3%—
would need 10 be at least doubled 1o keep the fund solvent. A
tax increase would be a further burden on emplovers who want
to hire new workers, and « burden that is alveady high wauld
go higher, In addition, ratsing taxes does not solve the inflation

_—————_——*'7

problem that ix driving Medicare to hankruptey. | reject this
approach. A better alternative is (o change the way Medicare
ix run, so that henefits are delivered with more efficiency and
providers are able to practice medicine in the way that they and
their patients—not government bureaucratz=—bhelicve is best.
Mauking the program more efticient and shrinking the govern-
ment's role in running the program would improve the quality
of benefits and the cholees available to retirees, while reducing
the double-digit rate of Medicare inflation, We need to bring the
choleez available inthe private sector to Medicare beneficiaries
and we need 1o bring the efficiencies along as well.

As we move forward with proposals, we are looking for
ways to make Medicare more efficient, both for today’s senior
citizens and future generations who are now paying into the
system. We know one thing for sure: without any changes.
Medicare will go bankrupt. But with the right changes that
give heneficiaries more choices. we can guarantee the Medi-
care program for today's and tomorrow's beneficiaries. This
ix the challenge before Congress and the American people.
Together we can solve thig challenge.

Bill Thomas
Reference

1. Thomas WAL Health care policy briefing special section). Roll Call. June
19, 1A 1-5,

The Compromise and the Afterthought
Medicare and Medicaid After 30 Years

IT HAS BEEN an eventful time since. on July 30, 1965, then-
President Lyndon Baines Johnzan signed Public Law (PLy8Y-
97. the Suciat Security amendments that brought into being the
Medicare and Medicaid programs. The legislation represented
an unrivaled turning point in American health policv. It em-
broiled the American Medical Association (AMA) in the fight
of its political fe-—which it lost. It changed how hospital, medi-
cal, and other health care services were financed: altered the
shaky relationship between the federal government and the
states: and spawned a long parade of political, financial, social,
and moral events that continues to unfold today.

Deep Roots

Its roots run deep.t” Politically, they reached buack to the un-
successful presidential campaign of Theodore Roosevelt in 1912;
he included in his Progressive (“Bull Moose™) platform a call for
“health insurance for industry™ that would guarantee coverage
for working Americans. He lost the election to Woodrow Wilson.

That was followed by a flurry of acuivity in support of
several proposals, including a “model” bill for compulsory
health insurance that was submitted in many state legisla-
tures. Despite intense efforts in some states, including Cali-
fornia and New York, none of the proposals passzed, and by
1420 the campaign had lost all momentum.!

In 1921, Congress passed the Sheppard-Towner Act. which
subsidized maternal and child health care programs; it was
allowed Lo expire in 1929, just in time for the erash of the stock
market und the sinking of the nation into the worst economic

Ms FrigGmain i3 contnibuling ednon of Hospiials and Health Neiworks and ihe Healih-
care Forum Journal and s a coniibuting witer lor Healih Managerent Quarierly.
Repnmt requesis 10 851 W Gunnison. Urit G Chicago. IL 80640 (ks Friedman)
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depression in its history.

A maore determined approach began to emerge in 1952, when
the Committee on the Cost of Medical Care, a private body sup-
ported by academic institutions and philanthropies, issued a
draft report on its 5-yeur study of the health care system in the
United States. Actually. itissued two draft reports. The majority
report endorsed group practice for physicians and prepayment
of health care costs by groups of subscribers. The minority re-
port. issued by nine dissenting members feight of whom were
physicians), endorsed total control of medical care by physicians
without any involvement by lay persong, and gave barely luke-
warm support to prepayment—and even then only if it were
strictly voluntary,

At the same time, Morris Fishbein, MD. the powerful and in-
fluential editor of JAM A. became involved in the discussion in
a passionate way. In 1932, in response to the Committee on the
Cost of Medical Care reports, he wrote in an editorial that the
committee members advocating prepaid health insurance rep-
resented “the great foundations, public health officialdom, social
theorv—even socialism and communism—inciting to revolu-
tion.”™ In the words of historians Lewiz Weeks and Howard Ber-
man, Fighbein's “characterization of health insurance, whether
voluntary or public, served to set the dominant idenlogrical and
controversial note for some 33 years after that.” Efforts to
achieve universal or at least broad health insurance coverage
would continue unabated from then on: AMA opposition would
continue into the late 1960s. Beginning around 1970, the AMA
began to support moderate expansions of government-
subsidized coverage.

It is interesting to note thut the American Hospital Associa-
tion took a different tack. approving the concept of voluntary
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hospital coverage in 1933 and playing a pivotal role in the cre-
ation and growth of Blue Cross. Later it also strongly supported
the development of Medicare and Medicaid.

The long presidency of Franklin D. Roosevelt could have been
a watershed period, given the wide range of social legislation he
was able to usher successfully through Congress. Indeed, he
migni not have needed to submit a bill; the 1930s and 1940s were
marked by repeated efforts on the part of congressmen and sena-
tors tc enact their own proposals. Among the foremost propo-
nents of increased coverage were Democratic senators Huey
Long (D, La), Robert F. Wagner (D, NY), and James Murray (D,
Mont), Rep John Dingell (D, Mich), and, in the 1950s. Rep Aime
Forand (D, R1). .

Nore of these bills would prove successful; the AMA, gen-
erally considered to be the most powerful lobby in the United
States in those years, waged successfil campaigns against most
of them, usually joined by conservative Democrats and most
Republicans.'* Equally important was the fact that President
Roosevelt declined to include health insurance in his New Deal
in the 1930s because opposition to it would likely have derailed
all his other proposed programs. The only initiatives that went
to Congress in the mid 1930s—and passed—provided support
for public health and maternal and child health activities.!
Meanwhile, by the 1940s the infant Blue Cross and Blue Shield
plans were making broader private coverage possible.

However, by 1943 the country was involved in World War 11,
and new needs were emerging. That year the Emergency Ma-
ternal and Infant Care Act was passed to provide access to care
for the dependents of low-ranking members of the armed forces.
In 1944, Roosevelt called for “the right to adequate medical
care” in his State of the Union address; he made a similar state-
ment early in 1945, but died on April 12 of that vear.

His successor, Harry S Truman, was profoundly interested in
the issue and immediately called for national health insurance,
something he would do repeatedly. Another version of what was
now called the Wagner-Murray-Dingell bill was introduced in
Congress in 1945; like all the others, it failed to pass.

During the 1950s, activist congressmen and senators kept try-
ing, and even the conservative Eisenhower administration sup-
ported modest subsidy of private insurance premiums for low-
income individuals. Nothing much occurred beyond hearings and
discussions, however, until 1957, when the canny Rep Wilbur
Mills (D, Ark) became chairman of the House Ways and Means
Committee. Highly skilled politically, although cautious, he be-
lieved in health care coverage for vulnerable Americans, Within
3 vears, he had engineered passage of the Kerr-Mills legislation
(1960}, which provided federal funds to help certain states pay
for medical care for low-income residents.

The Stage Is Set

The final push came when John F. Kennedy was elected presi-
dent in 1960. He sent Congress a special message on health care
early in his presidency, and in 1962, before a carefully assembled
group of cheering senior citizens in Madison Square Garden, he
called for universal access to care for the elderly. The AMA then
rented Madison Square Garden, where 2 days later, the eloquent
Edward Annig, MD, delivered the AMA’s televised rejoinder to
an erapty stadium. It is generally thought that his speech was
much better than Kennedy's had been.

But the AMA was losing the battle. Beginning in 1961, leg-
islation sponsored by Sen Clinton Anderson (D, NM) and Rep
Cecil King (D, Calif) was repeatedly introduced. It called for fed-
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eral coverage of specified amounts of hospital, outpatient. nurs-
ing home, and home care for 14 million Social Security benefi-
ciaries. It excluded physician services. It did not pass, butitdrew
a great deal of attention and support; indeed, hearings on the
King-Anderson proposal were being held the day Kennedy was
assassinated, November 22, 1963.

A plan similar to the King-Anderson bill nearly passed in
1964; a measure creating such a program passed the Senate that
vear. but died when House and Senate conferees could not work
outacompromise, That November, LyndonJohnson won a land-
slide victory in an election that also swept out of office many op-
ponents of Medicare-type legislation in the House and Senate.

Thus, in 1965, the stage was set. Johnson, a master of congres-
sional politics, was president. Mills was chairman of Ways and
Means. The King-Anderson bill was once again introduced, this
time as HR 1 and S 1, indicating its importance to the president.

Organized medicine was still officially opposed to the concept.
but many physicians were not only more receptive; they were
hoping to be eligible for any program that passed. The AMA's
last offensive was to propose “Eldercare,” which would have sub-
sidized private coverage for the elderly with federal and state
money. It, too, failed. However, the AMA did support Medicaid
when it was proposed by Mills' committee.?

The Three-Layer Cake

Meanwhile, Rep John Byrnes (R, Wis) introduced a bill that
also called for government subsidy of private insurance, but
would pay for it, in part, with deductions from Social Security
checks. Mills seized on Byrnes' idea of having beneficiaries pay
premiums. He produced a three-part compromise. The first part
would pay for physician services for Social Security beneficia-
ries: one third of the funds would come from co-payments and
two thirds from federal funds. By co-opting Byrnes' idea, Mills
essentially read the Republicans in on the act. The second part
of the plan would cover hospital care through payroll and em-
plover taxes.

The third part, which no one had expected, would broaden
Kerr-Mills coverage of low-income Americans through a joint
federal-state program known as Medicaid. It would also cover
services for “aged, blind, or permanently and totally disabled in-
dividuals, whose income and resources are insufficient to meet
the costs of necessary medical services.”™

Medicaid was not exactly at the heart of the proposal; it was
really an afterthought and was a rider on the main bill until
shortly before passage. It was also peculiarly constructed. Med-
icaid would be grafted onto state welfare programs; federal fund-
ing would be computed according to a formula based on the
wealth of each state; and unlike Medicare, which was a universal
entitlement, Medicaid would be means-tested. Furthermore,
states were given wide latitude in setting eligibility standards
and benefits. Perhaps most tellingly, those covered under the
program were Yeferred To as “recipients,” in keeping with the
welfare mentality; those covered by Medicare were “beneficia-
ries,;” as in private insurance. A recipient could become a ben-
eficiary through the simple act of turning 65.

Wilbur Cohen, who had worked in the Roosevelt administra-
tion, was serving as Johnson’s undersecretary of health in the
then-Department of Health, Education, and Welfare, and played
a critical role in the enactment of the Medicare-Medicaid legis-
lation. He later explained that there were reasons for the bizarre
architecture of Medicaid.'” First, the reason the program was
created was that Kerr-Mills was not working satisfactorily, and
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proponents of universal coverage were complaining bitterly that
Medicare provected only the elderly. Since kerr-Mills had been
a state-federal partnership, Medicaid would be one as well.

Second, the only social agency present in every state was the
welfare agency. so it made sense to house Medicaid there, rather
than requiring states (some of which were not very enthusiastic
about the program) to create a new bureaucracy.

Third, Cohen and his colleagues believed that either Johnson
or Sen Hubert. H. Humphrey (D, Minn) would be elected presi-
dent in 1968, and that some form of national health insurance
would follow shortly. As a result, Medicaid was put together in
arather slapdash manner, because it was assumed it would soon
be superseded by a larger program. But Richard M. Nixon won
the election, and the larger program never happened (although
Nixon did propose one). .

The political fighting wore on. with battles on several fronts.
But Mills won the day. His bill passed the House on July 27 and
the Senate on July 28. On July 29, Johnson met with a group of
AMA leaders. He appealed for their cooperation, and read them
the provision of the legislation that protected patients’ ability to
“obtain health services from any institution, agency or person
qualified to participate” in the program.’

He also reac them this provision: “Nothing in this title shall
be construed to authorize any Federal officer or emplovee to ex-
ercise any supervision or control over the practice of medicine or
the manner in which medical services are provided....™ The
president signed the bill into law on July 30, 1965.

A New Day

A month later, Kenneth Williamson, associate director of the
American Hospital Association and a key figure in passage of the
bill, wrote: *Although some of the implications of this new law
can be visualized at this time, there is much that cannot. Only
time and experience will reveal its full impact. One thing is cer-
tain: It is a new day in health affairs. Things are not the same
either for hospitals or physicians or the public. Things will never
be the same again.”® He was right.

Some effects were immediate. Johnson, fearing a shortage of
physicians in the face of the enfranchisement of millions of
people. acted to increase enroliment in medical schools, a strat-
egy that worked all too well. The number of Medicaid recipients
was soon 10 times higher than expected, partially because es-
timates of need were based on extremely soft and dubious data,
and partially because some states, seeking to attract federal
funds, set eligibility levels quite high. In New York State, 45%
of the population became eligible.®

Testifying before the Senate Finance Committee on May 11,
1965, then-AMA president Donovan F. Ward, MD, had warned
that “there is no affective method or methods which will keep the
costs of the program under control.”™ Although a world of good
was done with the money, his prediction was entirely accurate.
Even before some states had implemented their Medicaid pro-
grams, Congress was trying to slow down the explosion in costs.

The cascade of legislation bred by PL &9-97 in subsequent
years included amendments in 1967 that limited states’ ability to
set high eligibility levels, and legislation, also passed in 1967, that
established the National Center for Health Services Research,
with a prime mission of gathering and analyzing data on cost, uti-
lization, and other aspects of health care.* Amendments passed
in 1972 provided for extensive Medicare coverage of services for
patients with end-stage renal disease, inspired by news reports
that castigated the rationing of kidney dialysis and by a kidney
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patientundergoing dialvsisat acongressional hearing. That same
year, Medicaid costs had risen so high that the original title's
optimistic call for “comprehensive health care” for all the needy
was repealed, giving states a freer hand to trim the program.

Medicare and Medicaid also gave birth to health planning leg-
islation, which was passed in 1974 and was the object of intense
opposition until it expired in the 1980s; professional standards
review organizations and, later, professional review organiza-
tions, which scrutinize medical services for Medicare beneficia-
ries and are also less than universally popular; diagnosis related
groups as the basis of hospital payment in 1983; and the resource-
based relative value scale as the basis of physician payment in
1989. Legislation passed in 1973 set federal standards for health
maintenance organizations, and various other statutes set stan-
dards and encouraged or prohibited certain provider behaviors.

Weeks and Berman' have written, “It is both a flaw and a
strength of human nature that one tends to forget the circum-
stances that surrounded the need for and that shaped certain de-
cisions and actions.” There are few areas of policy in which that
is more true than in Medicure and Medicaid.

The many laws, regulations, failures, and controversies that
followed in their wake have tended to obscure the fact that, in
many ways, these programs successfully addressed the problem
they were supposed to fix: lack of access to, and financing for,
health care services for some vulnerable members of this
society."™" By reducing the amount of money the elderly had to
pay for health care, Medicare and Medicaid lifted millions of
these people out of poverty, and kept them out; although Med-
icaid’s track record is decidedly more mixed, there is ample evi-
dence that it has contributed to both better access and improved
health status for low-income wornen and children and many dis-
abled people. Medicaid has also made a vast difference in the
lives of millions of Americans who need nursing home care.!**

Although that is the chief legacy of the programs, it is not the
only one. Wilbur Cohen wrote of the Medicare and Medicaid ex-
perience, “It is always wise, when changes oceur, to expect the
unexpected.™ If the programs fulfilled many of the hopes people
had for them, they also produced a large number of consequences
that were unintended.

Unintended Consequences

A Glut of Hospitals.—Stuart Altman, PhD, dean of the Heller
School at Brandeis University and chairman (as of this writing)
ofthe Prospective Payment Assessment Commission, has stated
that when PL 89-97 was passed, hospitals were “underfinanced”
and in need of capital; he believes that Medicare, with its gen-
erous capital reimbursement, was designed to help solve that
problem. However, it is axiomatic that if a person or organi-
zation is paid to do something, he, she, or it will do it; in the case
of hospitals, this meant a 20-year building spree that eventually
praduced an overbuilt sector. As is the case with the physician
oversupply and maldistribution, this expensive dilemma will be
solved only with great pain.

Payment Inequities.—Howard Newman, the administrator
of the Health Care Financing Administration in the last year of
Jimmy Carter’'s presidency, has said that “Medicaid (and, by in-
ference, Medicare] has been an important experience in terms of
what happens when you pay for part of a health care system.™
What happens, as it turns out, is cost shifting: hospitals, physi-
cians, or other health care entities that seek higher payment than
government programs offer simply compensate by charging pri-
vate payers more.

Policy Perspeciives—Friedman
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Asaresult, private insurance costs started climbing. which. in
time, led toan explosion in employer self-insurance and managed
care, neither of which are so vulnerable Lo cost shifting. Premi-
ums for smaller employers, who cannot conveniently self-insure.
rose even faster, and the number of uninsured working Ameri-
cans rose as well, as small employers found themselves unable
Lo subsidize coverage.

Meanwhile, Medicaid's payment rates became so unattractive
to physicians that in many states, physician participation in the
program declined markedly, along with the availability of phy-
sician services to Medicaid patients. Patients who ended up on
the wrong end of these events also tended to end up in hospital
emergency departments. The compartmentalization of health
care payment and the inevitabie concomitant reduction in cross-
subsidization can be traced back to diminishing Medicare and
Medicaid payments over the vears.

