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THE WHITE HOUSE 

Off ice 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 I 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 governor. 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 
senior 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. And 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 if 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 is 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. 
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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 
to stabilize the Trust Fund or to balance the budget. We do have to 
:3tabilize 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 
~nybody 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, in 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. Iri 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 is 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 
is 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 
:~lan 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 
~3top 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 i~ 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. It's for 
all their children. Most senior citizens 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 if 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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l\1edicare 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 
in·~fficient, 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
p:inning 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 
E:nd-stage renal disease and 3.6 million disabled people. Medi­
care has relieved elderly people of the terrible anxiety they 
!:uffered when they did not have health insurance and could 
not pay for their own care. 

Medicare has dramatically increased access to health care. 
In 1964, just before Medicare's enactment, there were 190 
hospital discharges per 1000 elderly people. By 1973, that 
number had increased to 350 discharges--0ne indication that 
Medicare helps elderly people get the health care they need 
at the time of their lives they need it niost.1

·
3 Although it is 

difficult to prove a causal relationship, Medicare-and the 
increased access to health care it provides-has undoubtedly 
contributed to increased longe\·ity among the elderly. In 
1960, men who survived to 65 years of age could expect to live 
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 $25 000 (Figure 1 ). Fully 20% of 

From the Office of the Administrator, Health Care Financing Administration. 
Washington. DC 

Reprint requests to Medicare 30th Anniversary, Health Care Financing Adminis­
tration, Office of Professional Relations. Room 423H. Hubert H. Humphrey Bldg. 200 
Independence Ave SW. Washinglon, DC 20201 (Dr Vladeck). 

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 [HCF A], unpublished data from the Medi­
care CuJTent 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 o\·erall 
quality of their health care, have a regular source of health 

·care. and ha\"e great confidence in their physicians (Office of 
the Actuary. HCP A, data from the !'vledicare Current Ben­
eficiary Sun-ey. 1992) . 

Medicare Provides Vital Support 
to the Health Care Infrastructure 

Viev.ing Medicare as simply a health insurer for 37 million 
people ignores its larger role in the health care system. In 
1993,Medicar · · or' %ofallhos italex enditures: 
2 % of physician ex enditures; the preponderance of income 
for home health care agencies. hospices, an rena 1a ys1s fa­
cilities; and significant shares of the re\·enues of clinics, labo­
ratones, ambulance services, and other proYider sen·ices.' 

In addition to pa~ong for services to beneficiaries, Medicare 
makes supplemental payments to provide additional suppo11 
to hundreds of hospitals acros:- the country. w 1Uiout Medi­
care's substantial financial support, a number of these "safety 
net'' institutions could close, leaving many Medicare, Med­
icaid, and uninsured people 'Nithout access to health care. 
(Congress authorized additional payments to disproportion­
ate share hospitals and sole community hospitals beginning 
in the mid 1980s.) 

Me~icare makes supplemental payments to ( 1) hospitals 
serving a disproportionate share of low-income individuals: 
(2) teaching hospitals for extra costs associated with teaching 
programs (md1rect medical educat10n); and (3) sole commu­
nitfnosp1tals to enhance their viability in isolated rural com­
munities. 

In 1995, nearly 12% of the $65 billion Medicare will pay to 
hospitals are for these larger purposes. Dispropo11ionate share 
payments \\ill total $3.7 billion or an extra 13 cents for every 
dollar paid to these institutions. For large urban public hos­
pitals, the additional payment averages 2.5 cents for every $1 
paid-:-Paymen"trnrreachmg hosp1tals for indirect medical 
education are projected at $3.8 billion or an extra 14 cents for 
every $1 paid for direct care to Medicare beneficiaries. For 
major public teaching hospitals, the additional payment av-
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Fig1Jre 1. -Share of program expenditures by income ot Medicare individuals 
or couples. 1992 (lrom the Office of the Acfuary. Health Care Financing Admin· 
istration). 

erages :3.5 <:ents for every $1 paid. Sole community hospitals 
win rece1\·e more than $200 million or an extra 12 cents for 
en~r.v dollar paid. Medicare also pla~'~ a broader so<:ietal role 
in financing graduate medical education. Jt. is the only health 
im:urer to make, pa~·mcnts earmarked ~pecificall.\· for training 
phy~ic:ian~. In I !1!1::i. lVledi~arc will pa~· hospital!' $1.8 billion for 
direct cost~ uf training physicians and other health profes­
sic·nals (HCFA. unpublished data, lm)5). 

Prefr;el,v 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 counu-~·· '.vh:.di<:are 'pioneered the develop­
m<:nt of a pro;;pcctive payment system for inpatient hospital 
care. a resource-based fee schedule for phy~icians' services. 
both in-hc1spital and external utilization re\·iew programs. 
qualit.,v standard~ fnr new ~en·i<:es such a~ hospice and am­
bulator~' surger~'. and outcome measures in nursing home 
care. l n recent years. Medicare too oft.en lagged behind. rather 
than led. the prirnte sector in the development of new meth­
ods of defining and ensuring acces.s and quality. Through the 
Medicare Health Care Quality lmpro\·ement Program and 
similar initiati\·es in facility certifi<:ation and managed care 
monitoring. Medicare is once again rea~serting its leadership 
role.'',.; 

C•)mparison of Medicare and Private Health Spending 

The rate of growth in Medicare spending has come under 
sharp attack in recent months. Critic·s point to data showing 
that prinite health spending in the last few years increased 
more slowly than Medicare spending as proof of Medicare's 
inefficienl:,v. The fact that Medicare SJlfilllli.ng__p_er.....e.ru:ollee 
increased less rapidly than pri\·ate spending from I 9S:3 through 
Et!)] is not. however. c1te~clence that l\ledicare was 
more efftc1ent than pm·ate health plans dunng those years 
(O!fice of the Actuary, HCFA, unpublished data. 1994). 

T'fiese crmc1sms miss their mark on several counts. First, 
data from l year, or e\·en 2 years, are not a sufficiently 
accurate or reliable source on which to base conclusions or 
major 1:hanges in public policy. At least se\·eral years of data 
ai·e needed to determine whether the trend represents a real 
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shift in behavior or merely an aberration. Second, Medicarl:! 
beneficiarie:-< are different from workers in large companies­
the source of most of the private-sector data. Medicare ben­
eficiaries are older and sicker than \\'Orking 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 sen-ices for elderly people are four times eat€r="than 
fort e1r younger counterparts. 7 Further as dis cu 'ed rein, 
Me 1c:are is muc more than a health insurance program for 
theelderly and disabled; it also la •s a kev role m su ortmg 
gra uate medical education and institutions that serve vul­
nerable populations. Medicare also co\'ers some scn·1ces not 
typically 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 
phy~ician 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-administrati\·e 
expense~-Medicare\ performance far exl:eeds that of the 
private sector. Medicare spending for administrative expenses 
has averaged less than 2% of program spending in recent 
years, compared \\ith an a\·erage of about I 7% 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 disposableln­
comes 611 health care, compared "'ith 4% fo1 the nonetderly 
(Office or the Actuary. ACF A, unpubltsiled data, 199:.:i). Fur­
ther, Medicare does not cover outpatient prescription drugs 
or most institutional long-term care. Many elderly people are 
forcea mto poverty to pay for nursing home care, while the 
high cost of prescription drugs means that some beneficiaries 
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do not get the drugs they desperately need. Olwiously, in the 
current political climate, adding these two benefits appears 
unrealistic. but. over lime. these problems need to be ad­
dre:;sed. 

Medicare covers some preventive services, such as screen­
ing mammography and flu \'accination. However, use ofthest: 
serl'ices 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 e\'en 
lower at. 28%." Steps have been taken to impro\'e this record. 
A new consumer information initiative is providing benefi­
ciaries with more information about Medicare coverage for 
preventive services and encouraging approp1iate 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. howeyer enrollment in 
Medicare managed care haSTncreased ra idl •;enrollment in 
risk con racts mcreased more than 25% and enrollment among 
all health mamtenance orgamzations (HM0s) mcreaseifsllghtly 
more than 16% between 1993 and 1994. Curre"ilfl~han 
9% of Medicare beneficiaries (Jl rrullion people).are enrolled 
in managed care opt10ns. and 14%, orbenehciaries 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 beneficiarie~ to enroll in preferred 
i;:irovider organizations (PPOs) is under development and 
should receive le ·slative attention in the next few months. 
PPOs are networks of health care c m1c1ans an ms 1 u ions 
who agree to provide ser\'ices to beneficiaries enrolled in the 
network at a discount. (Some PPOs select pro\·iders who have 
cost-efficient practice styles or agree to abide by certain 
utilization re\'iew 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 health 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 perfonnance 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 a large in­
fusion of Medicare beneficiaries within a short period. \Vhile 
it welcomes the opportunity to enroll more Medicare benefi­
ciaries, the industry urges that expansion be phased in during 
a longer 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 
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some diffi<:ult technical and policy issues. Perhaps the most 
important. at lea~t from a financing standpoint. is that flaws 
in the payment mechanism established b~· Congress cause 
I\'lecli<:are to pay, on a\'erage, 5.7% more for e\·ery enrollee in 
managed care than it would have paid if the beneticiar~· had 
stayed in Medicare's traditional fee-for-sen·it:e system. The 
Medicare payment level for risk contracts is set at 95% of 
fee-for-service costs in the area where the beneficiar~· re­
sides. Beneficiaries enrolled in ri~k contracts are healthier 
than those in fee-for-sen·ice systems (HCPA, unpublished 
data, February 1 mJ:3J. As a result, the 95o/n pa~·ment level is 
higher than it would have 1leen Ji Mei11Care had made ?ee­
for-serv1ce payments for these beneficiaries. The reason for 
thi o a e se ect hat 
H Os attract enrollees who are healthier than the average 
beneficiary and tend to use fewer services than the a\'erage 
beneficiarv. 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 been 
successful yet. 

Another troubling issue rernh·es 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 v.ith high fee-for-service costs, the Medicare 
HMO payment rate is prohahl~· excessive . 

The persistence of technical problems such a~ 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 like!~- to result in large Sa\·ings to Medi­
care. A more rational strategy is to expand choice, impro\'e 
the information available to consumers and purchasers, and 
develop better pa~rment and oversight methods. This strat­
egy will permit consumer choice to drive the program in the 
direction of managed care during a relati\·ely 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 costl~· 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 v.-ill pennanentl~· 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 \\'Ould bear the brnnt of the reductions. Cuts dri,·en 
by' arbitrary budget targets would not onl~· le;n·e some of 
America's ml);;t ndnerable citizens ~ignificantl.\· worse off. 
but alsn would jeopardize Medicare's continnecl exi~tenc:e and 
inflict substantial damage on health care clinician;; and in­
stitutions and the ;,tructure of the US health care s~·;:tem. 

Stime ha,·e also suggested that Medicare spending could be 
controlled by turning l\lec\icare into a \·oucher program­
where the focleral government would give beneficiaries a 
fixed amount. of money to purchase private health insurance 
of their choooing. While this may appear to be an appealing 
concept. it is a shortsighted approach that would disath·an­
tage man~· beneficiaries. particularly the oldest or most dis­
abled ones. Ii:elatively ~·oung 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 Sii-year-old people or those with significant health 
problems. Moreover, if the fixed payment were set too low 
initially or not increa~ed at roughly the same rate that the 
costs of providing health care are increasing, the value and 
the benefits of this insurance would erode O\'er time. 

Despite the fact that l\Iedicare 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 phn 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 le,·el for the next 

16 years. After that, the increase will be between 2'k and :3% 
annually as the bab~' boom retires bet\\'een 2010 and 20:30 and 
much lbs than J % annually after that (Office of the Actuary, 
HCF A. unpublished data.]~)%). There can be no rloubt that 
retirement of bah.'· boomer;; 11·ill po:-e serious challenges. but 
it is shon~ighted to c:on;;ider it as a Medicare problem only. 
Man,\· other public prut,'1«1ms. including education. public: safety. 
and housing. will need to be reexamined and re<:onfigurcd in 
light of changing demographics. Careful stewardship in the 
~hort nm combined with strategic planning for the long term 
will ensure Medicare\ viability far into the next century-so 
that it \1ill be there \1·hen both we and our children need it. 
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The First 30 Years of Medicare 
and Me.dicaid 
Medicare i' 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 Enrollment, Spending, Health Status, 
and Mana~1ect 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 19i2 enrolled 
IS million poor elderly, disabler!, and families with dependent 
children. In 19i2, Medicare was amended to include persons 
younger than 65 year!' with disabilities who were receiving 
Social Secnrity disability benefits for 24 months or persons 
with end-s::age renal disease (ESR D). nearly 2 million µeople. 1 

Since thE! mid 1 HSOs, Medicaid eligibility has been significantly 

From lhe 01/rce ol 1he Drrec1or. Special A.nalysis S1all. Healih Care Financing .l\d· 
minis1ra1ion. US DeDI ol Healih and Human Serv<ces. Washington. DC. 

Reprinl 1eques1s to 301h Anniversary. Healih Care Financing Adm1n1s1<ation. 01· 
lice of Professional Rela1rons. Room 423H. Huben H. Humphrey Bldg. 200 lndepen· 
dence Ave SW. Washing1on. 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 
younger than 6.'"i years \1ith 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 populationY 

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%.1.:i 
Thirty years after enactment. in IDDO, Medicare and Medicaid 
provide health insurance coverage to about iO million elderly, 
disabled. or lo\\·-income people: nearly 38 million in Medicare. 
36 million in Medicaid, and about 5 million dually entitled to 
Medicare and Mechca1d. or about 25% of all Americans. 

Spending.-The enactment ol 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 paying 18% of their 

Policy Perspectives-De Lew 



...... ill. 
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Figure 1.-Per enrollee rate of increase in expenditurE<S for private health 
insurance. Meoicare. and Medicaid (data from the Office of the Actuary. Health 
Care Financing Admin;s;ration). Fo; 1994 to 2000. the numbers indicate the 
proje:ted rates of increase. For t11e purpose of 1he Naironal Health Accounts. 
cena1n Medicaid disproponionate share payments 10 hospilals that were offset 
by donations and taxes paid by the same facilities were excluded. Medicare and 
Medi.:aid expenditures are per beneficiary: private health insurance oenef1ts are 
per insured person 

health bills out-of-pocket.' Ewn 11·ith Medicare co1·eragc. 
out-of-pocket payments for health expenses consume about 
1401 of' the a1·erage !'l'lt'dicare beneficiary·~ income compared 
1rith about 4'!( for thE· population .voungc,r th;111 (i.j .rear~ 

<Office of the Actuary. Health Care Financing Administra­
tion fHCFAJ. unpublished data. 1995). 

The federal g1wernment i~ the single large,:t payer for 
health care sen·ices. primarily through the l\ledicare and 
Medicaid programs. In 1993, these programs spent $272 bil­
lion (including the $5e> billion state share of Medicaid). This 
aimmm represents ,:\I'm ol all health spenclmg and 10'lirof 
puf.·ltc fund mg for health care. Together. they financed 41 % 
onrn hospital spc·nding, 28'7' of all ph~·sician spending. and 
l)J<,i.: of all nursing home spending.' 

lfralth spending in the United State:- increased by 127r per 
.1·e;1r from El tll \(1 nm2. Annual s )Cnd1n ,- Ill both Medicare 
a1~ . · edicaic increased faster at I.Jo/, and Hi'k. respecti\'el.1'. 1 

This rapid spending grml'th outpaced that of federal and state 
and local re1·enues; thus, a growmg share of public spending 
ha~ been de1·ote0 to Merl1care and Medicaid (Office of the 
A.Cluary. FICF A, unpublished data, 1970 and 1ml:3J rTable I). 

One of the reasons for rapid spending gr011th has been in­
creased enrollment, as noted herein, in Medicare and Medicaid. 
\Vf1en spend mg trends are examined on a per enrollee ba:::is, the 
rate of increase in-spending on l\Iedicare and Medicaid in recent 
years has slowed relative to histo1ic trends (figtu-e 1). 

From 1984 to 1991, the rate of in<.:rease in l\leclicare and 

-· ·-"------~---·---------·-·. - ~·----

M vdicaid ·"'Pc,nrling \\'a~ lull'cr l han th<1t of the pri1·:1te :OC'ctor. 
The ~lower rate of' incrca:'e in l\'ledicare ::;pending has bt"en 
at\ rihuted in part tu implementation of tlw hospital prospec­
tii-t" p:1.vment ~.1·;-;tem and limit;; C•n pruvider pa,1·11wn1 lel'ek 

From I ~m to 1~~14. the rate of increase in pri\·ate-sector 
spending 11·a~ hi her than !\1edicaid. hut !011·er than Medicare. 
The Oll'er rate of increase in )!iv ate-sectors )enrling has been 
attn _1utecl tu 1·apid gi·o111h in managed care enrollment. reduc­
tinn" in health benefit~ for current ll'Orkers and retirees, and 
more agi:,,,·essive negotiations with health )]ans and roviders. 

ec 1care beneficiarie~ hal'e greatly increased their utili­
zation of skilled nursing facilit~' and home health care services 
in recent ~'ears. ll'hich has contributed to Medicare's higher 
rate uf i1wrea::;e in spending. When these services are ex­
cluded. and l\'ledicare and pri1·ate-sector spendmg tor hos )i­
tal and p 1ys1cian se )arec. ! · e 1car · I t e 
p1:11·a e st:·<:tor a\'E~ similar per enrollee rates of increase at 
about 111<- annuall,\' (data not shown). 

from 1 m14 to 2000. s11rnlar rates of increase in spending are 
projected for both Medicare and the private sector with some-
11·hat !011·er rates of increase for 1\Iedicaid. Medicaid'~ rate of 
increa::;e in ;;pending ha;; slo1l'ed due in part tu new controls 
on the ahilit~' of state' to increase their federal matching 
pa,n11ent,: through 1.1rc11·ider tax and dunation programs. 

Health Status.-During the past :::o year;;, Medicare and 
Med icaicl ha 1·e pro1·ided the nation's most vulnerable groups­
the elderly. disabled. and poor-with access to health ser­
\·ices! ~As a consequence. Medicare and Medicaid have made 
significant contributions to improvements in health status for 
beneficiaries whose health needs are greater than those oft he 
general pnpulatic1n. While the prcci;;e impact of' the tll'O prn­
gram;; on health status is difficult to determine, the country 
has made si~rnificant progress on key health statw:; indicators. 
such as infant mortality and life expectancy at 65 years of age, 
in pan due to acces~ to health service;:; finanC'ed-by Medicare 
and Medicaid !Table 2). Moreover. the tll'o programs ha1·e 
helped undenl'l'ite significant expansions in the health care sys­
tem. including medical technology and capital facilities and 
equipmem. 

Managed Care.-Medicare and Medicaid have primaril~, paid 
pro1·iders on a fee-for-sen·iC'e basis. This arrangement is chang­
ing as beneficimies increasingly enroll in managed care plans. 
Although enrollment levels are still lower than those in the pri­
vate sector, there is strong growth. In 1994, Medicare accounted 
for 25'7c and Medicaid 42% of the enrollment gro\lth in health 
mamtenance organizations (HM Os) (Group Health Assoc1at1on 
of .:\mer ic::t ::ind l'ICF A. unpublished data. 1994). Currently. 74% 
of Medicare beneticimies li1·e in areas where Medicare managed 
care plan~ are available, and 9'7r. (more than 3 million) ha1·e cho­
;;en to enroll. Al out 2:3'//-. of Medicaid beneficiaries (nearly S mil­
lion) are enrolled in managec care pan~ 

A Portrait of Medicare 

Medicare is administered by HCF A. 
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 11·age~. half of which is paid by the employer and half by 
the emplo~·ee) during their working years. Those entitled to 
Medicare Part A receive coverage when they become 65 
years old or earlier if they qualify for Social Security dis­
ability benefits or ha\'e ESRD. 
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Enr"llnwnt in 1\kdi<:;trt· I ';ti'! H. "upplernentar.\· mL:rlieal 
in~11ranc:t.•. i~ 1":.J1mt:iril.\· 11h1 :ti1wd thri>tigh payment nf a 
munt hl.1· I •n•miurn I L'LllTenLly S-Ji.i. I I IJ 11·h1·ll L'iig·ihilit.1· fr,r j\·Jedi­
c;ire i~ <:~t:1bli.-<i1L·d nr on re:ichin).'.· ():i year;-; Clf a,e\:. 

How b ~ll'di1:;1n· Finance11'.'-r'art .-'\ i,; L'lll irL·l.1· financed 
h.\· p:1:vri:.JI L:t\ t·omril.>ution,.;. Hu~pit:d in;;uranri: :~pending i::. 
int.:n::a,.;ing fac;tcr than re1·enue;:: the tru"t fund is projected 
to be i:xha11~tecl in 2002. 

Pan Bi.' fimtnced b.\· g-eneral fedt~ral n'1·enuc·~ (aho11l 75%J 
and h1:111:li.::iar.1· premium~ rabc>11t 2C1 1it·J. Unlike the Part A 
trui't fund. 11·hic:h i~ lina)](:ed bv :ial'l'<•ll t;L\t:::i. the Part B trust 
fun~nancl:< on a vearly ba:0i~ with premiums and federal 
re1·enue!; being dra\\'n as nee<led to cuver )rO rram s )ending. 
Rapid g:rnwt 1 111 -'art spending has increased both the 
benefici:1.r~· premium and ta\p:1~·e1< contribution:-.. 

\\'ho Are Medirnrc liencficiarics':'-The elder!~· comprise 
fl(I';; of thl:' Mulic:1re populatiun: tltc· disabled and those 11·ith 
ESH D C(lmprisc the remaining I O'i}. Pi::opk: older than 8.) years. 
the di;;ahled. and those 11·ith ESH D havic been the fastest gi·o11·­
ing ,1,.'1·oup~ of i\krli<.:arc beneficiaries during the ];.isl rkcade (an­
nual ,1p·c1wlh rme~ l)f ::\');_,, 4'7'), and 10% .. re~pectiYely ). 

The aging of the population coupled with increased longevit~· 
arr: expanding both the number of' pen pie clii:,riblc for Medicare 
a." 11·.:.dl a;: tht· prupol'lion of bendieiaries older than 85 .1·ear;;. 
The."e lrencls 11·ill haYe an impact on the nation';: health care 
~p(·11Cling: the elckri.1· <.:un,;ume fr•ur time~ as rnuch health care 
pu· capita ;1,; the population younger than t;5 .l't'ar.~. 11·ith th";.;e 
c1lder th;;.n 8~1 ,vears con,;uming an e1·en larger share.' 

Moret han 25% of Medicare beneficiaries (nearly 10 million) 
live alone. Many of these beneficiaries are in poor health: 
about 2.ii million rate their health a:; fair or poor compared 
1\·ith their peers. and l millim1 ha1·e se1·eral functional im­
pairnkn> It:!;. tliflictilt,\· eating. tr,ik·ting. c•I' dn·s"ingl (0f'fil:e 
of the: Artuary. HCFA. unpublished dau1 from the Medicare 
Current Beneficiary Survey. I !1!12). These people are mo;-;t at 
risk for lung-term nursing home placement. a senice for 
11·hil'h l\kclicare coverage i:; limited. 

Th~rlcr!I·';; po1·c:rt~' rate ha:' declined clramaticall.v dur­
ing i\'Jeclicare\ history from 29% in 196G to 12% toda\'. loll'er 
than that uf Li1E· general population be~La..nw.nber of 
facti:•r:<. including !\kdicare';; cm·erae:e of health ex )Cn"e;;;.''· 1

" 

WTiiTt?mit as 1 ·e y to )e poor a;; in the J 9(ilt;-;. today's Medicare 
b~1ie!ici<1rih' ha1·e: mCtcie:-:t incomes: nearl~· 80% ha1·e less than 
$[l000 i:n gn_1s:-; famil.v income (Qf!ice •'>fthe At:tuar~'. HCFA. 
unpublished data from the Medicare Current Beneficiary 
Survey. HJ92). Most aged Medieare beneficiaries depend on 
Social Securit,\· for the majorit.v of their income: GO'/i. relv on 
Social St:curit 1· for at least half of their income. 11 

What SerYicc~ Does Medicare l'ay for?-l\'iedicare pays 
for acute tare :;en·i<.:c:' including inpatient and outpatient ho:'­
pital ser•:iees. ph,Ysician sen·ices, durable medical equipment. 
home health care. and ~hort sta.\'S in skillr:rl nursing fat:ilities. 
Sen·il't:=' such a.;; k•ng:-tenn rn1r:;ini; ho1m· tare. hearing aid:-. 
and outpatient prescription drugs arc not co1·erecl. l\ledican: 
co1·erag<: has recently been extended to certain ])l'e1·entive 
sen· ices including hepatitis B, flu, and pneumocotcal vaccines: 
screening mamnwgraphy: anrl Pap:micolaou tests. 

