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MEDIC~ & HEALTH FLAS~ 

MARCrr 12, 1999 

5:15 lO'.M. 

N~ cao PROJECTIONS BELIE TRUST fUND FEARS 

New baseline projections for Medicare released today by the 
congressional Eudget Office say chat ~y the year 2005 che Medicare 
Hospital Insurance Trust Fund will have a positive balance of $177.9 
billion-about $90 billion more than previous CEO projection~ for that 

eBb l;ll:"ojections used by the National Bipartisan Cornmissionon the 
of Medicare showed the trust fund with a defic~t 'of $49 billion 

the yea~ 2010.' The new p~ojections go only to the year 2009 but show 
in ehat year a positive balance of $141.6 billion, which iG larger chan 
the curren~ balance of $l27 billion. A capitol Hill source fami11a~ 
with the projections said that the new figures reflect assumptions 
abou~ continuing eConomic growth yielding higher trust fund revenues 
from payroll taxes, as well as sharply reduced Medicare spenoing growth
in the past two years. 

The neW numbers are bad news tOl:" legislators who have argued that the 

trust fund's deteriorating cond;it;ion is evidG!nee that Medicare needs 

fundamen~al reform, Others, though, warn that long ~errn forecasting is 

unreliable and major POlicy changes shouldn't be based on auch 

uncertain economie,assumptions. 


Th<: COIrimission is next scheduled t.o meet at 5 p.m. in room 1100 of cJ:J.e 

~ongworth House Office Building in washington on Tuesday, March 16. 

Apparently the eso news hadn't caught UP to the Commission: its . 

meeting notice scaces that 

go bankrupt in the year 2008," 


"without rcfo~m, Medicare is projected to 
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Cumulative 
Value of 

CBO eBa Original Contributions 
Year Off-budgetOn-budgetMedicare to Trust F.und J~Y2000 138 -5 18 19 


2001 145 11 20 41" 2002 153 59 28 73 

2003 162 51 27 105 

2004 171 68 30 143 

2005 184 79 33 187 

2006 193 116 41 241 

2007 204 134 46 304 

2008 212 146 50 375 

2009 218 165 56 456 

2010 221 . 175 60 548 

2011 224 182 65 649 

2012 223 ' 190 68 761 

2013 218 179 71 

2014 209 180 72 . 


2000-2004 769 184 124 ~ 
2000-2009 1780 824 350 


2000-14 2875 1730 686 
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ROUGH NEW BASELINE 
CBO MEDICARE BASELINE I ADJUSTED FOR 1998 TRUSTEES' ASSUMPTIONS 

(Dollars in billions, calendar year, cash basis) 

HI 
. Payroll 
Taxes· 

HI Other 
IN

HI 
Premiums 

COME 
Additions Interest TOTAL 

Income INCOME 

SPENDING 
Current Savings 

Spending-
New 

Spending 

INCOME· 
SPENDING 

ASSETS 
Start of the End of the 

Year Year 

-
\ 

2000 137 6 1 7 $152 143 $143 $9 $127 $137 
2001 139 8 1 8 $157 148 $148 $9 $137 $146. 
2002 146 9 2 9 $166 153 $153 $12 $146 $158 
2003 153 9 2 10 $173 163 $163 $10 $158 $168 
2004 159 10 2 10 $181 175 $175 $7 $168 $174 
2005 167 10 2 11 $190 188 $188 $3 $174 $177 
2006 174 11 2 11 $199 197 $197 $1 $177 $178 
2007 182 12 2 11 $207 214 $214 ($7) $178 $171 
2008 190 13 2 10 $215 230 $230 ($15) $171 $156 
2009 199 14 2 9 $224 247 $247 ($23) $156 $133 
2010 209 15 3 7 $234 264 $264 ($30) $133 $103 
2011 219 16 3 5 $243 282 $282 ($38) $103 $64 
2012

Qot31
014 

230 
"24T~'; 
253 

18 
"":~'W . 

21 

3 

3 

2 $253 
. . ;.{ >;1::;(;r;r:';""';(~~6L 

(5) $271 

302 
3?4.· . . , 

348 

$~02 

'l~~~' . 
$348 

($50) 
($62) 
($76) 

$64 $15 
$15 '. ·~$48).,· . 
($48) ($124) 

2015 265 22 4 (11 ) $280 372 $372 ($92) ($124) ($216) 
2016 277 24 4 (17) $288 398 $398 ($110) ($216) ($326) 
2017 290 26 4 . (24) $296 427 $427 ($131 ) ($326) ($457) 
2018 303 29 4 (33) $303 458 $458 ($155) ($457) ($612) 
2019 317 31 5 (44) $309 492 $492 ($182) . ($612) ($794) 
2020 332 34 5 (56) $315 528 $528 ($213) ($794) ($1,007) 
2021 347 37 5 (70) $319 567 $567 ($248) ($1.007) ($1,255) 
2022 362 40 5 (86) $322 596 $596 ($274) ($1.255) ($1.529) 
2023 379 43 6 (104) $324 625 $625 ($302) ($1,529) ($1.830) 
2024 395 47 6 (124) , $325 657 $657 ($331 ) ($1.830) ($2,162) 
2025 413 . 51 7 (145) $326 689 $689 ($364) ($2,162) ($2.526) 
2026 432 55 7 (169) $325 724 $724 ($398) ($2,526) ($2,924) 
2027 451 60 8 (195) $324 760 $760 ($436) ($2,924) ($3,360) 
2028 471 65 8 (223) $322 798 $798 ($476) ($3,360) ($3,836) 
2029 492 71 ' 9 (254) $318 838 $838 ($520) ($3,836) ($4,356) 
2030 514 77 9 (287) $313 880 $880 ($567) ($4,356) ($4.923) 

• Adjusted to that total income equals CSO projected income (converted to calendar years); other numbers are Trustees' 1 ~98 
.. From CSO (converted to calendar years) ..' 
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OPTION 2. President's Budget 