The Medicaid Christmas Tree.—Howard Newman also once
abserved that Medicaid's main problem was that it was too com-
plicated ® Over the years, it only became more so. In the first
place, it had at least four distinet groups of patients: families re-
ceiving welfare support, the blind, the low-income aged (for
whom Medicaid paid Medicare physician [Part B] premiums),
and the disabled. Each state had a different benefit package and
income eligibility level, and some states chose to cover other
groups as well.

Medicaid was soon serving another purpose. As Diane Row-
land, ScD, executive director of the Kaiser Commission on the
Future of Medicaid, has noted, the program became “the one
train pulling out of the station that you could attach improve-
ments to."* Ezpecially intimes of cutbacks, through the congres-
sional budget reconciliation process, new programs, expansions
of existing programs, and new dollars could he slipped into Med-
icaid. The program became a kind of Christmas tree, with ma-
ternal and child health hanging here, long-term care hanging
there, AIDS services up there, care of the homeless down there,
subsidy of migrant health centersover there. “Inevery instance,
if you look at the problems we have heen trying to solve over the
last ten vears, Medicaid became the logical vehicle to use,” Row-
land said in 1991.% Not surprisingly, the program also became
the victim of a tug-of-war among the various constituencies it
supposedly protected.

The Birth of an Industry.—Medicare and Medicaid also en-
couraged the growth of three health care endeavors. The original
legislation included a 7.5% return on equity for investor-owned
facilities, which helped fuel the expansion of for-profit hospital
chains in the 1970s and early 1980s. It has been superseded since.

Medicaid legislation, with its open-ended coverage of nursing
home services for those who could not afford them (and, in the
course of a long illness, hardly anyone can), “really created the
nursing home industry,” in the words of Karen Davis, PhD,
president of the Commonwealth Fund.'® This has led to over-
cependence on institutional solutions and slow growth in home-
and community-based alternatives. It can alzo be argued that it
slowed what might have been quicker and more successful de-
velopment of private long-term care insurance. Medicaid also
covered care in “intermediate care facilities,” which were ill-de-
fined and really did not exist: as a result, applications for certi-
fication as intermediate care facilities were received from insti-
tutions as unlikely as orphanages and homes for unwed mothers.

The End of Segregation.—In one of its most important side
zffects, PL 89-97 put an end to segregation of health care facili-
ties, a process that had started years before because of lawsuits
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by African-American physicians. On March 4. 1966, then-
Surgeon General William H. Stewart, MD, issued an opinion
stating that "to be eligible to receive federal assistance or par-
ticipate in any federally assisted program, a hospital must be in
compliance with Title V1 [of the Civil Rights Act of 1964]," which
“prohibits discrimination on the basis of race, color, or national
origin in federally assisted programs.”"’

It was 4 historic and controversial ruling, but it was upheld
inthe courts, and one of the ugliest traditions in American health
care slowly came Lo an end—at least in theory. The downside of
this shift was that dozens of historically black hospitals closed
as patients migrated to better-equipped, larger facilities.”

The Data Revolution.—Stuart Altman and Wilbur Cohen
have both noted that some of the larger errors in the configura-
tion of Medicare and Medicaid can be ascribed to an absence of
reliable data.*'¥ Cohen, for example, pointed out that in terms
of Medicaid, “We just thought that we were extending Kerr-
Mills a modest bit. We thought in terms of several million per-
sons, but never 10 or 20 million. . . . We saw it as a supplemental
system 1o take care of a few residual cases.” Similarly, Karen
Davis laments that “we didn't know much about long-term care
back then.™*

If that was the situation in 1965, it has changed radically; in-
deed. the health care system reform debate of 1994 was shaped
By an avalanche of data, many of them contlicting. For a new sci-
ence has been horn: the desire for better information led to the
discipline of health services research. And Medicare and Med-
icaid led to vast databases that those researchers could, and did,
use. Many of the crucial tools in health care teday, from study of
medical practice pattern variations to utilization review to man-
aged care, were refined and proven using Medicare and Medicaid
daia.

The Worst Fears Realized.—But the richest irony of all is
that, in many ways, the AMA opponents of Medicare have been
vindicated: for better or worse, many of their fears were well
founded. Their concerns about skvrocketing costs were justified,
as today the nation ponders how to prevent Medicare from run-
ning out of money in a few years. In 1961, an AMA leader stated
that the fee schedule for hospitals, nursing homes, and nurses in
the King-Anderson hill “panies the medical leadership. They an-
ticipate a time when doctors' services will be covered and hence
a fee schedule will he used.™ That time did come, in 1989.

Part of the AMA campaign against King-Anderson included
a poster directed to patients that read, in part: *Freedomis what
we all stand to lose. Your freedom to choose the doctor you be-
lieve is best for you. And your doctor’s freedom—nhis freedom to
treat you in an individual way, adapting his knowledge and skills
to your particular problems. . .. Inan eraof practice guidelines,
closed-pane] health maintenance organizations, and managed
care, the poster’s warnings seem eerie, with one exception: The
diminution in patient and physician freedom of choice has largely
oceurred in the private sector and Medicaid. Medicare, the pro-
gram the AMA fought tooth and nail, remains the last bastion of
fee-for-service and unlimited patient choice of physician, along
with those patients who choose to pay for care out-of-pocket.

What Can Be Learned?

It is unfortunate that few of the lessons of Medicare and Med-
icaid have been applied to recent health policy debates, or to
those that are occurring in 1995. These programs have been the
key forces shaping American health care for nearly a third of a
century, and they have much to teach us.
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Among those lessons is that policies and programs that are
based on guesses or insufficient or inaccurate data will not look
like what they were supposed to look like. However, that is true
of any major new social program, with or without data. But even
if data are available. they may not be used well; quantitative in-
formation can also destroy programs or prevent new ones from
being initiated. We have gone from one extreme to another, from
a data vacuum to data overload.

To paraphrase Howard Newman's observation cited earlier
in this article,” paying for part of a population is also instructive.
Of course, the dice were loaded to begin with against the means-
tested Medicaid welfare patients, who were far weaker, politi-
cally, than the elderly who were covered by a universal entitle-
ment and who would use the Medicaid long-term care benefit
the most. That, as much as anything, explains the differing po-
litical fates of the two populations. Separating the powerless
poor and the powerful elderly into different programs was not
the best idea the framers of PL 89-97 had.

Medicare’s yranting of an entitlement to people with end-
stage renal disease has also proven problematic.'*= It favored
one diagnosis over another. It also skewed resources; kidney pa-
tients garner far more Medicare dollars than their numbers
would suggest." Equally troubling, in the words of dialysis pio-
neer Belding Scribner, MD, it produced a “lack of restraint™ on
the part of physicians who soon initiated dialysis with no use of
clinical judgment. “Our learning curve was interrupted by the
entitlement of 1972, Scribner said in 1984. “We have now gone
to the opposite extreme.”™

However, policymakers in such situations face Hobson's
choice. If a program is universal, as Medicare is, it inevitably
subsidizes wealthy beneficiaries. If it is means-tested, it will
be politically weaker than an entitlement that includes the
nonpoor, but it will target the vulnerable more precisely.
That is. if it does not end up being the vehicle for a dozen or
more different programs and agendas, as Medicaid did.

Medicaid and Medicare also have taught us that specifying
the services to be covered will automatically create endless
haggling. Especially when these programs’ benefits influence
private beneilt packages, every possible health and health-
related service and practitioner will demand to be part of the
program. It is difficult to know where to draw the line, as
state Medicaid programs have learned to their sorrow.

Delineating benefits precisely can be especially bothersome
when they were not well thought out to begin with. Hindsight
isoftenbetter, of course, but it is difficult not to question a Medi-
care benefit package that excluded most preventive care, eye-
glasses, hearing aids, mammography (until 2 years ago), and
most long-term care, but covered inappropriate kidney dialysis
without question. On the other hand, an open-ended or vague
benefit package can lead to widespread abuses and even fraud.

On the financial side, Medicare, especially, has taught a vital
lesson. one that the AMA predicted 30 years ago: If a payer is
big enough—and Medicare is—that payer will come to control
much of what goes on in health care. And that payer's decisions
will have an enormous influence on what the health care system
comes to look like. American health care, once the fiefdom of
physicians and hospitals, is now largely directed by third-party
pavers,® and that transfer of power began with PL 89-97.

Finally, we have learned in these 30 years that the making of
health policy should be objective, bipartisan, and above petty
politics—but that it never will be. Thisis due, in part, to the man-
ner in which social programs are created: much of the time, the
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rich tax the middle class to pay for a program for the poor.” This
almost guarantees that the program will be a bone of contention
until its last gasp.

But the politics of health go bevond the politics of class;
they are rooted in the fact that the health care system reflects
every beauty and every wart, every triumph and every fail-
ure of the society that creates and sustains it. Therefore, the
funding of health care, the shape of health care, the scope of
health care, even the purpose of health care is, and always will
be, in the eye of the beholder. As was true of Medicare and
Medicaid, much of what succeeds will not do so through
consensus, but rather through compromise, subtlety, incre-
mentalism, luck—and, on occasion, desperation.

Medicare and Medicaid were supposed to last 5 or 6 years; they
have lasted 30, and remain with us—incomplete, imperfect, il-
logical, and under attack, as always. Their survival is indeed re-
markable, but it was not accidental. So far, we have been unable,
as anation, to come up with better means of addressing the basic,
visceral human troubles that Medicare and Medicaid seek to al-
leviate; until we do, these programs remain the best answers we
have. And their underlying mission remains necessary, even as
they are reconfigured, as they have been so often. For no matter
how many times they have failed, they have accomplished much;
and it is painful to contemplate the burden of suffering that
Americans would have borne without their protection.

Emily Friedman
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July 24, 1995

30TH ANNIVERSARY OF CONGRESSIONAL PASSAGE OF MEDICARE

DATE: Tuesday, July 25

TIME: 10:00 am

LOCATION: Cannon Caucus Room, Cannon
House Office Building

FROM: Alexis Herman

Andre Oliver

I. PURPOSE

To commemorate the 30th anniversary of Congressional passage of
Mecicare/Medicaid, highlighting your commitment to protecting
Meclicare, securing its future financial viability, and
contrasting Republican proposals to substantially cut Medicare to
furd tax cuts for the wealthy.

II. BACKGROUND

HISTORY: On July 30, 1965, President Johnson, in the presence of
former President Harry Truman, signed into law Medicare and
Medicaid in Independence, Missouri at the Truman Library. That
simple ceremony marked the end of a long struggle for Democrats
trying to enact the measure.

President Franklin Roosevelt began the process with his vision
for financial security for retired Americans by passing the
Social Security Act in 1935. President Harry Truman proposed the
a federal program of health insurance under Social Security
during a special message to the Nation on November 19, 1945.
President Kennedy made health care for seniors an issue in his
1960 campaign and saw his plan defeated in Congress.

President Johnson took over JFK's efforts on behalf of Medicare,
urging enactment of a "medicare bill" during his "State of the
Union" speech. During Senate debate on a bill to increase Social
Security benefits in July of 1964, Senator Albert Gore, Sr.
offered a medicare bill as an amendment. Although it was
defeated that year, Senator Albert Gore called for the 1964
election to be a mandate on Medicare, a call that President
Johnson took up as well. The Democrats that year picked up 37
House seats and two Senate seats, helping Congress to pass
Medicare the following year.

With the majority of Republicans voting against Medicare, calling
it socialized medicine, few issues have so consistently been
identified with Democrats. Twelve times during its 30 year
history it has needed steps to shore up its financial viability,
and each time Democrats took the leadership to protect it.



EVENT: The National Council of Senior Citizens began organizing
this event several months ago to recognize the 30th anniversary
of when Congress gave final passage to Medicare and Medicaid
(July 25). Rep. Gephardt has organized an additional recognition
event in Independence on Sunday, July 30. Secretary Shalala will
represent the Administration at the Independence event.

At the event will be the twelve members of Congress who voted for
passage and still serve in Congress. One Republican remains,
Congressman Joseph McDade (R-PA), and he plans to be at the
event. Speaking on behalf of these twelve original signatories
will be Senator Kennedy and Rep. Dingell. Standing next to you
at the podium will be Arthur Flemming and four generations of his
family, and Genevieve Johnson and four generations of her family.

At 90 years old, Arthur Flemming is probably the most recognized
senior activist and advocate. His resume dates back to the
Roosevelt Administration (1936) when he was appointed the
youngest Civil Rights commissioner since Theodore Roosevelt. He
has served in Eisenhower, Nixon, and Reagan Administrations, and
has been President of Ohio Wesleyan University, University of
Oregon, and Macalester College in St. Paul, Minnesota. 1In the
Eisenhower Administration he served at secretary of HEW. It was
during the Nixon Administration that he became the full-time
chairman of the White House Conference on Aging and has retained
that position ever since. He will be joined by three generations
of his family to help send the intergenerational message.

At 96, Mrs. Genevieve Johnson is President of the National
Council of Senior Citizens's District of Columbia State Council
of Senior Citizens. Known by everyone as "Mother" Johnson, she
is the founder of the annual District-wide senior citizens prayer
breakfast. She was a founding member of the DC Commission on
Aging and remains a leading advisor on issues of concern to the
elderly. Mother Johnson is one of the earliest recipients of
Medicare. She will be joined by three generations of her family
to help send the intergenerational message.

The audience of 250 will be comprised largely of seniors,
including Council on Aging delegates, organization leaders and
seniors living in NSCS housing units.

The National Council of Senior Citizens was founded in 1961 for
the sole purpose of winning enactment of a national health
program to protect older Americans. It was closely aligned with
labor and the Democratic Party to secure passage, and it was
singled out in President Johnson's remarks at the signing
ceremony, "without the National Council of Senior Citizens, there
wculd have been no Medicare program.”" Eugene Glover has been
President of NCSC since 1989, having retired from the
International Association of Machinists and Aerospace Workers.




It will be important to recognize NCSC's commitment and
dedication to Medicare and Medicaid in your remarks. Also, Larry
Smedley, the NCSC's longtime executive director is retiring next
week.

III. PARTICIPANTS

Speakers include Eugene (Gene) Glover, President of the National
Council of Senior Citizens; Congressman Dick Gephardt, Senator
Tom Daschle, Senator Edward Kennedy, Congressman John Dingell and
the Vice President. Also on the podium, but not speaking will be
Arthur Flemming, Genevieve (je-ne-veeve) "Mother" Johnson and
their families.

IV. SEQUENCE OF EVENTS

President arrives Cannon Caucus Room

Eugene (Gene) Glover begins program

Congressman Gephardt 'gives remarks

Senator Daschle gives remarks

Senator Kennedy, Congressman Dingell give remarks
(representing the original signers from each body)
Vice President gives remarks, introduces the President
The President gives remarks.,

0 On conclusion of remarks, the President heads towards
"Mother" Johnson and Arthur Flemming families for informal
greetings before departure.

OO0O0O0O0

o O

V. Press
Open Press
VI. Remarks

Prepared by Speechwriting



July 18, 1995

MEMORANDUM FOR  MOLLY BROSTROM
CHRIS JENNINGS
JENNIFER KLEIN

FROM:  Zo& Neuberger
Katie Smeltz

SUBJECT: Medicare

You will find attached the information and quotes we have gathered on Medicare. The
material is divided into four sections:

. The original debate (Democratic statements in support of Medicare and
Republican statements against it)

. Quotes from Congress (recent statements on Medicare and proposed spending
cuts by Democrats and Republicans)

. Quotes from advocacy groups (statements on proposed Medicare and Medicaid
spending cuts by health care, senior, child, and people with disabilities advocacy

groups) ~

. The impact of Medicare and Medicaid on seniors




THE ORIGINAL DEBATE

The Social Security Act amendments establishing Medicare were approved by the House on
April 8, 1965. The vote was 313-115. Republicans voted @73 and Democrats voted 248-
42. Then Representative Bob Dole voted against Medicare.

Medicare was approved by the Senate on July 9 by a vote of 68-21. Democrats voted 55-7
and Republicans voted @14.

President Johnson signed Medicare into law on July 30, 1965.
The AMA opposed Medicare. (Source: Congress and the Nation, Volume II)

Democratic Statements For Medicare (1965)

Source: Democratic Policy Committee, United States Senate, Special Report:
Medicare’s 30th Anniversary, July 14, 1995. (DPC)

Senator Gore:

"We are dealing with the most pressing, unmet problem of our society... What happens when
a serious illness strikes? Current income which is needed for groceries and rent must go for
medical care. Savings must be depleted. The home may have to be sold. Then, hat-in-hand,
this formerly self-sufficient, self-reliant, respected member of the community must go to the
welfare people and beg for a handout. This is a disgrace in a country such as ours."

President Johnson before Congress: _
"the specter of catastrophic hospital bills can (now) be lifted from the lives of our older
citizens."

Democratic Rep. Cecil King (CA), introducing the first medicare bill:

"...We can no longer permit hospital costs - to deprive our elderly citizens of the security and
peace of mind that should be their due after a lifetime of work."

"We will be able to take great pride in having had a hand in bringing financial security and
peace of mind to millions of older Americans."