Medicare pays .l.)'k of the elderly';:: health bills, p1-il'ate 
sources (pril'ate insurance and patient co-payments) pay :37%, 
Medicaid pay;; 12'7r •• and other public ~ource;;: pay G'7r·.' When 
long-term nur;;ing home care is exeluclecl. Medicare pays 55% of 
the elderl,v's health bills. Of the sen· ice;; that i\Iedicare co\·ers, 
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Table 2 -Health S1a1us Indicators· 

lndicalor 

Female 

Male 

Female 

Then 
(1965) 

Life Expeclancy af Birth, y 

73.7 

66 8 

Life Expectancy al 65 Years of Age, y 

16.3 

Now 
(1992) 

79.0 

72.3 

19.1 

Male 12.9 15.5 

Infant Mortality Rate (per 1000 Live Births) 

Total 24.7 8.5 

While 21.5 6.9 

Black and other 40.3 14.4 

Top Five Causes of Death 

Hean disease 

Cancer 

Stroke 

Acciden1s 

Chronic obstructive 
pulmonary disease 

Cancer 

S1roke 

Chronic obstruc1ive 
pulmonary disease 

Accident:. 

'Da1a from US Dept ol Heallh and Human Services. Heallh Care Financing Ad· 
min1s1ratron. 1995 Data Compendium. Ballimore. Md: Health Care Financing Admin­
is1rat1on: 1995; US Bureau ot the Census. Statistical Abstract of the United States· 
1994. Washington. DC: US Bureau ol Jhe Census: 1994: US Bureau of the Census. 
Historical Statistics of the United States. Colonial Times to 1970. Bicen1ennial Edi11on. 
Part 1. Wasn.ng1on. DC: US Bureau ol !he Census: 1975: and Na1ional Genier ior 
Heaith Statislics. Health. Uni1ed Stares. 1993. Hyansville. Md: National Cen1er lor 
Health S1a1rs1ics: 1994. 

Medigap: 
Individual Purchase 

Medigap: 
Bolh Individual 

Purchase 
and 

Employer 
Sponsored 

5%1 

37% _'WE.,..-;[&~ 
--~-;: ~~ ·,7.: (\~~~~~;~ -.~:..:~~ ~~ .. ~.· ~ 

Medi gap: 
Empfoyer Sponsored 

33% 

Only 
11%1 

Other 

Government 
2% 

/Medicaid 
,/

1 

12~0 

Figure 2.-lnsurance holdings ot aged Medicare bene!iciaries (data 1rom Chu· 
lis G. Eppig FJ. Hogan MO. Waldo DR. Arnett RH. Healih insurance and lhe 
elderly: data from MCBS. Health Care Financing Re•·- 1993:14:163·181). 

it pays S."l%, and beneticia1-ies pay the remaining l:J'7r. in the form 
of coin;:.urance and deductible;;. t~ In 199:), Medican: eost shm-ing 
inc:ludes a $71G hospital deductible. $100 annual Part R dedutt­
ible,$4fi.10 monthly Part R premium, and coinsurance for skilled 
nursing facility. extended hospital ::;ta.v~. phy:<ic:ian serl'ice~. du­
rable medical equipment, and supplier and hospital outpatient 
services. To meet these and other health expenses not covered 
b.\' Medicare, the majority of aged Merlil'are bcnefit:iarics ha1·e 
supplemental insurance t:alled Medigap ffi1,rure 2). 

Where Does the Medicare Dollar Go?-Similar to other in­
:;urance programs, Medicare spending in any gi1·en year is con­
centrated on a small group of beneficiaries. Nearly 7(17,, of pro­
gram payments are made on behalf of 10% of benehcrane<This 
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Total=S4.2 Billion 

Physicians 
29~'o 

Hospital Outpatient 

Skilled Nursing Facility 
6

., ,. 
Home Health Care 

1% 

53% 

1993 
Total:S142.2 Billion 

Physicians 
27°,~ 

Hospital Outpatient 
9~-~ 

4
., 
'0 

Home Health Care 
7~'o 

......... mm .... 111111 ......... _. .............. 11.:1 .. mm ...... ._ .............................. .. 
Figure 3.-Where the Medicare dollar goes (data 1rom Health Care Financing Admihistra1ion'·"1. 

proportion has rernainc~d stable o,·er time. High-co;:;t groups in­
clmk tlwse ,,·ith ESRD. those ,,·ho died. and/on hose \\'ho were 
lrn,-piutli7.L:d. About 220'<. ofbeneficiarie;:; had no program p~1y­
nw11ts made on their behalf: an additional :::()%of benefkiaries 
incurred 2% of program spending or less than :ii~10(l per enrollee. 
While spending is com:entrated on a small group in any 1 year, 
o\·er a lifetime Medicare beneficiaries may ha,·e high-cost and 
low-cnst years. which ma.v a,·er-age out over time.12 

The share of Medicare spending by type of sen·ice ha;:; 
c·h<J.ng:<!d sig-nificaml_,,- during the last :J,(I ~-ears as m.:-clical care 
mo,·ecl from the inµaticnt hospital ,:etting to numerous out­
patient settings (Figure 3J. Recent ~-ear;:; havt~ seen especially 
rapid growth in home health care and shilled nursing facilit~· 
Spi!nrling a,; c.-.,·er;ige: rules for bnth benefits \\'ere liberalized, 
p;.i1jent~ \\'ere di;;charged earlier frc•m hospitab. and the num­
ber of providers participating in the Medicare program sub­
·'Lanti;.iJJy im:re;l;.;ed. From HIS2 t.o )}!!):). the percentage of 
l\lt.'.dicare benc·liciarie;:; recei,·ing skilled nur,:ing facilit,v or 
f\fJrne health care sen·ices more than doubled. 

Do Bl•ncfieiaries Ha\'t' .-\cress to Care'.'-Growth in the 
percentage of Medicare beneficiaries recei,·ing covered ser­
vi•:es has been a significant factor in increasing expenditures: 
it also indicates improvements in aecess to care. While Medi­
care beneficiaries are generally considered to have good ac­
cess to care, some groups. including the disabled, poor el­
d(:rly, minorities. and the 1·er.'· old. have access problems. 1" 

When physician payment reform wa~ enaeted. some were 
C(•ncerned about its impact on aecess. Physician 1·isits per 
enrc.Jlec hm·e i11creased ;:;ince the fe(' schedule 1ras introduced 
in 1 ~t92. l\'lnreu,·er. participating physicians (those physician;; 
who accept J\h~dicare';:; appro\·ed amount. plus the 20%, ben­
e,'iciary coin~ui·;rnce. a." payment in full on all claim;;) ac­
counted for almost ~lO'k of Medieare physician spending in 
1 mM. Nearly 75% of physicians and other practitioners signed 
participation agreements in I !N'i. a record high since the 
partieipating ph~·sieian program began in I ~)84. 

/.1 Portrait of Medicaid 

Medicaid is administered by the ~tates within broad federal 
g:uiddines regarding the scope of sen· ices, provider payment 
le:\"(.:k and population group~ eligible for c-overage. At the 

federal leYel. :Medicaid is administered by HCFA. 
Who Is Eligible for Medicaid'!-Eligibilit.\· for Medieaid i;: 

dete1111ined b.\· ~tales within broad l'edu·al guideline:~. L ni­
forml~" ;:tateE mu~t cover certain per~on::: who are poor. a~ti. 
blilTd. clisabled, or pre1_o1;rnt cw are en lwr a c)11lcl or tlw parc·nt 
ofadependent chill.I. States fu11her define eligibility rule;: (c:g. 
maximum income and assets) \\ithin ce11.ain broad parameter-,.;. 
Generctlly, people receiving welfare (Aid to Families With De­
penaent "Children or Supplemental Securitv Ineome) autommi­
call~· qualif\" for Medieaid. Sr•me ~tat.t>>: opt to cover the "medi­
eally needy'' !those \1·ho~r rn.:·•.lical expen~e~ are high enoul!h tu 

re0uce theu· mcome to Mechcard qualifying levels and "·ho oth­
erni;;e meet Medicaid eligibility requirements). Be ·nnin in 
the m1 · ec lcarc e lgJ 1 1 ,v was expanded to pregnant 
women and mfant;:; 111 lam1hes 1nth 1nco111es up to J::::3',;; of the 
po,·erty le\'el an<l children in families with iwnnw k~~ than 
1 (llj'9, of the p0Ye11.y Jt·,·eL Thi11.y state~ ha Ye opted to further 
expand ehb11bi!it~· to pregnant \\'Omen ancl infant,.; in f'amiJie;; 
,\ith mcome up Lo l;:::~//f. of the po,·etiy le,·el. 

On a n;1llonal ba~1;;, Med1c:a1d co\ u ell nearl_Y f1fl'k. of' Anwri­
cans younger than G5 ,vears below the federal po,·ert,\· lHel 
in 1\)0:2. HoweYer. this pen:entage rnrie;; ccinsiderabl,\", 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 ha1·e no children or cli,.;abilities do not qualify 
for Medic;iid. no matter how poor they are or how high their 
meclieal expenses are. The ;;hare of the poc•r c·o,·ered h.\· 
l\ledieaid is expected to increase to .SS'/;, in l~H-1. 1 ' 

How Is Medicaid Financcd?-!lfodicaid is jointly finaneed 
by federal and state goYernments. Some state,;;, sueh a~ ;\(,,,­
York and California, require loeal goYernmcnt cunt ribllli0n~ t, ,_ 
ward the state sh;.i1·e. The federal gnn:,mment mat dies SUltL' 
spending on a sliding seaTe based illi state er ca )lta 11H:c1111e. 
States \\ith hig per capita income. like New York. receiYe a 
50% feder;il match 1·ate. States with low per capita inc•:>llle. like: 
Mississippi, recei1·e a higher federal match rate, up to about 
80%. T~e national average federal match rate is 5 77' .. 1 ~ 

What Sen·ices Does Mci11Caid-t'a.1 fur'? 1'3ecau~e Medicaid 
is intended to pro\'icle access to health sen·ices for those in pov­
e11.y, it eovers a broad range ofpre,·enti,·e, acute, and long-term 
care "e1Ti<:e.s with few or no cost-5<haring requirement~. St;ite" 
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clet 1 ·rmi n1: I imit" "11 t lw :11n11u nt. du r:1t i11n. :1nrl .-'COl'l' uf c•Wc:rcd 
,.;t:n·il'c::-'. Fe,k-r:il ,.;t:1llilt' l'l'quiri·" ."l:li.('~ tn l'(11·.::r inp:1tient and 
u11tp:1tivlll lw~pit:il ,.;1~1·1·icc.;: 1··h.1·:-'ici:1n. mid11·ifte. anrl nur,.;l• 
1.iractiti<•lll'I' "':n·il'I.::-': lah11ral1•l',\". x-ra.1-. 11ur:-'ing hurne. h<.1rnc 
l1<·:ilth :·;1rc. :111cl f;1111il.1· pl:11111ing· .-'c·l'l·icL'~: and ('a!'iy :111cl pui­
odic ~cree11i11g. rletection, and treatment for ehildn:n. The early 
and pC'ri1.1dic :-'C!'C<cning. det<cction. :1nrl treatment requirl'ment 
c"1·er" prleH:nti1·e ,.;en·ic"l:s and attempts Lo detec:t and treat 
cunditi•.111." earl.1· lo mitigaLe rli,,:ability in lat0r y0:1r~. 

St:tk=-' h:11·c tlit: (1ption I.Ci c"1·er addition:d ~el'l·ices. and many 
do ~o. ;:uch as pre:-:c1iption d111gs. hearing aids. pro,;thetic d12-

1·ice,.;, and intermediate care facilities for the mentall.v retarded. 
Where Dol',; the \lcdicaid Dollar Go7-Pc•or adult:; and 

their dependent thilclren t.:Ol11Jll'i~e the vast majorit.v of ~led­
ic::1id beneficiaries. hui. the.\' account for a small share of 
!Vledic:·1id >'pending (Figure 4J. The small share of benefici:1-
nr~s 1r:10 are agul or disahlf'cl ac:c:ount for the majority of 

.............. 11!:19 ......... llllllDllmlll .... llllilllll ........ 
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Figure 4.-Medicaid beneficiaries and expenditures by enrollment group. 1993 
(data frc•m Bureau of Data Management and Strategy. Health Care Financing 
Administration). Unl-nown 1ep1esents 0.4% of recipients and 0.2% of vendor 
payments. AFDC indicates Aid to Families With Dependent Children. 

Skilled 
Nursin9 Facility 

3~)0/o 

0.6% 

1975 
Total=S12.2 Billion 

Hospital Outpatient 
3'% 

Physicians 
10% 

Prescription 
Drugs 

7% 

28'% 

1n1errned1ate Care 
Facility for 

Mentally Retarded 
3% 

~ll·dicaicl "JW!ldin.~· pri1w1ril.1· bcl':l\l=-'l' ,,f thL·ir use· of long·­
t('r!ll carv "1"n·ict":-'. The :11·,,r:1gl' \ll'dicaid p;1,1·nwnt pu user 
,,f ::en·ices in HllJ~ 11·a~ $971 per child. $Jiti~ per Aid l!i 
F'atni\ie~ With DqH.:nrlent Children-r(']atr:tl adult. $175~J )Cl' 
ag·l:I per:<on. :1nl ~/~11.' J•t·t· c i~ablt"cl ptel'~l•!l. 1 " 

The rnst of a long-tt'rm nursing home stay is beyond the 
mean' of many elrlerl.'· ll'hu ('\'f'ntu:dly ""pend dmrn" to Med­
icaid eligibility after exhau~ting their re~ourc1:;; a~ private pay 
patients. !'l'IL·dic:tid i~ the nation',; primar.1· 11;1,1·l·r of' nur;;ing 
home "0n·iet·~: it co1·f'!'s more· than half of the national nur>'ing 
home bill. Medicare onl~· C<Wer;;: ~hcwt-term nur~ing home sta.\·s. 
P1ivate long-term-care insurance. ;.1lthough gro\\ing. is still a 
small share of total nur~ing home ~pending. 

l\'lerlicaid is a sig11ific:ant sourc·e of health c:m·erage for eertain 
population 1:,1-roup~. For example. J\ledic:aid c:o1·ers ::;:~i,:;, of all 
births. 2i)lii, of all c:hildren. and at lc·ast 41t'7r. of people 11ith ac­
quired imnrnnodeficiency s.rndrome P .. I DSJ. Many people \1ith 
Al OS bec:ome disabled. lose employment and health insurance. 
and qualify for 11·e]fan· (described herein) and hence ~fodicaid . 
J\'letlieaid's inc:rea:-:ingly important role in financ:ing maternal 
and child health sen·ic:e,- re11ect.~ the impact of eligibilit~' expan­
sions noted pre,·iou;;l,v. 11·hich ha1·e .£,'l'!!atly increa.,ed Medicaid's 
co1·erage of kJ1r-incCime pre,1p1Hnt 11·omen and children. 

The :-:h:ire of Medicaid ~]'(·nding hy t.\.JW r.1f ::c·n·iee h:1;o 
changed :::inc:e l '.175 a~ rnedie::il practice ancl the enrollment 
mix of Medicaid benefic:iaries ha1·e e:hangul !Figure 5l. 

Do Beneficiaries Ha,·c Access to Carc'.'-1\ledic:aid has im­
proved beneficiary access to care to levels similar to those 1\ith 
p11Yate insurance. An l nstitute of Medicine study found that 8% 
of Medicaid beneficimies in poor to fair health did not see a phy­
sician compared 11ith 0'7r ('•ft lw~c 11·ith p1i1·:ttc in:-:urani::e and 2'.!<;; 
c1f tlw~e 11·ith no in:-:urancc. 1:, !l'ledicaid c:<.1\·l'r:1ge ha;:: impro1·ed 
bilth outcomes. childhood immunization rates. ac:ces:- to well­
child pre\·ent i1·e sen· ices. and the health ofchildren (Qffic:e of Re­
search and Demonstl'ationO". HCFA. unpubliO"hed clma. HJ05J. 1';.i: 

The poor who are not c:overed b~· Medic:aid ha,·e le~;:: acc:es~ 

to health care than those \\ith Medicaid.' Moreover. those who 
lo~e Medicaid coYerage and become unin;;ured are at 1isk of los­
ing access to care for 1weclecl sen·ic:e;::. 1·· Beeau:::e Medicaid 
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Figure ·:>.-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 lea\·es 
welfare to take a job without health insurance, they may risk 
losing their Medicaid cowrage and access to needed services. 

What Flexibilit~· Do States Ha'"e?-Recently, states have 
been requesting wai\"ers to undertake innovative managed 
care demonstrations and, in some cases. to expand eligibility 
to l1ninsured families. Eleven states (Arizona, Delaware, 
Florida. Hawaii, Kentucky, Massachusetts, Minnesota, Ohio, 
Oregon, Rhode Island, and Tennessee) have received federal 
appto\·al; others ha\"e proposals under review. Generally, 
states have targeted these demonstrations to low-income 
adults and their dependent children rather than the aged and 
disabled. Managed care models range from primary care case 
management to networks contracting \\ith providers at dis­
counted rates to traditional HM.Os. 

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

Forty-five states have waivers of the freedom of choice ofpro­
vide~ement to reqmre certam Medicaid beneficiaries to 
enl·oll in managed care programs. Absent such wai\"ers of fed­
er~tl law, Medicaid benefic1anes may receive ser.·ices from any 
prn\·ider who participates in the l\Iedicaid program and may not 
be required by states to enroll in managed care programs. 

Ccinclusion 

The enactment of Medicare and Medicaid 30 years ago ex­
tended health insurance coverage to our nation's poorest, sick­
est. and most rnlnerablE· popuh1tion 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 priYate marketplace because of inability to pay 
the cost ofp1ivate insurance premiums or because of health con­
ditions that insurance companies refused to cover. Many elder­
ly, disabled. and low-income parents worried that the onset of 
serious illness could force them to go \\ithout care, turn to char­
ity, or rel,r on family mernbe~ to finance needed health sen·ices. 

!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 pro\·iders and beneficiaries for the program's 
shortcomings, even when those shortcomings are part of 
federal law. For states, frustration \\ith 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-
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In the past 30 years. Medicare and Medicaid haYe improved 
access to care and health status for prugram beneficiaries. The)· 
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 $3 of all health care dollars, the importance of the two pro­
grams to the US health system can hardly be overstated. 
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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. 1 Many of those mandates were created by 
a Congress seeking less state-by-state variability in the pro­
gram to 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 initiati\·es that resulted 
in the federal go\·ernme:nt 's ~hare of program costs increasing 



faster than those of state general revenue~. 
Medicaid has grown to he the second largest expenditure 

item in state budgets: it accounts for nearl,v 20% of state 
general revenne spending.' State ofliciab. who corn plain about 
the program anrl its gro\1·t.h in their budgets. have engaged 
in controversial cost containment. but have also used the 
program creative]~· to care for the poor and. increasingly, as 
a base for health system 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. t.he 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 
criter:\a 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 
consici.erable variability in eligibility from state to state. For 
Dr Ki;:.zhaber, an emergency department physician. leader in 
the state senate, and now governor of Oregon. such a system 
meant. some poor persons had extensive co\·erage, while oth­
ers had absolutely none because they were ineligible for 
Medicaid. The Oregon Health Plan he sponsored was enacted 
despite considerable oppm;ition. With hard-won waivers from 
federal Medicaid rules. the prob'Tam is redesigning Medicaid 
to ensure that more persons living below the pO\·erty 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"3 

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 st.ates 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 redirects end­
ing from institut10ns o ome an ommuni y care. These 
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 tbatjpcili­
tate enrollment into managed care by restrictin a be efi­
ciary s eec om of choice [Section 1915(b)). More recently, 11 
stateshave 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 
orm~ developmg si111ilar waiver requests. Most of these 
waiver programs re\'lse elig1blhty 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. Because experience and .... 
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re:;earch suggest that managed care saves M ic o-
gr •U . o k to 15% of costs.' state~ anticipate si ificant 
sav l!"Oug m<1nage care an ot er ro am chan es. 
Those savmgs are usec to expand access to more of the 
uninsured and to reduce program costs. -

How states approach the use of"Sect10n 1115 wai\'ers for 
Medicaid reform \'aries. as seen in the following examples: 

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

• 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. 

• 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. 

• Massachusetts is increasing managed care enrollment 
and using savings to fund subsidies that allow low-income 
persons and employers 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 
~1edicaid program more efficiently and effectively without 
excessive federal government intervention. Through this ve­
hicle, states have an opportunity, othernise not available, to 
negotiate with the federal government and, in partnership 
\1ith 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 groY.'t.h 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 th~ 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.5 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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J.1crs<J11s dig-ihle fi:•r Mt:dicairl. And the va;:L majcwit~' of staLt;S 
to,·e1· nursing home;: for pers0n;; ,,·ith mental retardation, 
podiatrist,;;. phy.o;ical therap.v, hr1spice care. and a ,·ariet.y of 
rehahilitat ive se:n·ices. 

Over the years states have balanced increased demand 
against requirements to balance the budget by experiment­
ing with a variety of reforms in ser\'i<:e delivery, reim­
burs02nient po lie~·. claims processing. and service manage­
meni:. For example. states were e;.irly leaders in advancing 
c.:a8-e management as a vehicle to ensure appropriate ser­
\'ice 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
bunemcnt, particularly for physicians. Medicaid today pays 
pro,·iders 7:3% of l'vledicare rat.es and on\~· about 47% of pri­
vatf: insurance rates." States have created new reimburse­
ment strategies, notably to increase the availability of ob­
stetric and gynecologic services. and have contracted selec­
tively and competitively with providers to ensure volume of 
tas<:load in exchange for an agreed-on fee. Medicare's diag­
nosis related group payment s.vstem was initially implemented 
in New Jersey's l'l'!edicaicl prngram and it~ resource-based 
rel~1ti\'C value scale was tested first in state Medic:aid agen­
cie: .. States are al~o experimenting with reimbursement re­
forms in nursing facilities. Rather than pay those facilities 
\\ith 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 
reimbur~e the facilities accordingly.' Maine. Kansas, South 
Dakota. and Mississippi were the leader:- in i<rnnching this 
ne 1.i.· approach called .. case mix reimbursement."' 