CBO MEDICARE BASELINE I ADJUSTED FOR 1998 TRUSTEES' ASSUMPTIONS 
(Dollars in billions, calendar year, cash basis) 

INCOME SPENDING INCOME· 
HI HI Other HI Additions Interest TOTAL Current Savings New SPENDING 

Payroll 
Taxes· 

Premium 
s 

Income INCOME Spending­. Spending 

137 6 1 18 8 $1712000 143 $143 $28 
2001 139 8 1 20 10 $179 148 $148 $31 
2002 146 9 2 28 12 $197 153 $153 $44 

153 9 2 , 27 15 $2052003 163 $163 $42 
2 .159 10 30 18 $219 175 $1752004 $44 

167 10 2 33 21 $234 188 $1882005 $46 
174 11 2 41 24 $253 197 , $1972006 $55 
182 12 2 46 28 $2702007 214 $214 $56 
190 13 2 50 31 $287 230 $2302008 $56 
199 14 2 56 35 $305 247 $2472009 $58 

2010 209 15 3 60 38 $325 264 $264 $61 
2011 , 219 16 3 65 42 $345 282 $282 $63 

230 18 3 68 46 $365 302 $3022012 $62 
2013 241 19 3 71 50 $384 324 $324 $59 

253 21 3 72 53 $402 348 $3482014 $54 ' 
265 22 4 0 54 $3452015 372 $372 ($28) 
277 24 4 0 52 $357A­ 2016 398 $398 ($41) 

427 $427,'\ 2017 290 26 4 0 49 $369 ($58) 
303 29 4 0 45 $381 458 $4582018 ($77) 

2019 317 31 5 0 39 $392 492 $492 ($99) 
332 34 5 0 32 $403 528 $528 ($125)1)° 

2020 
347 37 5 

-
0 24 $4132021 567 $567 ($155) 

362 40 5 0 14 $421 596 $5962022 ($174) 
379 43 '6 ,'0 2 , $430 6:29 $625 " (~195k"~ 
395 47 6 0 (11 ) $438 657 $6572024 ($218) 

689 $689413 51 7 0 (25) $4462025 ($243) 
724 $724432 55 7 0 (41) $453 ($271)2026 

451 60 8 0 (59) $4602027 760 $760 ($300) 
471 65 8 0 (78) $466 798 $7982028 ($332) 
492 71 9 0 (100) $472 838 $838 ($366)2029 

880 $880514 77 9 0 (124) $477 ($403)2030 

ASSETS 

Start of the End of the 


Year Year 


$127 $155 
$155 $187 
$187 $230 
$230 $272 
$272 $317 
$317 $363 
$363 , $418 
$418 $473 
$473 $530 
$530 $588 
$588 $649 
$649 $712 
$712 $774 
$774 $834 
$834 $888 
$888 $861 
$861 $819 
$819 $762 
$762 $685 
$685 $586 
$586 $461 
$461 $306 
$306 $132 
$132 ($63) 
($63) ($281) 

($281) , ($525) 
($525) ($795) 
($795) ($1,095) 

($1,095) ($1,427) 
($1,427) ($1,793) 
($1,793) ($2,196) 

• Adjusted to that total income equals eso projected income (converted to calendar years); other numbers are Trustees' 1998 
•• From eso (converted to calendar years) . .. 

3/13/99 



OPTION 3. 33% of CBO On·Budget 

CBO MEDICARE BASELINE I ADJUSTED FOR 1998 TRUSTEES' ASSUMPTIONS 
(Dollars in billions, calendar year, cash basis) 

HI 
Payroll 
Taxes· , 

HI Other 
IN

HI 
Premium 

s 

COME 
Additions Interest 

Income 
TOTAL 

INCOME 

SPENDING 
Current Savings 

Spending" 
" 

New 
Spending 

INCOME­
SPENDING 

ASSETS I 

Start of the End of the ! 

Year Year 

2000 137 6 1 0 7 $152 143 $143 $9 $127 $137 
2001 139 8 1 4 8 $161 148 $148 $13 $137 , $149 
2002 146 9 2 19 10 $186 153 $153 $33 $149 $182 
2003 153 9 2 17 12 $192 163 $163 ,$28 $182 $210 
2004 159 10 2 22 14 $207 175 $175 $32 $210 $243 
2005 167 10 2 26 16 $221 188 $188 $34 $243 $276 
2006 174 11 2 38 19 $244 197 $197 $47 $276 $323 
2007 182 12 2 44 22 $262 214 $214 $48 $323 $371 
2008 190 13 2 48 24 $278 230 '$230 $48 $371 $419 
2009 199 14 2 55 27 $297 247 $247 $50 $419 $469 
2010 209 15 3 58 31 $315 264 $264 $51 $469 $520 
2011 219 16 3 60 34 $332 282 $282 $50 $520 I $570 
2012 230 18 3 , 63 37 $350 302 $302 $47 $570 $618 
2013 241 19 3 59 39 $362 324 $324 $37 $618 $655 
2014 253 21 3 59 42, $377 348 $348 $30 $655 $685 
2015 265 22 4 0 41 $332 372 $372 ($41) $685 $644 
2016 277 24 4 0 38 $343, 398 $398 ($55) $644 $589 
2017 290 26 4 0 34 $355 427 $427 ($72) $589 $517 
2018 303 29 4 '0 29 $365 458 $458 ($93) $517 $425 
2019 317 31 5 0 23 $376 492 $492 ($116) $425 $309 

r;: 332 
347 

34 
37 

5 
5 

0 
0 

15 
'5 

$385 
$394 

528 
567 

$528 
$567 

($142) 
($173) 

$309 $166 
$166 ($7) 