Democratic Senator Anderson:

"I feel certain that historians will mark this year as the turning point in our long struggle to
solve . . . the problem of financing the costs of hospital care for the aged, costs which now
represent the major remaining cause of personal financial disaster among our aged citizens."
"Every month that delay in providing the needed protection means that more and more elderly
persons will be forced to look to public welfare programs for help in getting the health care
they need."



Republican Statements Against Medicare (1965)
Source: Democratic Policy Committee, United States Senate, Special Report:
Medicare’s 30th Anniversary, July 14, 1995. (DPC)

They called it socialism.

Republican Representative James Utt (CA):
"Ler me tell you here and now it is socialized medicine."

They said it would destroy the best health care system in the world.

Republican Senator James Pearson (KS):

"American medicine has achieved an unprecedented level of development through its own
efforts... It would appear foolish to endanger this high level of initiative and performance by
imposing the heavy blanket of government supervision. A Federal health program, financed
under Social Security, would represent such a danger."

They said it would not work.

Republican Senator James B. Pearson:
"It wouid achieve little for those who need it, while subjecting the very fabric of American
life to the strain of severe and unnecessary sacrifices."

They said it was too bureaucratic.

Republican Senator Roman Hruska: »
"With Federal funds come federal control. In the area of medical care, Federal interference

presents frightening prospects.”

Republican House Leader and future President Gerald Ford (MI): "We are going to find our
aged bewildered by a multiheaded bureaucratic maze of confusion over what program covers
what and who is on first base."

And they said it was a threat to Social Security.

Republican Representative Bob Dole (KS):

"The real opposition to the bill stems from the fact hospitalization benefits are to be financed
bv a compulsory payroll tax ... Adequate medical protection should be made available to the
aged but it should be voluntary and should reflect the ability to pay... This one provision
poses an enormous threat to the cash benefit programs under the social security programs.”




QUOTES FROM CONGRESS

The leadership, then and now
Senaror Bob Dole
Bob Dole voted against Medicare in 1965.

1965:

"The real opposition to the bill stems from the fact hospitalization benefits are to be financed
by a compulsory payroll tax ... Adequate medical protection should be made available to the
aged but it should be voluntary and/should reflect the ability to pay... This one provision
poses an enormous threat to the cash benefit programs under the social security programs."
(DPC)

July 30, 1985: _,

"Much of our significant gains and life expectancy, improvement in the quality of life, and
decreases in infant mortality can be directly attributed to the passage of the Social Security
Amendments of 1965. The Medicare and Medicaid programs have played a central role in
improving both access to and quality of health care services for the country’s elderly, poor,
and disabled. Equally significant, it may be argued that Medicare and Medicaid have
provided a foundation for the phenomenal growth and the dissemination of new medical
technologies that now contribute to the well being of all the people of all nations." (DPC)

May 8, 1995: _
Said "it’s going to be very difficult” to save money without reducing benefits or raising
premiums. (The New York Times, May 8, 1995)

Speaker Newt Gingrich

January 30, 1995:

"we are going to rethink Medicare from the ground up"

"We will make every decision within the context of a balanced budget”

"Everything is on the table except social security" (The New York Times, January 31, 1995)

April, 1995: :

Described Medicare as "a centralized bureaucracy with all the inefficiency and all the obsolete
technology and all the obsolete approaches and all the waste and fraud you would associate
with a centralized bureaucracy.” (Newsday, May 3, 1995)

May 1, 1995:
"Every penny saved in Medicare should go to Medicare . . . It should not be entangled in the
budget debate." (The Wall Street Journal, May 1, 1995)



May 7, 1995:

"Forget the budget pressure, let’s find out what number saves Medicare. We’ll plug that into
the budget. We’re not going to find out what number the budget needs and try to reshape
Medicare to that effect." (Democratic Staff of the Committee on Ways and Means, United

states House of Representatives, Previous Republican Statements on Cutting Medicare, May 8,
1995)

House Majority Leader Richard Armey

Describes Medicare as "a program I would have no part of in a free world" and "deeply
resents the fact that when I’m 65 I must enroll in Medicare.” July 10, 1995 (Chicago Tribune,
July 11, 1995)

Republican Representatives during the 1994 health care reform debate
(Source: Democratic Staff of the Committee on Ways and Means, United states House
of Representatives, Previous Republican Statements on Cutting Medicare, May 8,
1995.) :

Members of the House Ways and Means Committee commented on the Health Security
Act, which would have achieved $168 million in Medicare savings over seven years,
all of which would have been redirected to expand health care coverage. Republicans
now propose to reduce Medicare spending by 8270 million over seven years and not
reinvest the savings in health care.

Congress Member Bill Archer (June 25, 1994):

"Make no mistake about it for the elderly in this country, [these cuts are] going to devastate
their program under Medicare."

"I just don’t believe the quality of care 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. "

Congress Member Clay Shaw (June 25, 1994):

"The Medicare cuts proposed by the President would devastate the Medicare program . . . The
cornmittee must not approve these destructive Medicare cuts." May 18, 1994

"The Republicans are attempting to secure the program which would be almost absolutely
destroyed and trashed if the cuts that have been brought into the bill are established."

Congress Member Jim McCrery (June 25, 1994):
"I would love to believe that we could achieve the level of cuts that you have in this bill . . .
But history tells us that this isn’t possible."

Republican members of the House Ways and Means Committee (July 14, 1994):

"For more than a decade Congress has cut back on payments to doctors and hospitals until
they no longer cover the cots of care for Medicare . . . patients--and the additional massive
cuts in reimbursement to providers proposed in this bill [H.R. 3600] will reduce the quality of
care for the nation’s elderly. There will be no place else to shift."



Democratic statements supporting Medicare

President Clinton (October 23, 1994):
"My position is, | haven’t and don’t support cuts in Social Security, and I would support
savings in the Medicare program only if they’re used to advance the cause of health care."

Senator John D. Rockefeller IV (WVA) (April 22, 1995):
"Though they [the Republicans] claim they want to save the Medicare trust fund, they don’t
plan to put the savings in the fund. It’s all for deficit reduction or tax cuts." (Congressional

Quarterly)



QUOTES FROM ADVOCACY GROUPS

The Association of American Medical Colleges says:

"Massive reductions in Medicare reimbursement for activities related to graduate medical
education will, when coupled with private sector losses, and other cuts in Medicare
reimbursement, have a very negative impact on our continued excellence. Every American’s
quality of life will suffer as a result." (July, 1995)

"... budget proposals that could cut billions of dollars in funding will devastate academic
medicine’s ability to care for the American people and to ensure quality through medical
education and research."(May 16, 1995)

“Funding cuts of this magnitude will push medical schools and teaching hdspitals to the brink
of financial ruin and put our nation’s highest quality health care services in serious
jeopardy."(May 16,1995)

Jordan Cohen, president of the Association of American Medical Colleges, said, "We are
concerned about the prospect of losing as much as 60 percent of the $5.2 billion a year that
teaching hospitals get from Medicare for the 'indirect’ and ’direct’ costs of training residents
and other health professionals.” (July 15, 1995)

The American Hospital Association says:

"One of every four hospitals in the United States is in ’serious trouble,” and with deep
reductions in Medicare growth will be forced to cut services or ’close its doors.”" (April 13,
1995)

"The wrong way [to reform Medicare] is to do business as usual, letting short-sighted political
pressures squeeze Medicare spending and weaken a program that needs to remain strong for
our nation’s seniors." (February 6, 1995)

“Sixty-four percent of the electorate believes that if you ran for office saying that you would
not cut social security, and if Congress votes this year to cut Medicare then that Member of
Congress has broken their campaign promise.” (April 1995 Polling Data Report)

The American Medical Association says:

"A balanced budget cannot be ’balanced’ on the back of one program and those who provide
that program’s services. Serious, and perhaps irreversible, consequences to patient care could
flow from yet another series of ill-considered cuts.” (April 6, 1995)

The Catholic Health Association says:

"If Medicare and Medicaid payments, which provide 40 to 60 percent of all reimbursements,
are cut by more than 20 percent, the result will be nothing less than devastating...nursing and
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physician staffs will have to be cut, research and training programs will need to be reduced,
whole medical departments may even have to be eliminated, and purchases of new medical
technologies may have to be postponed or foregone completely..." (March 16, 1995)

"Catholic Health Association opposes the severity of the Medicare and Medicaid spending
reductions proposed in the congressional Budget Resolution. They are too large,
unprecedented, and unacceptable. If enacted, they could threaten the viability of these two
publicly-funded health insurance programs and endanger continuity of services to the elderly,
vulnerable women and children, and people with disabilities.” (July 17, 1995)

"Catholic Health Association opposes transforming Medicaid into a block grant program. Any
attempt to restructure the Medicaid program should maintain federal minimum standards for
Medicaid eligibility and services." (July 17, 1995)

The Federation of American Health Systems says:

"Cuts of this magnitude are far too severe for the system to handle." (July 15, 1995)

The American Association of Retired Persons says:

AARP has conducted numerous focus groups across the country in the last few months’ and
fourd that the elderly had little idea that the new Republican-controlled Congress wants to cut
projected Medicare spending over the next seven years by as much as $300 billion dollars.
(July, 1995)

AARP estimates that these proposals to reduce Medicare spending would mean that the
average Medicare beneficiary would pay approximately $3,400 more out-of-pocket over the
next seven years. Estimates are based on the assumption that one-half of proposed Medicare
spending reductions come from beneficiaries. (July 15, 1995)

"Interest groups such as the AARP and the medical associations, as well as many Democrats,
agree that Medicare’s finances need urgent attention. So far, however, they have argued that
the financial issues cannot be addressed alone but rather in the context of a broad health care

reform effort." (July 15, 1995)

"Medicare was hardly discussed in the last election; and there was certainly no mandate from
the electorate to change the system." (March 28, 1995)

The National Committee to Preserve Social Security and Medicare says:

"Reductions of the magnitude discussed by Congressional leaders will jeopardize the viability
of this important program and hurt society’s most vulnerable citizens." (May 2, 1995)

The National Council of Senior Citizens says:

"What is being contemplated is the undermining of the cornerstone of the American health
insurance system. We see a disruption of health services for millions and a threat to
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thousands of health care institutions which depend on a stable Medicare system" (April 1995)

"The facts do not warrant a panic approach or a fundamental recasting of Medicare. The trust
fund is not about to go belly-up; a seven-year window does not merit a panic button." (April
1995)

"The levels of the cuts in Medicare contemplated will not just devastate the finances of
millions of older citizens but more importantly, they will devastate the hopes for a secure-and
healthy old age for all Americans." (April 1995)

The Older Women’s League says:

"We receive hundreds of letters from women who are already forced to choose between
paying for food or rent and buying much needed medicine that is not covered by their
Medicare. Substantial cuts in Medicare will literally take food out of the mouths of these
older women. Medicare must be protected and strengthened. Efforts to control Medicare
spending should be part of a system-wide approach to cost containment and should not simply
shift costs to beneficiaries and providers." (July, 1995)

The National Association of Manufacturers says:
"Across the board reductions in [Medicare and Medicaid] should be avoided, since they are

likely to exacerbate cost-shifting to the private sector." (February 11, 1995)

Medicaid Specific:

20 major health care provider organizations including American Hospital Association,
American Medical Association, American Health Care Association, Federation of
American Health Systems, National Association of Children’s Hospitals & Related
Institutions, and Catholic Health Association say:

"Medicaid cuts could devastate families...by the end of the decade, drastic Medicaid cuts
could result in 31% fewer Americans receiving financial help with long term care... dramatic
reductions will seriously jeopardize the ability of doctors, hospitals, and others to continue
providing high-quality health care to our nation’s elderly, disabled, women, and
children."(May 17,1995)

The Women’s Legal Defense Fund says,

It would be devastating to women if in the effort to dramatically cut government spending,
Congress destroyed Medicaid -- a health care program of unparalleled importance to women
and their children. More than 25 million women -and their children rely on Medicaid for
essential health care services. They receive life-saving services like treatment for heart
disease and cancer, long term care services, and critical preventive services such as prenatal
care, immunizations, family planning services, Pap smears and mammograms.
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The Alzheimer’s Association says: _

"The elderly who rely on Medicaid do not have options. Without these benefits, many would
literally have to make impossible choices between food, shelter and health care. Their health
problems are not going to go away, and they are not suddenly going to find hidden resources
to pay their health bills. There are not any easy alternatives for meeting their health and long
term care needs."(July, 19995)

"Medicaid is not perfect. But Congress will not solve the problems in the program by
abdicating the federal role and sending the money out to the states in a block grant. It could
just make matters worse.” (July, 1995)

Families USA Foundation says:
"These cuts would pull the rug out from under the sick, the elderly, vulnerable women,

children and people with disabilities who rely on health and long term care protection from
Medicaid and Medicare." (July 15, 1995)

T o
g gvlvu .
)

Sheye e

i whose seven-year-old daughter, Alison, has a

"Deep cuts in Medicaid home care would force many families like mine to face financial
ruin. A terrible illness can strike a family at any time. Disabilities know no boundaries
and have no prejudice of sex, age, race, economic status or political affiliation. As
members of Congress consider cutting Medicaid, they should remember this: Medicaid
gives us the peace-of-mind of knowing that if something horrible happened it would not
have to tear our families upart.” (July 13, 1995).

"Extreme and disproportionate cuts in the Medicaid program will push more Americans into a
health crisis...cuts of this magnitude will endanger the millions of Americans who only have
the Medicatd program to provide them with basic and essential health and long term care
services." (May 1, 1995)

The Children’s Defense Fund says:

"Some governors are seeking total state flexibility, through a Medicaid block grant, to
determine eligibility and benefits, while projecting that they would continue to cover children
and pregnant women at current eligibility levels. Maternal and child health advocates
appreciate their commitments. However, we have several concerns. States will be forced to
seck ways, in addition to managed care, to save money, including changes in eligibility and
coverage, which disproportionately aftect children.” (July 15, 1995)

Medicaid now covers nearly one-third of the births in this country and covers more than 17
million children overall -- one in four children. Given the long-term trend of steadily eroding
private health tnsurance, it is imperative to preserve the national Medicaid safety net for
pregnant women and children. Doing otherwise could add significantly to the numbers of
uninsured children and pregnant women. (July 15, 1995)
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"States could make these cuts in several ways: by raising taxes substantially; by excluding
groups of children from programs or putting them on waiting lists; by reducing benefits or
the quality of services; or by making low-income families pick up more costs through co-
payments and fees. Regardless of which method is chosen, the overall effect would be large."
(April 19, 1995)

The Consortium for Citizens with Disabilities says:

"Proposals to significantly cut Medicaid would disproportionately affect people with
disabilities and would have a devastating impact on them. For many people with disabilities,
Medicaid is the only way they can access health services." (April 1995)

If Medicaid is no longer an entitlement, millions of people, including those on SSI, will lose
access to critical health and long-term services and supports. For persons with disabilities the
lack of services and supports may well lead to an exacerbation of existing health conditions,
the emergence of additional health problems and.secondary disabilities, and in some cases, to
inappropriate institutionalization. (July, 1995)
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THE IMPACT OF MEDICARE AND MEDICAID

Medicare

Prior to the enactment of Medicare, 50% of America’s elderly had no health insurance.
Today, 97% of America’s senior citizens are insured by Medicare. (HCFA)

Medicare has dropped the poverty rate among America’s elderly by 13.4 percent. (DPC)

Before Medicare’s enactment, hospital discharges for the elderly were 190 for every
1,000 admissions; by 1973, that number had climbed to 350 discharges. (HCFA)

Medicare has contributed significantly to an increase in life expectancy. In 1960, men
who survived to the age of 65 could expect to live to age 78; today, they would reach age
81. The gains for women are slightly higher. (HCFA)

More than 36 million Americans are protected by Medicare. (DPC)
Nearly 83% of Medicare spending is for seniors who live on annual incomes of less than

$25,000. (HCFA) Only 3 percent goes to elderly individuals or couples with incomes in
excess of $50,000. (DPC)

President Clinton:

"in 1982 . . . it became true for the first time that older Americans were less likely to be
poor than the average American." (White House Conference on Aging)

President Clinton:

"since 1959, the poverty rate among the elderly has declined by more than 65 percent."”
(White House Conference on Aging)

89 percent of Americans want Medicare to continue. 75 percent of Americans oppose
cutting Medicare in order to balance the budget. (DPC)

Medicare’s administrative costs average two percent of program outlays, compared with
25 percent in small group market plans and 5.5 in large group plans. (DPC)

Recent Kaiser Family Foundation research found that seniors have "peace of mind”
because of Medicare, which they characterized as ’care without worries.” The Kaiser
survey found that beneficiaries applaud the program because it is: "affordable.” "provides
szcure health for most," and "offers easy, automatic enrollment." (HCFA)

Medicaid

One out of every nine Medicaid beneficiaries are elderly, for a total of 4.1 million elderly
people. In 1993, the average state Medicaid expenditure for each elderly beneficiary was
$8,704, which is nine times what was spent on each enrolled child. Medicaid pays for
half the nation’s nursing home costs. (Congressional Quarterly, June 10, 1995)
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Standing here in the shadow of the U.S. Capitol, we also stand in
the light of all of you and so many others who worked so hard to
create the great social contract we call Medicare.

We stand in the light of Franklin Roosevelt, who understood more
than 60 years ago society’s moral obligations to its elders.

We stand in the light of Harry Truman, who said more than 50
years ago that the time had come for America to help its senior
citizens achieve and enjoy good health.