States have been creati\·e in their approaches to benefi­
ciary enrollment. and service as well. seeking out. low-income 
persons through extensive outreach 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 po\'ert.v 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
trati\'e advances have improved l\Iedicaid's efficiencies. De­
spite the complexity of the pro am otate~ · m -it 
for a ou % tot.a rogram costs, compared with admin­
i,t rative costs nearly four times greater for prirnte in- · 
:;urers: 

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 
<:nrollment. States are moving aggressively to increase man­
aged care enrollment, using both fully and partially capitated 
plans as well as primary care case management approaches. 
:In the latter. physicians and others genffally receive a monthly 

Summary of Selec1ed Medicaid Initiatives by Slates 

Program lnnovallon 

Home- and communi1y·based waivers 

Freedom·ol-cho1ce waivers [Section 19t5(b)] 
to provide mandatory managed care 

Sec1ion 1115 waivers tor stale·wide reform-managed 
care/coverage of uninsured 

Slates enrolling some beneficiaries 
in managed care 

Coverage tor ·medically needy" 

Medicaid coverage al key optional services: 
optometrists, dental. drugs. medical transportation 

Quality Assurance Reform Initiative 
in managed care 

No. of States 
Providing• 

49 

37 

11 

45 

36 

All 

'Includes District of Columbia. Data !ram National Academy tor 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 ha\'e traditionally served 
them. State efforts to increase the use of Medicaid managed 
care have sometimes met \\ith opposition. In Tennessee, pro­
viders resister! 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.9 

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 recei\'e 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 

Polle\· Per specti'.•es-Riley 269 

. -··· -... -·-- -- -..-~---- --·-···.--- -· ·---. -



I· 

' 
i 

·I ,, 

affect impro\·ements in health status, regardle~s of payment 
source. But some indicators do exist. The Phy~ician Payment 
Revie1r Commis~ion found that lo\\' fr.e;;. do di~stwde some 
office-baced physicians from treating Medicaid patients, but 
do not appear to recluee the number of services Meclil'.aid 
beneficiaries rec:eiw -"' In HH.\. the commission found that S% 
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.';q.J~J 

Report.s comparing the health statu:; of adult. nonelderly 
l\'leclica1cl rec1p1ents \1ith thust> 1rho are privately insured or 
urUiiSiii:ec1 sho\\' con:>1derabl,v more !\'ledicaid recipients reµort­
ing poorr1ealth status than their peers. However, it is difficult 
w dra« conclasions fJ 0111 such findmgs, smce nonelderly adults 
rewmg Mechcaid are d1spl'oponlonately representative of 
th0Se'W1t:1 s1gn1!icant heal\ h ca.re needs. Most adult~ receive 
Mealcaiaoecaase Liley are pregnant or are experiencing a 
major disability. Healthy young men are rarely Medicaid re­
cipients, for example. Howe\'er, \1·hen adults were asked to 
report on the health status ol their children, 4% of all children 
were identified as in fair or poor health compared \\ith 9.4% of 
cluTcIFeirr~qelt ing Medi£aid and 11.6% of those who are unin­
sured. The same self-reported data show little n1.riation in rates 
of up-to-date immunizations between 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 p1i vately 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 almm;t half of the uninsured poor had no physician \·isit 
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 co!;t-effective, of high quality. accessible, and appro­
priate for Medicaid beneficiaries. States \·ary 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 i-equired services and providers, and meeting re­
imbursement and other mandates v.ithin a constrained bud­
get while dealing with health care cost inflation challenges 
states. Cost-containment efforts ine\·itably 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 sen·ices 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 Medicaiid 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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Medicaicl's future depends in large measure on congres­
sional action. If congressional proposals to significantly re­
duce· the rate of growth in i\'ledicaid are realized, states v.ill 
be confronted with difficult choices regarding Medicaid cov­
erage. Those choices will be especially complicated for states 
that h<we already taken mearnres 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 
11exibility to restructure their programs. I ff ewer persons are 
eligible for Medicaid coverage, the cost of their car~ 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. 
lt 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 
like!~' 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 evoh·ing 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, MHS . .\, of th~ staff of the National Academy 
for Statc- Health P1ilicy in assisting in the research for this article. 

References 

I. Hor\'alh J. Medicaid: >ucce>ses, failures and prospects. lntergoven1me11tal 
Relatio11.s. Spring 19!r2;18(2):12·1~. 
'L National Association of State Budget Officers. 199~ Erpe71diture 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 
rn, 1994. 
~. Gener.ii Accounting Office. Medicaid.· State.~ Tuni to Managed Care to 
Improve Access a>1d Control Costs. Washington, DC: General Accounting 
Office; March 1993:89. 
5. Committee on Ways and Means, US 'House of Representati\'es. Overv;,,.,,, of 
Entitlenw>tt Pro.qram.,. Washington, DC: Committee on Ways and Means, US 
House of Representatives; 1994:787. 
6. Physician Payment Review Commission. Ain11wl lfrport w Congress. Wash­
inKton, DC: Physician Payment Revi(,w Commission: 1994:10·12. 
7. Butltr M. Chi/dre11's Health Plans. Port.land, Me: National Academy for 
State H1:alth Policy; June l~t<J3. . 
8. Coi16'l'essional Re,earch Service. Mediwid Source Book: Backgrou11li Data 
and Analyois. Washington, DC: Congressional Research Service; 1993:488. 
9. Hor\'athJ, Kaye N. Medicaid Managed Care: A Gui.cl£ for States. Portland, 
Mc. National Academy for St..ate Health Policy; 1995. 
10. Physician Payment Re,·iew Commission. Pliyoicia11 Payment Urnier Med· 
icaid. Washinb'lOn, DC: Physician Payment Review Commission; 1991:38. Re· 
port. 91-4. 
11. Blendon J, Donelan K. Hill C, et al. Meclicaid beneficiaries ann health 
reform. Health Aff (;\/ii/wood). Spring 1993;12(1);1~l6·137. 
12. Access to Care: Is Health ln8ura11ce Eno1<gh? Washington, DC: Kaiser 
Commission on the Future of Medicaid; November 1994. Discussion brief. 

Policy Perspectives-Riley 



.07 /19195 11: 53 '5"'202 347 5270 KAISERFAMILYFOUN 

Mecficaid at 30 
New C~hallenges for the Nation's Health Safety Net 
Since ft.s enactment in 1965; Medicnid has b@en on the !runt 
lines in me1iting the h~al\.h neerli; nf our nation's moi:t vul. 
nerable populations. It hu 1walved from the companion leg­
islation lo l\Iedicat·e that provided hi-Alth. financing to Rt.q.t.e.s 
for coverage: o! their welfare populatiun, t.o a program thlit 
now finance111 health nnd long-Lt!.rm care services for one in 
eight Americana. In ib 30 years, Medicaid has enabled mil­
lfons of low-income Americans to gain acceu to needed health 
aervices, helping to close the gt'l.ps in Cill'C between t.he poor 
and nonpoo1r, easa firmncial burdens, anrl provide a 5afcty net 
for the mogt needy Amaricans.1 

Todny, Medicaid's role a.s a. hcaltl1 insurer anrl ~fety net for 
vulnerable Americans is visiblt! throughout the ht!H.Ith care 
sy.11tem. Medicaid finance~ care for one in four An1erica11 
children, pays for one third of the nation'6 births, assisll! 60% 
u! peoplP. lMng in poverty, paye for h011f o! all nursing home 
ca.re, and iU::counu for 13% of all health l'Al"e spending.z.s It iii 
tht! 11ource l>f insw·am .. ~ for 13% of the nonEilderly population 
and supplements MedictU"c by µaying premiums and cost 
snaring for one in 10 elderly and diSible:cI Medicare h~n~fi­
cia!'!es. • Its tandbig ts the maJOl' 9ource 'of federal financial 
aiiUsl:.anr.A ·to the states, accounting for 40% of all federal 
grant-in-aid payments to at.ates.~ 

Aa iL enb!rR i~ 30th year, Medicairl is at a criticaljuncttire. 
In its role as a medical safet.y net, Medicaid financed care {or 
over 82 million ot the poorei:il, siclce~t. and most disabled 
American1S at a cost of o:ver $125 billion Lo federal and sta~ 
goveniments in 1993.ft AIS the nwnbe1r o! Americans wiLhout 
health inaurruice continuei;i to grow, Mcdic&u'~ role as tl1e 
insurer of low-incmme Americans is particufarly important. 
ExpansionF1 in Medicaid coveTS.ge. of the low-income popula­
tion over tl:1e l.H.st de<>.ade has mitigated tha growth in Ameri· 
ca's uninsured population and lui.i; been the comen;t.one of 
virttmlly all staLe health w-e sysLt!m reform llctivities.~ 

But Medicaid bas been a victim of its own su1..-cess. At thi;, 
aame time 11.e the program w~ b1·oadening its reach in pru­
viding health insurance to the poor anti becoming the .main­
stay af financinK for long-t.erm co.re, spending was rapidly 
rising. A duubling of program costs nver the Ian 6 years h3.8 
n&ised new ~cstiom1 BbOut thA iht!ify of \he federal 9.1\d et..i.te 
governments lo zu15tain such growth. 

PrOposals to restructure the prOST!lJn to li.miL!ederal i;pend­
ing, promo1;e broadened Use ofmana11;ed care, and give atli.tell 
additional nexibility over program design &rt! now under 
active consider.&tion. Some proposnls would convert the pro­
iram from an entitlement that C"lsrantees coveragt'I to all 
eligible iucl~viduals, to a hl()Ck grant providing atatee; with 
feden.l funds for indigent care and few or no requirement!'. on 
how those funds are used. By the end of iLtl 30th yio.:ir, Med-

r-t0rn the Ht111y J. Kaiser Family Foundation. WaSl1lnEjlCn, DC. 
Reprint requ1<Sts ID Iha Henry J. Kaiser family Fnunr'IMinn. 1450 C St l>Mi. S.iilc 

2SO. Waahln[ll•'Jn, DC 20005 (OT Rowland). 
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icaid could be drarnatically l.'eshaped with a ~nbat..'\ntially 

reduced federal role :i.nd new respon!'.ih!liti·~s for l:!mte;.. 

Medieaid: The Safety Net for Low-Income Americans 

Over the la.'ltt :.·m years, Medicaid hag been a major force in 
shaping health and long-term t'8re services for thfl most vul­
nerable and needy A mericaru;. Before Medicaid, the poor sa."\\· 
phy:1icians less often Lhan the nonpoor and faced i:;e.riotte: 
financial burdem in obtaining C&"t!.5 Medic.kl h:i.s helped ~o 
close gapl'l in access to care between the poor sud Lhe nonpom· 
and ast..'tblfohcd a safety net for hcnlth l:UlU longo-tenn cai·c 
services for the poor ;md the disabled. 

In rea.lity, Medicaid is four progrruni;, configured and oper­
ated somewhat differently in each of the 50 e:btc.; and the 
Di:1~ct of Columbia. Fur 16 mill inn children and 7 millinn M.ulU; 
in !~~-income Uilnilies, Medicaid b a health m1mrance program 
witll comprehensive &ineilts and little or no c~t sharing: l<"'or 
ne..'U'ly 4 ' 'on ow-income c Cl' peu e an iJ nu io ow­
int.:ome peop e wi di:;abilitie.ci, Medic.:iid has n1ttlliµle roles.ft It 
ii!- ii. long-term ca.re pl'Ogt'tlm for home· and commnnity Otl$tld 
services and the dominant source offtnancing for nursing home 
cai·e. It is a supplementary insuranci.! progr:im t.o Medicare 
pnying Medicare's premium11 Hnd co..o;t. sharing and covering 
adChtioiiil ~rvi~, mWL no:ly prescr1p~un t!rup; an~ong· 
te~. for low-mcomc Mc care beneficiaric.&. F111all,y, Med­
icaid i;i s health insU11lllce program fo1· lOW:income diS.'ililed 
ad.UltS whu do not have Meaico.rc co...-erage. 

Altliough Medkaid is generally perceived as a program 
for low-income familie.s, most Medicaid dl)liars go to ser· 
v"ict!li for the aged and diilabled. A.n\1lts and dwdren in low­
income families make up nearly tJ:i..ree fourthi; of beneficia· 
ries, but account for only 27% of spending. 'l'he elderly ancl 
di138.bled ilccount for the mo.jority (5G%) of spei1ding be­
cause of thAir inti!ru:ive use of acute care 1Services, the cost 
of MP.d!care premiwns ann co~t sharing, and the costliness 
of loug-term care In institu~ional sf!tt.ings. In 1993, the av­
t!l'age per capita cost fur a child on Medicaid'" was $955 com­
pared W1U1 $7216 pet al&libled Lenetic:iary 11.nl"I $8704 per el­
derly benetlCJ:iry. 9 

Stresses in the Safety Net 
D~pite. Medic.aid's si1ccess in imprl)ving acceGS to care for 

the poor and the iiubst.antill.1 role it plays in providing health 
insuranct! prot:ection to the low-income popuL.-ition a.nJ long­
term care for those wilh severe filsabilitiea, the growing cast 
of its services and the resulting strain on federal a.ml Htate 
burlgeta have placed Medicaid'~ future in jeuµardy. There is 
intense pressure on the program to stretch its reach to insure 
more lnw-fncome Americaru; ann improve access to care, but 
also to limit its coot.ii. Finding the balance in these conflicting 
goals is Medic.aid's most dntmting challenge. 

Providing Health Insurance Through Medicaid 

Today, 11 million AmP.l':ic.ans, two thirds of whom have in­
comes b~low 200% of th~ feder.il povel"ty level, m-c uninsured.4 
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Mf!clica.id is the primary source of financing and coverage for 
. th1~ low-income population and hao been a l?l"itical force in 
' ·mnrlAmt.ing the growth in America's uninsured 1x1pulation. 
Ft~y~ight percent of all AmP.riMns living in poverty and 82% 
of all poverty-level pregnant women and young chilrlrP.n Mw 

al"~ covered by Medil"did.~ Jfthe grnwth fn Medicaid over the 
l;c;L 5 years had not offset the dcclin~ in ~rn Jlo er-based in­
su1·;mec 01· wor ug rr es, an additional 9 n'lillion AmeriClllll:I 
w<>wd ht! un1n1mred toda: mo"Ca.."11l the pe~n~f non-
elder y encnn3 v,.;thout insurance from 18% to ... . 

But MACJJ<'.'lld ss 1t. ie ~urrently Structured IS limited in itF.. 
a~·ility to broaden cover.lge of thP. unim:mred. Medicaid is 11 
m!!anli..:tested entitlement program. Only penions who rneAt 
stringent and state-specific income and a.c;.c;P.t~ limit.'> and who 
:Call inlu µlil'tictilar "catego1ies," such as people rec~iving cash 
:u:.sistance or low-income ehildrtm Md pregnant wome11, arc 
eligible. Des ite recent 11xtensi0Il6 of covera e to · or clw· 
dr"An snd . r w ·nsured I w·· me 
Americans, most notably pon.,. single. individuals and childless 
ec1up~ remain beyond the program's reach. 

As a re::iulL, mlUl,Y i;tates have soughtwlliv"'~ from the fed­
e1"21.l Medicaid eligibility requirements in order Lo use Medic­
aid as :i. building blo~k in their :ilale h~alth care syste1n refonn 
efforts.8 With waiv@rr,, federal matching funds can be u~eu to 
h1;1lp p.~y the cot:t of insuring low-income individuals who :ire 
Mt in Medicaid's trariitionR.I coverage cntegoric:;. Ele"·en 
RtlltP.s MW have federal waiveni of Medicaid law (known M 

Sectfou 1115 waivers) that .11.llnw t.hem to experiment with 
changes in the scope and atruclurt! of Lht!ir Medic.ald rrngr.Rm$ 
to cover sdditloual low-income uninsured people and to u:>e 
n1ana~d care to restructw-c the cleli 11 ery 1U1d financing of ser­
vices.~ With the collapse of the feder.il efforts at overnll h.::alth 
s.ystem reform and the growing budgetary pre.~qures on 
$f.3~s. many states a.re turning to 11 lfi wsivel"8 as a wny to 
gain brulider flexibility ovP.r their Medicaid programs. 

f:Xpanding the Use of Managed Care 

· Medicaid has demonl!trat.ed that improved financing of care 
frirthe poor c..~n help to eliminntc differentials in use of health 
services, bul it h:.LS falh>.n !'lhort in ensuring :iccess to main­
stream medi('Jll e.are. Low levels uC participation in Madierud 
by privat.e phyaicians, heavy !"P.lillnl'.f'! by program beneficia­
riel5 on care in clinics and hospital emerg~ncy and outpat.iP.nt 
departments, and COuct!rM about both the cost and quality of 
c:are r:a.i11e quet>tion6 about the 11ppropl'iatene1:1a 1md accessi· 
bility or care that Medicaid provirles for its covered popula­
t.ion. These cost and ar.r.aa~ conr;ems with the fee-for-sen-ice 
1nediC'Al care system have led many ::.-tatcs to turn to managed 
<:a.re as a mot.l~l Lo coordinate care f(lr the Medicaid population 
imd help control costs. M~dicaid managed care enrollmP.nt hill! 
grown steadily in tht:! lali;t decade from 800 000 cm·olleee in 
19S3 to 7.8 million in 1994.10 Todn 2.8% of Mt!llicaid benefi-

. daries, predominant or children and their .:u:cnts, 81"1! 

1mro in m~nsged c.are. 
!dare than hat! of Medicaid managed e_q.re enrollees :ire in 

Ji~th maintenanCP. nrganiT..ations (HMOs) or iiimila.r organi­
:i:ations that provide a full r1U1g~ of services for a firt>.d capi· 
·t.ation paymtml [lt!r enrollee. The remainder a.re either in 
fee-for-service primary care case rrumagement programs that 
eon tract with n primary care provider ti> provide or approve 
all cov~red service.'! to ph1n enrollees, or in prepaid health 
pla11s that provide a fixed capita.Lion foe per enrnlleP. for a 
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limiLed ningP. of services and rP.imburse other servi<:es on a 
fee-for-service basi~;.11 The recent e11rollmt!nl i:.rrowth is mm;tly 
in HMO-type capitated plans at full financial ri:;k for deli v­
ering 15erviccs to the enrolled population. 

Managed care has the potenti;1I t.o improve the delivery 
of car11 hy integrating ~d coordinating 3ernces to P.ntoll· 
1>.M and promoting early intervrmtion and primary care to 
reduce ho:c;pib.liT.~t.il'.lns and reliance on emergency depart­
mentS a.~ a sil.t! of cue. Capitated managP.rl ('Are ~ystems 
1d::1u uITer the potential to co11strai11 Medicaid co1:1!.il and 
make spending mu.re µreilictable by setting a fixed pay­
ment per enrollee and putting the health plnn at l'i~k fur 
delivering needed acrviccs. 

?danll.ged carA ii'\ not., however, an instant solution to Med­
icaid'~ a~e~s and cost proble~. Man.aged care woiki; moJ>t 
effectively if the enrolled popnlatinn Is stable and can receive 
oni.,roing preventive a11d p1imary care, LuL Lhe means-testP.d 
Medicaid p1'0gnm1 hKll :1i~Ilcant eligibility turnover because 
people lnse coverage due to flu<!l:uati ans in irn:om~ ~md employ­
ment. As ii public program, Medics.id operates under budget 
constraints that h11.ve often resulted in substnndlll"d pro";der 
}"lllyment rates. In a capit~ted managed carA arrangement 
wher~ Lhe:: incentive is to kP.P.p ntiliM.tion !ow, substand:aN 
payment rates could rliscourag·e p11.r~iciµation by mainstream 
plans and compromi::u:! quality and access. Moreover, achiev­
ing significant overall program t:inving·a from mll.lutgt!d care 
will be difficult without enrolling the cosUy disabled a:nd el­
derly popnlst.ione. There ifl limited experience .,.,;th thes11 
populations in managed care, anti mm·"' wm·k need8 to be done 
to develop appropriat.e man.i.ged care models and integratP. 
Medicaid and Medic.art! ~t!rvices for thesP. pnpnlllt.if'.lns. 

Curbing Costs 

Concern with Medicnid costs ~ unquestionably become 
the dominant issue shaping tha dabate over the program's 
future. From 1 H&~ to 1993, total progrs.m spending more than 
doubled from $51 Lilliun to $125 billion.' It ill rir~jected that 
lot.al federal and state spending for Medicaid will e.xceed $158 
billion this ye.!11' and grow Lu $262 billion by the year 2000.u: 
Medicaid now accowits for 0% of the federal budgel antl 20% 
of most state budget:i. 

Spurred hy federal reqt\irement::; to increll3c coirerage of 
pregnant women lUld children, i;tatA effort.a to cover more 
low-income uninsurP.rl, and ~1.1urt-reqwre-d e>..-pansions in cov· 
erage oft.he disabled, eilrollrmmt increased from 22 millfon in 
1988 to 82 million in 1993. c But enrollment growth we a not the 
major force behind the Meillcaid co:~t explosion. Much of the 
growth in Medicaid spending, especially from 1990 through 
1992, waJ; rlnA to expanded state UiC of financing strategies.a 
States generated additionil foderal cfoll&)"S from Medicaid by 
u.singprov:tdP.rfiiP.J! 11.fid i'fonations and dis ro ortionate sham 
ho Sp paymen mlen ed for hospitala aervlng large 
u..llnbers of uninsured and low-income pahent.s lO mc:rease 
the base pnymcntS that had to Ck matChed by the federal 
government. The fedf!ral share ofDSH payments alout! gnw 
from ~million in 1990 to $10.1 billion m 1992, witfi DSII 
now a<:countlJlg for 14% of all Mad1cru.d epending.14 

With legislatinn 1n 199!~ ti'\ restrict state use of ta..x and 
donation finnncing strategics and l·urb the growth in DSH 
payments, the annual rate of growth in Medicaid spending 
ha..11 now dropped back to historical levt!ls from the 20% in­
crease from 1990 to 1991 and the RO% increase from 1991 to 
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1992. u From 1992 to 1993, the program grew by l l %. Future 
projections ;i.sswne an annual growth rate of about 10%.i5 

Yet, given the size :ind scope of Medicaid, i;m;taining an 
annual inr.re~ise of 10% requires a substantial c<Jtrunit.rnent of 
new funds aach year. Wrth budget..vy pressure and the desire 
to reduce sp!nding at both the federal and ert.ate levels, re­
strainhij{ the annual increases in Medicaid spending has taken 
on new urgency. How expenditures !or the progr.unare s~d 
and IDD.naged between the !tlderal 1u1d stat(;I governments is a.t 
the heart of the policy debate over Medicaid's future. 

Meeting the Challenges Facing Medicaid 

Since ills enactment in 1965, Medicaid has improved KCcess 
to health eai:e for the poor, pionecrP.d il'l.novations in health 
care delivery and comruunity-bai;P.d long-term care services, 
and stood alone as the primary aource of financial a.<;Riatancc 
for long-temt care. Today, Medicaid conti..uues to play a criti­
~l role in prc1viding acute and long-tenn care services Ul our 
nation's mCJ11t vulnerable people, but its wid~~ safety net 
reaponsibilities and spencii.ng growth are straining both fed· 
eral and staL~ budge~. The most mitical issue facing Med­
icaid t.odsy is how tlti1:1 safety net program rAn best be stnlc­
tureri to meet the needs oflow-iucomP. Americ-.rns at the most 
reasonable cu"t to the federdl and stattl )l;overnments. 

SomA oft.he proposals being diacussed would dramatir..ally 
altl>..r. the program structure and· beneficiary protection1:1 by 
i-epUicing the current feilaral and state entitlcmeut pro~ain 
with a. block grant to the state.a. Instead of guar:r,nteeing 
insunmce coircrage and f P.dP-r.tl financing for all individuals 
who meet M~~dicaid's eligibility r.rlteria, :1. lilnr.k gr.mt would 
pro\'ide states vAth Cederal fllnda wid thP. fle:ooili\.y to decide 
how those ftinds C3n be uae<l. Under the proposals being 
discussed, at:i.tes would gain discr•etion over the acope and 
det!ign ot'the J~rogram1 but lose unrestricted federal matching 
paymenl.a be•~ause federal payments to the states would be 
capped. The full impact of such prupo11ala is highly dependent 
on the level· of cuts in fet.leral funding 1:1nd the degree of 
flc:<ibility given to, individual stateis. 

Today the Congress is propo:dng to curb Medicaid spending 
to re~ings of over $175 billion from projer!ed federal 
spenclingoetwAen 1996ond 200'1.'fi This would amount Lo an 
18% :reductio:n in federal anpport f~r Medicaid over this pe­
ricxl.11 A aignificant reduct.ion in federal Medicaid aspcnding 
a'iiQ an tmd to the entillemant nature of Madicaid nre lik1'1ly to 
result in rcdu.et!d prograrn C<iverage, le.aving BOmfl currently 
eligible individuals without he.a.Ith ii111ur.mCP. coverage and 
swelling the :ranks of the uninsured. ReductioM in federal 
funds could aiso result hi reduced payrnenl.8 to providera, un­
dermining th.~ ability of hospitals and clinics with high vol­
umes ofMedi12id patie.nts to continue t-0 ser.·e Medicaid ban· 
cficiaries and uninaured Ameri~. Suen reductions or. pro·· 
gram modifiCl<tions could alll<l have a major finanr.ial impact on 
both state anC! locnl governments, which would be under p.ree­
sure to incrcaae their gupport !or care of the µuor and disabled 
and !or safety net provide~, asuch as public hospitals. 