2022 362 40 5 0 (6) $401 596 $596 ($194) ($7) ($201) 
2023 379, 43 6 0 (19) $409 625 $625 ($217) ($201) ($418) 
2024 395:0 47 6 0 (33) $415 657 $657 ($241) ($418) ($659) 
2025 413 51 7 0 (49) $422 689 $689 ($268) (~659) ($927) 
2026 432 55 7 0 (67) $428 724 $724 ($296) ($927) ($1,223) 
'2027 451 60 8 0 (86) $433 760 $760 ($327) ($1,223) ($1,550) 
2028 471 65 8 0 (107) $437 798 $798 ($361) ($1,550) ($1,911) 
2029 492 71 9 0 (131) $441 838 $838 ($397) ($1,911) ($2,308) 
2030 514 77 9 0 (156) $444 880 $880 ($436) ($2,308) ($2,744) 

" Adjusted to that total income equals eso projected income (converted to calendar years); other numbers a~e }rustees' 1998 
.. From eso (converted t6 calendar years)' - -- . 
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: SUBJECT MEDICARE AND BUDGET SURPLUSES 
GAO'S PERSPECTIVE ON THE PRESIDENT'S PROPOSAL 
AND THE NEED. FOR REFORM 

BODY: 

Mr. Chairman and Members ofthe Committee:, ... . 
, It is a pleasureto be here today 'to discuss thePresident'~ recent proposal for addressing Medicare 
and use of the projected budget surpluses over the next 15· years; As you know, I testified last: month 
on the implications ofthe President's surplus proposals for Social Security. Today; I will briefly 
reprise our views on the overall fiscal consequences of the proposal; discuss what it does and (,loes • . 
not do for the Medicare program, and examine the importance of and difficulty in making. 
fundamental· changes to this complex program. . . . 
Regarding the President's proposal: . 
It wOLJld significantly reduce 'debt held by the public from current levels, thereby also reducing net 
interest costs, raising national savings,aOd contributing to future economic growth. ihis element of 
the President's proposal would have positive short and h;mg:term effects on the economy.: . 
It pr?vides a gr.ant (or in the President:s word/agift~Of}~ nevv.:.:..~~t ~f Treasury securities for the 
Medicare Hospital Insurance (HI) program whl~ld 'extend_tne life of the HI trust fund from 
2008 to 2020. It is important to 'note, however, that these new Treasury securities would constitute a 
new unearned claim on general funds .for the HI program-a marked. bre.ak With the Qavro." taxhase,r 
~ . \ ' , 
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I;nanc;ng structure 01 tbe proaraV'. Th;s would be a s;gn;l;cant change tha could serve 'to underm;n, C
[he remaining fiscal disci line iated with the s wit twR~ CQ~. 

as no e ect on the current and projected ,cash-flow deficits that have faced the () program 
since 1992-deficits ,that taxpayers will continue to finance through higher taxes, lower spending 
elsewhere or lower paydowns of publicly held debt than the baseHne. Importantly, the President's 
proposal would not provide any new to pay for medical services. It does not incllli!.~~T.~.!!~!n9ful 

, P!.Q9IaID reform Jb~d,slo.\Af"~iog,,,,!;Iro)Nth in the HI program~ In fact, the, transfer, of these
" , .'''''''''''''''''''''fWI'Ilr''~~~n<I\.~.~ , 

new Treasury securities to the HI program could very well Serve to reduce sense of'urgency for . 
~. At the same time, it could strengthen pressure to expand Medicare benefits'in a program 


I' I J . 'that is fundamentally unsustainable in its present form. 

\ !'\i".,,A The current Medicare program is both economically and fiscally unsustainable. This is not a new 


. w(/( 'l~\ h message-the Medicare Trustees noted in the early 1990s that the program is unsustainable in its 
(l ,', \' present form. They also noted the need for dramatic and fundamental reform of the program to' 

: ~.\J assure its solvency. With regard to Medicare: . 
';1"'}('~" ,The program'~ continued, growth threatens. to crowd but o~her s~endi~g and economic activity of 
I l\.\<. . value to our society. Even If we save the entire surplus, Medicare IS projected to more than double 
.~ , .. 
~~.,\ its share of the economy by 2050. " • 
""f'~vI -- Meaningful reform of this program is urgently needed and such reform.will require hard choices. 
1 ~' The program changes enacted in 1997 illustrate how <;lifficult even incremental reform is to a<;iopt. 

Major change requires reshaping the nation's perspective on health care consumption and drawing 
distinctions between \i\lhat the nation needs, wants, and can afford both at the national and, individual 
level. 
-- To be effective' and sustainable, reforms' must begin soon and be comprehensive in nature. 
However I the historyof entitlement reforms tell us that, to be enduring, such reforms must be 
introduced gradually after widespread public education in order to gamer sufficient support from the 
system's multiple stakeholders. Context: Long-term Outlook is Important 
It is important to look at the President's proposal il! the context of the fiscal situation in which we find 

'ourselves. After nearly 30 years of unified budget deficits, we look ahead to projections for 
"surpluses as far as the eye can see." At the same time, we know th~t we face a demographic tsunami' 

,in the futurethat poses significant challenges for SocialSecurity, .Medicare, and our economy as a 
whole. In this context, it is noteworthy that the President has proposed a longer-term framework for 
resource allocation than has been customary in federal budgeting. 

'Although all pr.ojections are uncertaio--and they get more uncertain the farther out they go--we have 
long hel.d that a I<?ng-term pe~spectiveis important in formulating fiscal policy for the nation. Each 
generation is in part the custodian for the economy it hands the next and the nation's long-term 
economic future depends in large part on today's budget decisions. This perspective is. particulafly 
.important because our model and th~t of the Congressional Budget Office (CBO). continue to show 
that absent a change in policy, the changing .demographics to. which I.referred above will ,lead to 

, renewed deficits. This longer-term problem provides thl:l critical backdrop for making decisions 
about today's temporary budget surpluses. ' 
Surpluses are the result of a good econOll)y and difficult policy decisions. They also provide a unique 
opportunity to put our country ona more sustainable path for the long term, both for the nation's . 
fiscal policy and selected entitlement programs. Current decisions can, help in several important 
respects: ( 1) current fiscal policy deciSions. can help expand the future capacity of our economy by· 

.. increasing national savings and investment, (2) engaging in substantive reforms of retirement and 
. health programs can reduce future claims, (3) by acting now,we have the opportunity of phasing in· 
chang~stoSocial Security arid Medicare programs over a sufficient period of time to enable our .. 
·citiiens. to adjust, and (4) failuretciachieve needed reforms in the SoCial Security and Medicare 
programs will drive: future spending to level~ that will eventually "squeeze out" rTlost or all . 
discretionary spending, including national defense spending. If we let the achievement of a temporary 
budget surplus lull us into complacency about the .budget-, 'fheltin the middle of the 21.' Cej)tury we. 