We stand in the light of John F. Kennedy who would not live to
see his dream of health security for older Americans realized.

We stand in the light of Lyndon Johnson, who on July 30, 1965
honored millions of older Americans who had looked with such hope

QN 4 to that day. He said, "There are those, alone in suffering, who
. U°J N will now hear the sound of some approaching footsteps coming to
Wi w\ help. There are those fearing the terrible darkness of
ENE . despairing poverty -- despite their long years of labor and
b ﬁﬂ'expectation -- - who will now look up to see the light of hope and
w o realization."
LR

« Thirty years ago the American people reached common ground on the
4Q‘ W nzed to provide guaranteed health security to older Americans.

0 \ L (gﬂOne generation came together and demanded the passage of Medicare

HV& QN% so that another generation would be protected and they themselves

0‘ y could look forward to that same protection. It took vision and
% ‘w\“° courages. It € e_joint forts of icans.
A’@ W It took the common sense to apply those same values that we use
P v in our families to our larger national family: We must take care
ath oy "of those who have taken care of us.
Yok Q\“é{\ It is important to remember what our nation loocked like before
ﬁ\WLM\ Madicare. Fifty percent of the elderly had no health insurance.
ﬂba\ y Older Americans who had fought our wars and built this country
v LY from the ground up were forced to choose between food and shelter
X yne and medical care. Men and women who had given a life-time to
L VW” raising famr}i%s and serving their communities were one illness
\ AQ : N
\'\"d\ Nd P oW i "
X L nv““ e ) 6*“ | 1.
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away from total destitution. As the Vice President’s father,
Senator Al Gore, Sr. said in 1965, this was "a disgrace in a
country such as ours."

The American people deserved better, and many of you in this room
were directly responsible for what has become, along with Social
Security, the most important legislation on behalf of American
seniors in the history of this great country.

And Medicare has worked. It has relieved older Americans of the
terrible anxiety they suffered when they had no way to pay for
care. It has given new meaning to a value as old as BAmerica: the
belief that all Americans should have the chance to make the most
of their own lives -- for as long as they live.
And let’s not forget that America gave birth to twins in July of
1965. The same legislation that created Medicare also created
Medicaid, which provides desperately needed health care for
children, their mothers, older and disabled Americans. Fully two-
thirds of the Medicaid budget goes to care for older Americans
and disabled citizens. Without Medicaid, middle class families
struggling to raise and educate their children, would face
nursing home bills for their parents that average $38,000 a year.
So we need to celebrate and recommit ourselves to Medicaid today
too. y
Y W\HH\‘}‘“ LSy
As I have said,/ﬁg are at a historic moment. For the first time
in a long time, /leaders of both-partiss agree that we must
balance the budget. And we agree we must take steps to insure

that the Medicare Trust Fund remains strong‘KMy—baianced-budget
does both. T knew we can

do  bhoth,
But, beyond that, the Congre551onal majority isycalling-eur
common—grYound 1Rto question. Some in Congress wpuld choose for
the first time ever to use the benefits we proviide under Medicare
as a piggy-bank to fund their huge tax cuts. That is wrong.

We  pnow thar bor Figdt mme evev pem
My—balanced budget—plan—provides for no new Medicare cost v jmu (2
increases for older Americans. But, the majority in Congress
passed a very different plan. They would cut $270 billion
dollars from Medicare and raise Medicare premiums and out-of-

pocket costs by $ ar. = 5400 even v
Canr b evin %UP{OP)(’ who
And why must their budget come down so hard on Medlcare

& beneficiaries while mine can afford to protect them? The
Y difference is simple. They want to use Medicare cuts to pay for
¢° v a huge $245 billion tax cut. I have proposed a $105 billion tax
qy & cut that benefits middle class Americans who need it most. If
Q“ they targeted their tax cut, as I have, we would not need one
A{Mﬂ m penny of the Medicare beneficiary cuts they propose.

W' Tre cuts proposed by the Congressional majority mean that for the
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first time in 30 years, we are at risk of retreating from our
common ground. Millions of older Americans face the real risk of
not being able to atfford the medical care most have today.

The Congressional majority’s plan would provide older Americans

S\N} with vouchers for a set amount each year. The voucher would
ﬁﬁpﬁ)~ supposedly cover enough to buy medical insurance. But each year,
S°m private health care costs would increase percent more than the

Nﬁ value of a voucher. T
If you are over 65 and in the best of health, this might work for
you. But what if you get sicker as you get older? If the vouchers
are inadequate, the elderly must make up the difference out of
their own pockets. There is no clear provision to give a larger
voucher for a patient with cancer than for one who is healthy.

dV“) There is no clear provision to stop companies from turning people
T down based on their medical condition. There is no clear
LA p;ovision to stop companies from cutting people off when they get
\N‘Uw “M’\ ‘Q\\L sick.
[ ¥

¢Nﬂ ab In the past, various experts have suggested that the Medicare

w\ budget cuts will inflict harm and financial suffering on the
elderly. But as the grisly details of this plan become known, it
is becoming clearer and clearer that it will also actually deny

medical care to elderly who need it. In all but dire emergencies,
it is all too easy to see how millions of older Americans will
actually be denied the medical attention they need.

Here are some examples of how that might happen. A 75 year-old
woman has exhausted her savings and is too sick to work. Her
voucher isn‘t enough to permit her to afford any health insurance
plan. She would have to reach into her own pocket, but her pocket
is empty. She can’t get into a hospital unless it’s a dire
emergency because she can’t pay the $750 deductible. And she
can't go to a doctor’s office, because she can’t pay the extra
premium. Now that woman is stuck. And she can’t get care.

Or take the man who is 75 years-old now. He gets a voucher that
just about covers the cost of his health insurance. In three
years, his voucher goes up by only five percent a year. But his
premium goes up by ten percent a year. After three years, the gap
is so wide that he can’t afford to pay. He dropped his Medigap
coverage because he was persuaded the voucher system would work.
Now that man is stuck. And he can’t get care.

A 70 year old man has just had open heart surgery. He has
recovered enough to go home and be treated by a visiting nurse.
R Jii: under the plan of the Congressional majority, he must pay
$1300 in copayments to get the visiting nurse. He can’t afford
that, so he stays in the hospital for months, at three or four
[‘times the costs. Now that man is stuck. And he too can’t get
care.
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Those who want to keep what they have now will have to pay
significantly more. Every person on Medicare will pay $1650 more
over 7 years in premiums to cover their doctor bills. The
average person who receives care in their own homes will pay at
least $1700 more in the year 2002 alone. Remember, these are
people who already pay 21 percent of their income on health care.

Can the elderly afford $1650 more for premiums to cover doctor
bills? —_—

Can they afford $1700 more for home health care in one-year
alone?

Will vouchers cover them against sudden premium increases if they
get sicker?

Will medical care costs stay sufficiently under control to permit
the vouchers to cover the full costs of care?

Is it fair to make older Americans give up their doctors and be
forced into managed care?

I believe the answer to all these questions for millions of our
elderly is: No. Those who want to gamble with Medicare are asking
older Americans to bet their lives. And why must they bet their
lives? Not to balance the budget. We can do that anyway. But
the Congressional majority cuts $146 billion more than I want
from Medicare to pay out $140 billion more than I want in tax

cuts. America must decide if i;és worth it. I say no.
an

We can balance the budget, protectiaé;older Americans from
any Medicare cost _increases/. The way to do it is to require

insurance plans to cover tlose with pre-existing conditions. To
make a commitment to preve tive and long-term care. To encourage
home.care as an alternati ursing ho . To let workers

takKe insurance coverage witR them when they change jobs. To

-

nd improve the heaih (are syerem .
And most of all, we need to/achieve ese reductio

decade -- St try to compress them into seven years as the
majority ¥h Congress propOses.

) the common ground we have all held for
thi{}y years. Let th¢ Congress join me in four basic principles:
/ [N
We must be s?re that good, affordable health care is
available to|older Americans.

Thir foes 4o pople
We must not cht Medicare }uégfto have a bigger tax cu%ﬂ w"\o”{""’H

ned M
We must redug¢e medical cost inflation over a decade through
real reforms|-- not by destroying Mediicare.
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t not attempt to balance the budget by cutting medical
r older Americans.

originally was not just common ground between Democrats
-and Republicans. More important, it was common ground between
generations of Americans. Younger Americans could use their
resources to send their children to college, because if their
parents became sick, Medicare was there. And it has been there
now for an entire generation of American families. But if the
Congressional majority has its way about Medicare, the average
American family will have to choose between opportunities for

o :
' “M their children and compassion for their parents.

ol

That is not the way to strengthen our families. More than
anything else, the achievement we celebrate today is really about
the sacred bonds between generations. We expect and hope that
people who have gained and given so much from and to America will
keep their commitments to the generations that come after. That
means support for health care, safe communities and the education
and training opportunities we know all our young people need to
compete in the global economy. That is the obligation that one
generation has to the generations that come after.

But that obligation goes in both directions. Just as we must pass
dcwn the chance for stronger lives to those coming after, so too
we must keep faith with those who have come before. Medicare, as
much as anything we have done in the last half century, is about
keeping that faith -- and I am committed to keeping it strong for
the future. With your help, that is exactly what we will do.

Thank you and God bless you.
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Standing here in the shadow of the U.S. Capitol, we also stand in
the light of all of you and so many others who worked so hard to
create the great social contract we call Medicare.

We stand in the light of Franklin Roosevelt, who understood more
than 60 years ago society's moral obligations to its elders.

We stand in the light of Harry Truman, who said more than 50
years ago that the time had come for America to help its senior
citizens achieve and enjoy good health.

We stand in the light of John F. Kennedy who would not live to
see his dream of health security for older Americans realized.

We stand in the light of Lyndon Johnson, who on July 30, 1965
honored millions of older Americans who had looked with such hope
to that day. He said, "There are those, alone in suffering, who
will now hear the sound of some approaching footsteps coming to
help. There are those fearing the terrible darkness of
despairing poverty -- despite their long years of labor and
expectation -- who will now look up to see the light of hope and
realization.”

Thirty years ago the American people reached common ground on the
need to provide guaranteed health security to older Americans.
One generation came together and demanded the passage of Medicare
so ihat another generation would be protected and they themselves
could look forward to that same protection. It took vision and
courage. It took the joint efforts of Democrats and Republicans.
It ook the common sense to apply those same values that we use
in our families to our larger national family: We must take care
of those who have taken care of us.

It is important to remember what our nation looked like before
Medicare. Fifty percent of the elderly had no health insurance.
and even more were underinsured. Older Americans who had fought
our wars and built this country from the ground up were forced to
choose between food and shelter and medical care. Men and women
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who had given a life-time to raising families and serving their
communities were one illness away from total destitution. As the
Vice President's father, Senator Al Gore, Sr. said in 1965, this
was "a disgrace in a country such as ours."”

The American people deserved better, and many of you in this room
were2 directly responsible for what has become, along with Social
Security, the most important legislation on behalf of American
seniors in the history of this great country.

And Medicare has worked. It has relieved older Americans of the
terrible anxiety they suffered when they had no way to pay for
care. It has given new meaning to a value as old as America: the
belief that all Americans should have the chance to make the most
of their own lives -- for as long as they live.

And let's not forget that America gave birth to twins in July of
1965. The same legislation that created Medicare also created
Medicaid, which provides desperately needed health care for
children, their mothers, older and disabled Americans. Fully two-
thirds of the Medicaid budget goes to care for older Americans
and disabled citizens. Without Medicaid, middle class families
struggling to raise and educate their children, would face
nursing home bills for their parents that average $38,000 a year.
So we need to celebrate and recommit ourselves to Medicaid today

too.

As I have said, we are at a historic moment. For the first time
in a long time, leaders of both parties agree that we must
balance the budget. And we agree we must take steps to insure
that the Medicare Trust Fund remains strong. My balanced budget
does both.

But, beyond that, the Congressional majority is calling our
common ground into question. Some in Congress would choose for
the first time ever to use the benefits we provide under Medicare
as a piggy-bank to fund their huge tax cuts. That is wrong.

My balanced budget plan provides for no new Medicare cost
increases for older Americans. But, the majority in Congress
passed a very different plan. They would cut $270 billion
dollars from Medicare and raise Medicare premiums and out-of-
pocket costs by $700 a year.

And why must their budget come down so hard on Medicare
beneficiaries while mine can afford to protect them? The
difference is simple. They want to use Medicare cuts to pay for
a huge $245 billion tax cut. I have proposed a $105 billion tax
cut that benefits middle class Americans who need it most. If
they targeted their tax cut, as I have, we would not need one
penny of the Medicare beneficiary cuts they propose.



The cuts proposed by the Congressional majority mean that for the
first time in 30 years, we are at risk of retreating from our
common ground. Millions of older Americans face the real risk of
not being able to afford the medical care most have today.

The Congressional majority's plan would provide older Americans
with vouchers for a set amount each year. The voucher would
supposedly cover enough to buy medical insurance. But each year,
private health care costs would increase 30 percent more than the
value of a voucher.

If you are over 65 and in the best of health, this might work for
you. But what if you get sicker as you get older? If the vouchers
are inadequate, the elderly must make up the difference out of
their own pockets. There is no clear provision to give a larger
voucher for a patient with cancer than for one who is healthy.
There is no clear provision to stop companies from turning people
dowr: based on their medical condition. There is no clear
provision to stop companies from cutting people off when they get
sick.

In the past, various experts have suggested that the Medicare
budget cuts will inflict harm and financial suffering on the
elderly. But as the grisly details of this plan become known, it
is becoming clearer and clearer that it will also actually deny
medical care to elderly who need it. In all but dire emergencies,
it is all too easy to see how millions of older Americans will
actually be denied the medical attention they need.

Here are some examples of how that might happen. A 75 year-old
woman has exhausted her savings and is toco sick to work. Her
voucher isn't enough to permit her to afford any health insurance
plan. She would have to reach into her own pocket, but her pocket
is empty. She can't get into a hospital unless its a dire
emergency because she can't pay the $750 deductible. And she
can't go to a doctor's office, because she can't pay the extra
premium. Now that woman is stuck. And she can't get care.
provision, doctors won't be required to see them when they need

care.

Or take the man who is 75 years-old now. He gets a voucher that
just about covers the cost of his health insurance. In three
years, his voucher goes up by only five percent a year. But his
premium goes up by ten percent a year. After three years, the gap
is sco wide that he can't afford to pay. He dropped his Medigap
coverage because he was persuaded the voucher system would work.
Now that man is stuck. And he can't get care.

A 70 year old man has just had open heart surgery. He has

recovered enough to go home and be treated by a visiting nurse.
But under the plan of the Congressional majority, he must pay a
$1700 in copayments to get the visiting nurse. He can't afford
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that, so he stays in the hospital for months, at three or four
times the costs. Now that man is stuck. And he too can't get
care.

Those who want to keep what they have now will have to pay
significantly more. Every person on Medicare will pay $1650 more
over 7 years in premiums to cover their doctor bills. The
average person who receives care in their own homes will pay at
least $1700 more in the year 2002 alone. Remember, these are
people who already pay 21 percent of their income on health care.

Can the elderly afford $1650 more for premiums to cover doctor
bills?

Can they afford $1700 more for home health care in one year
alone?

Will vouchers cover them against sudden premium increases if they
get sicker?

Will medical care costs stay sufficiently under control to permit
the vouchers to cover the full costs of care?

Is it fair to make older Americans give up their doctors and be
forced into managed care?

I believe the answer to all these questions for millions of our
elderly is: No. Those who want to gamble with Medicare are asking
older Americans to bet their lives. And why must they bet their
lives? Not to balance the budget. We can do that anyway. But
the Congressional majority cuts $146 billion more than I want
from Medicare to pay out $140 billion more than I want in tax
cuts. America must decide if it's worth it. I say no.

We can balance the budget, while protecting older Americans from
any Medicare cost increases. The way to do it is to require
insurance plans to cover those with pre-existing conditions. To
make a commitment to preventive and long-term care. ToO encourage
home care as an alternative to nursing homes. To let workers
take insurance coverage with them when they change jobs. To
crack down .on fraud and abuse.

And most of all, we need to achieve these reductions over a
decade -- not try to compress them into seven years as the
majority in Congress proposes.

So, let us come back to the common ground we have all held for
thirty years. Let the Congress join me in four basic principles:

1. We must be sure that good, affordable health care is
available to older Americans.



2. We must not cut Medicare just to have a bigger tax cut.

3 We must reduce medical cost inflation over a decade through
real reforms -- not by destroying Medicare.
4. We must not attempt to balance the budget by cutting medical

care for older Americans.

Medicare originally was not just common ground between Democrats
and Republicans. More important, it was common ground between
generations of Americans. Younger Americans could use their
rescurces to send their children to college, because if their
parents became sick, Medicare was there. And it has been there
now for an entire generation of American families. But if the
Congressional majority has its way about Medicare, the average
American family will have to choose between opportunities for
their children and compassion for their parents.

That is not the way to strengthen our families. More than
anything else, the achievement we celebrate today is really about
the sacred bonds between generations. We expect and hope that
people who have gained and given so much from and to America will
keep their commitments to the generations that come after. That
means support for health care, safe communities and education and
training opportunities we know all our young people need to
compete in the global economy. That is the obligation that one
generation has to the generations that come after.