ThP. outcol'Jl:e o£ the policy debate over Medicaid's future is 
obviously of great import to the states, the low-income people 
who now rely on Medicaid for health and long-term care eer­
vice..,, and the providers that iIBI"Ve them. Will Mlldicaid remain 
M entitlement or be converted to a block grant? Will Medi.ca.id 
be shifted fro:m a joint federal-state program to l:l state pro­
gram with limitcci t'edernl assio;l<tnce? Can greater fleXIl)ility to 
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the states and brotW.eneci use of managed care produce the 
needed savinbis, or 'Will services a11d beneficiaries have to be 
cut? What will thcimpll.cto!thest:: changP~c; be on t;hcuninaurcd 
And their pro..,.iders o! cm"C? Will there ~till ht' a l;Afety Utlt for 
socitity's moat. needy? The sl:.'.lkes are high and the implicati.,ns 
of many of the polir.y t'hoiccs are difficult to predict. 

There are M simple solut.ion6 to reducing the coat. of pro­
viding care to the over 35 million Americans who now dcpenu 
on Me:dic&d or the millions more who are uninsured and fall 
just beyond its :reach. The dilemma poheymaker.; at hot.h the 
Federol and state levels fac~ is how to li:!t!Lr.i.in the rising cos;t 
oi care f(lt the vulnerable populations serv1:d by Medicaid 
without compromising the vital safety net role of the pr-ognun 
in ensuring access to eF.Se.ntial health servicei• (or the needy. 
Until tl1e nl:ltion ensures 1.hat universal health care rovcrage 
is provided to all persons, detenninP-<: how to finance that 
care, and finth a way to affectively consl;rain i:;yatem-wide 
costs, we will continuiilly be asking how bP.~t. to provide clire 
to the poor. But we should lake care that in implementing 
quick eolutinria to meet the crires of today, we not umlo the 
progress Medicaid nSLS m:ide in improving health care for 
tens o! million!'\ of low-income and elder!)• and disabled 
Americans. 

··' I>iane Rowland, Sci> 
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Tt1e Politics of Medicare 
This y(;ar. American" are ct>lebrating :~(J .\·tar;: eif' health sc·­
curit,v prrivided to the nation\ sc·niori' and p1_101". a result of 
the 01:mocratic pai1y'f' ongoing respon~e to t he:ir need~. 1 

In thi~ artide. m;.· ob:<erYat ic1n~ Jki"tain onl.\· Hi Medicare. !\·led­
icaid i>: run under state control. The House of Representatives 
Republican plan virtual!:.· freezes Medicaid pa:.'111ents to the 
slates for 5 years. ties :1 bloc\.; ,l,rrant around the program. and 
tosses it overboard.' Bon \·oyage' Rather than abandoning the 
Medicaid population a~ c:ongressional Republicans han: pro­
posed. many independent commissions and politicians (including 
mysel!) ha\·e long advocated subsuming Medicaid into Medicare. 

Polls show the American public consistently and strongly 
in support of Medicare.:i Three quarters of the population 
younger than G5 year~ fa\·or having the optic•n to choose 
Medicare for their health insurance cciverage.' Medicare has 
historically garnered the support of a large group of Repub­
lican members of Congress. man)· of whom simpl)· ha,·e found 
support of Medicare a political necessity. 

Medicare is a single-payer system. More than 6000 hospi­
tals, 300 000 physicians, and 250 health maintenance organi­
zations (HM Os) contract with Medicare to provide .::are to 3.5 
million Americans.' More than 70%· of Medicare beneficiaries 
have access to an HMO option.1

; Merlic:are i~ efficient and 
popular with beneficiaries and providers. 

The oft-repeated Republican mantra is that government is in­
ept. The ::!0-yeiu· record of J\'ledicare produces quite a different 
conclusion. Medicare is the most efficient health insurance pro­
qram. ~n the country. It is also the only comprehensive health in­
surance system available to protect seniors from the cost of 
illness. 

l\-li:clicare out1:ierforms pri,·ate health insurance· in contrrJ]­
ling cost~.'; Thio ha~ been true during the past 30 year;; and the 
past decade.; In the past 3 years. Medicare's total physician 
payments increased by JUSt 4% per }'ear, while procedure fees 
increased much faster (Physician Payment Re\'iew Cornmis· 
siOil.C,ral communication, April ZO. 199.5). The a\·erage fee in­
creasf~ was 7. 7% for all pllysiciau .'!t:r?ices in 19Q.5. This record 
is the result of the rnS9 Resource Based Relative Value Scale 
physician pa.vment system. lmpres~ed \\'ith l'rleclicare's sue­
cess. many private health plans across the country have 
adopt·=d the Medicare physician pa.rment mechanism.' 

Medicare introduced hospital payment reforms in 19.s;::. 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 prirnte sector.6 
Moret[an 90% of Medicare's payments to hospitals toda~ are 
on a capitated basis. and many prirnte health plans use the 
diagnosis related group hospital payment meclwlism." 

Medicare benefic!anes are happier \\1th thell" health instrr­
ance ,~overage than are privately insured patients. Robert 
Blendon. chairman ofthe Department of Health Policy and Man­
agenwnt in the Harvard School of Public Health, found that ben­
eficiaries ga\·e Medicare a 90% rating in the areas of quality and 
ease a.fusing primary care, quality and ease of using specialist 
care, and overall satisfaction. 10 Jn each of these ratings, Medi-

From the US House o1 Reoresentat1ves. Washington. DC 
Conesponding avthor·. Pete Stark. House ol Representa1ives. Congress ol the 
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care outpu·fornx·d pri\·ate inclernnity and managed care plans. 
That's a prett~' good record for a probrram that Speaker Gini:,rriC'h 
ha:; chanic:tr:rized a~ "clunk.\· and inefficient." 11 

Mr Gingrith :ohuulrl note that Medicare's o,·erhead CO!:'ts are 
a fraction of the level found in private plans. Medicare spends 
only:~ tents of each r!qllar for overhead. lea\'lng ~JI cents for 
dii'Cciliealth tare sen·iees.'; The piece of the Jie oin 'to over­
he;1d is much realer in m\·ate pans. with multistate Medi­
cai-·e MOs consuming 2:~% ofre\·enues for administrative ex­
penses.1~ Administrative costs of pri\·ate insurance plans are 
increasmg at lour limes the rate of Medicare.· 

Why then is Medicare under attack by Republicans today? 
In the last campaign Republicans preach~d smaller govern­
ment. less regulation, and more per~onal responsibility. Cam­
paigning, ho\rever. is not go\·erning. Ne\1·r Gingrich and his 
disciples made \1·ildl.v inconsistent promises. rnch as cutting 
taxes. increasing defense spending. and balancing the bud­
get.1" Republicans need to dip into l\ledical'e's funds to pa,\' for 
tax cuts for the most well-to-do. 

RepubliCRn rhetoric not\1ithstanding, there is no way­
mathematically or thematically-to maintain Social Security, in­
crease defense spending, honor pa,rn1ents on the debt. achieve 
a balanced budget. and brive awa:-· near!:-· ;\;700 billion in tax 
breaks \1·ithout 1·aiding Medicare. One trillion one hundred billion 
dollars in cuts must be found to balance the federal budget by 
2(M)2. 1 ~ 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 yet to be identified for a balanced 
budget (Democratic staff, Joint Economic Committee. V-'litten 
communication. Ap1il :2-i. rnD.'i). Add the .~3.):3 billic1n I-year cost 
cif the House tax cut bonanza (ac:tuall,\' $663 billion dw'ing 10 
years) and you see the impetus to raid the Medicare program.15 

Should the Republicans cut benefits or provider payments 
or raise out-of-pocket beneficiary costs? Each creates Se\·ere 
political problems and threatens the access to and qualit~· of 
care for millions.1'; In their first foray, House Republicans 
raided the Medic:art' Part A Trust Fund of $81 billion to pay 
for tax cuts for upper-income seniors. 1: This Hobson's l'hoice 
has created neal' h\'steria in the debate over Medicare. 

Congress is divided into two health care camps. Many. like 
myself. belie,·e 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
li\'ered by the gurus of the Jackson Hole Group) will somehow 
cut costs, increase benefits. and impro\'e quality. The Repub­
licans' voucher proposal for Medicare is the latest incarnation 
of the managed competition approachY These believers have 
a childlike faith that "managed care" or "entrepreneuiial cre­
ati\·ity" will yield huge sa,·ings for Medicare. or at least help 
finance their ill-concei1·ecl campaign promises. 

The more likel,v result of piivatizing i\'ledicare through a 
\'Oucher system will be a steady erosion of the bu~·ing power of 
the \·oucher as private health insurance premiums outpace the 
dollar value of the voucher. The Republicans' vouche~osal 
allows total Medicare expenditures to increase at an annual rate 
of 5.3%. 1 ~ After Uiking into account increased Medicare enroll­
ment, this proposal provides for a !3.9lJ,, annual er capita 

eep pace with general inflation and 
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\\'ell bPlnw the 7H/r· !o'lrnllh rate in priYa((· ht;;dt h inrnr;1m·c 
s1x:ndine; .ir"·L'CL(:d h\· thl' RL·alth Carv fin;111c1ng Admini;:tr;1-
tioii}'· l f thi~ j)l'l'J.lO~al i~ c:nactet. t ierc· w1 X: nc• ann1\·cri'ar~· 
c:elcl.rmion for ~·ll'dic:;ll'c in JO c•r :iii ~·cilr.". 

OUL~ide g11\·ernrnent. the \)('nl'ikiar.\· and pru\·ider ~ro1q is ar(' 
apprehen:;ive about loi'ing re\·enub, benefit;;, and quality care. 
The newe!'t arrinili' on the Mei Ii care seene-the entrepreneurs. 
Wall Street banker;;. and inrn1·u·s and agents of thE· m:m:1gHI 
care industrY-are: nvcrstimulat.erl bv the scent c•fhuge profit;;. 
They tr~· to ~cOJwince Cc.ngn"~" that u1~l.\· manage< l car~ can drive 
uut lhe ex<:esses in physician and hn~pital practice~. 

The beneficiaries. 1 bclie\·e. are the ke,v to thL' outcome of this 
pa:;:;ion play. Led b~· the large. wealthy Ame1ican As;;ociatinn of 
Rdired Persons. the bencficia1ies could become a political \\'hirl­
wind. The National Committee tc1 P1·eserve Sc•cial SL·l·urity and 
l\'ledicare and other b'l·i:,up>: \1·ith smaller but ea:oil.1· agitated con­
stituencie;:; can add spice to the seni(>I' lobh~'. Linfcwtunatel.v, 
"ome find it in their intere,:t;; LC> mi:olead and fri1<·hten the elder!,\'. 
Alam1ed. agitaterl. and a<:tiYated. the~· are an~~ng the must po­
tent political force;;: in America ... not ig110ring the American 
Medical Association (Ai\'IAJ. the \i eterarn; of Foreif.,'11 \Vars of the 
USA, the A me1;can Federntion of Lahc•r and Confffess nf Indus­
tri;1l 01-ganiz:1tions. or the National Rifle A~~ociation. 

The inabilit,\' to acl1ie\·e cc·n~ensu;; rlimini~he,; the rule (>!"'or­
ganized" medicine. The . .\ill..\ often ~plit~ over dif'ference~ be­
tween the "PC'ciah)' and "ubspe<:ialt.1· gi·c·up~ in it~ membership. 
The AMA\ cpn"en·ati\'t' leaders. mesnwrizul b~· tax c:uts and 
"smaller'' government. garble their mess;igl' on Medicare. The 
same point applie~ more specifically to the Ame1ican Hospital 
A:;sociation (AHA). which cannot abide any hospital c:losing or 
re1·enue loss. A surefire fonmila for clissenO'ion among its mem­
bc:r~hip i~ a re:-rluctic•n of' ho.,pit:1l p:1~·mc·nt,. Thl' . .\HA ha" be­
cc•111e a ".Johnny-one-n0tt-" in tht' cquabble 1j\·er il'!t·•.!ican:. 

The managed care industry has gained new prominence from 
their recellt. alii:,'11ment \1·ith the Republican;; to force l\'ll,dicare 
b·:·neficimies into managed t<U'E'- Thi.~ i.' ;111 intere,;ting change 
of tune for President Clinton\ adver;;a1ies \\'ho opposed hie re­
fo1111 on the etToneous io'l'Oum!s that it would limit patient choice. 
Puffed up by tough fee cutting. bloated OH'rhead charges in thE· 
range of 15'7r: trJ 4U9r. and adulation fr0m Wall Strl!et. the rnan­
<iged care industr,v is flexing mighty political mu;:ek."'' 

U nfortunatel~-. this ne\1· cult of managers. gatekeeper~. and 
hucksters has done little but limit access. reduce choice. and 
cut provider income. \Vhile some Hi\'lOs provick high-quality 
care to l\Iedicare beneficiaries. the new kids on the managed 
•:are block seem to believe that executiYe sala1ies outrank pa-
1:ient care in the claim on insurance premiums.'1 Beneficiaries 
Me denied access to high-quality care. 11-hile premiums go to 
political contributions and extra1·agant lobb.\·ing campaigns. 
If nothing else, it \1-ill be interesting tc• \mt ch Harry and Lou­
ise claiming to \\'Orry about l\'lom's health care. 

Once the f:epublie;111:< propos(' ;i rletail('d budget. all panic•;: 
can a;;ses" the- potential damage. l expect henefi<:iarie:,: \1·ill 
re1·olt and force Congress bark to it,; traditional role .-.r fine­
tuning and incremental improvement of Medicare. 

Many deficit hawks continuously wring their hands oYer 
the impending depletion of the l\ledic<ire Tru:::t Fund. Out~ide 
broader health s~·stem reform, I believe we can make mar­
ginal changes in Medicare';:; expenditures in the magnitude of 
$50 billion to $RO billion within I 0 years. We cannot ignore the 
fact that 85% tor $48 billion) of the cuts made in the Omni bu;:; 
Budget Reconciliation Act of 199:) ha1·e ,vet. to go into effe<:t 
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((;(•ngTl'>'~innal Rudgt::t Office. \ITilten communication. :\u­
g-u~t 4. l!J~J:·:J. !f\\'e rnt further. this could pn~e seri.-iu;; trouhl;~ 
for our increa~ingl~· prec:ariou~ health care :::~·stem. Extrc~me 
cm;:: in p11blic pnigr;llll.". tougher HMO barg:1ining. and .<i:·lf­
in~urul empln~·e1< rlC:1nancb for discounts \\·ill f'un.:e hn:<pitals 
to c·m "cn·ice;:: tc1 the ponr and uninsured.~' 

After the current hysteria dies dmrn. I believe we can 
aL·hie1·e hc:alt.h ~~·stem reform in the next decade. First. \1·e 
mu~t cktermine ho\1· 11·e 11·ill sub;:;idize or otherwise pa,\· for 
health care for the uninsurc·cl poor and marginall>· empk'.\·ed. 
l\'hi:-ct an.v ;::~·stem would be more fair and efficient than our 
tlllTt:nt 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 
onl.v 11·ith the sa1·ing:' rei1l\'e::ted for medical education. re­
~earC'h. charity. and uncompensated care. 

Ultinrntel.v. I belie\·e the debate \1·ill come full circle. \\ith Re­
publican~ eoming around mo;;t of the 11·a.\'. Ironically, last yeai· 
f.~epublicans on the Wa~·s and Mean:; Committee Yotecl unani­
mow;l,v to eliminate Medicare sa1·ings in the health reform bill 
becau~c they \1·ere too harsh.:!:' This year they propose far 
deeper cuts in Medicare to finance tax euts for the wealthyY.:!" 
The dc~ire to spend Meclic:are dollars on tax cuts \1-ill keep Re­
public·ans from 1Hurning to a position of no cuts. I anticipate 
Republican' \\ill l'L'~dize that :1 :::O(l'/~ to 500'7< increase in l\1edi­
care cuts \1ill pro1·e impossible to sustain-politically. systemi­
cally, intellectually, or morally. 

The sooner the new Republican leadership recognizes this 
fact. the quicker we can get on \\ilh improving America's 
health care prngram. 

Pete- Swrk 
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196:5-1995: Medicare at a Crossroads 
How Medicare Grew 

I 11 Hl(i!), al'ter .vear" or cle\:1;1te. r:epublican:< and DL'JllO(.'.rats 
joined to pass legi,.;lat iun establishing the l\·ledic:are pro~ram. De­
::.ic:ned ori).:-inall\' t1.1 provide health in:-:urance coH·ragr: for Anwr­
it;~·~ \(lll'-i71(:r1rn~ r~Jderl.v. the pn:tb'Tarn ha:- ~inc:e been expandt:d 
ht:'vnncl it.~ i11iti;1J c:C:UJ•C'. Mr:dic:arc· 1101r c:uver;.; nearly all Ameri­
ca;1;; c·1·er the agL' .:if Ii'.> and inc:ludes benefit,; nnt em·i,.;ic1nt;e.I by 
the oril!inal intem nf'the prot,'T<tm. ll'hich ha\'e increac:c,d eo;;ts to 
the tax~pa,\'er and ;.;ke11·ecJ the original sharing formula bet ween 
the: g"Aernment ;t11cl lwneficiar.r. We are tr, the point 1w11· ll'here 
on ti~<' :J,i1th anni\'er~ar~· nfthe r:stahli;;hment. of Medit:are Wt· are 
fac:ed 11ith a fundamental c:hallenge: ho11· lo mah· t lw [\'ledican~ 
Ho;;pital T111st Fund ;;1)\vent and impro1·e the prngTam through 
additional choices for .:1tff Medic:are b.:~ndi.::iarics. 

i\'lcdicare Part A 1rn;; designed originally in !9li5 to pa,\· for 
the in-hospital expen:;es 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 exp<~cL<1nt.v of Ameritan~ ha;.; increasc·d and thi' ccH 
of hc•;;pital :Lay~ ha~ becume m1:ire cxpen;;in: undc:r Medi­
care',; fee-for-sen·icc program: with the number of part1c1-
pa11t~ incre<1sed. c:unent spending on the progTam by the 
federal ('01·ernment exceeds the payroll tax. 1 

!'vledic:ire J';u1. B wa,.; :;et up to be ;t 1·0Ju11tary program to pro-
1ide additional 1011·-c:o;;t health instll'ance to seniors lo helµ them 
pa:· for ph~·sician 1·i;;its and outpatient hu;;pital ,;erYites. The 
c:o:;ts were supposed to be equall.1· ;:.hared (i'.tl-51lJ bf! 11·1~e11 the 
federal go1·ernmem anrl the ;;:t·niur c:itizl:'n \l'hu c:ho,.:<: tn partici· 
pate. But a,; uut-of~pocket spending .r,,ri·c11· for senior~.' the l<L\­

pa,ver~ began to pick up more of the eo~t. T£day. prem1111ns paid 
b.1· partitipalll~ cover onlv :::0%. of th<· cost of the prOL'l'jllll: the 
remammg 70% is su hsiclized by l<L\ payers under 1.i5 years of age, 
who rec:eiYe no direct Medicare benefits. In !!f.14, J"art B per­
benelrc:1an· c:osls were $:8146 annually: the benehc1ary paid $500 
and rtte nr.~payer paid the rem;umng $lf>00. In 7 years. h~· 2002-
the year In 11 ltid1 tlie Meclkal'e 'fr ustee~ pr ed1c:t bankruptcy for 
the.Pan A program-the cost per benelic:iary 1~ btrmated to in­
c:re<N: more 1.lian 200'/'r., to $-J.f3() per year. This is an unac:cept­
ahle and un;;u;.:t;1i11able rate of 1;r·o111h. 1 

A prrJt,ri·arn that ~tarted ::~O years ago and cost :;;::: billion a 
Year at it~ beginning now costs $180 billion annually'. 01'er the 
ia~t 7 vears~- mrH·e- than $84-1 billion has been paid out by 
Medic:;re. If we stay on the cmTent path-that is, if we do 
nothing--01·,!r the next I ~·ears ll'f 'JI be spending S 1.8 trillion. 
Thal is.more Lhan double the amount spent in the past 7 years, 

From trie us House ol RemesenrairvC5. VVash1ngton. DC Rep~esentati· .. i:;: Tt1omas 
is c.'lairrnan ol ti1E! Healtn Suocornm1nee. Cornm111ee on V/ays and Means. 

Reponl requi;sts to House oi Representa1wes. Congiesso! the Un~ted St21es. 2208 
Rayburn House (•lfice Bldg. Wash1ng1on. DC 205;5 (Ro2presen1a1,.,.e Thomas). 
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accurding to the tru~tees: Medicare 11·iJI go bankrupt.' No 
claims 11·iJ1 be paid-by ht11'. 

Changes in Medicare 

r11·er th<· vears l\'ledic:are hac: ~ecn many change". Th(1Se that 
foll-mr are s~mE, <Jf the more major changes mack t n the pro.L,ri·am: 
• Hl/:2: Extended co1·erage to di;;abled per~ons entitled tn \'ash 
benefit under the Soc:ial Sec:urity or Railroad Retirement pro­
i:.ri·;1m:" and tn ce1tai11 i11di1·iclual~ 11·it h cnd-:<uge renal disc·a;;e 
after a 24-mont h waiting period.No change in pa,noll tax or ben-
efician· co;;t sharimt. \ 
• E1sn: Liheralizc:d 'l1ome health benefits h.1· eliminating the 
number of visit limits.the priur lwspitalizatic111 requirement. and 
the dedtH.:tible for an)· benefit,; pro\'ided under Part 13. No other 
changes in payroll tax or benefici~u;.• c:ost "haring. 
• 1981: Increased the multiplier for computing the inpatient 
hospital deductible by 12.5rii.. Increased Pa11. B deductible from 
$60to $75. (The multiplier i:< the rat in het ween the a1·crag-e daily 
rate· in the currelll .'"ear I in thi~ ca.0 e. I ~IS I I and the c:all'nr.lar year 
E>ti(i con-esponding rate; changed in HISG.) 
• 198:3: Expanded coverage to ho~pic:e c;u-e for terminally ill 
beneficiaries whose life expectant)' is fi months or less. I 11 ad­
dition. a pru;;pecti\'e pa~'ment sy~tem for l\'ledic:are pa~·ments 
for inpatient hospital sen·ic:e;,: was established. No c:hange rn 
pa,\TOll tax or he11eticia1-:-· cost sharing. 
• EIS.S: Extended mandatory !Vledicare l'Overage to nearly all 
~late and lc•cal ge>\'ernment emplc1yees hired after December:)]. 
19;3~). Medic:are 11·as al~o made :.:econdar.v 1x1yer for all 11·orke1·;; 
aged ()5 years or older and their ;;;pou;;e;;. who ekcted tD be eo\'­
erecl by emplo.rn1ent-bascd health insuranc:e through an em· 
ployer \\ith 20 or more employees. No change in payroll tax or 
beneficiary cost sharing. 
• 1~>86: Made Medicare secondary pa,ver for all disabled 
Medi<.:<u-e beneficiaiies who elected t0 be co1·ered b,v employment­
ha;;cd health insurance a;; a current emplo)•ee (or famil.v mem­
ber of ~uch emplfJyee) of an employer 11·ith at least 100 em­
ployees. Also. Medicare 1\·a.;; expanded tci c:over certain outpatient 
immun0snppres~i1·e di·u);;; furni~hed to trancplant pauenh. 
Changed the annual indexing of the )·'art A <k·ductible to re­
flec:t hospital prospecti1·e payment rate,;. 
• E"/87: Increased the maximum c:o1·erecl payment fur mental 
health services and certain covered outpatient mental health 
services along 11"ilh the sen·ic:ec of certified nur;;e~_. mich1i1·es. 
clinical soc:ial workers, clinical pS)'Chologi;;ts in rural health clin­
ics, and physician assistants in rural health manpower sh'.'11.age 
area;;. No change in payl'oll ta.\ or be11eficia1-:-· co:;t shanng. 
• 1!>89: Rel'ised the physician pa)·ment sy:-tem and imple­
mented a new fee schedule, based on a resourcc-ba:<ed relative 
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1·allll' ,.;cal<: th:1t rnea::;unod the tim0. training. and :<kill 1-.::q11ir(·d 
\<:· pc·rfnrm a ,L'il'l.on ;;erYice. adju"lt'cl for •l\'('l'hvad and )!"l'O­

graphical dillerenre~. 
• El!l(I: J ncreasecl th(· Pan R tlloduct ible frum $75 lt1 $1 (1(1 beg'in­
ninl!· r1n .lanuarv I. im11. Standard.< f'nr ~kdig:1p priliC'ie"­
p1i~:at(o ,.;u pp!t::rn~ntal in"ur:1nct: desig11ul tu p:1y f<:1r ded11i::til:ile". 
coinsurance. and so111e health 5ervii::es not c:o1·ered by 
IVlediean:-\\'ere alsc1 ;.;fol and ca1wellat.iun or ,.;uc:h policies b,v the 
insurer ba.oed on beneficiary h.:"ilth ;;tatu.<:: 11·a.0 rli:<;illowed. 
• l !l!l:): F:emon·cl the wage ba"e cap f'or 11·ages and self­
emplo~·11wnl ini::ome ~ubject tu the !\'lc:dicare !w;;pital insurance 
tax. Part A premium;:; were reduced on a phao:ed-in basis for in­
dividuals and their spouses 11-ith at least ~~ll quarters of Social 
Securit~· coverage. The Part B premium was set to cover 25')·; .. 
of' program costs for beneficia1ies. an cl 75'k wa::: c:o1·ered hy gen­
eral revenues. 
• l\J~l5: House and Senate pas=<a!t'' or !\ledican: Select legi"lation 
t-:1 extend program t(J all ~10 states. !\Jedii::are Select is a Mecligap 
p1·ef'e1Tecl pruvider urganization option that i" i::urrenll_\. an1il­
able in l-1 state~. (The cun·ent I Ht9~,j figure:o for beneficiary de­
ductible~ ano a;; rollo11·s: Part A deductible. $7]() per episode, and 
Pa11. B deductible. $](10 per )'ear.) 