. could face daunting demographic challenges without having built the economic capacity or program . 
and policy reforms to handle them.The Proposal . 
Before turning to Medicare' specifically; it IS important to describe the p'~esident's overall p1w)osal . 



for using the surpluses over the next 15 years. The proposal's effects on Medicare are part of a 

broader initiative to save a major share of the surplus to reduce' the debt. held by the public and 


.	thereby enhance future economic capacity for the nation. 

The President proposes to use a significant portion of the total projected unified budget surpluses 

over the next 15 years to reduce debt held by the public. He also proposes to take some related 


, steps to address the financing problems facing both the Medicare and Social Security programs. His 

approach to this, however, is extremely complex and confusing. 


Specifically, the President proposes to allocate about two-thirds of the projected surplus over the 

next 15 years to reduce publicly held debt. This portion of his proposal would increase our future 

economic capacity. At the same time, the President proposes to transfer alike amount to the Social 

Security and Medicare trust funds in the form of nonmarketable Treasury securities. In effect, the 

President's proposal would trade debt held by the public for debt held by the Social Security and 

Medicare trust funds. The administration has defended this approach as a way of assuring both, a 

reduction in debt held by the public' and as securing a "first claim" for both Social Security and 

Medicare on what they call the "debt-reduction dividend" to pay future benefits for those two 

programs. The Hi Program would receive nearly $700 billion in additional Treasury securities ­
representing nearly 15 percent of total surpluses over the 15 years.1 This transfer is projected to 

'extend the life of the HI trust fund from 2008 to 2020. ' 

The President's proposal has raised' important questions about howthe'f~deral government can 

promote long term economic security by using today's surplus resources to "save for the future." lri ' 

the federal u'nified budget,· the only' way to save for the future is to run a unified budget surplus or 

.purchase afinancial asset. When there is a cash surplus it is used to reduce debt held by the pUblic.' 

Therefore, to the extent that there is. an actual cash surplus, debt held by the public falls. This is 

exactly what happened in fiscal year 1998 when the debt held by the public was reduced by $51 

billi~n. 	 ., . 

In the federal budget, trust funds are not vehicles to park "real" savings for the future. They are simply 
budget accounts used to record receipts and expenditures earm.arked for specific purposes. A 
private trust fund can set aside money for the future by increasing its assets. State governments. 
similarly can "park" surplus resources, in "real" pension funds and other trust funds which are routinely 
invested in "assets" (e.g., readily marketable securities) outside the government. However, under 
current law, when a trust fund like HI ran a surplus of payroll tax revenues over benefit payments, the 
excess was invested in Treasury securities and used to meet current cash needs ot' the government.' 
These securities are an asset to the trust fund, but they are a claim on the Treasury. When a trust fund 
runs acash deficit, like HI has been doing since 1992, it redeems these securities to pay benefit costs 
exceeding current payroll tax receipts:2 Medicare will,be able to do this' until 2008 under current 

, law when its trust f'und securities will be exhausted. However, in order to. redeem these securities, the 
government,as, a whole must come up with, the cash by either increasing taxes, reducing spending or 
raising borrowing from the public above the baseline. , , , 
Increasing the balances of Treasury securities owned by HI trust funds alone would increase the 
formal claim that the trust funds have on future general· revenues since the trust fund's securities, 
constitute a legal claim against the Treasury. However, increasing the HI trust fund balances alone, 
without underlying reform, does nothing to make the program more sustainable. From a macro , . 
perspective, 'the critical question is not how much a trust fund has ih assets, but whether the' . 

. government as a whole has the economic capacity to finance the trust .funds claims to 'pay benefits . 
now and in the future. From a micro perspect'ive, trust funds can provide a vitaf signaling function for 
policy makers about,underlying fiscal imbalanoes in covered programs. However,extending a trust 
fund's paper solvency without reforms ,to make the underlying program more sustairiable can, ,'n 
effect, obscure the warning signals that trust fund balances provide. , . ' . , 
Government Financing 
The President's proposals would enhance the nation's future egj>nomic capacity by significantly 
reducing debt held by the public from the cLirrerit level of44 percent of Gross Domestic Product to 7· 
percent over the 15-year period. The president notes that this would be the .lowest level since 1917. 
Nearly two-thirds of the projected unified budget surplus would be used to reduce debt held by the 



. , . 	 . 