But that obligation goes in both directions. Just as we must pass
down the chance for stronger lives to those coming after, so too

we must keep faith with those who have come before. Medicare, as
much as anything we have done in the last half century, is about

keeping that faith -- and I am committed to keeping it strong for
the future. With your help, that is exactly what we will do.

Thank you and God bless you.
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As Prepared For
Vice President Al Gore
At
Medicare's 30th Anniversary Celebration
July 25, 1995

(ACKNOWLEDGEMENTS FROM ADVANCE)

There is nothing an embroidery worker values more than his visién. So, when a 65-
year old embroidery worker from New York named Eugene Schneider checked into the
hospital at a minute after midnight, one day in 1966, it wasn't for a trivial matter. He was
trying to save his eyesight. |

But in so doing, he benefitted from the vision of many others. Because in that minute,
he -- along with an Illinois man — became the first American to benefit from Medicare, the
program whose 30th Anniversary we celebrate today.

It was a plan whose wisdom had been apparent for some time.

After all, id those days, life was bleak for older Americans. People over 65 were
twice as likely to be chronically ill as those under sixty-five -- and were hospitalized twice as
long. But most of them had no health insurance at all. Those who had insurance saw only
seven cents on the dollar covered. And older Americans then had an average income of only
$1200 a year.

Of course, it was not enough to see the need. Health care for older Americans
wouldn't be won without a fight. And I remember that fight well.

[ especially remember one man standing up on the floor -of the Senate in 1964,
offering an amendment to the bill under debate which would protect senior citizens from

being decimated by illness.



The Amendment was Medicare.

The man was my father.

And while the bill was to die in Committee, it came back again the next year. That
was the Congress so cooperative with President, so willing to pass his legislation, that Barry
Goldwater called it the "xerox Congress."

Mr. President -- those were the days.

The debate lasted two days in the House, three in the Senate. And so it was that on
July 30, 1965, Pf%ident Johnson flew to Independence Missouri, to sign the bill in the
hcmetown of another man who had spoken out on this need: Harry Truman. -

What a difference it has made.

It is a plan that protects 36 million Americans. It has dropped the poverty rate over
13 percent for Seniors. And it has given 83% of its benefits to those with incomes less than
$25,000.

Now, this plan has historically divided the two parties. Thirty years ago Republicans
called it "socialized medicine." So it is not a total surprise to see that Republicans are not as
sold on Medicare on Democrats - the Majority Leader, for example, who said a few weeks
ago that Medicare "is a program I would have no part of in a free world."

I must admit, though, [ was surprised to read that Republican Caucus memo on
Sunday that said that seniors are "pack-oriented and very suceptible” to being led.

I'd like to introduce them to my parents.
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Perhaps the Majority Leader doesn't realize that it is this generation of Medicare
recipients who bequeathed this free world to us. And perhaps the Majority Leader doesn't
realize how much the generation that devised Medicare has extended America's freedom --
our freedom from devastating iliness.

Senior citizens don't want to be led. They have led the way.

We don't want to scrap Medicare. Or even trade it in. But it needs some work. 30
years ago, my father referred to medical care for the elderly as " the most pressing, unmet
problem in our society..." For the most part, the problem has been met. But with the number
of senior citizens growing at the rate of 400,000 a year; and with 20% of Americans predicted
to be over the age of 65 by the year 2030, there is still much to be done.

That 1s why, as we celebrate this milestone in America's past, it is my great pleasure
to present a leader who can carry Medicare into the future. He is a President who first came
to Washington in the days when Medicare was being debated. I look forward to hearing him
talk about the issues at stake today.

Ladies and gentlemen, the President of the United States: Bill Clinton.




MESSAGE IDEAS FOR THE REMARKS OF THE PRESIDENT
ON THE 30TH ANNIVERSARY OF MEDICARE

. Medicare and Medicaid have provided an important safety net for our nation's elderly
for 30 years. [ISSUE: Do we focus on Medicaid as well as Medicare?]

. This year, as we celebrate the 30th anniversary of their passage, we need to preserve
and strengthen these programs.

. Betore Medicare, about 45 percent of the elderly had no health insurance and
even more were uninsured. For 30 years, Medicare has guaranteed health
security to older Americans -- even as the number of uninsured in this country
continues to rise.

. And Medicaid has helped middle class families who have exhausted their
savings manage the overwhelming costs of nursing home care. Without
Medicaid, families with a parent or spouse who needs long-term care would
face nursing home bills that average $38,000 a year.

. But I know we all agree that we've got to get health care spending under control. |
also believe that we need to balance the budget. [ISSUE: How to discuss his
balanced budget proposal at an event designed to show unity among Democrats?|
But there is a right way and a wrong way to do it. [ISSUE: Do we contrast
ourselves with the Republicans or do we just attack them?] '

. That's why | presented a budget proposal that reaches balance in ten years but
that protects Medicare beneficiaries from any new cost increases, strengthens
the Medicare Trust Fund, preserves Medicaid coverage, and takes the first steps
toward health care reform.

. And that's why | oppose the Republican plan to cut Medicare by $270 billion
to pay for unnecessary tax cuts.

. The Republican’s tell you that, under their proposal, Medicare
of beneficiaries have more choice. Some choice: you can choose to pay
o more or you can choose to get less.

. Instead of secure coverage for all necessary medical care from the
doctor you choose, beneficiaries would be given a so-called voucher to
purchase medical insurance on the open market. Those beneficiaries
ch who wanted to keep the plan they have today -- that lets them see any N
doctor they choose -- would pay more. Between 1996 and 2002, the S
d average person on Medicare would pay about $3,000 more to stay in K ~ }
today's system. N\ N




. Since 75% of Medicare beneficiaries have incomes below $25,000, it's
hard to imagine how they could afford to pay so much more. Those
who couldn't would be forced into managed care. And because the
Republicans would let Medicare grow by much less than costs in the
private sector, the value of the voucher would go down over time and
beneficiaries would be able to buy less and less.

Instead, we need to tight to protect and improve the Medicare program for it's next 30
years. We're doing it already. By cracking down on fraud and abuse through
programs like "Operation Restore Trust” -- which we put in place last month. By
providing more preventive benefits and long-term care and by educating people on
Medicare about the benefits available to them. By getting simpler, more
understandable information to them and listening to their needs. And by expanding
choices for Medicare beneficiaries so that they have the same managed care choices
that are available in the private sector.



RNC TALEING POINTS
DEMOCRATS “EXPLOIT" MEDICARE
July 6, 1995

"The natural inclination for people is to think that the GOP wants to cut
Medicare--not to make it more efficient but to hurt the elderly --We need
to exploit this."

--from notes of a confidential meeting of Democratic senators and
political consultants

The Democrat strategy on Medicare can be summed up in two words: Scare
Seniors. The Democrats have no plan to save Medicare, but they do have a
plan to "exploit" the issue by charging that Republicans want to "hurt the
elderly."

This is not the first time Democrats have resorted to scaring senior
citizens. Just a few months ago, Bill Clinton and the Democrats defeated
the balanced budget amendment by claiming Republicans would cut Social
Security to balance the budget. There was no truth to that claim, and
Republicans have proven it false by passing a balanced budget that does not
touch Social Security. Likewise, there is no truth to the claim that
Republicans are "cutting" Medicare. Here is the truth:

Under the Republican budget, Medicare spending will increase from $178
billion this year to $274 billion in 2002--a 54% increase in spending over
seven years.

Spending per senior will increase from $4,800 a year today to $6,700 a year
in 2002--an increase of almost $2,000.

Medicare will grow at an annual rate of 6.4%--twice the rate of inflation

and far outstripping health care spending in the private sector which grew
at only 4.4% in 1994. Medicare will increase much faster than the senior

population itself which went up only 1.5% last year.

Next to Social Security, Medicare will be the fastest growing program under
the Republican budget. Under the GOP plan, Social Security, Medicare and
Medicaid will account for three-quarters of all the growth in federal
spending over the next seven years.

The facts are plain: Republicans are not "cutting" Medicare. Yet
Democrats and the White House spinmeisters continue to use this rhetoric
claiming Republicans are '"cutting Medicare twice as much" as Clinton. The
truth is, nobody is cutting Medicare.

Democrats have no leg to stand on when it comes to attacking Republicans on
Medicare "cuts." Bill Clinton himself has proposed that Medicare spending
should continue to increase by almost the same rate Republicans propose.

Clinton and the Democrats have been very skillful at scaring seniors about
imaginary "cuts" in Medicare. But they have failed to take action on the
the real problem seniors should be worried about--Medicare’s impending
bankruptcy. Democrats claim Republicans are "cutting" Medicare to

balance the budget, but they don’t tell seniors that even if we had a
balanced budget today, we would still have to take steps to save Medicare.

The Medicare Board of Trustees, which includes three members of Clinton’s
own Cabinet, has repeatedly warned that the Medicare Trust Fund is going



.

bankrupt in seven years. When the Trust Fund runs out of money, that’s it.
By law, no checks can be sent, leaving 37 million elderly and disabled
Americans without hospital insurance.

Yet despite the seriousness of the crisis, Bill Clinton has no plan to save
Medicare. Republican leaders in Congress have repeatedly urged the
president to join them in a bipartisan effort to save the system, but the
White House response has always been, "Not interested."” When it comes to
finding solutions to Medicare’s impending bankruptcy, Bill Clinton has been
AWOL (Absent Without Leadership).

Seniors should ask Bill Clinton and the Democrats the following three
questions:

If Republicans increase Medicare spending from $4,800 today to $6,700 in
2002, where’s the cut?

Do Democrats accept the warning of the Medicare Trustees and three Clinton
Cabinet members that Medicare is going bankrupt in seven years?

What is the Democrat plan to save Medicare?

Democrats can "exploit" the Medicare issue for political gain, but
Republicans will not let Medicare go bankrupt. We are reaching out to a
variety of experts, organizations and the American people to solicit ideas
and help in achieving the changes necessary to save the system from
bankruptcy and preserve and improve it for today’s seniors and the
generations who will follow. That‘’s what leadership is all about.

"RNC Talking Points" are published by the Republican National Committee’s
Communications Division. For more information, call 202-863-8614.




(] REPUBLICANS' UNPRECEDENTED CUTS: The Repubhtan Budgct Resolution Confemnoe
Agrccmcm would aut $270 billion from the Medicare program over the next seven years —— s71
bllllon in the ycar 2002 alone. This approximately triples anything previously enacted. _

e  'CUTS ARE REAL: Rzpubhans will call their proposal an increasc, not a cut, since
spending will be higher in 2002 than it is today. But by that logic, rcducing the Social
Security cost—of-living adjustment (COLA) would not be considercd a cut. In fact, the
Repubicans’ out—of-pocket increases would have the cffect of taking half of the Social
Secunity (COLA) from the pockets of the average Medicare bencﬁc:ary

e BILL]ONS ADDED TO OLDER AMERICANS' ALREADY HIGH COSI‘S Thc .
. Republican Budget wouild increase beneficianes' out~of—pocket costs by tens of billions of
dollars. Asum‘mg their cuts were equally divided-between bencficiaries and providers:

o  Inthe j'ear 2002 alone, each bepeficiary could pay $625 more in out-of-pocket
costs than under the President's proposal oouples could pay $1,250 more.

o - Over the scven-ycar period beneﬁclanes may be forced to pay an additional
$2,825 ($5,650 per couple) out-of-pocket relative to lhe President's proposal

. VOUCHERS AREN'T CHOICE, THEY RE FINANCIAL COERCION Republican
. proposals that-promise choice through Medicare "vouchers® actually thrcatcn to undmmnc
fundamental Medicare protections.

o  Medicare’ guaranrees bencficiaries that it will pay fhc coét of chcrcd services, subject
to fixed and predictable cost-sharing requirements. That's a benefit guarantee.”

o A voucher would replace this benefit guaramtce with a fixed dollar amount. This
 means that bencficiaries would be on their own to find a health plan, with a voucher
that is losing value over time.

o Republicans claim you can kecp the Medicare coverage you've got. How can you keep
what you can't afford? The only way for Republicans to achicve the level of savings they
arc proposing is through requircments that bencficiaries have to pay much more o stay in

* the current Medicare program. ’nut's not choice, that is financial coercion.

‘- NO NEW BENEFICTARY CUTS IN THE PRESIDENT'S PROPOSAL ‘While the
Republicans would cut beneficiary protection to finance tax cuts for the well off, the
President would strengthen Medicare financing w. uxhnu_l new burdens for beneficiarics. The
President's proposal would :

o Rc.ducc Mcdxcar;: spending by $124 hillion ~~ lesy (han h;l-f the RCpuhIican culs:

a Ensure Medicare trust fund solvency through at least "OOS withou! anV new
pencliciary cuts, : ‘ ' !

0 Accompany reductions in Medicare spending with: 1) new prevennion and' fong- tefni
carc benefits; 2) more plan choices for beneficiarics: 3) aggressive puisuit of {raud and
abusc; 4) insurance reform; and, 5) important ncw insurance. affordahility protections
‘for small businesscs and working families.
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Draft Testimony for Judy Feder, Hcuse Connmerce Committse

Mr. Chairman. Thank you for the opportunity to teatiry
bafora you on the subject of rost}ucturing the Medicare program.
As Medicare approachos its thirtieth birthday, I think it is
esspecially appropriate that we have this discussion. Medicare 1»
a suocessful program yhich has signigicantly improved the lives
of the wvulnerable populati;n it serves. VWe need to work together

to improve the progras's success and strengthen Medicare so it

thrives for another 3¢ Yyears.

Any discussion of reforming Nedicare must begin with an
examination of those fsatures of the program worth keeping, us
woll as those in need of change. Three features of the Medicare
program, in particular, constituts the core of its protection for

saenior and disabled citizens and must be preserved.

Eirst, Medicare coverage is available 30 svervona,
ragardiess of health status. The elderly cannot be denied nor
chargad mors for Medicars soverage because of their health status
or preexisting conditions. 1Indeed, disabled citigens are
ehtitled to Medicaras coverage becauss of their health status.
This security of Medicare covefaqe nust not ke tampered with. It
is fundamental to the contract our nation has made with our

elderly and disabled citizens.
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Second. a basic level of gevexage io guorantesd hy Medlcaxe,
Medicare covers medically necessary hospltal, physician, skilled
rursing and nome health services and equipment. For this
coverage, beneficlaries oontribu;o peyroll taxes during thelir
working life and pay premiums after ratirement. Madicare
coverage is already limited and most beneficiaries zesl compelled
to obtain supplenantal coverags through private medigap
insurance. 8Some low income beneficiaries have coveraga
supplemented by Medicaid. On averags, seniors today'pay el
parcent of thelr income for out-of-pocket health care expensas.
Cuts in Medicare cevarage -- whether in the form of reduced

benefits, increased cost sharing, incrcalod.praniums. or easing

of balance dilling limits -- would hurt benaficiarias and would

be strongly opposed by the Administration.

Megicnre buys meaningful access 3o healih opre. A Medicare

curd today guarantees access to virtually every hospital and
physician. Cholce of providers and institutions is impertant ¢o
all Americans, but it ls even more important to the elderly and
disabled Mediocare population given their multiple and cozplex
hsalth problems. ZEIrrortas to control Medicere spending over the
yosars have had to strike the balance between Cost containment and
maintaining access to mainstream care. Sustaining that balance

remains oritiocally important.

As important as it i{s to the well being of 37 milldlon
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Anericans, thes Medicare program is far from perfect.

strangthening reforms ln several key aress are desirable.

Raformg to expand bemefiolary gholcoe = Today Medicare offwrs
a choice between managed care and traditional fee for service

coverage. Over 70 percent of enroclless have access toO nanaged
cars and more than half have a choice of 2 or more managed care
options. Medicare managed cars enrolimart is growing at a rate
of more than one percent per nonth. In the first six months of
this ysar wa have already seen a 9 percent overall increase in
managed ocare enrollwant, and by the yeaf'n end expeot an 18
percent inecrease in enrollmant. Mora than 250 managed care
organizatione -- 165 on a risk basis -- currently contract with

HCFA to serve Nediocare boneficiaries. 8till we can do more.

As we have testified previocusly, we are working to expand
cholces for Medicare beneficiaries. The Health Care Finanoing
Adninistratisn (HCFA) has announced "Medicere Choices," a new
dezonstration project designed to expand the typesm of managad
care plans available to Medicare beneticiaries ana to test
different payment methodologiss. Wa alsc suppert opening the
Medicare program to participation by PPOs. To make managed care
chnices more meaningful, MCFA also is working on improvements and
altarnatives to the Adjusted Average Per Capits Coat (AAPCC), the
sxisting method of paying Medicara HMOs. Employing competitive

priocing as an alternative to the AAPCC is one method currently

3
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unisr development.

Raforxs to pronmotno guality - We continue to strengthen our
Peer Raview Organiszation (PRO) quality review for traditional fee

for service Medicare. Our move to ths ne¥w Maaicare Transactions
System (MTS) also will provide us better data on the services all
Nedicare beneficlaries receive sc that stronger quality assurance
programs Can be davelcped. To strengthen quality assurance for
those beneficiaries enrolled in managed oare, HCFA has embsrked
or a numbar of initiativee. TFor example, Hét& has joined with
the private sector, the Dapartment of Defense, and others to
improve managed care quality and plan accountability. We expect
to comploment exieting quality assurance and acorediting
eirganizations, such as tho National Committee for Quality
Assurance and the Joint Committes for the Acoreditation of Haalth

Organizations, and have received their support.