But despite the~e and other rnc1rle;:l efforts tCi contain costs 
;rnrl change the progr;1m c11·er the ia;;t decade. J\'ledic:ari:: con­
tinues tn grc111· at a rat(· 11·ell c,xc:.:·erling the rate of inflation. 

Private vs Public Health Care Costs 

Beneticiarie;; 11·ou!d argue that Medicare has been gener­
al!» 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 c:are net work of physi­
<:ians. hospitals. clinical laboratories. and others 11·ho pro1·ide 
t.hl' ,;en·ic:0. and it is a te;:tamem LO the abi!itie~ of these 
g:roups. However. the reality i;: that Medicare has failed to 
keep pace "·ith n<:w and no\·el innorntion~ in health care 
deliver~· pioneered in the pri1·ate sector. The private sector. 
without government interference. has dramatically addressed 
The issue of rising cost;;: through the increased u:;e of coor­
dinated care ~tnictures. inclu<iing group practices and man­
aged can· arrangement;; that have helped rnt the rate of 
health i::art· inflation to half the rate in the !\'h~dicare :-.vstem. 
Some l\'ledicare beneficiaiie~ (fell'er than 10%) have acces~ to 
managed care plans. but the,;;e plans are reimbursed by l\'ledi­
eare under an artificial formula u~ed in the fee-for-sen·ice 
program, which does not serYe a;; a model for reform. Govern­
ment can and must look to the prirnte sector for solutions to 
the challenge facing the Medieare s~·stem: how to make it 
solvent and keep the promise made to our elderly citizens now 
and in the future. 

When l\'ledic:are ~pending i;; compared with prirnte s<:ctor 
health spending, go1·ernment ~pending on health care ser­
vice~ continue~ to far nutpai::e other priYate health care pro­
grams. Medicare' ~pending n01r !,'l'0\1·;o al a rate of 10.~i'k 

annually-almost double that of )rinile health insurance. Jn 
acl< 1tion, t le amount paid out by enrollees (out-of-pocket 
spending) m private health plans Is tar less than m Medicare. 
Tl1e pnYate sectur has learned ho\1· fo become more efl1c1enl 
through utilization re1·ie11· prob'l-ams and rnn:-;umer education­
programs that, if they exist. exi;;t minimally in Medicare. Our 
go1·ernment-nrn l\'ledieare prob'l·am is :>addled with an out­
of-date ~ystem run by bureaucrats who do not understand the 
deli1·er~· of health care the wa.1· pro1·iders do. 1 
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The Challenge Facing Congress and America 

Jn April. in their rc1.•urt tr1 Cnngn·~~. th<· ~ledi(':1r(' tn1;.;te(·;: 
rep11rtt~d that next .1·ear. th<: tru~t fund that iin:1ni::c~ hc·rwiiL-: un­
dl·r tht~ !'l'ledii::are h0.;;pit;il d'art:\) pr(lgr:\m 11·ill pa,v 1111\ mnre 
than it c·r1llect.< in p;1.1Tt1ll t;1.\e.-:: in other words. iii:< going b!'l 1!;v. 
\V ors<:, the fund 11ill be d('pldl'd (!ianknq •l) in j' .\'1:~:1 r.•. And 11·hc·n 
the fund i;.; bankrupt. b,v la"" no payment~ by l\'Jedicare for ho"­
pital 0r other u11st-paid he:\ Ith :::ervice:- tan he made. Medicare 
hospital pa,rn1e:nts for :k.;: mil!inn A me1·ican~ mrn Id cease. and mil­
lions more 11·ho ha\'e been paying imu the fund through P:\.\"J\111 
taxe" 11ill lu~e their inn~.-tmcnt. 1 

All of thi;: 11·ill happen despite the c:hanges pn•viously mar!e 
in the program. Old solutions are nr1t adequate. At hest they 11·ill 
postpone. not so!l'e, the problems ll'ithin our Medicare s.1·stem. 

The repeirt of the tru;;tee;.;. threl'. of' wheirn are Pr<:,.;ident 
Clinton's cabinet secretaries. offers nu ans11·ers lei this di­
lemma. In addition, th(' president':< uriginal budget ,;ubmi;.:­
sion did nut contain any prope1sab tn protect !\'ledic:are. He· 
chose to punt. It seems he thuught that it \\'a;; politically more· 
risk.1· to propose solutions tn Medicare":: impendig lxrnhuptc.v 
than it \\'as to pretend the hankruptc:y 11·as nut guing to 
happen. Hnwe1·er, in mid .June. the president changed hi:; 
mind. With hi;: re1·ised budget plan. the president. has ;1r­
kno11·lc-dgecl 11·hat Republicans ha1·e km11rn for ;;u1ne time: 
Medicare m11st br: :oaved before~ it gc1e~ bred;(" 

Myths vs Facts 

What is ,;urprising to many i;; the fact that. c1n average, thE· 
vast majority of Medicare beneficiaries use far more benefits 
and services than can be paid for by the individual's pa;yToll tax 
cont1ibution. It is estimated thal in Hl94 1 onJ1~_halLof-the a1·­
era re one-earner couple in \\·hich the breadll'inner retires this 
:vear at the a re J x>. ic go1·ernmcnt ~lklll approximatl'I\' 
$126 700 more on Medicare ene its than the reci Jient,.; )aid flll' 

·emmms. mi:: LI( Ill r earnee mtere;;t. A twfJ-ea111e1· 
coup e rece11·ec . 17 200 more. A single woman received $G5 100 
mo rt" and a single man rec:ei1·ecl $40 :~UO more: (du(• tn lifespan 
differenc:es between men and women-11·omen live approxi­
matel.1· 7 year" longer).1 

Be~ide~ the imbalanc(· of pa.vments 1·s benefits. the number of 
people reaching age f5-':1t11·hich i;; usually the ag-e of E·ligihilit.1· fnr 
Medicare) i~ eh~1maticall.\' 1ising. Thanks lei better medic:ine and 
healthier lifestyles, l\ledicare beneficia1ies are li1·ing lunger. anc. 
using more !'lledicare benefits. and are u>:ing them 01·er a longer 
period. Although longer lifespans are wonderful and welc:omi:· 
news for our seniors, their children. and their grandchildren. it 
has increased pressure on the system. In H>G5. when Medicare 
was first established. Ame1icans reaching age G5 were exp€cted 
tu li1·e an additional J:3 years. Toda~-. \1·e are expected iu li1·e an 
additional 17 years past age li5. A~ a result. the number or t:1x­

payers suppm1.ingthe !\Iedicare prOj,,'l'alll, relati1·e to the number 
of beneficia1ies. ccintinues tn drop. Today, almo~t fnur worker~ 
pa,1· in for e1·er;; beneficiar_v colle('t ing benefits. In 20 .1·ear:'. if t lw 
program has not di.'-appeared. e1·en before the 1rn1jorit_v of baby 
boomer,; enter retirement. that ratiu 11·i!I decrease to only t 1w1 
workers paying into the trust fund for everyone receiving ben­
efits: lhe result 11i!I he a higher price tag on fewer ~houlden;. 1 

With all the billion-dollar increases and the increased uti!i1.a­
tion of ser\'ices, the Medicare program is not delive1ing to ben­
eficia1ies better cO\·erage. or better car(·. or better choices. !\·lerli­
care's benefit st111cture was desii:,TJ1ed for the 1rny medicine was 
practiced in J!}(i~not HJ9G. The old-fashioned system offer" 
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be1wliciariv;; limitc·d \:111,j('.,· of ddiwr~· "~·~h·rn:: and limited 
d1(1ic(· of lienei\t,.:. l\kdi('.al"t'" blnaterl bt1rl';n1cr;w.1· i:- nu l1mg(~I' 
L·;q 1;1lile 1,f' 1 •ni1·iding till' chuiCl'." to :"C·ni1 ,,.,: un ;111 i11cli1·idual lx1,.;i;: 
t h;it tlH:-~· di·.-,en·c. nc'r i,: it rap;ibll' of pr111·iding the <:oi't­
eflicit!ncit·:-: tl1<1t th1.: p111·;itt• ,:e('.tt1r ha;; implr:mentc·d in thL· J;1,.;t 
fr~11· .\·car.". T1.11l;i_1··;; _,cniur c·itizen.~ ;1nrl ftnun.- .i:;·1•11era1.ic'n" di.;­
;-;ene bette1-.' 

Toward a 13etter Medicare 

\\I,:. nrn,.;t and can dn beltL·r. l\kdicarc· can oiler nvwc choice;: 
to benelici;1rie~. ,:irnilar to pri1-.11e-:-e<:lor ('.Overage,. ll'ith high­
qu:diL.1· care and lower otn-of-poeket ccists. \Ve must look be­

~'oml the original l %S pro1;.'1·am and bring the nell'er and better 
elemems that exi~t toda~· in the pri1·ate market into the pro­
),'1W11. The longer we dela.1·. the soluti(ln~ ire h:1vc to c:hoo:-e 
frc•m lo prE:1·1.:n1 bankruptcy will be 1-.:ll'er and more se1·ere. 

E1·en tt1day. 11·e h:11·e fc11·er c:hoices than 11·e 1nrnlcl like. \Ve 
ha\'(~ the (lid Democratic ~nlution-11•e can p;i,1· for future ben­
efit~ b.1· rai:;ing re1·enue:' through hi.L!'l1er pa.Holl and other 
taxe". The: l'\IJT(·nt momhl.v payroll tax rate-almost :3'7r­
ll'Ould need to be: al lea;,:t doubled to keep the fund ;;o!l·ent. A 
tax inerea,:1~ would be a further burden on employers who want 
to hin~ 1112w ,,·orker~. and a burden that i;.: :-dread~· high would 
go higher. In addition. rai:;ing taxes dues not ;,eih·e the inflati(ln 

prnhlern th<\\ i:< dri1·ing: \kdicare t<1 hank1·u1!t<:~'. l reje<:t t hi:-: 
a\'prnac:h. A bt:\Lc:r alll'mati1·1_· i,.: lo c:han~c· the 11·a:-· MuliL·;m: 
i:< rnn. ,.:n that henctit" arc· dt:li1·erul 11·ith nwr..:· cflicicnty and 
pr(11·ider,.: an• abk 111 pratticc medicine in the 11-;1>· that till'.~· :rnd 
their patil'nt:<-nr11 gn1·crn111cm bure:iucrat,.:-hclic·1·e i:-: be.'l. 
!\'Liking the program mon~ erticit'nt and shrinking Lhe gm·ern­
ment's role in running the progn1m would improve the quality 
of benefits and the <:lwice;-; a1«1ilable to retiree;;. while reducing 
thE: double-digit rate ol'!\kdirart· inflation. We need to bring the 
c:hoiu~;; a1-;1ilahlc in the J;ri1·ate sec:tor tr1 i'vledic:are beneficiarie~ 
anrl we need to bring: the t.Jlitiencii::s ~dong a~ well. 

As we mon~ forward with proposals. \\'e are \o(lking for 
ways to make i\ledicare more efficient. both for today's senior 
citizens and future generations 11·ho arc no11· paying into the 
s.1·stE·m. We knoll' one thing for surt:: 11·ithnut an.v change~. 
Medic:are will gu bankrupt. But 11·ith the right C'hangc::- that 
gi1·e beneficiaries mure c:hoic:e.". we c:an .l.-ruarantee thE' Medi­
care program for today·~ and tnmorr1111':; beneflciarie~. This 
i;; the c:hallenge before Congre,;s and the American peoplt:. 
Together 11·e can soh·e this challenge. 

Hill Thoma~ 
Reference 

I. Thnm:i> \\''.\!. lfo;ilth c:il'e !'«·lie_,. hl'iciin!,'. l:'J.>d:i:il ,;puiunJ. h'nl/ Crill . . !um• 
l ~) , l ~ '~ I ft'. 1- :·: . 

The~ Compromise and the Afterthought 
Medicare and Medicaid After 30 Years 
IT HAS BEEN an e1·entful time sinc:c. on .July :)0. 19f)S. then­
F'r.::,.:idem L.rndc1n Haine; .Johns,Jn signed Puhl it L111,· ( l'L 18'.1-

!Jl. the Suc:ial Sccurit~· amendment;, that brought into being the 
Medicare and Medicaid programs. The legislation represented 
an unri,·a!ed turning· point in American health polie.v. It em­
broiled the American :;vicrlic:al A;;sociation (..\MA) in the fight 
of its political lifr:-1rhich it lost. It changed ho\\' ho~pital. medi­
cal. and other health eare sen·ice;; We!'e financ:ed: altered the 
shak.1· relation,;hip bet ll'een the federal go1·ernment and the 
st:1te;-;: and :'pmrnecl a Jong parade of politic-al. financ:ial. social. 
and mural fYent~ that cuntinues to unfold tl1day. 

Deep Root!; 
It,; rt1nts ran deep. 1

·'· Politically, tl1e.v reached bac:k to the un­
suecessful p1·esidential campaign of Theodore Roose1·elt in 1912; 
he included in his Progres::;ive ("Bull Moo,.e") platform a call for 
"health in:-uram:e for industry" that would gu;u·antee coverage 
for working Ameri('.an,.;. He lost the election to Woodrow Wilson. 

That 11·a~: folloll'ed by a flurry of ac:ti1·ity in support of 
,.;e1·eral propusals, inc:luding a "model" bill for c:ompulsory 
health insurance that was :;ubmitted in many state lcgisla­
t 11r1.:.". Despite i11t1~11;;e efforts in ~c1me "late". including Cali­
forni;1 and N1:11· Y t1rk. none of' thl' pruposals pa;;sed. and by 
n120 the c:ampaign had lo~t all momentum.' 

In nl2 l. C ungres:; pa,;;;ed the Shcppard-To11·ner Ac:t. which 
subsidized maternal and child health care pro.i:,.,·ams; it was 
allo11·f:d to expire in l ~J2\l,j!lst in time for the tTa~h of the stock 
market and the sinking of the nation into the wor:;t economic 

rvis Friecman 1·; contr1\)utinq ed1101 ol Hospi;a!s ar:d Hea.1111 f-Je,•wori.:s and the HeaJ/h­
care Forurn Jow:ml and is a -con~1ibu1ing ·Nritcr for f-iealih Managemenr Ouarre11y. 
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depre::;"ir\Jl in it.' hi:;tor)'. 
Amon, dHtrmifo:d apprnach began tn emerge in !~(::2. when 

the Committee on the Cost of l\leclical Care. a prirnte body sup­
ported by academic: institutions and philanthropic~. issued a 
drnft report on it;: S-year ;;turly of the health c:are syslem in the 
Uniter! States. Actually. it issued t 11·cj draft reports. The maj011ty 
repo11. endorsed group practice for physicians and prepa~'Tllent 
of health c:are c:o~ts b.1· i,,'l'OL!p,; of sub:<cribers. The nlino11ty re­
po1T. issued by nine di:-;senting members !eight of ll'hom ll'ere 
physicians). endorsed total contrcil of mt"dic:al can· by physicians 
without any in\'C1lvernent b.1· lay persons. and ga1·c: barely luke­
wann suppon to prepa~·ment-ancl ewn then onl)· if it were 
:;tri('.tly 1·0\untary. 

At the same time. Moni;; Fishbein, MD. the powerful and in­
fluential editor of JAMA. became invoked in the discussion in 
a pas:-;ionate wa~·· In 1982. in response to the Committee on the 
Cost of Medical Care rep011.s, he 11Tote in an edit01ial that the 
committee mcmbc1·~ ad1·ocating pn·paicl health insurarn:e rep­
re~cnted "the 1p·eat f'oundatir;n~. pub lie health officialdom. ~oc:ial 
tl11.:ory---;::1·en socialism and commtmi;;m-inciting to re\·olu­
tion.'"; In the ll'Orcls ur hiFVirian~ Lc11·i:-: We1.:ks and HOlrard Ber­
man. Fi;;hbein\ "c:haratterizatiun uf health in;;uram:e. whether 
\'uluntar~· or public. SC:l'l'Cd to "cl the dominant ideological and 
control'er~ial note for ;;(lme ;:'~) years a~er that."' Efforts to 
achieve unive~al or at least broad health insurance co1·crage 
11·ould continue unabat1.:d from then on: AM A opposition would 
continue into the late I !)(i0s. Beginning around rn70. the AMA 
began to support moderate expan;;ions of government­
subsidized coverage. 

It is interesting to note that the American Hm;pital Associa­
tion took a different tack. approving the concept of \'Oluntary 
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hospital co,·erage in 19;:i;3 and pla~ing a pirntal role in the cre­
ation and b'T0\11.h ol' Blue Cross. Later it alo:o strongly :>uppotied 
the de1·elopment of Medicare and Medicaid. 

The long presidency of franklin D. Roose\'elt eould h:we been 
a watershed period. given the "ide range of social legislation he 
was able to usher successfully through Congress. Indeed, he 
P-.:gi1l. not have needed to submit a bill: the 19:30s and 1940s were 
marked by repeated efforts on the part of congressmen and sena­
tors le· enact their own proposals. Among the foremost propo­
nents of increased co,·erage were Democratic senators Huey 
Long (D, La), Robert F. Wagner(D, NY), and James Murray (D. 
Mont J. Rep John Dingell rD, Mich), anti, in the 1950s. Rep Aime 
Forand (D, RI). . 

None of these bills would prove successful; the AMA, gen­
erally considered to be the most powerful lobby in the United 
State,. in those years. waged successfi.'.I campaigns against most 
of them, usually joined by conservative Democrats and most 
Republicans. 1·" 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 19:30s-ancl passed-provided support 
for public health and maternal and child health activities. 1 

Meam,·hile. b.\' the 1940s the infant Blue Cross and Blue Shield 
plans were making broader private coverage possible. 

However. by Hl4:3 the country was involved in World War I I. 
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 oflow-rankingmembers of the armed forces. 
In 19'14, Roosevelt called for "the right to adequate medical 
care" in his State of the Union address: he made a similar state­
ment early in Hl45. but died on April 12 of that ~·ear. 

His successor. Harry S Tmman, was profoundly interested in 
the is:sue and immediately called for national health insurance. 
something he would do repeatedly. Another version of what was 
now called the Wagner-MWTay-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 subsid~· of pri,·ate insurance premiums for low­
income individuals. Nothing much occurred beyond hearings and 
discussions, however, until 195i. when the canny Rep Wilbur 
Mills m, 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 yea:rs, 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 :;n 1960. He sent Congi·ess 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 univerRal access to care forthe elderly. The AMA then 
rentEd Madison Square Garden, where 2 days later, the eloquent 
Edward Annis, MD, deli\'ered the AMA's televised rejoinder to 
an empty 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
islati-Jn sponsored by Sen Clinton Anderson (D, NM) and Rep 
Cecil King (D. Calif) was repeatedly introduced. It called for fed-
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era! coverage of specified amounts of ho~pital, outpatient. nu1-s­
ing home. and home care for 14 million Social Security benefi­
ciaries. It excluded physician sen·ices. It did not pass, but it drew 
a great deal of attention and support; indeed, hearing!' on the 
King-Anderson proposal were being held the day Kennedy "·as 
assassinated, November 22, 1963. 

A plan similar to the King-Anderson bill nearly passed in 
19G4; a measure creating such a progi·arn passed the Senate that 
year. but died when House and Senate conferees could not work 
out a compromise. That November, Lyndon Johnson 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, \\·as president. Mills was chairman of Ways and 
Means. The King-Anderson bill was once again introduced, this 
time as HR 1 and SI. indicating its importance to the president. 

Organized medicine was still officially opposed to the concept. 
but many physicians were not only more recepti,·e: they were 
hoping to be eligible for any program that passed. The AMA's 
last offensive was to propose "Eldercare," which would ha,·e 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 CR, Wis) introduced a bill that 
also called for government subsidy of pri\'ate insurance, but 
would pay for it. in part, \\ith 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-pa)inent~ 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
ployer taxes. 

The third part, which no one had expected, would broaden 
Kerr-Mills coverage of low-income Americans through a joint 
federal-state program lm0\\11 as Medicaid. It would also co,·er 
services for "aged, blind, or permanently and totally disabled in­
dividuals. whose income and resources are insufficient to meet 
the costs of necessary medical senices."7 

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 wa5 a universal 
entitlement, Medicaid would be means-tested. Furthermore, 
states were given wide latitude in setting eligibility standards 
and benefits. Perhaps most tellin Jy, those covered under the 
program were ·e o as "recipients," in kee ing \\ith the 
we are mentality; t ose covere by e icare were ''beneficia­
ries," as m 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, wa5 sen'ing 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. 1·5 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 bitterl,v that 
Medicare protected only the elderly. Since Ken-Mill~ had heen 
a state-federal partnership, Medicaid would be one a;; well. 

Second, the only social agency present in every state ,,.as the 
welfare agency. so it made sen5e to house Medicaid there. rather 
than requiring states (some of which were not very enthusiastic 
about the progTam) to create a new bureaucracy. 

Third, CohE'n and his colleagues believed that either Johnson 
or Sen Hube11. 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 
a rather 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. v.'ith battles on se\'eral fronts. 
But Mills won the clay. His bill passed the How;e on July 27 and 
the Senate on .July 28. On Jul;-· 29, Johnson met with a group of 
AMA leaders. He appealed for their cooperation. and read them 
the pro,·ision of the legislation that protected patients' ability to 
"obtain health services from any institution, agency or person 
qualified to participate'' in the program.7 

He also read them this provision: "Nothing in this title shall 
be construed to authorize an;-• Federal officer or employee to ex­
ercise any supen'ision or control o,·er the practice of medicine or 
the manner in which medical senices are pro,·icled ...... ~ The 
president signed the bill into law on July 30, 1965. 