public. Because the surplus is also to be used for other governmental activities, the amount of debt 
reduction achieved would be less than the baseline (i.e. a situation in which norie of the surplus was 
usedJ, but nonetheless the outcome would confer significant short and long- term benefits to the 
budget and the economy. . .. 
Our previous work on the long-term effE\cts of federal fiscal policy has shown the substantial benefits 
of debt reduction.3 One of these is lowering the burden of interest payments in the budget. Today net 
interest represents the third-largest "program" in the budget, after Social Security and Defense. 
Interest payments, of course, are a 'function of both the amount of debt on which interest is charged 
and the interest rate. At any given interest rate, reducing publicly held debt reduces net interest 
payments within the budget. For example, CBO estimates that the difference between spending the 
surplus and saving the surplus is $123 billion in annual interest payments for debt held by the public 
by 2009--or almost $500 billion Gumulatively between now and then. Compared to spending the 
entin3 surplus, the President's proposal would also swbstantially reduce projected interest payments. 
Lower interest payments lead to larger surpluses; these in turn lead to lower debt which leads to 
lower interest payments and so on: the miracle of compound interest produces a "virtuolls circle." The 
result would be to provide increased budgetary flexibility for future decisionmakers who \Nill. be faced 
with enormous and growing spending pressures from the aging population. 
For the economy, lowering debt levels increases national saving and frees up resources for private 
Investment. This in. turn leads to increased productivity and stronger economic growth over the long 
term ..Over ,the last several years, .we .and CBq have bQth simulated the long-term economic results 
from various fiscal policy paths. These projections consistently show that reducing debt held by the 
public increases national income over the next 50 years, thereby making it easier for the nation to 
meet future needs a·nd commitments. Our latest simulations done for the Senate Budget Committee, 
as shown in figure 1, illustrate ,that any path saving all or a significant share of. the surplus in the near 
term would produce demonstrable gains in per capita GDP over the long run.4 This higher GDP in 
turn .would increase the nation's economic capacity to handle all its commitments in the 'future., 
Figure 1: GDP Per Capita .Under Alternate Fiscal Policy Simulations 
While reducing debt held by the pubiic appears to be a centerpiece of the President's proposal--and 
has significant benefits-~as I noted above, the transfer of a portion of the unified surpluses to the () 
trust fund is a separate issue. The transfer is not technically necessary: whenever revenue exce~ds 
outlays and the cash needs of theTreasury, debt held by the public falls. ' 
The President'S proposal appears to be premised on the belief that the only the way to sustain 

· surpluses is to tie them to Social Security and Medicare. He has merged two separate guestions: (1) 
how much of the surplus should be devo.ted to reducing debt held by the public and .(2) how should 
the nation finance these two programs in the future, The President has proposed to save the surplus 
by, in effect, hiding it in the Social Security and () trust funds. The additional.nonmarketable Treasury 
securities transferred to the Social Sec·urity and Medicare trust funds are recorded aS,a subtraction 
from the unified budget surplus -a new budgetary concept. Accordingly, the surplus disappears 

· under this novel scoring approach since these transfers approximate the surplus the President is 
proposing to sa've by reducing pubiicly held debt.S ., ' 
Let me turn now to tbequestion of how the President's proposal would affect Medicare financing. 
Impact on Medicare Financing· , 
The mechan'ics of the proposed transfer of surpluses to the Medicare program are. like the transfers 
to Social Secority, complex and difficultto follow. In form they are similar, but the effects on . 
Medicare woqld be somewh<;lt different. Unlike Social Security, Medicare.'s HI program has been 

• experiencing a cash 	flow deficit since, 1992 - current payroll taxes and otner revenues have been 
insufficient to cover benefit payments and prog'ram expenses. Accordingly, Medicare h'asbeen 

drCiwirig on its special Treasury securities acquiredduring ~he years when the program, generated a ' 
cash surplus along with interest on those accumulated balances: In effect, these general fund ' 

.. payments can be viewed as repaying the loan ·of cash that the trust fund provided the'rest of 
government when the Medicare program was in surplus-;"fAFV1999, the HI program will run acash 
'deficit of $8 billion. As noted earlier, in order to redeem these securities, the government must either 

, rai.se taxes; cut spending, or increCise ,borrQwing from the public. In essence, Medicare. has already, , 
crossed the point where it is a net claimant on the Treasury - a,threshold that Social Security is ilot 

, " 




. . . 


. currently expected to reach until 2013. Stated differently, the bleeding of the HI trust fund has' 

already started based on the program's annual cash flow deficits. 


The current financing flows for the HI program are depicted in figure 2 below. As the figure shows, 
to help pay benefits in fiscal year 1999, the HI trust fund receives an $8 billion general fund payment 
for interest it earned on its treasury securities from its past cash surpluses. The HI fund also receives· 
$5 billion for a portion of the income taxes paid on Social Security benefits.· 
Figure 2: Medicare Flows under Current LawUnder the President's proposal, the above scenario 
would continue. However, as shown in figure 3, at the point where total tax receipts are allocated to 
pay for government activities; a new financing step would be added to "transfer" a portion of the 
projected unified budget surpluses to the Medicare HI trust fund. The Treasury would do this by 
issuing a new set of securities for the HI Trust Fund. Unlike the current securities owed the trust fund, 
these new securities are not supported by payroll tax surpluses in the program - rather they represent 
what amounts to a grant or gift. However, it is important to remember that these new securities equal 
a portion of the excess cash that would be used to reduce the debt held by the public. The 
Administration argues that the new securities are, in effect, supported by the enhanced .economic 
resources gained by reducing publicly held ·debt. Nonetheless, we should .remember that under the 
current law. baseline--i.e., with no changes in tax' or spending policy--this would happen without 
crediting additional securities to either the Social Security or Medicare trust funds. 
Figure 3: Medicare Flows .under President's ProposalThe financial consequences of this transfer. are 

.depicted in figure 4 below. This graph first shows that by providing the add'itional Treasury securities, 
the solvericy of the Hospital Insurance Trust Fund would be e'xtended from 2008 to 2020~ However, 
the figure aiso shows thatthe President's pro s nothing to alter the imbalance between the . 
program's tax recei ts and b.enefit ayments. It has been in cash eficit since 1992 and remafnsm a 
cc; e IClt even with the new Treasury sec rities. Thus. the president proposes to provide adQi1:ional 
claims on the Treasury, not additional cash to a eriefits.? v.r-~.fd (j, . 
FigurEr' :. Medicare ospital Insurance Trust Fund Financial Outlook under President's proposal 
Notwithstand,ing the fact that no real cash is exchanged, the transfer of additional se.curities to' 
Medicare is a discretionary .act with major economic consequences for the future financing of the HI 
program. As with Social. Security, this proposal represents a fundamental shift in the way the HI 
program is financed. It moves it away from payroll financing toward a formal commitment of. future' 
general fund resources for the program for the future. The general fund obligation would begin far 
earlier than for Social Security. Spe<;:ifically, the HI Trust Fund would begin drawing on the. general 
fund to redeem these new securities in 2008 - well before the full reduction in publiCly held debt and 
associated benefits to the general fund will have been realized under the President'splan. In addition, 
this is 24 years before the Social Sec;urity Trust Fund would begin drawing. 'on the additional Treasury 
securities that the Pres.ident is proposing to grant to that program. 
The transfer would constitute an explicit general fund subsidy for the HI program -a subsidy whose 
magnitude is unprecedented for this program. This is true becau.se the newly.transferred securities 
'WOUld be in addition to a'ny buildup of his~oricai payroll tax surpluses. Securities. held' by the trust fund 