Beforms to proteot againef fraud and pbuse - The
Adpinistration rscently transnitted to the Congiess our proposal
for Operation Rastore Trust. 7his plan would create new
capabilities in HCFA and our carriers and 1hternediarias tTo right
fraud in the Medicare program, in particular by relying on better
payment goreens rather than old pay-and-chase methods.
Adninistration witnesses vill provide you with a more detailed
description of Oparation Restore Trust at your bearing on fraud

and abuse tomorrov.

L £ NN
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Reformg to gontain copts - Finally we ocontinua to puroue
reforme to control program costs while protéecting acceass to care,
tha quality of cars, and b.no!iciarrlchaico. In his balanced
budget propesal, the Preaident ocalled for 9124 killion in net
Medicare savings over 7 years. Three billion dollars in savings
vould be used to finance improvements in coverage. §&pesitically
¢ost sharing would be elininsted for mammograms to inprove use ©f
thie important preventive servics; and a new respite care benefit
.would be available for families cf beneficiaries with Algheimer's
disease.

The savings proposed by the President would not only help to
reduce the deficit but, egually important, would extend the life
of the Medicare trust fund through at least-2005. Nons of these
savinga would coma at tha expanaa of banaficiarias. As the
President has promised, we are ready to work with the Congress to
achieve thess ssvings while protscting access, quality and

choice. We will fight changas that threaten these goals.

Youcheza

our egforts in the areas of ohéioc, quality of care, fraud
ans abuse wid cost contalnment are 1ntcpdtd to build upon the
choica, coverage, and access that are the foundations of
Nedicare. As such, they need to be distinguished from Republican

efforts to reform Medicare that are more concerned with budgets

than benhsficiaries.
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Lot mo be clear. Ropublican proposals to save $270
billien through vouchers are about rcducing federal spending atv
beneficiariea'! exponse--not ebout reforming Medicare. Talking
about thess pzopodalu in torn; like “defined contribution” and
"FEHBP-1ike" imply that vouchers are znailnetyeam and safe. 3But
any voucher plan based on $270 billion in Medivars cuts can only
be disastrous to beneficlaries' security and an abrogation of our

30 year contract with elderly and disabled Amaricans.

Some have proposed that Nedicare e rostructufad to look
more like the Federal Employees Health Benefit Program (FEHBP),.
We, too, beliave that benatiolafiop should have as broad a range
of choice ag offered in the FEHBP. But we also know that the
purchasing power and health care needs of the Medicare population_
are very different from younger, healthier, and employed FEKBP
enrollsss'. Furthermecre, health coverage through the FEHBP is an
enployee benafit. Nedicars, like Social seéurity, is a social
contract that guarantess bensfigciaries covsrage in return for

contributions mads during their working years.

Finally, under FEHBP government‘'s contribution is determined
by the costs of the particip;tinq plans. It i’ not a fixed
dollar amount, indexed to a predetermined annual growth rate.
Consequently, the Republican voucher plan ae outlined by the
Shays TasX rorce would not give Medicare beneficiaries the

protection that members of Congress now enjoy through the Federal
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Enployess Xealth Benefit Progran (FEHBP).

Private health care opeﬁdinq per insured perscon will grov at
7.1% per year from 1996 to 2002 acocording to CBO data. In
contrast, tﬁe Republican hudgct conferenve sgresment would have
vouchar paymants grow at Q:Ei} That nmeans that every year, for
svery Kedicare baneficilary, the cost of what they'll hsed to buy

will grow faster than the voucher Repudblicans would give then to
buy it with. '

What would the Republican voucher really mean to
beneficiariss? At dest they wWould have to pay mors to kasp the
coverage thay have today. Howsver, since three-fourths of
Mediocare benaficiariss have incomes Lelow §25,000, it's hard %o
inmagine hov they would be ables to pay mors. At weret,
beneficiaries would be ferced to buy coverage that s
insufficient to meet their neads. That's not choice; it's

- 2inancial cosroion,

conclusion

This Adminictration is conmitted not only to mederniting and
strangthening the Mediocare pregram, but alsc to praesarving the
tfundamantal protestion the program'is structured to provide. 1In
evaluating any struotural changes to Msdicare, this Committees
must join us in this resclve. Medicare enrollees must continue

te be assurcd coverays regardless of health status. A basic
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levael of benafits must be guaranteed, as it ie today. and
access to and chelae of prqvidors aust bo maintained. The
Republican voucher propesal that ip designed to0 produce $270
billion in savings does not meat these standards. Inatead, it
vould turn back the clock 30 yesrs to a time when the eldsrly and
disabled strugglod in a discriminatory and expensive insurance
market to buy doocent coverage with limited funds. We can and

nugt do better.
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INTRODUCTION

Thank you for the opportunity to testify today on approacheli

to restructurlng Medicare. As the 30th anniversary of this i
enormously successful and enormously popular program approaches, |
we shouldi approach any Medicare reform agenda with a healthy |
respect fpr the Medicare program’s strengths and a determlnatlon,

to presarve the fundamental health security it offers Americans. -

Hedlcare is universal. Because of the contract this nation!
made wlth.lts citizens in 1965, all Americans -- noc matter how |
rich or poor, no matter how important or humble -- can count on i
health securlty in their retirement years or in the event of a

severe dlsabxllty {

Medicare is always available. Americans are not barred fronm

Medicare due to preexisting conditions, nor are they charged moré¢
for Medicare because of their age or health status.

Medicare is portable. It costs beneficiaries the same
amount and covers the same services, no matter where they llve
how thelr personal circumstances might change.

to elderly and disabled beneficiaries, many of whom have multipl
and complex health problems, to be able to select their own
doctors.

This Administration is committed to preserving these
essential strengths of the Medicare program, even while we pursu
reforms to make the program even stronger and more beneficial to,
the 37 mnllion Americans it serves today. In particular, I would
like to testxfy today on our strategles for strengthening
Medicare by ‘expanding beneficiary choices, enhancing the qual;ty»

of care and consumer information, and improving customer servicei

In dddition, I will testify on the Administration’s strategﬁ:
fcr containing Medicare costs, extending the life of the Medicare

trust fund, and moving toward a balanced federal budget -- a |
strategyjthat is consistent with our goal of protecting i
beneficiadries and respecting Medicare’s social contract. |

|

Flnally, I will distinguish our reform strategies from those:
of Congressional Republicans which we believe would undamentallya

undermine Medicare’s protections and harm its beneficiaries.

i

or

|
And,;Hedlcare provides choice. It is especially important i-

|

I

|

|
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I. THE ADMINISTRATION’S STRATEGY FOR RBFORX

Since we came into office 30 months ago, the Clinton
- Administration has pursued a multi-faceted approach to reformlng

Medicare in the context of our efforts toward broader health care| -

reform. We are increasing the number of beneficiaries and ‘plans
participating in Medicare managed care and are testing new
managed care options. Tc make possible well-informed decisions !
by our beneficiaries, we are developing improved consumer f
information and quality measures. Flnally, we are continuing our,
efforts to improve customer service. l
|

A. Giving Benaeficiaries More Choices
over the past two years, Medicare managed care enrollment
have already seen a nine percent increase in managed care

enrollment, an acceleration over last year’s annual rate of 16
percent growth. Currently, 9.5 percent of all Medicare

has increased dramatically. In the first six months of 1995 we i
|

beneficiaries -- over 3.5 million people -~ have chosen to enrol”

in managed care plans. Seventy-four percent of Medicare
beneficiaries have access to a managed care plan, and 57 percent
have a choice between two or more plans.

More than 250 managed care organizations currently contract

with the Health Care Financing Administration (HCFA) to serve f
Medicare beneficiaries, including 165 that do so on a risk basis.
Interest in the Medicare managed care program continues to
increase. In the last three weeks alone, we received 17 new
applications. Much of the recent growth in new contracts has |
been in regions that have not had a strong Medicare managed care |
presence in the past.

i
i
i
|
|
!

As you know, however, most of the growth in managed care in |
the private sector in recent years has involved plans other than i:

traditional closed HMOs. The centerpiece of our reform strategy
is making! such choices available to Medicare beneficiaries. We
believe beneficiaries should have a wide range of choiceg and
good information in a fair and non-coercive marketplace.

"Medicare: Choices"

l

, P
Just, a few weeks ago, we announced "Medicare Chojces,® a - i

demonstration program designed to expand the types o& managed
care plans available to Medicare beneficiaries and to test

different! payment methodologies. HCFA has invited a wide variety;

of managed care organizations to participate in this ‘
demonstration, including preferred provider organizations (PPOs),
HMOs, and' integrated delivery systems. !
!
I
|

|
|
|
|

|
l .
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Nine geographlc areas have been targeted for the
demonstration. Jacksonville, Florida; Sacramento, California;
Hartford, .Connecticut; Philadelphia, Pennsy]vanla, Atlanta,
Georgia; New Orleans, Louisiana; Columbus, Ohio; Louisville,

Kentucky'land Houston, Texas. We chose these markets to build on|
the strong base of private sector plans currently available in L

these communltles. We will, however, accept applications from
innovative plans in other areas, and we are particularly
interested in those that offer to extend coverage to rural areas
and those.that emphasize primary care case management.

Pre-application forms have already been distributed to over
a thousand interested organizations. Based on the response to
these initial forms, selected plans will be invited to submit
more detailed final applications in the Fall, and we anticipate
enrollments will begin early next year.

New Pricing Approaches

We aie also exploring alternative payment methodologies and
improvemeﬁts to our current payment systems for managed care.

For example, we are planning to test competltlve pricing as
an alternatlve to the Adjusted Average Per Capita Cost (AAPCC)

payment to entities that accept full risk for paying for patient
care. The AAPCC payment methodology, required by statute, has
long been a source of discontent. Plans have been concerned with
the AAPCC's adequacy, stability, and equlty The best evidence
available: indicates that Medicare, using this methodology, has
paid more' than it would pay for comparable populations of
beneficiaries who remain in the fee-for-service program.

We think that competitive pricing is a promising idea, and
we would like to test variants of it in a number of geographlc
areas. We would be interested in working with the Subcommittee
on the structure of a competitive pricing demonstration since
specific legislation will be necessary to implement this
demonstration.

HCFA! has entered into discussions with Kaiser Permanente to
develop a demonstration of an alternative risk payment 5
methodology based on rates established by competition in the |
commercial (non-Medicare) marketplace. Rates offered to |
commercial accounts would be adjusted for the Medicare benefit
package ahd the higher risk of serving Xedicare enrollees. !

u
|

For the past decade, HCFA has been a leader in supporting
research to develop health status adjusters for risk payments.
Current research efforts should soon produce health status
adjusters that can be used on a pilot or demonstration basis.
HCFA has plso undertaken a demonstration project in which we are:

|
3

|
|

|
[
l
|
|
|
|
i
payment methodology, which is now used to establish Medicare’s -m
|
|
|
|
\
|
|
|
|
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working dollaboratively with participating HMOs in Seattle to
develop a2 high-cost outlier pool risk-adjustment mechanism,

Finally, HHS is working with the HMO industry to explore
their technical concerns with the AAPCC methodology. For :
example, ‘the industry has expressed interest in using
Metropolitan Statistical Areas (MSAs) rather than counties for
geoqraphically adjusting Medicare’s payment rate to HMOs. |

|

New Options

As I previously explained to the Subcommittee, we also want
to make available to beneficiaries a PPO option. This option has
proven to be very popular in the commercial market. Under the
PPO option, beneficiaries would face nominal copayments if they
stayed in plan but would have the option to go to any phyaician;
at any time, if they were willing to pay the additional cost-
sharing. Implementing such a change would require a change in |

statute.; |

HCFA is also currently developing gquidelines, under existiﬁg
statutory authority, for current risk contractors tc offer a |~
"p01nt—6f -service" (POS) option, with implementation ant1c1pated
for the 1996 contract year. The option would be similar to L
"point~of-service” plans that HMOs offer in the commercial A

narketplace.

B. Quility xoasu:es and Consumer Information j
K
_ HCFA is committed to ensuring that beneficiaries -- whether
they are served by traditional Medicare, HMOs, or one of the nqw
managed care options described above -- receive high quality
care. A major facet of our strategy for Medicare reform involves

the devielopment of quality measures and enhanced consumer = |
|

1nformqtlon. ! :

. As I mentioned to this Subcommittee in March, HCFA has
reinvented and modernized its Medicare fee—for-service quality:
assurance and improvement activities under our Health Care G?
Quality Improvement Program (HCQIP). HCQIP gives providers the
tools to achieve continuocus quality improvement, allows for the
external monitoring of how well providers are improving quality
and supports the development of quality improvemenE projects
throughout the country.

_ He are equally interested in assuring that as Medicare |
managed care options evolve, we have adequate measures in place
to assure quality of care. As Medicare beneficiaries’ options
expand, beneficiaries will require reliable information to make
well-xbformed choices about their health care. We are vorking on
a numher of fronts simultaneously to achieve this goal. !

|
|
1
{
|

1
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For example, HCFA, together with the Department of Defense
l
|
i

ancl the Federal Employees Health Benefits Program, has joined
private sector health purchasers, including GTE, AT&T, and
PepsiCo, to explore the formation of a new organizatlon for
quality lmprovement and managed care accountability. This group
represents more than 80 million insured individuals. The group
will leverage the collective buying power of the participating
organizations to ensure that our beneficiaries’ needs are met and
to elzmlnate unnecessary duplication of individual quality
1mprovement and accountability efforts. We expect our efforts td
conplement the initiatives of existing quality assurance and

}

J

|
accrediting organizations, such as the National Committee for *
Quality Assurance (NCQA) and the Joint Commission on

Accreditation of Healthcare Organizations (JCAHO), and have
received their support.

|
HCFA also plans to collaborate with the NCQA, with the

support of the Kaiser Family Foundation, to modify the Health ]

Plan Employers Data and Information Set (HEDIS) to incorporate |

measures more germane to the Medicare population. r

|

|

In May 1995, we launched a pilot test of the three core
performance measures, developed by the Delmarva Foundation and
Harvard Uhiversity, to be used by Peer Review Organizations
(FROS) in| their external review of HMOs. The Delmarva contract
was intended to help HCFA and the PROs shift from the current.
retrospective case review method of HMO oversight to one based o
outconmes measurement and continuous quality improvement. W

|
|
{
|
1
|
|
1
|
|

At this stage in the evolution of measures of plan quality,
there is no single best approach. We intend to continue to work
with a broad range of private sector organizations, as well as
pursuing our own developmental work, to move forward as quickly
as possible.

c. Inpero Customer 8Servicae.

In eweryth1ng HCFA does, we are focused on our strong
commitmenF to improve customer service. To meet the President’s
call for ;ncreased custonmer satisfaction, we have set standards
of service that meet or exceed the best practices in the public
and private sectors. Today’s HCFA is a significantly different
organizatﬁon from that of just two years ago. As we have
embraced an ethic of customer service and beneficiary outreach,

workforcé and partnership, responsive to the changing needs of
our beneﬂic1arles

Under our consumer 1nformation strategy, we are improving

|
cpportunﬂties to develop a dialogue with beneficiaries, to K
!

educate them about the programs and services available under .
HedicareJ and to disseminate reliable data to foster informed

1
i 5
!
|
H
|
]

|
we have reinvented our agency to cultivate a consumer-focused J.
|



e ——

JUL-20-1995 ©9:83  FROM ADMINI STRATOR'S OFF ICE 'y DADL (4L
> ) o

benef1c1ary choices about their health care needs and the
providers vho furnish care.

With_the assistance of our contractors, wve are redesigning
. our Explanation of Medicare Benefits (EOMB) form to consolidate
Part A and Part B notices into a single, standardized, easy to

" understand benefits summary.

We have already totally revised the way in which we evaluate::
Medicare contractors to encourage better customer service, and wel:
will alsojbe proposing legislation to change the way we contract ﬂ
with fiscal intermediaries and carriers to make them more servxce_1
oriented -- to both better adapt to changing program needs and |
inprove the cost~effectiveness of the Medicare contractor budget.

We are also collaborating with contractors to fulfill our ﬂ
responsibxlity of fiscal stewardship. The Secretary has tecently.
sent to cOngress draft legislation to establish a Benefit Quality:
Aosurance‘Program (BQAP) to ensure a stable level of funding for;
our critical payment safeguard activities. The legislation would .
enhance our ability: (1) to educate providers regarding payment j '
integrity, and benefit quality assurance; (2) to determine those |
situations in which Madicare should have been a secondary payer
and recower payments that should not have been made; (3) to ,
target our cost report auditing priorities toward focused field |-
reviews which provide a high return on investment; and (4) to |
develop clear medical and utilization review policies and
communlcate those policies to providers.

1

Operation Restore Trust, the health care anti-fraud |-
demonstratxon announced by the President in May, is a major |
effort to develop better methods to protect the fiscal 1ntegr1ty
of the Medicare and Medicaid programs. An interdisciplinary team
from HCFA, the Office of the Secretary, the HHS Inspector B
General, *the Department of Justice, State governments, and the |
private sector will test the most effective approaches to combat!
fraud, vaate, and abuse associated with certain Medicare and i
Medxcald iproviders and suppliers. The demonstration will target
five Sta;es (New York, Florida, Illinecis, Texas, and Califormia);
that account for more than a third of all Medicare beneficiaries .

in the country and nearly 40 percent of all Medicaid recipientsﬂ'
|

!