A New Day 
A month lat€•r, Kenneth Williamson, associate director of the 

American Hospital Association and a ke:-• figure in passage of the 
bill. \1Tote: "Although some of the implication~ of thi.s new la11· 
can be visualized at this time, there is much that cannot. Only 
time and exper:ience will reveal its full impact. One thing is cer­
tain: 1 t 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 a.gain.''!' 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 enrollment in medical schools, a strat­
egy that worked a.II 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 bi!cause some states, seeking to attract federal 
funds, set eligibility levels quite high. In New York State, 45% 
of the populatio:n became eligible.5 

Testifying before the Senate Finance Committee on May 11. 
1965, then-AMA president Donovan F. Ward, MO, had warned 
that "there is no ,'.!ffective method or methods which v.ill keep the 
costs of the prognim under control."4 Although a world of good 
was done v.'ith the money, his prediction was entirely accurate. 
Even before some states had implemented their Medicaid pro­
grams, Congresf: was trying to slow down the explosion in costs. 

The cascade of legislation bred by PL 89-97 in subsequent 
yea.rs included amendments in 1967 that limited states' ability to 
set high eligibility levels, and legislation. also passed in 1967, that 
established the 1.J"ational Center for Health Ser.ices Research, 
with a prime mission of gathering and analyzing data on cost, uti­
lization, and othH aspects of health ca.re.9 Amendments passed 
in 1972 provided for extensi \"e Medicare coverage of ser.'ices 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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patient unclergoingdial~'Si:< at.a conf:.rressional hearing. That same 
year. J\ledicaicl costs had ri:-;en so high that the original title's 
optimi:"tic call for "comprehensive health ca.re'' for all the needy 
was repealed, gi,·ing 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: profess.ional standards 
review organizations and, later, professional review organiza­
tion:;. which scrutinize medical ser.rices for Medicare beneficia­
ries and are also less than uni,·ersally popular; diagnosis related 
groups as the basis of hospital payment in 1983; and the resource­
based relative value sea.le as the basis of physician payment in 
1989. Legislation passed in l ~73 set federal standards for health 
maintenance organizations, and various other statutes set stan­
dards and encouraged or prohibited certain provider beha,'iors. 

Weeks and Berman1 haw 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 Medicare and Medicaid. 

The many laws, regulations, failures, and controversies that 
followed in their wake ha Ye 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.1'" 1

" 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 women and c:hildren and many dis­
abled people. Medicaid has also made a vast difference in the 
lives of millions of Americans who need nursing home ca.re. 1

11.
12 

Although that is the chief legacy of the programs, it is not the 
only one. Wilbur Cohen ~Tote of the Medicare and Medicaid ex­
perience, "It is always v.'ise, when changes occur, to expect the 
unexpected."13 lfthe 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 ofHospitals.-Stuart Altman, PhD, dean of the Heller 
School at Brandeis University and chairman (as of this writing) 
of the 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. 1

' Howe\'er, 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-yea.r building spree that eventually 
produced an overbuilt sector. As is the case v.ith the physician 
oversupply and maldistribution, this expensive dilemma will be 
solved only v.ith great pain. 

Payment lnequities.-Howard Newman, the administrator 
of the Health Ca.re Financing Administration in the last year of 
Jimmy Carter's presidency, has said that "Medicaid Land, 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. 
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A>: ci result. pri\'ate in~nrance l'05LS ;:tmtecl climbing. which. in 
time. led to an explnsinn in employer se:lf-insuranrf: and managed 
care. neither of which are sci rnlnerahle to cost shifting. Premi­
ums for smaller employers. who cannot conveniently self-insure. 
rose even fa.<:ter. and the number of uninsured working Ameri· 
cans rose a.s well, as small employers found themselves unable 
to subsidize coverage. 

Meanwhile. Medicaid"s payment. rates became so unattractive 
t.o physicians that in many states, ph~·sician participation in the 
program declined markedly. along with the availability of phy­
sicia.n services to Medicaid patients. Patients whc, ended up on 
the wrong end of these events also tended to end up in hospital 
emE:rgency departments. The compartmentalization of health 
care payment and the ine,itable concomitant reduction in cross­
sub3idization can be tr<1eed back to diminishing :Medicare and 
Medicaid payments over the years. 

The Medicaid Christmas Tree.-Howard Newman also once 
obser\'ecl that J\'ledicaicl's main problem 11·a.s that it was wo com­
plicated." Over the years. it only became more so. In the first 
pla•:e. it had at least four distinct groups of patients: familie~ re­
ceiving welfare support, the blind, the low-income aged (for 
wh:nn Medicaid paid Medicare physician [Part BJ premiums). 
and the disabled. Eaeh state had a different benefit package and 
inc·)me eligibility level. and some states chose to ro,·er other 
grc1ups as well. 

Medicaid wa;; soon serving another purpose. As Diane Rcl\1" 
land, ScD, executive director of the Kaiser Commission on the 
Future of Medicaid, ha.s noted, the program became "the one 
train pulling out of the station that you could attach improve­
mE~nts to.'' 1r· Especially in times of cutbacks, through the congres­
sinnal budget reconciliation process. new programs, expansions 
of exi;;ting program~. and new dollars could he slipped into !\forl­
icaid. The program became a kind of Ch1istmas tree, v.ith ma­
te:rnal and child health hanging here. long-tem1 care hanging 
there. AIDS services up there, care of the homeless dov.TI there, 
subsidy of migrant health centers o,·er there. "In every insl<lnce, 
if :>'OU look at the problems we ha ,.e been trying to solve over the 
la:;t ten years. Medicaid became the logical vehicle to use," Row­
land said in 1991Y Not stirprisingl~·. the program also became 
the victim of a tug-of-war among the various constituencies it 
supposedly protected. 

The Birth of an lndustry.-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 ha.s been superseded since. 

Medicaid legislation, v.ith its open-ended cover,ige 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.rn Thi~ has led to over-
0.epenclence on institutional solutions and slow growth in home­
and community-ba.<::ed alternatives. It c:an also be argued that it 
EloweJ 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 a.s 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 
·=ffects, PL 89-97 put an end to segregation of health care facili­
ties. a process that had started years before because oflawsuiU; 

JllJ,·li"-.. July i9. 1995-Vol 27•1, l~o. 3 

h.v African-American physician;;. On March 4. !96(i. then­
Surgel1n General William H. Stewart. !\'lD. issued an opinion 
stating that "to be eliJ:,rihle to receive federal a.<::~istance or par­
tiripate in any federally a.s;;isted program. a hospital mui't he in 
compliance with Title VJ I of the Civil Rights Act of 1964)," whic:h 
"prohibits disciimination on the basis of race, color, or national 
origin in federally assisted programs."17 

lt was a historic and controversial ruling. but it was upheld 
in the courts. and one oft he ugliest traditions in American health 
care slowly came to an end-at least in theory. The downside of 
thi,; shift was that dozens of historically black hospitals closed 
as patients migrated to better-equipped. larger facilities. 17 

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 tl' an absence of 
reliable data. 1

'·
1
" 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 severnl million per­
sons. but never 10 or 20 million .... We saw it as a supplemental 
system to take care of a few residual cases.";, Similarly, Karen 
Davis laments that "we didn't know much about long-term care 
back then." 1

'
3 

If that was the situation in J 9()5, it ha." changed rndically; in­
deed. the health care system refol111 de hate c)f 1 mt~ was shaped 
hy an a\·alanchE: of data, many of them c1:111tlitting. For a new sci­
ence ha.'i berm 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 today, from study of 
medical practice pattern variations to utilization review to man­
aged care. were refined and proven using Medicare and Medicaid 
data. 

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 skyrocketing costs were justified. 
a.~ 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 bill "panics the medical leadership. They an­
ticipate a time when doctors' services will be covered and hence 
a fee schedule v.ill be 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: ''Freedom is what 
we all stand to lose. Your freedom to choose the doctor you be­
lieve is best for you. And your doctor's freedom-his freedom to 
treat you in an individual way, adapting his knowledge and skills 
to your particular problems ... .'"In an era of practice guidelines, 
closed-panel health maintenance organizations, and managed 
care. the poster's warnings seem eerie. v.ith one exception: The 
diminution in patient and physician freedom of choice has largely 
occun-ed in the p1-i\"ate sector and Medicaid. Medicare, the pro­
gram the A.MA 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 tho;.:1; le;.:;.:on~ is that policies and programs that are 
based on guesses or in~ufficient or inaccurate data will not look 
like what the.v were suppo:<ed to look like. However. that is true 
of any major new ~ocial program, with on\ithout data. But e1·en 
if data are avai:table. the:" may not be used well: quantitati1·e in­
formation c:an also destroy programs or pre1·ent new one~ from 
being initiated. We ha1·e gone from one extreme to another, from 
a data vacuwn to data O\'erload. 

To paraphrase Howard Newman's obserYation cited earlier 
in this article.' paying for pa11. of a population is also instiuctive. 
Of course, the> cl ice were loaded to begin 1\ith 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 granting of an entitlement to people with end­
stage renal di~:ease has also proven problematic. 1 !!-~ It fal'ored 
one diagnosis c•ver another. It also skewed resources; kidney pa­
tients gm11er far more Medicare dollars than their numbers 
would suggest. 1!' 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 1\ith no use of 
clinical judgm~nt. "Our learning cw·w was intem1pted by the 
entitlement of 1972," Sc1ibner said in 1984. ''We have no1\· gone 
to the opposit•? 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 \\·ill target the vulnerable more precisely. 
That is. if it doe;; 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 specif~ing 
the services to be covered will automatically create endless 
haggling. Especially when these programs' benefits influence 
private benefit packages. every possible health and health­
related service and practitioner \\ill demand to be part of the 
program. It is diffieult to know where to draw the line. as 
state Medicaid programs ha\·e learned to their sorrow. 

Delineating benefits precisely can be especially bothersome 
when they were not well thought out to begin with. Hindsight 
is often better, of course, but it is difficult not to question a Medi­
care benefit package that excluded most preventive care, eye­
glasses, hear:ing 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 packllge can lead to \\idespread abuses and even fraud. 

On the fimmcial 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 1\ill come to control 
much of what goes on in health care. And that payer's decisions 
\\ill 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 
payers,2:i and that transfer of power began \\ith PL 89-B7. 

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 \\ill be. This is due, in part, to the man­
ner in which social programs are created: much of the time, the 
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rich t;L'.; the middle class to pay for a program for the poor.r. This 
almost b'llarantees that the program will be a bone of contention 
until it~ last gasp. 

But the politic~ of health go beyond the politics of class: 
they are rooted in the fact that the health care system reflects 
every beam~· and e1·ery wart. e1·ery triumph and every fail· 
ure of the society that creates and su~tains 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 or6 years; they 
have lasted :30, and remain \\ith 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 a nation. to come up 1\ith better means of addressing the basic, 
visceral human troubles that Medicare and Medicaid seek to al­
leviate: until we do, these probrrams remain the best answers we 
have. And their underl:-ing 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 
Ame1icans would have borne \\ithout their protection. 

Emily Friedman 
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July 24, 1995 

30TH ANNIVERSARY OF CONGRESSIONAL PASSAGE OF MEDICARE 

DATE: 
TIME: 
LOCATION: 

FROM: 

I. PURPOSE 

Tuesday, July 25 
10:00 am 
Cannon Caucus Room, Cannon 
House Off ice Building 
Alexis Herman 
Andre Oliver 

To commemorate the 30th anniversary of Congressional passage of 
Medicare/Medicaid, highlighting your commitment to protecting 
Medicare, securing its future financial viability, and 
contrasting Republican proposals to substantially cut Medicare to 
fund 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, 
urqing 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. In 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 
would 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 
wee:k. 

IIJ:. 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 

o President arrives Cannon Caucus Room 
o Eugene (Gene) Glover begins program 
o Congressman Gephardt ·gives remarks 
o Senator Daschle gives remarks 
o Senator Kennedy, Congressman Dingell give remarks 

(representing the original signers from each body) 
o Vice President gives remarks, introduces the President 
o The President gives remarks. 
o On conclusion of remarks, the President heads towards 

"Mother" Johnson and Arthur Flemming families for informal 
greetings before departure. 

V. Press 

Open Press 

VI. Remarks 

Prepared by Speechwriting 



MEMORANDUM FOR 

July 18, 1995 

MOLLY BROSTROM 
CHRIS JENNINGS 
JENNIFER KLEIN 

FROM: Zoe 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 
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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@I 4. 

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 mirid 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." 
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Republican Statements Against Medicare (1965) 
Source: Democratic Policy Committee, United States Senate, Special Report: 
i\Jedicare 's 30th Anniversary, July 14, 1995. (DPC) 

They called it socialism. 

Republican Representative James Utt (CA): 
"Let 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 
undler Social Security, would represent such a danger." 

They said it would not work. 

Republican Senator James B. Pearson: 
"It would achieve little for those who need it, while subjecting the very fabric of American 
lifo to the strain of severe and unnecessary sacrifices. 11 

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. 11 

Rt::publican 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. 11 

And they said it was a threat to Social Security. 

R1;:publican Representative Bob Dole (KS): 
"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. 11 
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QUOTES FROM CONGRESS 

The !leadership, then and now 

Senator 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: 
"Mu·:h 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 l, 1995: 
"Every penny saved in Medicare should go to Medicare ... It should not be entangled in the 
budget debate." (The Wall Street Journal, May I, 1995) 
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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 IO, 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 $270 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 
committee 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." 
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Democratic statements supporting Medicare 

President Clinton (October 23, 1994): 
"My position is, I 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 (WV A) (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) 
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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 hospitals 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) 

Thie 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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physi·cian 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 
Med~icaid 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 
found that the elderly had little idea that the new Republican-controlled Congress wants to cut 
proji~cted 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) 

Thie National Committee to Presenie 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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thom.ands 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, Americ~n Health Care Association, Federation of 
American Health Systems, National Association of Children's Hospitals & Related 
Instirtutions, 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, Jong 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, 1995) 

"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) 

n~~,f .. ·' .. ·"""'Prl 
Karenfitt£1.\~: .;;,(b~f~tr~'~J;~of 
disabling illness. said: 

"Deep cuts in Medicaid home care would force many families like mine to face financial 
ruin. A terrible illness can strike a fami(y 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-ofmind of knowing that if something horrible happened it would not 
have to tear our families apart." (July 15, 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: Medicaid 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 
seek ways, in addition to managed care, to save money, including changes in eligibility and 
coverage, which disproportionately affect dlildren." (July 15. 1995) 

M::dicaid 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 
pr;ivate health insurance, it is imperative to preserve the national Medicaid safely net for 
pr•::gnant 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 institutionaliz.ation. (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. (HCF A) 

• 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. (HCF A) 

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

President" Clinton: 
• "J(n I 982 ... 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: 
• ":;ince 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 
s·ecure 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 I 0, 1995) 
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REMARKS BY PRESIDENT WILLIAM JEFFERSON 
30TH ANNIVERSARY OF MEDICARE 

THE U.S. CAPITOL 
JULY 25, 1995 

CLINTON 

95 JUL 2·' ., PB: 53 
[Acknowledgements: Vice President Gore for introduction; Eugene 
Glover, President, National Council of Senior Citizens (NCSC); 
Larry Smedley, retiring Executive Director, NCSC; Senator 
Kennedy; Senator Daschle; Congressman Dingell; Congressman 
Gephardt; Dr. Arthur Fleming and family; Genevieve "Mother" 
Johnson and family, 96-year-old seniors' advocate and president 
of NCSC's D.C. State Council of Senior Citizens] 

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 

0 )~.'\' ..q to that day. He said, "There are those, alone in suffering, who 
V' ~ \ will now hear the sound of some approaching footsteps coming to 

~l ·~\\ll 'f\\, help. There are those fearing the terrible darkness of 
~o ,~ ~.despairi~g poverty-~ despite their long years o~ labor and 
~ .• ~\liq.. L1'< ,!JI" expectation - - who will now look up to see the light of hope and 
V \i>i, realization." 

~\if' {..,r) (.L Thirty years ago the American people reached common ground on the 
~ °'\~~ ~())> need to provide guaranteed heal th security to older Americans. 

~Q ~L <u.ef\.One generation came together and demanded the passage of Medicare 
~L~\ ~,o~ so that another generation would be protected and they themselves 
~'V ~ could look forward to that same protection. It took vision and 

~ . 'I\ 1\~ courage".-. It t:-eok the joint efforts of Democrats. .and Republicans. 
~ \~ ~t took th~ C?ommon sense to apply. those sa~e values that we use 

~"<}. ~ #n our fam:i>l._:1-es to our larger national family: We must take care 
A~ v ~of those who have taken care of us. 

~QI ~ \' <... . ' 