. have always represented the value of the loan of its surpluses to the Treasury. - annual cash flows 'in 
eXcess of benefits and expenses, plus interest. Under the President's proposal; the value of securities· 
heid by the HI trust fund v:.ould exceed that supported by earlier payroll tax surpluses and constitute 
a new and unearned claim on the general fund for the future. In effect, the proposal would shift the 

. financing of the HI Trust Fund to look mor~ like that for the Part B Supplemerital Medicat Insurance 
(SMI) Trust Fund. The SMI portion of Medicare obtains 75 percent of its revenues from a general 
fund subsidy, with the remainder supported by benefiCiaries' premiums. 
This is a major .change in the underlying theoretical design of the HI program. Whether you believe 'it 
is a major change in' reality depends on what you assllme about the likely future use of gen'eral 
revenues under the current circumstances. For example, current projections are that the HI Fund will 
exhaust its securities to pay the full promised benefits ill" 2b'08~:U-you believe that this shortfall . 
would--when the time came be made up with general fund moneys, then the shift embedded iri the 

. President's proposal merely makes that explicit. If, however, you believe that there would be changes 
.in the benefit or tax structure of the fund instead, then the President's'pr~posal represents a very big 
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In our view, the proposal carries some significant risks that should be carefully considered by the 
Congress. One risk is that the transfers to both the Medicare and SocialSecurity trust funds would 
be made regardless of whether the expected budget surpluses are actually realized. The mounts to be 

, trahsferred apparently would be written into law as either a fixed dollar amount or as a percent of 
taxable payroll rather than as a percent of the actual unified surplus in any given year. These transfers 
would have a claim on the general fund even if the actual slJrplus fell below the amount specified for 
the transfers. However, it is important to emphasize that any proposal to allocate surpluses is 
vulnerabl,e to the risk that those projected surpluses may riot materialize. Proposals making 
permanent changes to use the surplus over a long period of time are especially vulnerable to this risk. 
The, history of budget forecasts .shoul,d remind us not to be complacent about the certainty of these 
large projected surpluses, In its most receptoutJoQk book, CBa compared the actual deficits or, 
surpluses for 1988~1998 with the first' projectioni! produced five years before the start of each fiScal 
year. Excluding the estimated impact of legislation, CSO says its errors averaged about 13% of 
actual outlays. Such a shift in 2004 would mean a surplus $250 billion higher or lower; in 2009 the 
swing would be about, $300 billion; Accordingly, we should consider carefully any permanent " 

" 	commitments that are depen'denton the' realiiation of a long"term forecast. ' 
The Compelling Need for Fundamental Program Reform ' , ~. 
A more significant risk of the President's proposal is that b ,a 
Medicare, it could very well undercut the incentives to en aningful and fundamental ~eform 
of the HI program reforms which are vital to making the HI program sustainable over the long term. 
Unlike Social Security, the HI program is already' in, a negative cash flow position--payroll taxes 
support 89 percent of spending now and will cover less than one-half 75 years from now. Even in the 
short term, the HI program's annual outlays grow by several times the rate of general inflation. 
Although its growth has slowed in recent years, it remains one of the mo~t volatile and uncontrollable 
programs in the federal budget. According to CSO, the growth of Medicare-both HI and SMI- will 
increase its share of the economy by nearly a full percen,tage point over. the next 10 years, ,from 2.5 
percent to 3.3 percent of GOP in 2009. Sy contrast, the share devo~ed to Social Security is 
projected to remain relatively flat during this period rising froll) 4.4 percent of GOP in 1999 to, 4.7 ' 
percent in 2009.0ver the long term; the program's growth rates are more daunting. Absent any 
changes, the combined Medicare program (Le., HI and SM!) is projected to more than double its 
share of the. economy by 2050 - from 2.7 percent now to 6.8 percent based on the Medicare 

, Trustees' most recent best' estimated assumptions. When coupled with Medicaid, federa,lhealth care 
,cos~s will grow to nearly 10 percent of GOP by 20.50, as depicted in figure 5. The progressive 
absorption qf a greater share of the nation's resources for health is, like Social Security, a reflection 
of the rising share of elderly in the population. However, health care growth rates also reflect the' 
escalating c'ost growth of health care at rates well exceeding general rates of inflation. Increases in the 
number and quality of health services fueled by the explosive growth,of medical technology has 

, spurred much of this extraordinary cost growth in he,alth care. Consequently, Medicare represents a 

much greater and more complex fiscal challenge than even Social Security over the longer term. 

Figure 5: Medicare and Medicaid as a Share of GOP , ' , , 


, T ' 'nt's roposal, tOl"trengthen the HI program is more perceived than real. Specifically; 
, 'while the H/Trust Fun ave more resources as aresult of the'President's proposal, in 

r.eality nothing about the program has really changed. " 

The proposal does: ~ot repres~nt rogram reform, but rather' as:u~plemental means tofinancethe 

~~rent program Stated di ' roposed has more form than subst ceo ' 

~~at ilprlOst alarmin is that the President's proposal cc;:>uld ipdl.lce a sen'se of false complacency 


about e financial health of the HI program. The impending insolvency of the HI program sends 




impertant signals to. pelicymakers that thE;! pregram needs to. be made mere afferdable threugh benefit 
changes, revenue increases er beth. The 2008 date has beceme an impertant cue to. peticymakers . 
that ceuld 'previde the impetus needed to. make the hard cheices 'necessary to. promote the selvency 
and sustainability ef the HI pregram fer the leng term. Extending the life ef the HI Trust Fund without 