: N
}
II1. TKE?ADHIHIBTRATION’B STRATEGY FOR COST CONTAINMENT ;
: ]
I

Many of the operational reforms I have described will
produce significant long-term savings, but the President is also;
committed to reducing the growth of Medicare outlays in the '
shorter tern as part of his plan to achieve a balanced federal a
budget. ! The Administration has offered a responsible deficit
reductlon plan that balances the budget and strengthens the
Hedlcarg trust fund vhile protecting beneficiaries.

{
|
|

!

6
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for beneficiaries, but does revise the Medicare benefit package ||
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l d
The Administration has a three-pronged strategy for i
controllihq costs in Medicare. First, wve need to protect 3
beneficiaries’ access to affordable, quality health care. }
Second, necessary reductions in Medicare should serve to extend i
the solvency of the Hospital Insurance (HI) Trust Fund. Third,
wi want to take advantage of changes in the health care j
marketplace. : ]
| [
|

A. Proto?t Beneficiaries

Bene%zcxarles come first. We do not believe that Medicare
bvnef1c1akies, the majority of whom have incomes of $25,000 or
less, should be forced to pay thousands of dollars more to keep
Medicare in order to finance the tax cuts for the wealthy.

and older, currently accounting for 21 percent of their income.
Massive reductions in Medicare spending of the magnitude in the
Republlpah budget resolution achieved by shifting costs to I
beneficiaries would increase the financial burden on the nation’s:
most vulnerable elderly. Furthermore, almost 60 percent of Lo
senior citizens rely on Social Security for 50 percent or more oqi U

| _

1

I

|
out~of-pocket costs are already too high for those aged 65 1j

|

I

their income. Shifting costs to these beneficiaries is the
equivalent of reducing their Social Security checks.

Medicare has made significant contributions to improving the,
health sﬂatus of the nation’s elderly and disabled. Significant| |
increases in beneficiaries’ out-of-pocket costs could cause them' ,
to forgolneeded health care services and might result in erasing!
some of the gains in health status that have been achieved since|
the implementation of Medicare. |

l
B. rocuq Deficit Reduction Bftorts on Preserving Xedicare

|
|
|
‘\
e President has proposed a plan to balance the Federal ﬁ
budget tHat presents a reasonable approach to ensure Medicare‘s |
fJnanc1al solvency into the 21st century. The proposal xncludes‘
$124 billion in net spending reductions over the next seven years:
and exterids the life of the HI trust fund through at least the |
year 2005. "
1K
O

The!plan contains no new increases in out-of-pocket costs L_
by providing respite care for beneficiaries with Alzheimer’s .
disease and by eliminating the copayment for mammography P
services. |

C. Take Advantage of Private Sector Innovations

A n'jor aspect of our cost-containment strategy will be to
take advantage of some of the changes now occurring in the health
care marketplace. Medicare has historically been a leader in |

|
{

i 7

(
t

|
| : :
!
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“sector hag done.

‘will do damage to beneficiaries and the entire health care
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|
|
|
|
|

cost contalnment. The prospective payment system for hospitals ﬂ
and the phy51C1an fee schedule for physicians were groundbreaXing .
payment s&stems that have become the basis for many payment P
systems in the private sector. However, the statutory vw
constraints on Medicare’s payment rates preclude us from taking |
advantage; of changes in the market as rapidly as the private !E
|

swostantlglly in the private sector, with employers and insurance
companies| demanding large discounts on charges in return for an gg
agreement; to send patients to those providers. Given Medicare’s .

large market share, we should be able to extract discounts, as
the prlvate sector does, in a wide variety of settings. }

For %xample, competition for services has increased i‘
|
!

We also would like to work with the Subcommittee to
establish|competitive bidding for certain Part B services, such |
as c11n1ca1 laboratory and certain types of durable medical !
equlpment (DME). HCFA is now statutorily prohibited from !
engaging is such competition. i

|

l !
We bélleve our plan for Medicare represents the right way td
balance beneficiary needs, program modernization and deficit
reduction. In contrast, the Republican plan to cut $270 billion
from Medicare over the next seven years is the wrong way. It

III. ALTERNATIVE PROPOSALS FOR MEDICARE REFORM |
-

|
I
|

systen. 1 |
|
i

The 5270 billion in Medicare cuts that the Republicans have
proposed is three times anything previously enacted. A quick i
review of, the Republican Medicare reform working document '
suggests that Medicare beneficiaries would be required to pay B
substantlally more just to keep their current coverage and access
to their doctors. Specifically, preliminary HCFA estimates show !
that such! beneficiaries would need to pay $403 more in Part B
premiums than they would under the President’s plan in 2002. _
Additionally, they would face new coinsurance on home health and’
skilled nursing care that would cost the average person using '

these services in excess of $1,000 for each benefit in 2002. S

A; R I s i . P : ] ’

Another wrong way to reduce Medicare spending is contained : |
in the prpposal by the American Medical Association (AMA) to end!!
the current safequards on beneficiary liability for charges for 3\
physician services. Extra billing limits give beneficiaries Pl
financial| protection against unlimited charges by physicians. [
Under thel AMA proposal, physicians would be allowed to charge P
beneficiaries an unlimited amount over and above what Medicare '

8

!
1
I
i
|
i
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pays for é service. A preliminary estimate is that removal of |
the extra|/billing limits could cost beneficiaries more than $900
in out-of—pocket costs in the year 2002 alone.

Hedlcare has had limits on what physicians can charge gsince
1984. The current extra billing limits were an essential part of
the physiclan payment reform package established in 1989, which
consisted;of (1) a fee schedule, (2) extra billing limits, and
"~ (3) the Hedicare volume performance system. The AMA strongly |
supported|the fee schedule, which was explicitly designed to !
redrrangelxedlcare phy31cian paynents across procedures and by
geographlf areas while remaining budget neutral. The extra {
billing limits were an integral companion of the fee schedule, |
p:ov1d1ng:essent1al protection for beneficiaries in these !
circumstances -- otherwise any losing physician could simply !
shift the cost to the beneficiary. {
I
i

We belxeve that the AMA’s new proposal to repeal the limits
on how much physicians can charge beneficiaries calls into
question the entire political compromise represented by the
Medicare physician payment reform and is nothing short of
outrageou?-

!QQQh&I.ELQEQﬂAlﬁ
i
Finally, I would like to comment specifically on the
Republican proposals to convert Medicare into a "defined
contribution®” or "voucher" program. Instead of secure Medicare
coverage for all medically necessary care from the provider of

their cholice, beneficiaries would be given a voucher to purchase
medical insurance on the open market.

Advocates of voucher-like approaches frequently suggest th
Medicare ghould emulate the private sector and therefore benefi
from private-sector-like growth rates. CBO data indicate that
the privaie sector per capita growth rate would be 7.1 percent
from 1996-2002. However, the Republican Budget Resolution would:
require an incredibly tight 4.9 percent per capita growth rate
for Medicare.

r‘fﬂi

\
|
Cons&raining the costs of providing care for a much more |
vulnerablb Medicare population to a rate of increase_so much gx
smaller than that of the private sector is, at best, \unrealxstlc ‘
The resulting impact would be that the value of the voucher woulg 1
very qui%kly erode. Beneficiaries would be forced to pay a X
substantil al new "premium®” for exercising the choice to buy a i
policy t at covers what Medicare covers today. Such an approach!

- would put all the risk of increased medical care costs on the

beneficiaries.

L~ P Q-

l
l
}
1
!
}
!
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In view of the fact that 75 percent of Medicare I
beneficiarEes have incomes below $25,000, most seniors will fina , -
. it extremelly difficult to pay these additional amounts to keep |
their curqent Medicare benefits. The Republican voucher proposal/
would likely coerce many seniors into buying less coverage -- for
example a jmedical savings account-like policy with a $10,000 .
deductibl that Republicans also are advocating. L

:@

If b nef1c1ar1es wanted not only to retain their current E“
level of Medicare benefits, but also to remain in traditional :
fee~for-service Medicare so that they could continue to see thelr
OWTl doctors, their out-of-pocket costs could be much, much _ y
greater. Especially if adverse selection meant that sicker |
people we%e more likely to want fee-for-service coverage, the 8
cost of tradltional Medicare coverage could skyrocket.

In short the choice beneficiaries would face under the :
Republicahn voucher plan would be to either pay slgnificantly morel
or to get significantly less. We do not believe that this is the
type of choice Medicare beneficiaries seek. :

I T

Eveﬁ'if the Republicans vouchers were adequately indexed, S
however, jwe have other concerns. First, for the Republican l :
voucher iystem to work properly, there should be a wide range of!
plans available to Medicare beneficiaries, and beneficiaries i
would no be denied enrollment because of their medical i
conditions or subjected to pre-existing condition requzrements.z{
Our experience to date on how insurers behave vis-a-vis the B
Medicare population raises questions about how insurers might |
behave under a voucher system. Indeed, the Medicare program waﬁ:

{
;

|
i
|
| :

created 30 years ago precisely because insurers did not make
coverage available to the elderly except at prohibitively high
premiums, and insured persons were at risk of losing their
coverage after a serious jllness. :
l

The problems in the current "Medigap" market illustrate some
of the problems that could be expected to arise if the health L
insurance market were not properly regulated. After the creation
of Medicare, insurers began to offer Medigap policies to the K
elderly to fill in the “gaps" in Medicare. Medigap policies |
cover Medicare deductible and coinsurance costs, and some cover
extra-billing by physicians and outpatient prescription drugs.‘é
The current market provides incentives to avoid risks by health
screen1hg or using medical underwriting criteria to offer
coveragp only at an unaffordable price. They also establish ,
premiums that climb steadily as the beneficiary ages and becomes
more likely to need expensive medical services, and hence to need |
Kedigap insurance. : W

Of course, in principle, one could establish a set of mazket :
rules that would prevent such behavior. In fact, the Republxcan {

Medicare restructuring document seems to acknovledge this by |
! .

10 v

{
|
i
|
i .
1
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nunerous 1nstances throughout the document. This is ironic in
light of the anti-regulatory agenda currently pursued by many in |

!
dlxecting'the Secretary to regulate this type of behavior in - )
|
Conqress.I :

|

Even jmore basically, there is a strong correlation among

Medicare beneficiaries -- as in most populations =-- between !'

income and health status. Our poorest beneficiaries are also ouqi
.
| N

gickest. |A poorly designed voucher system could systematically
disadvantage the most vulnerable.

IV. CONCLUSION . _ !

Ther‘ is right way and a wrong way to reform Medicare. The uy

right way!is to protect beneficiaries’ access to quality care andﬁ

strengthen the HI Trust Fund while pursuing the broader goal of
balanc1ng,the Federal budget in a reasonable time frame. The
wrong way: -- the way the Republican budget resolution has turned
-- would demolish the basic protections embodied in Medicare in
order to finance tax cuts for the wealthy. We believe that the
right way; is more consistent with rational health policy, fiscal
prudence,}and the overwhelming preferences of the American

people. !
! .
Thank you for the opportunity to testify on this important

subject. | I would be happy to answer any questions you may have.
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Numbers Cited by the President on Medicare

1. "They would ... raise premiums and out-of-pocket costs by $1,250 per couple in 2002, ...
by $5,600 over seven years". :

The Republican Conference Agreement estimates of saving were released on June 30, 1995
That document contained:

. $270 billion in Medicare cuts over seven years;
. $71 billion in Medicare cuts in 2002 alone.

The Republicans gave no indication of how those savings targets would be met. To estimate the
impact of these cuts on beneficiaries, it was assumed that 30% of the total cuts would be borne
by beneficiaries. This is consistent with the recent Republican Ways and Means document
outlining Medicare cuts. These estimates assume that the current policy of setting the Part B
premium at 25% will be extended when it expires in 1998.

For couples, this increase in premiums and out of pocket costs 1s multiplied by two. For the
seven year period, the increases in each year are added together to get a cumnulative total.

2. "But each year, private health care costs increase over 40% more than the value of a
voucher."

Daia from the Congressional Budget Office (CBO) suggest that the projected private sector
spending per insured person will grow at 7.1% between 1996 and 2002. The Republican
Conference Agreement estimates of spending after their cuts show Medicare spending per
beneficiary growing at 4.9%. The private rate of 7.1% is about 44% higher than the Republican
Medicare growth rate per beneficiary of 4.9%.

3. "But under the plan of the congressional majority, he must pay $1,400 in copayments to
get the visiting nurse."

The Congressional Budget Office, in its "Reducing the Deficit: Spending and Revenue Options”,

esiimated the cost of a 20% coinsurance for all home health care for Medicare beneficiaries.

Their 2000 estimate, extended to 2002, was divided by the projected number of users of home

health to get an average of $1,400 in 2002. This is consistent with the AARP's analysis of the

same policy, which showed the increase cost of $1,200 in the year 2000.
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4. "Every person in Medicare will pay $1,650 more in premiums over seven years to cover
their doctor bills."

In the Republicans' Ways and Means document outlining potential premium increases, they listed
increasing the premium to 31.5%, 33%, or 35%. The Congressional Budget Office has estimated
the change in premiums for several different levels. These estimates suggest that the monthly
premium would be $109 under the mid-range option of 33% in 2002, relative to $61 under
current law, and $83 if the current policy of 25% is extended beyond its expiration in 1998,
When the 33% premium is subtracted from the 25% premium, multiplied by 12 to get the annual
savings. this means a $320 increase in 2002, and approximately $1,650 increase over the seven
years.

5. "The average person who receive care in their home will pay at least $1,700 more in the
year 2002 alone"

This estimate of $1,700 includes the increased premium in 2002 (about $300) plus the average
increase in coinsurance for home health users (81,400).

6. "Remember these are people who already pay 21% of their income on health care."

The Urban Institute estimated that in 1994, the elderly paid on average $2,519 in out-of-pocket
costs for health care, which translates into 21% of their income. This is more dramatic for the
poor elderly, who pay 34% of their income for out-of-pocket costs, and for the oldest elderly,
who pay on average 33,782 in out-of-pocket costs. (See: "Out-of-Pocket Health Care Costs for
Older Americans in 1994", The Urban Institute, May 1995).
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Medicare's 30th Anniversary

'O A Democratic Vision
J An American Success

On July 30, 1965, President Lyndon B. Johnson traveled to Independence,
Missouri, and, in the presence of former President Harry Truman, signed
Medicare into law. That simple ceremony marked the end of a long struggle
for Democrats trying to enact the measure, and the beginning of a new era of
health and economic security for America's seniors.

President Frankiin D. Roosevelt envisioned an America with financial security
for Americans who retire after years of hard work and a health care safety net
for all Americans. He was able to achieve part of that dream, when he signed
Social Security into law in 1935. But the struggle for health care protections
would last for decades. The historical record is clear: If it had been up to the
Republican Party, Medicare never would have been enacted.

President Harry Truman offered several proposals to Congress. President
John F. Kennedy made health care for seniors an issue in his 1960 campaign
and saw his plan defeated in the Congress. Only after Democrats called the
1964 election a “mandate” for Medicare, and Democrats triumphed at the
polls, did the Democratic vision of Medicare become a reality. Even then,
the majority of Congressional Republicans voted against it.

Today, Medicare provides health care security for more than 36 million
Americans. Itis the only way most seniors could ever acquire adequate health
care in today's health care market. Medicare helps seniors both obtain the
health care they need and remain financially secure and independent.

Medicare is an efficient program. Administrative costs are only two percent of
its budget—a fraction of the administrative costs of private health care plans.
Itis a responsible program: Beneficiaries contribute to the medical expenses
through premiums, co-payments, and deductibles.
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Public support for Medicare is extremely high. Eighty-nine percent of Americans
support Medicare, andthat supportis strongamongallage groups.' Medicare
can be improved; but it must be protected. It should not be assaulted under
the guise of deficit reduction or to provide tax breaks for the wealthy—as
Republicans now propose.

Thirty years ago, Medicare was part of the Democratic vision for a better
America. Today, it still is. This report chronicles the struggle to enact
Medicare, and shows how, three decades later, Medicare truly is an American
success story.
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A Democratic Vision from the Start

In his message to Congress on January 17, 1935, urging passage of Social
Security, President Franklin Roosevelt explained that the goal of the program
was to provide for:

‘the security of the men, women, and children of the Nation
against certain hazards and vicissitudes of life.”

An imponrtant part of that security, President Roosevelt explained, was health
care. Social Security would become law and provide what President Roosevelt
called “some measure of protection...against poverty-ridden old age.”

But a national health care plan in any form was repeatedly met with intense,
well-financed opposition.

In Congress, Democratic Senators Robert Wagner (NY) and James Murray
(MT) and Representative John Dingell (MI) introduced several national health
care proposals. No action was taken on any of them.

With the administration of President Harry Truman, the idea of national health
care gained strength and momentum. Shortly after taking office, President
Truman proposed a comprehensive, prepaid medical insurance plan for
persons of all ages. In his Special Message to Congress Recommending a
Comprehensive Health Program (November 19, 1945), Truman declared:

“Millions of our citizens do not now have a full measure of
opportunity to achieve and enjoy good health. Millions do not
now have protection or security against the economic effects of
sickness. Thetime has arrived foraction to help them attain that
opportunity and that protection.”