~ 9 ~~.;, It is important to remember what our nation looked like before 
Y'~\"<v.0~t ~ · M·3dicare. Fifty per,cent of the elderly had no health insurance. 
~~~' 1~~ Older Americans who had fought our wars and built this country 

~' 1 ~rom the ground up were forced to choose between food and shelter 
~~o~ and medical care. Men and women who had given a life-time to 

'( vwi( raising fami-1-ies and serving their communities were one illness 
~"o\' ~ J o\ / ..µJ ~1Q"~ ' 

fl\ fj I Al_(\ \1 . () {J.J/'J 
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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 America: the 
belief that all Americans should have the chance to make the most 
of their own lives -- for as long as they live. 

r­

---=--
P.~d 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. ,1 
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As I have said, are at a historic moment. For the first time 
in a long time, leaders of bath paities 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. 1 ~VJ~ w( l(( t1 

tfo b 0 ~ ~. 
But, beyond that, the Congressional majority i~calling OYr 
common-ground into question. Some in Congress w uld choose for 
the first time ever to use the benefits we pro ide under Medicare 
a:3 a piggy-bank to fund their huge tax cuts. T t is wrong. 
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My balanced bnd9et plan provides for no new Medicare cost hv- f"-'i ~­
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-
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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 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 percent more than the 
value of a voucher. -------
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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 . 

...,i\~.;; There is no clear provision to stop companies from turning people 
, down based on their medical condition. There is no clear 

c.}l"°'"~t f\'o\ / '>- provision to stop companies from cutting people off when they get 
, I.JP '<l.,;J\ ~~·sick. 
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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 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 

Grecovered enough to go home and be treated by a visiting nurse. 
~: under the plan of the Congressional majority, he must pay 
$1~00 in copayments to get the visiting nurse. He can't afford 
that, so he stays in the hospital for months, at three or four [ ~!'.~=~ the costs. Now that man is stuck. And he too can't get 
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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. 

C;:tn the elderly afford $1650 more for premiums to cover doctor 
b:ills? 

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

Will vouchers cover them against sudden premium increases if they 
gE!t sicker? 

W.i.11 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 
fo-rced 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 
fr,:>m Medicare to pay out $140 billion more than I want in tax 
cuts. America must decide iy~~ worth it. I say no. 

We can balance the budget,~protect~older Americans from 
any Medicare cos~ ___ increases. The way to do it is to require 
insurance plans---to cover t ose with pre-existing· conditions. To 
make a comfutment to preve tive and lon -term re. To encourage 
home/care as an alternati ursin ho To let workers 
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We must redu e medical cost inflatio~over a decade through 
real reforms -- not by destroying Medicare. 
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~~t not attempt to balance the budget by cutting medical 
JxvMpare\t r older Americans. 

die originally was not just common ground between Democrats 
c,........and Republicans. More important, it was common ground between 
lef" generations of Americans. Younger Americans could use their 

Yesources to send their children to college, because if their 
1, 

~~ ,~ 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 
·~v fi\American family will have to choose between opportunities for 

·,~ · 'fvJ their children and compassion for their parents. 
Y\"t (\lj 

• ~" 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. 

Bu.t 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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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 that 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 took 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 
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 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. 
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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 
thei.r 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 
down 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 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 its a dire 
emerqency 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 
year~;, 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. 
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 
can~. 

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 
alon,e? 

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

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

Is it fair to make older Americans give up their doctors and be 
force!d 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. To 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. 
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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 
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 
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 
peop1e 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 ~s 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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At 

Medicare's 30th Anniversary Celebration 
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(ACKNOWLEOOEIVtENTS FROM ADVANCE) 

There is nothing an embroidery worker values more than his vision. So, when a 65-

ye<ir 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, in 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. 

I 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. 
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The Amendment was Medicare. 

The man was my father. 

And while the bill was to die in Committee, it came back again the ne:x1 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, President Johnson flew to lndependence Missouri, to sign the bill in the 

hometown 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, I 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 illness. 

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 
I 

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 is 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. 

:r··- ' ..... , ... 
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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. 

\' .J\ II ) • 
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Before 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 unit)' 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 I 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 
to\vard health care reform. 

• And that's why I 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 
beneficiaries have more choice. Some choice: you can choose to pay 
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 

..V 1.i l who wanted to keep the plan they have today -- that lets them see any "\::' • .y 
<f'\ doctor they choose -- would pay more. Between 1996 and 2002, the ...., {' 

{ ~ ~\I\, ¥(>Jt' 1 ~ average person on Medicare would pay about $3,000 more to stay in ~ 
1.1 '("()if\ v.J' ~ !'- r-1" 

· ~ ~O 1 today's system. ~ -.)- ' .;:, 
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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 \Vould 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 TALl:ING POINTS 

DEMOCRA'l~S "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 explc>i t this." 
--from notes of a confidential meeting of Democratic senators and 
political consultants 

The Demc>crat 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 
citizen~;. Just a few months ago, Bill Clinton and the Democrats defeated 
the balclnced 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 S<>cial 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 YE?ars. 

Spendinq 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 Rep\Jblican budget. Under the GOP plan, Social Security, Medicare and 
Medicaici 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 
Medicari:? "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. 
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·MEDICARE 

• REPUBUCANS' UNPRECEDEN'IED CUTS: The Republican Budgd Rcsolutjon Confer~ce 
Agreement would cut s270 billion fu::mi the Medicare program crier rhc next seven Yc:atS -- $71. 
billion in the year _2002 alone. This approximately triples anything previously enacted. 

• ·cuTS ARE REAL: Republicans will call their proposal an incn.asc., not a cut. since 
spcndirig will be higher in 2002 than it is today. But by that logic, reducing the Social 
Sccuriry cost-of-living adjustment .(COLA) would not be considered a cut. ~fact, the 
Rcpubiicans' out-of-pockel incrc.ascS would have the effect of taking ~f of the Social 
Security (COIA) from the: pockets. of the .average Medicare benefic:ia1:Y: 

• BILLIONS ADl>ED'TO OLDER AMERICANS' ALREADY HIGH ~osrs: The -
. Republican Dudgct would increase beneficiaries' out-of-packet costs by _tens of billions of 
dollar.;. Assum~ng their cuts were equally divided··bctwccn beneficiaries and provider.t: 

o In the year 200_2 alone, each beoefldary could pay $625 more in out-of-pocket 
costs than under the President's p~posal; couple.11 could pay S_l,250 more . 

. . . 
o Over the seven-year period, be11~~laries .may be forced to pay aa additional 

$2,825 ($5,650 per couple) out-of-pack.et relati•e tO the: President's prop0sal. 

• VOUCHERS AREN'T CHOICE, TIIEY'RE FINANCIAL COERCION:, Republican 
propciisals tbat-promiSc choice through Medicare "vouchcIS• actually ~M:aten to undcnninc 
fundamental Medicare protections. 

o Medicare ·guaranrccs beneficiaries that it will pa~· rhc cost of covered services, S1.1bjcct 
to fixed and predictable cost-sharing rcquircme.nts. That'$ a benefit guara!ltcc: 

o A voucher would replace this bc:ncfit. guarantee with a fixed dollar amount. This 
m~ans chat beneficiaries We>uld be on their own to find a health plan, with a voucher 
that is losing value over time. 

o Republicans cla;m you C:an kcc;.p the Medicare coverage youve goc. How ~n you keep 
wbat you can't afford? The only way for Republicans to achieve the level o{ savings rhey · 
arc proposing is through requirc~cnts tbar beneficiaries have to pay much more lo stay in 
the cu,rrcrit Medi~~ prognmi. 'Ibat's' nor choice, that is financial c.ocrcion. 

• NO NEW BENEFICIARY Ctrrs IN THE PRESIDENT'S PROPOSAL: While the 
Rcpublica'ns would cut beneficiary protection to finance tax curs for rhc well off, the 
PI;csidr:nt would mcngthen Medicare financing without. new bur~ for beneficiaries. 111c:: 

· zoollJ 

President's proposal would: 

o Reduce Mc:dicare spending by $124 hillion -- less 1lian h~lf the Rcpuhlican cuts: 

n Ensure M.Cdicarc lrust fun~1 solvency .through at leas• 2005, without ;rn~· m.:w 
bcncJici;try cuts; ' · 

o Accompany reductions in Medicare s·pcn'1ing, u.•ith: 1) new prcvcnc1on "nd' long- tcrn1 
can: benefits~ 2) moll: pbn· cbo.iCcs fpr bcnt.fic::i:lfic.s; 3) aggressive pursuit of fr;Juc.I ;111d 

al>usc; 4) insurance reform; and, 5) impoitant new insuranc~ ~ffurdAhili•y protections 
·for small busincssc~ and working families. 

.Q, ot:cj 56/61/LO 
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Draft Teatiaany tar Judy Fed•r, Heu•• Coamaroe Col\il\it.t•• 

Mr. Chai~an. Thank you tor th• epportunity tg ~••tit~ 

be,fcr• you on th• •\Wjeot ot ro•tniot~rin9 th• Medioare pro;ram . 

.la. Nedioaro approaoho• it• thirtie~h bi:rtb'1ay, z think 1't i• 

e11pec:ially appropriate that w• hava tb1• di11c~••ion. Mee11care 11 

• •uoo•••t~l pro1ram which ha& •i~nit1cantly improved the livea 

ot~ th• YUlnerabl• pop~lation 1~ ••rY••· W• n••~ to work to;athar 

tc• improve th• program'• 1ucee11 and 1tren;then Medicare 10 it 

~1riv•• to• another Jll years. 

Any C11acu••1on c: r•form1ng Medicare muot beqin with a~ 

•>,am1nat1on of those failtU?11 o: th• proqram worth keeping, •• 

wttll •• these in need ot chonqe;, Tbrea teaturea or the Meclic:ar• 

pJ~c9ram, in particular, constitute 'th• aora ot it• protection tor 

a1tn1or and diaabled citizen• ancl muat ~· praaarvad. 

lir~t. 11aicar1 coyeraga it ayoilablt to 1y1iyona. 

i:Ji;ardless of b§tltb 1t1tu1. Tl\• elderly cannot be denied nor 

cbar;ad mor• for Madicara oovera;• b•cauae ot their health &tktus 

OlC' preexiatin~ conditions. Indeed., d1sabla.d citizen• ara 

a1\titled to Medicare covert;• because of their health status o 

Tbi• 1ecurity or Medicare coverage must not be tampered vitt •• 

i1• tundmental to th• contract our nation ha• made with our 

elderly and disabled citi1ena. 

1 

. '·.: 

It 

\. 
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lecqru1. A bo1ic loyal ot ooyarogo io auo1·ante14 bx Moa4!ca,ro, 

Me1Ucare cover• moc11oally necaaaary bo•:pital, phyaician, •killed 

r.1ur1inq ano home heal th aervi~•• and •ciui~ment.. l'ar thi• 

c1overa;e, cenef1c11ri•• aontr1but1 payroll taxes d~rinia t.heir 

'M'orkin; life and pay pram1WL\I atter retirement. Madicare 

c1overa;a 1• already limited an~ mo•~ ~•n•f1c1ar1ea feel compelled 

t.o ol:>tain aupplemental ooveraqa through private me'1.19ap 

insurance. Soae low income benef iciar1•• have covaraqa 

1upplemented by Medicaid. on avera;e, •enicr1 to4ay pay 21 

p•rcent or their income for out-of-pocxet health oare expen•as. 

Cut• in M•dicare covaraqa -- whathar in the torza o! rQduoed 

l:>enetits, increased coat aharin;, increa••~ pramiums, or eaa1n; 

or balance ~illinq limits -- would hurt benef iciariaa and would 

be •tron9ly oppomed by th• Adminiat.ration. 

MoOic1r1 buy1 mcaninqtyl 1a91q1 ;o htalib pag•. A Madicara 

~·c~ today .,u•~•n~••• aoooa• to vir~u~lly every hoapital an4 

pltiya1oian. Cho.lee ot provider• anl1 in•tit\i.tlona 1• import.ant. to 

all American•, but it .11 even more important to the •lclerly and. 

cU.8abled Medicare population ljliVen their:- multiple and co:zr.plex 

hiaalth problem•. Etrort1 to control M•41cara apendin9 over the 

y1aar• hav• had to strike t:.ne ~•lane• ba~veen co•~ conto1nment and 

nusintaininq 1oc111 to mainatraaD care. 

r1amain• oritioally important. 

sus~ainin9 that balano• 

As important •• it 11 to th• well bein; of 37 million 

.. , . 

' ' 



10:202-395-6148 JUL 17'95 1:00 No.001 P.05 

An•rioana, th• Medioare pro9raa i• far fron parfeot. 

81~ranw~•n1nq r•torms in ••veral key area• •~• 4••1ra~1•· 

Bofgrn1 tg expand ben1t!91ary cnoige - 'l'octa:r M•clioor·• ott•:·• 

a choice between mana;ed care and trad1~1cnal t•• tor aervice 

cc1ver1;1. over 70 percent or enroll••• nave aoe••• to aa~aqed 

c1Lrl and mare than halt have a choige of 2 or more maruuaad care 

os:•tiona. Medicare manaqed car• e!\rollDar.t i1 qrow1n9 at a rate 

of1 more than one ~arcent per nonth, In tha first •ix ~ontha of 

th.i• ylll!ar w• have already aeen a t percent overall. incr•a.ae in 

~•na9ed oare •nroll~an~. and ~y th• yea~'• en4 expect an 18 

paroent incraa1a in enroll~ant. Mora than 250 manaaed eara 

org~ni&a.tions -- lt5 on a ri•l~ k>a•i• -- currently contract with 

Still wa can do ~ore. 

A• w• have teatifi•d pravio~aly, we &~o vorkin~ to eMpand 

cb~1~•• fgr Me~icA~• bsneti~iA~i••• Th• Hea~th CAre FinanQing 

Ad:min1atrat1:m (HCFA) h11& announced 11Kodioa;i;• Choicea," • new 

dtll1onstration pro'•~ 011.1.;n•4 to expand the tY'1•• at 111.e.naiel!l 

ca:i:e pltn• ava1labl• to Medicare benetic1ar1•• an~ to ~eBt 

d..i:fferent paynent matbodolog-i•·•. We alao support opening- ~· 

Medioar• pro;ram to partiaip1tion by PPOa. To make mana;ed care 

ch1,loea more meanin;tul, HC:?l also i• t.'ork3.nq on i111provement• and 

al1~•rnativaa to the A4ju1t1d Averaqa Per Capita Coat (AAPCC), the 

•x:Latinq method or payin; Madicar• HM01. lli\ployin9 competitive 

prjloinq as an alternative to the AAPCC i• one method ourrently 

3 
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Bofona• to ;rgmptp qu1lit~ - Wo oontinue to •tren9then oLar 

P••r ••view or;an11a~ion (~ao) quality review tor tra41tional fee 

tor •erv1ce Medicare. our move to th• nav Mad1cara Transaction• 

Syatam (MTS) also will prov1de u1 batter data on th• ••rvic•• all 

JC14ioare l:>enaticiari•• raoelva 10 that atronqer quality aaauranoa 

»1·o;rani1 can 1>e davalcp1d.. 'l'o •tr•n;then auallty assurance :tor 

'tll10•• banaficiariea enrolled in manage4 oara, HCFA haa embarked 

ar1 a nu.bar ot initiative•. for example, HCFA has ~oinac! with 

th• private sector, t.ha Department of D1fan1a, and other1 to 

i'l~prov• manaqecl oare quality and plan accountability. Wa axpact 

t.c» oomploment exietin9 quaU.t:y aaaurane• and aooredi tinq 

OJ~9ani1ation•, •'lloh •• tho National. CoW11tt•• for Quality 

A1i&Urance and the Joint Committam fer the l\caredita'tion of Haalt.h 

Oi~9an:lr.ation•, ancl hav• r•c•iv•d thaJ.r euppo:rt. 

Betgrm1 to prgtegt a2oio1t r+o~~ and pbu11 - Tho 

A1:1m1n11t.rati.on racantly tr1n1m1tte4 tg th• con;1·••1t u\.lr p1·gpoaal 

fgr Operation aamtora Trust. '1'hia plan voulc! craDte new 

capabilities in HCFA an~ our carrier• ana 1nter~e~iar1ea to tiqht 

fraud in the Medicare pro;ram, in particular ~y relyinq on ~et~ar 

payment aoreana rather than old pay-and-chase mathcda. 

Ad~in1atrat1on witn••••• v1ll ~rovide you with a more detailed 

da1cription or Operation Restore 'l'rust at your hearin; on frau_4 

and abu11 tomorro~. 

4 
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B1fom1 1;0 qpntain ;p1t1 - f iftally W• aont.inu• to p\lt-C\lO 

:retora• to oontrol pro9raa ooata whil• prot•otint aoo••• ~o care, 

•l:.h• quali~y of care, an4 ~enef iciary choice. In hia ~•lance4 

1:>ud9ot propo•a.l, t.h• Pro•idcn~ osllod for flZ4 tillion in net. 

J<ediaare savings over 1 years. Three billion dollar• in •avin~• 

\IO\lld l:>e u•ed to finance improvement• in coverage. sp101t1cally 

cio1t ahar1n; wculd b• eliminated for mammo;rama to 1mprove uae of 

t~bi• important preventive aenric11 and. a new re•pit• care benefit 

.~·ould be ava1labl• for fam111•• cf benef1c1ar1•• with Al&heim•r'• 

d11ea11. 

The eavin;s proposed by the Pre•idant would not only help to 

reduce the deticit but, e;ually important, would extend the life 

ot the Medicare trust fund through at leaat·2005. Non• of these 

a.avin;a would cn11• at. th• •xpan•• of banaf iciaria•. A.• th• 

P:rasidant has promiaad, we ara raad1 to work vlth tha Conqreaa ~o 

a1:hieva th••• ••vin9• vhil• proteotin9 aoc•••, quality an4 

ahoioe. W• wi11 ti9ht a.bani•• that threaten these 9oala. 

XSrucbo;1 

Ou~ e:tort• in ~h• •~••• ot oboioe, quality ot o•~•, trauc 

t.il.~ iibi.ii& and cgat oonta1nm•nt are intended to build upon the 

ohoica, cov•ra;e, an4 ace••• that are the rounda~1ona ct 

M•d1care. A• auoh, they n••~ to ~· a11t!nqu11h1~ from Repu))lican 

effort• to rafcrm M•d1cara that are more concerned W1th bud9et• 

th•an benaf1c1ar1••· 

15 
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Let me be clear. RQpublican p•opo•als to •av• Ga70 

bU.lion ~hrol.l9h vouoh•r• are about rc4uoinq federal •pendinfi a~ 

ba11ef ioiar:le•' expon•e--not 11bo\lt r•forminw Moclioare. Ta.lking 

abcn.a~ th••• proposal• in ~•i:m• like ''cletin•d oontritn.ition11 and 

"FJ~HBP-like" imply ~hat vo\lcher1 a.re znaineti·•all\ and safe. 11.&t 

any vouGher plan b~••d on t270 billion in Medigare cut• can only 

be diaa•trou• to benet1o1ar1••' ••ourity and an ~roqation ot our 

30 year oontraot w1t.h aldarlr and di•a~l•d American•. 

some have propoat4 that Me41cara be reatructurad to look 

mo1~• li>ce ~· F•c1eral Employaaa Health Benefit Pro;ram. (l"EHBP). 

wa, too, ~eliave that ~•n•tioiari•~ aho~ld have •• broad a rani• 

ot ohola• •• offered 1n th• FIHBP. But we also know ~hat th• 

pux·chaainq powa:r anc! health car• need• of ~h• Medicare population 

art• very different tram younger, healthier, and •~ployed FEHBP 

enx·oll•••'. Furthermore, health covara;e throu;h tha FEHBP 1• an 

em~1loyaa benatit. Madioare, like Sooial security, is a soaial 

col'l1traot that ;ua.rant••• benatioiaries oovera;a in return tor 

coriitrib~tiona mad• durinq th•ir workin; years. 

Finally, under FEHBF government's contribution 11 datarm1nad 

by th• ooats ot the participatinq plans. It 1• not a fixed 

dollar amount, in4axad to a predetermined annual 9rowth rate. 

coneequently, th• ••publican voucher plan as outlined by the 

Sh•Y• Talk Force would not qive Medicare beneti=iariaa the 

proteotion that m•~•r• ot Con;reaa now enjoy throu;h th• Federal 
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Employ••• Health Benefit Prooran (FIHBP)e 

Private healt~ a1re •p•ndi~t per in•ur•4 per•on vill 9row a~ 

7.lt per year trom 199S to 2002 agoordin; to tBO dats. In 

cont~a•t, the Republtoan ~~di•t oonter•nge a9reaman~ wo~ld have 

vouch•r p~Y1ftant• vrow •• ~~ That ••an• ~hat evary year, far 

av•!")' Kedioare ~anefigi1ry, th• ooet gt wt.a~ they'll nee4 to buy 

will vrow .faater than th• voucher RepUl>lican• would give them to 

b\ly it with. 

What would ~h• aapu:t>l1can voucher really ••an to 

b•n•tioiari••' A~ ~··~ ~h•Y would hava to p1y mor~ to ka~p th• 

c:overaljle they have today. However, since threa-fourt:.hs of 

>!la41care t;,an•f1c1ar1•• hlLV• 1ncoll\a1 k.telow S25, ooo, it•• hard 'to 

imagine hov th•1 would b• &Dll to PlY mor•. lt wer•t, 

banetioiari•• vculd ~· terced to buy c~v•r•9• ~·~ i• 

ii~suffioi•nt to meet their naa4•. ~ha~'• not ohoicer it'& 

· t:lnanoj,al C:Qeroian. 

CQ~lusion 

Thia Adm!nictration i• 001111\!.ttad. not only to moQct'n1E1nq and 

atr•n~he~in~ th• Me4iaara progr~, but al•a to prasarvinq the 

fu11\damantal prot.eotion the pl"C'l9ram 1• &tructured. to prov idea. ln 

•vuluatin; any atruotural chanc;•• t.o M•cUcare, th!I cozmr,1ttea 

111U11t: join \la in t.hia re•olve. Medi~are enrollees muat oontinue 

to b• aeaurod oovorAf• reqar~le•& ~t health 1tatu1. 1 basic 

7 

.• 



' .. . 10:202-395-5148 JUL 17'95 1:02 No.001 P.10 

l•""•l of ~•n•t1t• llUlt b• ;uarantaed, •• it i• today. 

acceaa to and oho1a• of ~rcvid.•r• au.•t o• araint.ainecl. 'l'he 

Repu})liaan voucher propo•al that 1a deei;n•4 \O p~odu~• •l7D 

~illioft in ••vin~• doea not •••~ th••• atan~ard•. In•tead, 1~ 

vould turn bac\ the olock 30 Y••r• to a t1ma when th• •ldarly and 

4iaabl•d •~~99104 in a diaoriminatory and axpenaive 1naurance 

mar:ket ~o bvy cSooant coverage with 11m1~•4 tuncsa. we can and 

mwa•t do ltec~or. 

8 
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Tha~ you for the opportunity to testify today on approacheJ. 
to restru~turing Medicare. As the 30th anniversary of this i 
enormously successful and enormously popular program approaches, I 
1-1e shouldi approach any Medicare reform agenda with a healthy I 
respect fbr the Medicare program's stre~gths and a determination; 
to preserve the fundamental health security it offers Americans. I 

Medi~are is universal. Because of the contract this nation! 
made withi its citizens in 1965, all Americans -- no matter how 1 

rich or poor, no matter how important or .hwnble -- can count on i 
health security in their retirement years or in the event of a 
severe disability. I 

Medicare is always available. Americans are not barred 
Medicar,e ~ue to preexisting conditions, nor are they charged 
for Medicare because of their age or health status. 

I 
I 

from. 
more. 

I 
Medicare is portable. It costs beneficiaries the same I 

amount and covers the same services, no matter where they live or 
how thei~ personal circumstances might change. ~ 

I 

And,,: Medicare provides choice. It is especially important I 
to elderly and disabled beneficiaries, many of whom have multiplJ 
and compl'.ex heal th problems, to be able to select their own · I 
doctors. I· 

Thi~ Administration is committed to.preserving these / 
essential strengths of the Medicare program, even while we pursu' 
reforms tjo make the program even stronger and more beneficial to 1 

the 37 milllion Americans it serves today. In particular, I would 
like to testify today on our strategies for strengthening i 
Medicare _:by expanding beneficiary choices, enhancinq the quality i 
of care · a!_nd cons Wiler information, and improving customer service t 

In addition, I will testify on the Administration's strategy 
fc,r conta'ininq Medicare costs, extending the life of the Medicare .. 
trust fund, and moving toward a balanced federal budget -- a 
strategy :that is consistent with our goal of protecting 
be,neficiaries and respecting Medicare's social contract. 

I 

Finally, I \iill distinguish our reform strategies frOlll thos~ 
of Congr~ssional Republicans which we believe would (undamenta11y,: 
undermine Medicare's protections and harm its beneficiaries. 1 

I 
I '. 

I 

I 
1 

I 
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I 

I 
I. THE >.DXIHrBTRATION, s STRATEGY FOR R.BPORX , -

- I 
Since we came into office 30 months ago, the Clinton : 

Administration has pursued a multi-faceted approach to reforming 
1

1 

Meidicare in the context of our efforts toward broader heal th care -­
rE!form. We are increasing the number of beneficiaries and ·plans I 
pcLrticipating in Medicare managed care and are testing new 
:mclnaged care options. To make possible well-informed decisions ' 
b~· our beneficiaries, we are developing improved consumer . I 
il'l1formation and quality measures. Finally, we are continuing our1 
efforts to improve customer service. I 

A. Givinq Beneficiaries More Choices I 

over the past two years, Medicare managed care enrollment 
has incre~sed dramatically. In the first six months of 1995 we 
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 

1
1 

beneficia:ries -- over 3. s million people -- have chosen to enroll! 
in managed care plans. Seventy-four percent of Medicare -
be.neficiaries 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 
wi·th the Heal th Care Financing Ad.ministration (HCFA) to serve : 
Medicare beneficiaries, including 165 that do so on a risk basis. 
rn·terest 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 
be4:m in regions that have not had a strong Medicare :managed care 1 
pres~nce in the past. 

As you know, however, most of the grovth in managed care in 
thE~ private sector in recent years has involved plans other than 
traditional closed HMOs. The centerpiece of our refor111 strategy 
is making: such choices available to Medicare beneficiaries. We 
believe beneficiaries should have a wide range of choices and 
goc>d information in a fair and non-coercive marketplace. 

"M§!dicare: Choices" 

Just, a few weeks ago, we announced "Medicare Choices," a · 
de:a1onstration proqram designed to expand the types o~ managed 
care plans available to Medicare beneficiaries and to test 
different: payment methodoloqies. HCFA has invited a wide variet~I·; 
of manage~ care organizations to participate in this 
dem.onstration, including preferred provider organizations (PPOs)) 
HMOs, and: integrated delivery systems. ! 

2 

I 

i 
I -

i : 
i I 

I ' 
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Nineiqe9graphic areas have been targeted for the 
demonstration: Jacksonville, Florida; Sacramento, California; 
Hartford, :connecticut: Philadelphia, Pennsylvania; 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 
these communities. 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. 

i . 

.. 
I 
I 

Pre-~pplication forms have already been distributed to over ' 
a t.housand interested organizations. Based .on the response to 
the~se initial forms, selected plans will be invited to submit 
mor·e detailed final applications in the Fall, and we anticipate 
ent~ollments will beqin early next year. I · 

Hmr Pricing Approaches 

We are also exploring alternative payment methodologies and 
improveme~ts to our current payment systems for managed care.· 

For ~xample, we are planninq to test competitive pri.cing as 1 
· 

an alternative to the Adjusted Average Per Capita Cost (AAPCC) I 
payment methodology, which is now used to establish Medicare's ·1 

payment t~ entities that accept full risk for paying for patient 1 cai::e. The AAPCC payment methodology, requ'ired by statute, has 1 

lonq been: a source of discontent. Plans have been concerned with! 
th•! AAPCC's adequacy, stability, and equity. The best evidence 
available: indicates that Medicare, using this methodology, has 
pa.id more: than it would pay for comparable populations of 
beineficiaries who remain in the fee-for-service program. 

We t~ink that competitive pricing is a promising idea, ~nd 
we would like to test variants of it in a n~er of geographic 
ar·eas. w~ would be interested in workinq with the Subcommittee 
on the structure of a competitive pricing demonstration since 
specific legislation will be necessary to implement this 
de·monstration. 

I 
HCFA!has entered into discussions with Kaiser Permanente to: 

develop ai demonstration of an alternative risk payment ! 
methodology based on rates established by competitiol\, in the ~ . 
commercial (non-Medicare) marketplace. Rates offered to 
commerciai accounts would be adjusted for the Medicare benefit 
package and the higher risk of serving Medicare enrollees. 

For !the past decade, HCFA has been a leader in supporting 
re:search ~o develop health status adjusters for risk payments. 
C\.l1rrent research efforts should soon produce health status 
acljusters1 that can be used on a pilot or demonstration basis. [. 
HCFA has filso undertaken a demonstration project in which we are;; · 

I 

I 3 
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wc>rking dollaboratively with participating HMOs in Seattle to 
dE~Velop .~ high-cost outlier pool risk-adjustment mechanism. 

I 

Fin411y, HHS is working with the HMO industry to explore 
their technical concerns with the AAPCC methodology. For 
e:icample, 1 the industry has expressed interest in usinq 
Metropolitan Statistical Areas (MSAs) rather than counties for 
g.eographically adjusting Medicare's payment rate to HMOs. 

H~ options 

' . I . 

As I previously explained to the Subcommittee, we also wan~ · 
to make available to beneficiaries a PPO option. This option h~s 
proven to be vert papular in the commercial market. Under the ' 