, substantive program referm could be arecipe fer delay and denial that ceuld increase the ultimate 
fiscal and social cost ef HI program referm. At a minimum, the President's proposal is likely to. create 
a public misperceptionthat semething meaningful is being dene to. referm the Medicarepregram. 
Changes to. the HI pregram should be made sooner rather than later. l'le Ion er m . 
dela ed the mere severe such actiens will have to be in the futu s the fastest grewing secter ofI • 

t e federal budget, early actien to. reduce Medicare's costs wil.1 have compeunding fiscal benefits. 
Even if. the rate of growth is not changed, reducing the base level of spending can produce outyear 
dividends for the prograITl'sfinances. Mereever, acting now would anow changes to benefits and 
health care delivery systems to. be pha~ed in gradually so that stakehelders and participants weuld 
have time to.. adjust their saving or retirement goals ,accerdingly. 
When viewed tegether with Secial Security, the financial burden ef Medicare on the future economy 
takes en daunting prepertions. As figure 6 shows, the cest ef these two. programs cembined weuld 
nearly double as a share of the payro.ll tax base ever the leng term. Assuming no. ether changes, these' 
pregrams would censtitute an unimaginable drain on the earnings of our future werkers. This does n.ot 
even inciude the financing challenges ef the SMI pregram.Figure6. Secial Security and Medicare's 
HI Pregram as a Percent ef Taxable Payrell " . .' , 

. '. ~ There is a~ether reasen to. take early action to reform beth Social Security and Medicare costs. . . 
. k .. ~~«t'educing the future costs of these pregrams is vital to. reclaiming eurfuture capacity as a natien to 
(}!'.. . . address ether impertant needs in the public sector. To. meve into. the future witheut changes in the 
~ S.ocial Security, Medicare, and Medicaid pregrams isto envisien a very different rele for the federal 
. . government. Assuming no financing or benefit changes, eur tong-term medel (and that of CBO) 

shows a werld in 2050 in which Social Security, Medicare, and Medicaid absorb a much greater 
share of the federal budget. (See figure 7.) Budgetary flexibility declines drastically and there is; 
increasingly less room fer programs fer national defense, the young, infrastructure, and law 
-- enforcemerit--i.e" essentially no discretienary programs at all. Eventually, again assumingne 
pregram .or financing changes, Secial SecuritY,health and interest take nearly all the revenue .the 
federal gevernment takes in by 2050. This is true even if we assume that the entire unified budget 
surplus is saved and these centinued surpluses ~educe interest from current levels. As shewn in figure 
8, the picture belew is even moredramatic if we assume the entire unified budget surplus is usei:L6 In 
that scenario lower GOP and higher interest payments lead to. a world in which revenues cever enly. 
'Social Security, health and interest in 2030. And in 20.50 revenues do not even cever Social Security 
and federal health expenditures alone! Altheugh 'views abeut the rele ef gevernment differ, it seems 
unlikely that many would advecate a government deveted selely to. sending Secial Security checks 
and health care reimbursements to. the elderly. 
Figure 7: Cempositien ef Spending as a Share ef GOP Under "Save the Unified Surplus" Sim41atien . 
Figure 8: Compositien ef Spending as aShare of GOP Under "No Uni'fied Surplus" Simutation 
Meunting Pressures on Medicare Spending Pose Challenges fer Leng~term Program Viability 
.It is clear that re;:!1 an'd substantive reform of Medicare is essential to. achieving the.lensterm , 

'. ; selvency and 'sustainabilitythe program itself- it is not a questien ef whether, but wh€ln and hew. 
Hewever, multiple factors compliCate and magnify the challenges involved in achieving such 

.. fundamental program referm. ' . . . 
'Substantial growth in Medicare spending will continue t6 be fueled by demegraphic and 
. technolegical change. Medicare's rolls are expanding and are prejected to increaSe rapidly ~ith 'the 
re~irement' of the baby beom. Fro example, today's elderly. make up about .13 percent ef the total 

. po.puratien; by 2030, they will comprise 20 percent as the baby boom generatio!) ages. Individuals 
.aged 85.and elder make up the fastest growing greup of M~dicare beneficiaries. So, in addition to 
the increased demand' for health care services due ·te· sheer nuroflers, the greater prevalence of . 
chronic health conditionsasseciated with aging will further boost utilization. 
Cempeunding the cest pressures of serviilg..a larger and needier Medicar~ pep!J1atien are the' cests 
asseciated with the scientific breakthroughs fer treating medical cenditiens and Junctional limitatiens. 
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Technological and treatment advances have resulted in'more services being provided to more 
beneficiaries. These services can restore health, redU(:~e pain, increase functioning, and extend lives. 
Medical miracles abound, such as medications that reduce the permanent damage resulting from 
heart attacks, hip replacements that improve the health and quality of life for many, and therapy 
regimens that promote recovery from what previously would have been debilitating strokes. The 
frequency and intensity of some high-tech services, however, may be of limited clinical value or fail to 
improve the quality of beneficiaries' lives. 
These technological advances feed the public's expectations that more health care is better. Some 
expect virtually unlimited services to treat any condition. However, the actual costs of health care 
consumption are not transparent. Third-party payers generally insulate consumers from the cost of 
care decisions. In traditional Medicare, for example, the impact of the cost-sharing provisions 
designed to curb the use of services is muted, because about 80 percent of beneficiaries have some 

: form of supplemental health care coverage (such as Medrgap insurance) that pays these costs. 
The demographic spiral will increase health care needs over the foreseeable future, while, 
technological changes have begun expanding health care demand. But of this demand, how mLich are 
"needs" and how much are "wants"? The distinction is blurred by the effect of scientific advances 
making available new, treatments--.which may, not be ,universally applicable or necessarily effective 
while individuals continue to be insulated .from the full costs of care. At the same time, financial 
incentives to expand service use fail to be held in check by reasonable assessments of what society 
can afford. 
While these financialquestions,loom, pressure is mounting to update Medicare's outdated benefit 
design. However, doing so carries with it the potential to exacerbate Medic'are's spending 
trajectory. Consider the caseaf prescriptiondrug coverage. In 1965, when the program was first 