Congressional Republicans opposed this effort by raising the specter of
government controlled medicine—in a word, socialism.

Senator Robert Taft (OH), the leading Republican spokespersonin Congress
at the time, called it:

“the most socialistic measure that this Congress has ever had
before it.” 3
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Republican Representative Charles A. Plumley (VT) charged:

“Behind this alleged humanitarian program is to be found the
basis and genesis for a planned and socialized America....It is
a proposal to establish a form of socialism, a socialistic
government as unadulterated as if it came from the sanctified
pen of Karl Marx himself.” 4

Hearings were held, but no further action was taken.>

President Truman’s Second Effort

Two years later, President Truman was back with another proposal for
national health insurance. In his “Special Message to the Congress on Health
and Disability” (May 19, 1947), he declared:

“A great and free Nation should bring good health care within
the reach of all its people....Healthy citizens constitute our
greatest national resource.”

“With Republicans in control of both chambers of Congress in 1947-48,” as
CQ Almanac later noted, “there was no chance for enactment.” Again,
hearings were held, but no further action was taken.”

President Truman Persisted

In a Special Message to the Congress on the Nation's Health Needs (April 22,
1949), President Truman, for the third time, called for national health
insurance:

“The best hospitals, the finest research laboratories, and the
most skillful physicians are of no value to those who cannot
obtain their services.”
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Republican opposition again appeared in full force. This time, Senate
Republican Leader Senator Robert Taft (OH) exclaimed:

“This isnotinsurance. Itis a plan forgovernment administration
ofallmedical services.... Regardless of form, first a socialization
of medicine, and second, a transfer of all control over health
activities from the States andlocal governmentto a Washington
Bureau.”®

Again, no action was taken.®

Democrats Focus on Seniors

In the face of staunch and well-financed Republican opposition to providing
health care security for all Americans, Democrats decided to focus their
efforts on America’s elderly.®

According to the Truman Health Commission, the elderly were poorer and
less insured than the general population. For one thing, health insurance firms
would not insure such high-risk groups without exorbitantly high premium
payments.’’ With their low income levels, America's aged often could not
afford health insurance. As proponents of Medicare pointed out, “the cost of
medical care is beyond the reach of many older citizens.”'? Sometimes the
elderly found themselves uninsurable regardless of cost—largely because of
their age or medical condition.

Congressional efforts. In 1957, Democratic Representative Amie Forand
(RI) proposed a Social Security approach to health care forthe elderly, the first
“Medicare”-type proposal. Several versions of this proposal were offered in
Congress, but all of them met similar fates—committee hearings were held,
but no action taken.

In 1960, the “medicare” concept gained an important supporter. Democratic
Senator John F. Kennedy (MA) sponsored a version of the Forand bill,
pointing out:

“Unfortunately, voluntary health insurance has not and cannot
dothejob.... The very competition between insurance companies
tends to either exclude older people or limit their protection. If
benefits are restricted, the very purpose of the insurance is
defeated.” 3
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Senator Kennedy then quoted a letter from a constituent that read:

“It is impossible for a wage earner to put away enough in a
lifetime to pay for six months in a hospital.” *

Later that year, JFK became the Democratic presidential nominee and
announced that enactment of “medicare” legislation was one of his chief
legislative goals for the August session.'

The Eisenhower Administration, which considered such national health care
programs as “socialistic,” opposed the Democratic proposal.’®

Congressional Republicans also assailed the plan.” It was wrong, Senator
Barry Goldwater (AZ) explained, because:

“social welfarism, in its most advance form, has always been an
inseparable part of totalitarian systems, ancient and modern,
Fascistand Communist, openly brutalitarian or heavily disguised
as benevolent despotisms.” '8

As a result of this Republican opposition, on August 23, 1960, the Senate
defeated Kennedy's first attempt to provide health insurance for the Nation’s
elderly. Ninety-seven percent of Republican Senators voted no.

President Kennedy's Priorities

Presidential candidate John F. Kennedy made health insurance for the
elderly a campaign issue in the 1960 presidential election. As president, he
was determined to see Medicare enacted.

In a Special Message to the Congress on Health and Hospital Care on
February 9, 1961, President Kennedy proposed a health care program for the
aged to be financed by an increase in the Social Security tax. President
Kennedy declared:

“Twenty-six years ago this Nation adopted the principle that
every member of the labor force and his family should be
insured against the haunting fear of loss of income caused by
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retirement, death, or unemployment....But there remains a
significant gap that denies to all but those with the highest
incomes a full measure of security—the high cost of ill health in
old age.”

A few days later, President Kennedy's Medicare plan was introduced in both
Houses of the Congress. The Hospital Insurance Benefits Act of 1961
(King-Anderson bill), was introduced in the Senate by Democratic Senator
Clinton Anderson (NM) and in the House by Democratic Representative Cecil
King (CA)."®

Hearings were held, but there was no further action.

President Kennedy Persists

In the second year of his Administration, President Kennedy renewed his
push for Medicare. The Kennedy administration promised a “great fight
across this land” to secure the enactment of Medicare.?

On May 20, 1962, at a Sunday afternoon rally in Madison Square Garden in
New York City sponsored by the National Council of Senior Citizens,
President Kennedy launched a new campaign for what became his “Medicare”
health care program. The speech was carried via closed circuit television to
similar rallies in 32 major cities at which cabinet members and other public
officials spoke to mass gatherings in support of the needed health benefits.?'

Republicans again raised the specter of socialized medicine. Republican
Senator Carl Curtis (NE) exclaimed:

“The enactment of the Kennedy proposal means government
medicine.” 2

This time Medicare came to a vote in the Senate when Democratic Senator
Clinton Anderson tried to add it to a Social Security measure. In a dramatic,
down-to-the-wire roll call vote on July 17, 1962, however, the measure lost by
two votes. Once again, Republicans were united in their opposition—
86 percent of Republican Senators voted against it.
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JFK'’s Third Effort

With the opening of the 88th Congress, President Kennedy, for the third time,
requested passage of Medicare in his “Special Message on Aiding our Senior
Citizens” (February 21, 1963). Democratic Representative King and Senator
Anderson again introduced the Medicare bili.?

Again, Republicans quickly rose to denounce it.2

In the 88th Congress, there were hearings but no further action.2s

President Johnson Takes Up the Cause

After President Kennedy's assassination, President Johnson took over JFK's
efforts on behalf of Medicare. When second session of the 88th Congress
opened, President Johnson urged enactment of a “medicare bill."?¢

During the Senate debate on a bill to increase Social Security benefits in July
of 1964, (H.R. 11865), Senator Albert Gore, Sr. (TN) offered a medicare bill
as an amendment.

Senator Gore proclaimed:

“We are dealing with the most pressing, unmet problem of our
society.... What happens when a serious illness strikes? Current
income which is needed for groceries and rent must go for
medical care. Savings must be depleted. The home may have
to be sold. Then, hat-in-hand, this formerly self-sufficient, self-
reliant, respected member of the community must go to the
welfare people and beg for a handout. This is a disgrace in a
country such as ours.” ?’

Opponents of Medicare were as determined to defeat the needed health care
measure as President Johnson and Congressional Democrats were to
enact it.
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Congressional Republicans seemed to come up with every possible excuse

to oppose and vote against health care for America’s elderly.
They called it socialism.

O Republican Senator Gordon Allott (CO) called it a “foot in the
door” for socialized medicine.?®

They said it would destroy the best health care system in the world.

Q Republican Senator James Pearson (KS): “American
medicine has achieved an unprecedented level of
developmentthroughits own efforts....Itwould appear foolish
to endanger this high level of initiative and performance by
imposing the heavy blanket of government supervision. A
Federal health program, financed under Social Security,
would represent such a danger.”®®

They said it would not work.

Q Republican Senator Carl Curtis: “This amendment would be a
great disappointment to older people."®

Q Republican Senator James B. Pearson: “[1]t would achieve little
for those who need it, while subjecting the very fabric of
American life to the strain of severe and unnecessary
sacrifices.”!

They said it was too bureaucratic.

Q Republican Senator Roman Hruska charged: “With Federal
funds come Federal control. In the area of medical care,
Federal interference presents frightening prospects.”?

They said it would wreck the Social Security System.

Q Republican Senator Jack Miller (IA): “| believe that most
people do not wish to have the social security program
threatened by any unsound financial tinkering such as this
amendment represents.”?
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O Republican presidential nominee, Senator Barry Goldwater
(AR) characterized Medicare as the “most significant step” in
making Social Security a relief and charity organization.

This time, the Senate approved the Medicare amendment by a vote of 60-28
on September 3, 1964. Again, a majority of Republican Senators acted
against Medicare. Eighty-five percent voted to kill it. The measure did not
survive the joint House-Senate conference on H.R. 11865, the Social
Security bill. '

The National Referendum

In an important, dramatic move, the sponsor of the 1964 Medicare
amendment,® Democratic Senator Albert Gore (TN) called for the 1964
election to be a “mandate” on Medicare. Senator Gore proclaimed:

“This means that the President will go to the people and ask for
a mandate on this issue.” ¥

President Johnson took up the challenge. Throughout the 1964 political
campaign, he promised, if elected, to seek the passage of Medicare.”®
During a press conference, President Johnson explained:

“I think Senator Gore very properly presented the situation
when he said that it is now a matter that the people of this
country can pass judgment on. | hope that we can get a
mandate in November.” ¥

The news media also began to consider the 1964 election a “mandate on
Medicare.”

New Republic: “The current Medicare strategy is based on a
major Johnson mandate on election day.”*°

Business Week: “Tuesday’s election will be a key to whether
the [Medicare] issue will be resolved quickly in Congress next
year....Medicare proponents say a Johnson landslide, bringing
20 additional Democrats into the House, would insure passage
of the legislation.”'
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In the 1964 election, Democrats picked up 37 seats in the House along with
two in the Senate. As a result:

a in the House of Representatives, Democrats outnumbered
Republicans 295-140; and,

Q in the Senate, Democrats outnumbered Republicans 68-32.

The Democratic Victory

The “sweeping Democratic victories,” according to CQ Almanac, “made
passage [of Medicare] almost a foregone conclusion.”?

President Johnson went before Congress to proclaim:

‘the specter of catastrophic hospital bills can [now] be lifted
from the lives of our older citizens.” 3

The first bill introduced in each House of the 89th Congress was the King-
Anderson bill to establish “Medicare” as a permanent part of the social
security program.*

In introducing the measure, Democratic Rep. Cecil King (CA) said:

“The results of the November election should leave no doubt in
anyone'’s mind over how the American voters feel about these
measures....We can no longer permit hospital costs—or the
fear of hospital costs—to deprive our elderly citizens of the
security and peace of mind that should be their due after a
lifetime of work.

“We will be able to take great pride in having had a hand in
bringing financial security and peace of mind to millions of older
Americans.”*
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Democratic Senator Anderson explained:

“I feel certain that historians will mark this year as the turning
point in our long struggle to solve the major part of what has
become one of the most urgent issues of public policy—the
problem of financing the costs of hospital care for the aged,
costs which now represent the major.remaining cause of
personal financial disaster among our aged citizens.

“Every month that we delay in providing the needed protection ‘
means that more and more elderly persons will be forced to look

to public welfare programs for help in getting he health care they ‘
need.”* ‘

Despite the Democratic victories and Democratic determination, Congressional
Republicans were not ready to give up their fight against health care for
America’s elderly.

Once again, they came up with every possible excuse to vote against the
needed measure and to try to defeat it.

Once again, they said it was socialism.

Q Republican Representative James Utt (CA):“l do not happento
be one of those who is dazzled by the great majority President
Johnson obtained last November....Let me tell you here and
now it is socialized medicine."’

Q Republican Representative Delbert Latta (OH): “Believing as |
do that Medicare is the first step towards socialized medicine in
America, | intend to vote ‘no’ on final passage.™®

Once again, they said it was too bureaucratic.

Q Republican House Leader and future President Gerald Ford
(Ml): “[W]e are going to find our aged bewildered by a multi-
headed bureaucratic maze of confusion over what program
covers what and who is on first base."®
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Once again, they said it would destroy the best health care system in the
world.

O Republican Representative Utt: “Let us notgo onthe assumption
here that we are not destroying the quality and the quantity of
medicine and that we are not socializing medicine, because
that is exactly what we are doing.”°

And they said it was a threat to Social Security.

U Republican Representative Bob Dole (KS):“[T]he real opposition
to the bill stems from the fact hospitalization benefits are to be
financed by a compulsory payroll tax....[A]Jdequate medical
protection should be made available to the aged but it should be
voluntary and should reflect the ability to pay... This one provision
poses an enormous threat to the cash benefit programs under
the social security programs.”!

In a last-ditch attempt to defeat Medicare, Republicans came up with
an “alternative” plan—a voluntary system in which the elderly would pay their
own premiums. The majority of Congressional Republicans supported this
plan—but Democrats prevailed and brought Medicare to a vote.

Representative Dole and a majority of Congressional Republicans again
voted against Medicare.

Congress finally passed (Senate, 70-24; House, 307-116) the Medicare bill
which President Johnson promptly signed into law on July 30, 1965. President
Johnson traveled to Independence, Missouri, to sign Medicare into law, so
that former President Harry Truman could participate in this ceremony, and
to underscore Democrats' long-standing commitment to our Nation's seniors.
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Chronology of Passage
of Medicare, 1965

1/4-——-President Johnson's State of the Union Address listed health care for
the elderly as a high priority.

1/4-———Representative King and Senator Anderson introduced identical
Medicare hills in each House of Congress.

1/7--——-President Johnson’s message on “"Advancing the Nation's Health”
assigned top priority to the President’s recommendations for a
health insurance program for the elderly.

4/8———-House approved Medicare.

7/9——--Senate approved Medicare.

7/14--—-Conference on Medicare began.
7/21——-Conference committee reached agreement upon a compromise.
7/27 ---—-House ratitied the conference agreement.

7/28-——--Senate ratified the conference agreement.

7/30-——President Johnson signed the bill in independence, making it
Public Law 89-97.
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Medicare—An American Success

“From the beginning,” reports the Urban Institute, “{Medicare has] proved
remarkably successful” as it has contributed to the well-being of America’s

oldest and most disabled citizens.

Medicare has achieved its goal of providing increased access to health care

among the Nation’s elderly.

O By 1970, nearly all the Nation's elderly were enrolled in the
Medicare program.

0O Today, more than 36 million Americans are protected by
Medicare.

Medicare has improved the quality of life among the America’s elderly.

O Medicare has dropped the poverty rate among America’s
elderly by 13.4 percent.>?

Medicare is an efficient health program.
O Medicare’s administrative costs average two percent of program
outlays, compared with 25 percent in small group market plans
and 5.5 in large group plans.5?

Medicare benefits all Americans regardless of income status.

2 Eighty-three percent of Medicare outlays go to beneficiaries
with incomes of $25,000 or less.*

Q Only three percent goes to elderly individuals or couples with
incomes in excess of $50,000.%
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Medicare is a popular health care program.

a

Q

Eighty-nine percent of Americans want Medicare to continue.5®

Ninety-two percent of Americans say Medicare is the only way
many older Americans can possibly obtain adequate health
care.%

A Kaiser-Commonwealth Fund 1993 health insurance survey
foundthat 52 percent of Medicare beneficiaries are very satisfied
with their Medicare insurance compared to 44 percent of
families covered by employer-provided private coverage, and
30 percent of those whose purchase private health insurance
individually.*®

Seventy-five percent of Americans oppose cutting Medicare in
order to balance the budget.*

When asked what should be the most important goal for the
budget, the number one answer was “protecting Medicare and
Social Security.”®
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Medicare has become so successful that Senator Dole, who voted
against enactment of Medicare, now praises it:

“Much of our significant gains and life expectancy,
improvement in the quality of life, and decreases in infant
mortality can be directly attributed to the passage of the
Social Security Amendments of 1965. The Medicare and
Medicaid programs have played a central role in improving
both access to and quality of health care services for the
country's elderly, poor, and disabled. Equally significant,
itmay be argued that Medicare and Medicaid have provided
a foundation for the phenomenal growth and the
dissemination- of new medical technologies that now
contribute to the well-being of allthe people of all nations.’®'

But today, Medicare is once again under Republican attack. House
Majority Leader Richard Armey says he “deeply resents the fact that
when | am 65, | must enroll in Medicare.” He calls it part of government
that “teaches dependence,” and saysiitis a program | would have no part
of in a free world."?

Once again, Republicans are proposing voluntary systems, such as
medical savings accounts, or plans which would require seniors to shop
for their own coverage or pay much higher premiums.®® Republicans
would use the savings to pay for tax breaks for the wealthy.

These proposals always have been and still are unacceptable to
Democrats. Senate Democratic Leader Tom Daschle has declared:

“In three decades, Medicare has come to symbolize this
Nation's commitment to the health and financial security of
our elderly citizens and their families. It is the fulfillment of
the dreams as well as the efforts of Presidents Truman,
Kennedy and Johnson and hundreds of Congressional
Democrats. On this, the 30th anniversary of Medicare, it
is important to recall the long and difficult struggle to enact
this much-needed program and applaud its success and
recommit ourselves to keeping the program strong and
viable." ¢
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