PPO optibn, beneficiaries would face nominal copaym.ents if they ! 
stayed in plan but would have the option to go to any physician

1 
· 

at any time, if they were willing to pay the additional cost- · ; 
sharing.• Implementing such a chanqe would require a chanqe in i 
statute.; J 

HCPA is also currently developing guidelines, under exis.tihg 
sitatutory authority, for current risk contractors to off er a: i · 
"'point-of-service" (POS) option, with implementation anticipate?. 
for the; 1996 contract year. The option would be similar to : · 
•~point-of-service" plans that liMOs of fer in the commercial I 
marketplace. 

JS• guali ty K.easures and consumer Inforaation 
' 

I . 
HCFA is commi-tted to ensuring that beneficiaries whethe;r 

they are served by traditional Medicare, HKOs, or one of the new 
lnana9edi care options described above -- receive hiqh quality ; · 
c::are. ~ major facet of our strategy for Medicare reform involves 
the deV'elopment of quality measures and enhanced consumer 
.information. 

i 

A~ 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 I 
QU.ality Improvement Program (HCQIP). HCQIP gives providers the: 
tools ~o achieve continuous quality improvement, allows fo~ th~'. 
external monitoring of hov well providers are improving quality,, 
and supports the development of quality improveme1't projects · 
throughout the country. 

. W~ are equally interested in assuring that as Kedicart;! : 
managea care options evolve, we have adequate measures in plaqe 
to assure quality of care. As Medicare beneficiaries' options. 
expand;, beneficiaries will require reliable information to make 
well-ilnformed choices about their health care. we are working:on. 
a n~r of fronts simultaneously to achieve this goal. 

' 
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I 
For example, HCFA, together with the Department of Defense 

ancl the F~deral Employees Health Benefits Program, has joined 
private sector health purchasers, including GTE, AT&T, and 
PepsiCo, to explore the formation of a new organization for 
quality improvement and managed care accountability. This group 
represents more than eo million insured individuals. The group II j 

will leverage the collective buying power of the participating 
·orcJanizations to ensure that our beneficiaries' needs are met and1 : 
to.eliminate unnecessary duplication of individual quality I· 
improvemept and accountability efforts. We expect our efforts tq ! 
complement the initiatives of existing quality assurance and I ' 
ac•::rediting organizations, such as the National Committee for i · 
Quality A~surance (NCQA) and the Joint Commission on 
Accreditation of Healthcare Orqanizationa (JCAHO), and have 
received their support. 

HCFAjalso plans to collaborate with the NCQA, vith the 
support ot the Kaiser Family Foundation, to modify the Health 
Plan Emplbyers Data and Information Set (HEOIS) to incorporate 
measures more qermane to the Medicare population. 

In M~y 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 . 
(F'ROs) in! their external review of HMOs. The Delmarva contract 
wa.s intended to help HCFA and the PROs shift from the current• 

1 
i 

re:trospec~ive case review method of HMO oversiqht to one based o~ • 
outcomes measurement and continuous quality improvement. I . 

: 11 

At this stage in the evolution of measures of plan quality, i 
1 

there is no single best approach. We intend to continue to work i : 
with a br~ad range of private sector organizations, as well as \ 1. 

pursuinq ~ur own developmental work, to move forward as quickly 
a!• poss ibil.e. 

c.. Imprbve customer service. 
' i . : 

In everything HCFA does, we are focused on our strong ' 1 ! 
cc:>mmitmen~ to improve customer service. To meet the President's I· 
c;sll for :increased customer satisfaction, we have set standards I · 
of servic~ that meet or exceed the best practices in the public 
a:nd priva

1
te sectors. Today's HCFA is a siqnificantly different 

organizat
1
ion from that of just two years ago. As we 'have 

embraced 'an ethic of customer service and beneficiary outreach, 
we have reinvented our agency to cultivate a consumer-focused 

I · I ~ 
workforc~ and partnership, responsive to the changinq needs of ·/ : 
our bene,iciaries. 

I I 
I • 

Und~~ our consumer information strategy, we are improving j • 
c·pportunJ.!ties to develop a dialoque with beneficiaries, to 1 · 

educate t!hem about the programs and services available under · 
Medicare,) and to disseminate reliable data to foster informed 

I 
5 
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I 
' i 

bE:neficiaey choices about their heal th care needs and the 1 · 

providers /who furnish care. 
i 

With /the assistance of our contractors, we are redesigning 
our Explanation of Medicare Benefits (EOKB) 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 whicl'i we evaluate, ' 
Mudicare contractors to encourage better customer service, and wel • 
will also j be proposing legislation to change the way we contract .i : 

with fiscal intermediaries and carriers to make them more service·/1 

oriented ,;._ to both better adapt to changing program needs and , 
ill~prove the cost-effectiveness of the Medicare contractor budget.: . I 

We a'Fe also collaborating with contractors to fulfill our I 
rE!.sponsibility of !iscal stewardship. The Secretary has recently! 
sEmt to Cpngress draft legislation to establish a Benefit Qualit~ . 
A~;surance1 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 i 
integrity; and benefit quality assurance; (2) to determine those : 
s:ituationiS in which Medicare should have been a secondary payer 
ar1d recov;er payments that should not have been made; ( J) to , 
ta.rget o~r cost report auditing priorities toward focused field / · 
r1~views which provide a high return on investment; and ( 4) to ! 
develop clear medical and utilization review policies and 
cc:::>mmunicate those policies to providers. 

operation Restore Trust, the health care anti-fraud 
d1~onstration announced by the President in Kay, is a major 1 

e:ffort to develop better methods to protect the fiscal inteqrlty i. 
o:f the Medicare and Medicaid programs. An interdisciplinary team. 
f:com HCFA, the Office of the Secretary, the HHS Inspector / 
G1:meral, /the Department of Justice, State governments, and the ; · 
p:C"ivate sector \lill test the most effective approaches to combat! . 
f:raud, waste, and abuse associated with certain Medicare and : 
M1adicaidi providers and suppliers. The demonstration \lill target/ 
five sta~es (New York, Florida, Illinois, Texas, and California)/ 
that account for :more than a third of all Medicare beneficiaries! . 
i:n the cpuntry and nearly 40 percent of all Medicaid recipientsJj 

.I 

II. TJIEi AJ>KIIJISTRATI0ll'8 STRATEGY POR COST COH'l'AIXXKJrl 
' 

Many of the operational refo:nas I have described will 
produce ;~ignificant long-term savinga, but the President is als(). 
committ~ to reducing the growth of Medicare outlays in the ' 
shorter :term as part of his plan to achieve a balanced federal 
budget. ; The Administration has offered a responsible deficit 
reductidn plan that balances the budget and strengthens the 11 · 

Medicar¢ trust fund while protecting beneficiaries. I 
i 
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I 
I 
I 

The Administration has a three-pronged strategy for 
cc:mtrolli~g costs in Medicare. First, we need to protect 
bf~eficiaties' access to affordable, quality health care. 
St~cond, necessary reductions in Medicare should serve to extend 
the solvepcy of the Hospital Insurance (HI) Trust Fund. Third, 
w1:? want t() take advantage of changes in the heal th care 
marketpla~e. 

I 
A.. Protect Beneficiaries 

j 

Beneticiaries come first. We do not believe that Medicare 
b~:meficiaries, the majority of whom have incomes of $25, ooo or 
lciss, should be forced to pay thousands of dollars more to keep 
Kudicare tin order to finance the tax cuta for the wealthy. 

I 
out-of-pocket costs are already too high for those a9ed 65 

and older, currently accounting for 21 percent of their income. 
Massive r~ductions in Medicare spendinq of the magnitude in the 
RE~publican budget resolution achieved by shifting costs to I : 
bEmeficiaries would increase the financial burden on the nation's ; 
me>st vuln~rable. elderly. Furthermore, almost 60 percent of ! ; 
SE~nior ci~izens rely on Social Security for 50 percent or more of : , 
tlleir incbme. Shifting costs to these beneficiaries is the I ; 
eC{uivalent Of reducing their Social Security checks. [; 

Med~are has made significant contributions to improving thJ! 
hE!alth s~atus of the nation's elderly and disabled. Siqnificant l • 
irlcreasesi in beneficiaries' out-of-pocket costs could cause them! i 

tc> forqo !needed heal th care services and might result in erasing ! '. 
sc>me of ~he gains in heal th status that have been achieved since I '. 
the impl.entation of Medicare. i i 

I I : 
B. Focu~ Deficit Re4uction Efforts on Preserving Medicare I i 

The ipre~ident has proposed a plan to balance the Federal / : 
b\:1dget ~at presents a reasonable approach to ensure Medicare's i ! 

financial solvency into the 21st century. The proposal includes:! 1 

$l.24 billion in net spending reductions over the next seven yearis: 
and extetjds the life of the HI trust fund through at least the j : 
yc::!ar 2005. ·. 1 

I 

Thelplan contains no new increases in out-of-~ket costs 
· fc1r beneficiaries, but does revise the Medicare benet1t package 
by providing respite care for beneficiaries with Alzheimer's 
disease and by eliminating the copaymant for :mammography 
seirvices~ 

I 
I 

c. Tak•[Advantaqe of Private Sector ID.JlovatioD• :, 
I : 

11 : 

ta.ke 
ca.re 

A m4jor aspect of our cost-contairunent strategy will be to ! : 

advantage of some of the changes now occurring in the heal t·h! 
mar*etplace. Medicare has historically been a leader in ! i 

I I 
I 
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i 
cof;t cont~inment. The prospective payment system for hospitals 
and the physician fee schedule for physicians were groundbreaking ; 
payment systems that have become the basis for many payment ! 

systems ii\ the private sector. However, the statutory 
constraints on Medicare's payment rates preclude us from taking 
advantagejof changes in the market as rapidly as the private 
sector ha~ done. 

I 

For ~xample, competition for services has increased 
s~ostanti~lly in the private sector, with employers and insuranc~ 
coi~panies i demanding large discounts on charges in return for an : 
ag:reementi to send patients to those providers. Given Medicare's.· 
la:rge market share, we should be able to extract discounts, as 
th•e priva~e sector does, in a wide variety of settings. 

We also would like to work with the Subcommittee to 
establishlcompetitive biddinq for certain Part B services, such 
as clinical laboratory and certain types of durable med.ical 
equipment/ (DKE). HCFA is now statutorily prohibited from 
engaging ~s such competition. 

I 
III. ALTBRJllATIVB PROPOSALS FOR XBOICAU UPORX 

i 

I ; 

. ' I , 

. I 
: l 
I : 
r : 

We b~lieve our plan for Medicare represents the right way to , 
balance b~nef iciary needs, program modernization and deficit 
reductionr In contrast, the Republican plan to cut $270 billion 
from Medicare over the next seven years is the wrong way. It 
will do damage to beneficiaries and the entire health care 
system. i I : 

l . I : 
The $270 billion in Medicare cuts that the Republicans have 1 • 

pz·oposed lis three times anything previously enacted. A quick i ; 

rE!View ofl the Republican Medicare reform workin9 document '. 
st19gests. ptat Medic~re beneficiaries would be required to pay j 
stL.bstanti~lly more Just to keep their current coverage and access 
tc:1 their doctors. Specifically, preliminary HCFA estimates show I 
tl'.1at such/ J::>enef iciaries would need to pay $403 more in Part B 
premiums ~an they would under the President's plan in 2002. 
Additiona~ly, they would face new coinsurance on home health and i. 
s)~illed nursing care that would cost the average person using 
these serYices in excess of $1,000 !or each benefit ~n 2002. 

I ~ 

Anerican ~edical A~sgciation Proposal 

. ! 
I 

.I I 

: I 

' I 

Another wrong way to reduce Medicare spending is contained :' 1 

in the prpposal by the American Medical Association (AMA) to. endi ! 
the curreint safeguards on beneficiary liability for charqes tor :1 I 
physician! services. Extra billing limits give beneficiaries i 1 

financial/ protection against unlimited charqes by physicians. 
Ul:ider the AMA proposal, physicians would be allowed to charge 
bi~nef icia)ries an unlimited amount over and above what Medicare , ' 

8 
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pays for a service. A preliminary estimate is that removal of 
the: extra I billing limits could cost beneficiaries more than $900 
in out-of+pocket costs in the year 2002 alone. 

I 
:I 
I 

: , I 

Kedibare has had limits on what physicians can charge since :J : 

l9E14. Th~ current extra billing limits were an essential part of1 
thE! physi*ian payment reform package established in 1989, which ' 
consisted:of (1) a fee schedule, (2) extra billing limits, and 1 

{3} the M~dicare volume performance system. The AMA strongly 
supportedithe fee schedule, which was explicitly desiqned to 
rearrangeiMedicare physician payments across procedures and 
gec>qraphif areas while remaining budget neut~al. The extra 
billing limits were an inteqral companion of the fee schedule, 
prc>vidinqj essential protection for beneficiaries in these 
ciJrcumstances -- otherwise any losinq physician could simply 
shift thelcost to the beneficiary. 

I 

We b~lieve that the AMA's new proposal to repeal the limits 
on how much physicians can charge beneficiaries calls into 
qu•estion ~he entire political compromise represented by the 
Medicare physician payment reform and is nothing short of 
outrageour-

1 
I Y.Qucher Proposals 
' 
I 

Fina~ly, I would like to comment specifically on the 
Republican proposals to convert Medicare into a •defined 
contributlion" or "voucher" proqram. Instead of secure Medicare 
co.verage !for all medically necessary care from the provider of 
their cho~ce, beneficiaries would be given a voucher to purchase 

I ' 

I ~ 
I I 

I I 
: i 

I : 
I . 

me.dical i~surance ori the open market. , 
: I ~ 
: • I I 

Advopates of voucher-like approaches frequently suggest that 
Me:dicare should emulate the private sector and therefore benefit I 

fz·om private-sector-like growth rates. CBO data indicate that 
the privalte sector per capita qrowth rate would be 7.1 percent 
f:r:~om 19961-2002. However, the Republican Budget Resolution would 
require ab incredibly tight 4.9 percent per capita qrowth rate 
f c,r Mediclare. 

1 1 
I I I 

Constraining the costs of providing care for a much more j 

vulnerabl~ Medicare population to a rate of increase so •uch 1 

snaller t!han that of the private sector is, at best, '\mrealistic.~ 1 

The resu~'tinq impact would b~ t~at the value of the voucher voulQI 
vc:try qui kly erode. Beneficiaries would be forced to pay a : [ 
s1.lbstantiJal new "premium" for exercising the choice to buy a .I I 
pc:>licy t~at covers what Medicare covers today. Such an approach:! 

1 
wc:>uld put all the rislt of increased medical care costs on the 1 

b1~neficiaries. ! , 

I ;: ' ., ' 
: I 
,· I 
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benuficiar es have incomes below $25,000, most seniors will find 
In vi['w of the fact that 75 percent of Medicare 

. it E!Xtreme y difficult to pay these additional a.mounts to keep 1 . 

their curz:jent Medicare benefits. The Republican voucher proposal/1 
: 

would likely coerce many seniors into buying less covera9e -- for·: 
exa:mple a /medical savings account-like policy with a $10,000 
deductible that Republicans also are advocating. 

I 

. If b'neficiaries wanted not only to retain their current .; . 
level of ~edicare benefits, but also to remain in traditional I! 
feE:-for-service Medicare so that they could continue to see theiri 
owri doctors, their out-of-pocket costs could be much, much I ; 
9rnater. ;Especially it adverse selection meant that sicker i · 
pee>ple were more likely to want fee-for-service coverage, the · 
coi::t of t~aditional Medicare coveraqe could skyrocket. , . 

i : 

In short-, the choice beneficiaries would face under the 
Republicah voucher plan would be to either pay significantly more/ 
or to ge't significantly less. We do not believe that this is the: 
type of dhoice Medicare beneficiaries seek. I : 

I 

EVeri.if the Republicans vouchers were adequately indexed, 
I 
I . 
I 
I : 

hc1wever, jwe have other concerns. First, for the Republican I 
VC>ucher 1fystem to work properly, there should be a wide range of r I 

plans available to Medicare beneficiaries, and beneficiaries '.: 
wc,,uld not be denied enrollment because of their medical : 
c•:>nditiops or subjected to pre-existing condition requirements. ; · 
0 1ur experience to date on how insurers behave vis-a-vis the : . 
Medicare: population raises questions about how insurers mi9ht : . 
behave under a voucher system. Indeed, the Medicare program was . 
created ~o years ago precisely because insurers did not make I . 
c.overag~ available to the elderly except at prohibitively high i · 
premium~, and insured persons were at risk of losing their / 
coverag~ after a serious illness. , ' 

I . 
I ; 

Th~ problems in the current "Medigap" market illustrate some 
<Jf the ~roblems that could be expected to arise if the heal th i ! 

.insurance market were not properly regulated. After the creatiop 
·Of Medicare, insurers began to offer Kedigap policies to the / : 
elderly/ to fill in the "gaps" in Medicare. Medigap policies i 
cover Medicare deductible and coinsurance costs, and some cover ' 
extra-blllin9 by physicians and outpatient prescription drugs. i : 

The cur~ent market provides incentives to avoid ris.}ts by health 
screenib9 or using medical underwriting criteria to offer : 
covera~ only at. an unaffordable price. They also establish !; . 
premi~s that climb steadily as the beneficiary ages and becomes 
more l.ikely to need expensive medical services, and hence to n~ed 
Medigap insurance. i ! 

. I 
I ! o# course, in principle, one could establish a set of ~~~t 

rules that would prevent such behavior. In fact, the Republican ' 
Medicare restructuring document seems to acknowledge this by i 

.1 
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I 
directing jthe Secretary to requlate this type of behavior in 1: . 
nUD1erous instances throughout the document. This is ironic in 

1

; : 

li9ht of ~he anti-regulatory agenda currently pursued by many in i 
congress. i 

' r:venjmore basically, there is a strong correlation among 
Medicare !beneficiaries -- as in most populations -- between i; · 

. inc:ome and heal th status. Our poorest beneficiaries are also our,i I 

sic:kest. ! A poorly designed voucher system could systematically 1
1 

di!>advant~ge the most vulnerable. • , 
i ' . 

I 
IV .. COHCL~S:IOIJ .1 • 

·: I 

I I• : 

Therf is right way and a wrong way to refora Medicare. The ,; : 
ri~Jht way: is to protect benefic~aries' access to quality care _anq/ : 
st1::-engthen the HI Trust f'und whi.le pursuing the broader qoal of 1 • 

balancing\ the Federal budget in a reasonable time frame. The :: · 
wre>ng way~ -- the way the Republican budget resolution has turned ! · 
-- would. demolish the basic protections embodied in Medicare Jn 
orcler to finance tax cuts for the wealthy. We believe that the 
ri~Jht way!: is more·consistent with rational health policy, fiscal 
prudence, and the overwhelming preferences of the American 1. 

pe<>ple. i · I ' 
I 
I 

Than~ you for the opportunity to testify on this important 
sul)ject. j I would be happy to answer any questions you may have. 

I 
I 
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Numbers Cited by the President on Medicare 

l. "They would ... raise premiums and out-of-pocket costs by $1,250 per couple in 2002, ... 
by SS,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 50% of the total cuts would be borne 
by beneficiaries. This is consistent with the recent Republican Ways and Means document 
out1ining 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 is multiplied by two_ For the 
seven year period, the increases in each year are added together to get a cumulative total. 

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

Data from the Congressional Budget Office (CBO) suggest that the projected private sector 
spe:nding 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 Sl,400 in copayments to 

get the visiting nurse." 

The Congressional Budget Office, in its "Reducing the Deficit: Spending and Revenue Options", 
estimated 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 \.Vith 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 Sl,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 
prerruwn would be $109 under the mid-range option of 33% in 2002, relative to $6 J under 

current law, and $83 if the current policy of 25% is extended beyond its expiration in 1998. 
When rhe 33% premium is subtracted from the 25% premium, muJtiplied by 12 to get the annual 
savings, this means a $320 increase in 2002, and approximately $1,650 increase over the seven 
year:;. 

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

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 2 I% 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 $3,782 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 

D A Democratic Vision 
D 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 Franklin 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. It is 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. 
It is 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, and that support is strong among all age groups. 1 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. 

DPC Special Report-Medicare's 30th Anniversary p.2 



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 important 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."2 

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 (Ml) 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. The time has arrived for action 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 spokesperson in 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. 5 

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: 

·~ 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."6 Again, 
hearings were held, but no further action was taken. 7 

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 is not insurance. It is a plan for government administration 
of all medical services .... Regardless of form, first a socialization 
of medicine, and second, a transfer of all control over health 
activities from the States and local government to a Washington 
Bureau." 8 

Again, no action was taken. 9 

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. 10 

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. 11 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."12 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 for the elderly, the ti rst 
"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 
do the job .... 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." 13 
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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." 14 

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. 15 

The Eisenhower Administration, which considered such national health care 
programs as "socialistic," opposed the Democratic proposal. 16 

Congressional Republicans also assailed the plan. 17 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, 
Fascist and Communist, openly brutalitarian or heavily disguised 
as benevolent despotisms." 18 

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). 19 

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.20 

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.21 

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

"The enactment of the Kennedy proposal means government 
medicine." 22 

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 bill.23 

Again, Republicans quickly rose to denounce it.24 

In the 88th Congress, there were hearings but no further action.25 

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."26 

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." 27 

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.28 

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

O Republican Senator James Pearson (KS): "American 
medicine has achieved an unprecedented level of 
developmentthrough its own efforts .... ltwould 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."29 

They said it would not work. 

O Republican Senator Carl Curtis: "This amendment would be a 
great disappointment to older people."30 

O Republican Senator James B. Pearson: "[l]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."31 

They said it was too bureaucratic. 

O Republican Senator Roman Hruska charged: "With Federal 
funds come Federal control. In the area of medical care, 
Federal interference presents frightening prospects."32 

They said it would wreck the Social Security System. 

0 Republican Senator Jack Miller (IA): "I believe that most 
people do not wish to have the social security program 
threatened by any unsound financial tinkering such as this 
amendment represents."33 
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0 Republican presidential nominee, Senator Barry Goldwater 
(AR) characterized Medicare as the "most significant step" in 
making Social Security a relief and charity organization. 34 

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 bi//.35 

The National Referendum 

In an important, dramatic move, the sponsor of the 1964 Medicare 
amendment, 36 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." 37 

President Johnson took up the challenge. Throughout the 1964 political 
campaign, he promised, if elected, to seek the passage of Medicare."38 

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. I hope that we can get a 
mandate in November." 39 

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."40 

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."41 
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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: 

0 in the House of Representatives, Democrats outnumbered 
Republicans 295-140; and, 

0 in the Senate, Democrats outnumbered Republicans 68-32. 

The Democratic Victory 

The "sweeping Democratic victories," according to CO Almanac, "made 
passage [of Medicare] almost a foregone conclusion."42 

President Johnson went before Congress to proclaim: 

"the specter of catastrophic hospital bills can [now] be lifted 
from the lives of our older citizens." 43 

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.44 

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." 45 
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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."46 

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. 

0 Republican Representative James Utt (CA): "I do not happen to 
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."47 

O Republican Representative Delbert Latta (OH): "Believing as I 
do that Medicare is the first step towards socialized medicine in 
America, I intend to vote 'no' on final passage."48 

Once again, they said it was too bureaucratic. 

O 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."49 
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Once again, they said it would destroy the best health care system in the 
world. 

0 Republican Representative Utt: "Let us not go on the 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."50 

And they said it was a threat to Social Security. 

O 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]dequate 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."51 

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 ol Passage 
ol Medicare, 1965 

1/4----Presldent Johnson's State of the Union Address listed health care for 
the elderly as a high priority. 

1/4---Representadve King and Senator Anderson introduced ldemlcal 
Medicare bllls In each House of Congress. 

1/7--Prestdent Johnson's message on "Advancing the Nation's Health" 
assigned top priority to the Presldenf s recommendadons 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 commmee reached agreemem upon a compromise. 

7 /27----House ratified the conference agreement. 

7 /28----senate ratified the conference agreemem. 

7 /30---Presldem 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. 

0 Today, more than 36 million Americans are protected by 
Medicare. 

Medicare has improved the quality of life among the America's elderly. 

0 Medicare has dropped the poverty rate among America's 
elderly by 13.4 percent. 52 

Medicare is an efficient health program. 

0 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.53 

Medicare benefits all Americans regardless of income status. 

0 Eighty-three percent of Medicare outlays go to beneficiaries 
with incomes of $25,000 or less. 54 

O Only three percent goes to elderly individuals or couples with 
incomes in excess of $50,000. 55 
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Medicare is a popular health care program. 

0 Eighty-nine percent of Americans want Medicare to continue. 56 

O Ninety-two percent of Americans say Medicare is the only way 
many older Americans can possibly obtain adequate health 
care. 57 

0 A Kaiser-Commonwealth Fund 1993 health insurance survey 
found that 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. 58 

0 Seventy-five percent of Americans oppose cutting Medicare in 
order to balance the budget. 59 

0 When asked what should be the most important goal for the 
budget, the number one answer was "protecting Medicare and 
Social Security."60 
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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, 
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. '61 

But today, Medicare is once again under Republican attack. House 
Majority Leader Richard Armey says he "deeply resents the fact that 
when I am 65, I must enroll in Medicare." He calls it part of government 
that ''teaches dependence," and says it is a program I would have no part 
of in a free world."62 

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.63 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." 64 
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