, established, outpatient prescription drugs were not nearly as important a component "of health care as 
they are now. Used appropriately, pharmaceuticals can cure diseases, improve quality of life, and 
,substitute for more expensive services. Most private insurance options and Medicaid programs 
recognize these advantages byincluding pharmaceutical coverage in their benefit packages. Many 
seek to similarly modernize Medicare's benefits. However, this, desired expansion comes ata time 
when pharmaceutical companies are increasingly marketing their Products directly to 
consumers---raising the spectre that wants willg'row well beyond actual needs. Thus, the question of 
whether to include prescription drugs in Medicare's benefit package illustrates the importance of 
.affordability counterweights to moderate notions of health care wants. 
BBA Reforms Overshadowed by Magnitude of the Problem 
The kinds of reforms needed to put Medicare on a more sustainable footing for the, future will 
require hard choices. Real changes in providers' incomes and services to beneficiaries will 
undoubtedly be necessary. Substantive reform, not simple financing shifts among funds within the 
budget~which have b,een all too frequent in the past as a way to delay the inevitable day of 
reckoning-will be-required to address this daunting problem.·, ' 
Let's not kid ourselves-this will not be easy. The Balanced Budge~ Act of 1997, (BBA) illustrates 
how challenging reforms can be for this program. BBA contains what are probably the most 
significantc;hanges to Medicare since its inception more than 30 years ago, yet it was never intended 
to substitute fOJ long-term reform. 

The changes "Yill extend ~heHI trust fund's solv,ency to 2008 before the baby boomers even begin to 
, dra'w on the: program'. The changefi wiU also result in an estimated $385 billion in lower program 
expenditures over a 10-year period through a combination of savings from constrained provide~ fees, 
increased beneficiary payments; and structural reforms. To make even these incremental 'changes to 
Medicare required substantial ,effort on the part of the Congress. ", 
Effective implementation oUhe Act has proved daunting to'the Health Care Financing Administration 
(HCFA), as we have recently reported.7 Moreover, to the extent that these changes have produced' 
new winners and losers amongheaiih tare providers, preSSlJrEl~)O undo the related changes are 
growing., For example:lntroduction of prospective payrnent for certain Medicare services: 
Prospectbfe payment systems will alter h,oV\,l reirnb.ursemems ,are made to skilh:id '1ursing ,facilities~ , 
home health agencies, hospital outpatient departments, and rehabilitation facilities. Rather than paying 



largely whate~er costs providers incur, the objective is to fix rates, giving pro~iders incentiv~s to 
deliver care and services more efficiently. Our work in this area shows that weaknesses in the design 

'and implementation details could substantially erode the expected savings. Furthermore, over the past 
year, the Congress has faced intense industry pressure to revisit certain BBA provisions that. 
constrain payments to particular groups of providers. . '. 
Creation of Medicare + Choice: The BBA established this new program to encourage the expansion 
of managed care. It represents a first step toward the restructuring of Medicare from two ' . 

. perspectives. The' first addresses cost growth through increased reliance on private sector expertise 
and resources to control costs. The Medicare + Choice provisions addressing health plan and 
beneficiary participation reflect in part the expectation that increased managed care enrollment will 
help slow Medicare spending. To date, Medicare managed care has failed to meet that promise 
and, owing to payment methodology flaws, has actually cost the government more than if enroUed 
beneficiaries had remained in traditional fee'-for-service Medicare. The BBA attempts to correct this 
problem by. mandating several adjustments to Medicare's payments to managed care plans. These 
are adjustments which industry representatives have sought to delay and which they claim w.ill lead to 
less rather than ·greater plan participation in Medicare + Choice.8 
Thesecond p~rspective touches on beneficiary expectations. In principle, managed care can reshape 
consumer behavior. The intent of Medicare + Choice is to provide benefiCiaries a greater menu of' 
plan choices that offer ~dditional benefits, like prescription drugs, not covered in traditional 
Medicare. Simultaneously,however, plans will attempt to manage care, thus resulting in beneficiaries 
facing limits on both traditional and additional services. In thiS way, Medicare + Choice would' 
.demonstrate that resources are constrained and that expanding choice must inyolve trade-ofts. 
The BBA illustrates the temptation to proceed down the slippery slope of federal treasury funding 

. rather than sticking with the more difficult task of attempting meaningful program or financing reforms. 
The act calls for reallocating a portion of home health spending from the HI program to the SMI 
program. This is essentially an accounting exercise that moves obligations from the HI trust fund 
account to SMI: While this reallocation could position policy makers to develop additional structural 
reforms for this benefit, the movement of home health payments from () to SMI alone generates little 
net savings. Similarly, 1993 legislation increased the taxable portion of Social Security benefits and,. 
for all practical purposes, shifted this additional revenue to the HI trust fund. These two shifts 
illustrate a pattern of taking from Pet,er to pay Paul. 
The lessons learned so far from the BBA experience are twofold. First, passing the legislation is a 
b'old first step, but remaining resolute and effectively implementing the provisions constitute an equally 
challenging second step. Second, relative to the reforms necessary to align Medicare spending,with 
the nation's priorities for all spending, BBA's changes may represent only a minor excision when 
major'surgery Is required to assure the HI program's solvency'-The BBA did result in reduced costs 
and cut the long-terra actuarial imbalance significantly. Nonetheless, the HI.and SMI programs 
to'gether, are still projected to grow by nearly a full percentage point of GDP over the next 10 years. 
The pressures that continue to drive health care spending upward are exacer.bated by the undefined· 
boundaries between what the nation arid individuals want, need, and can afford. . ' , 
Conclusions 
Budget surpluses provide a valuable opportunity to capture significant long-term gains to both 
improve the nation's capacity to address the looming fiscal challenges arising from demographic 
change and a'id in the transition to a more sustainable. Medicare program. The President's proposal , 
should prompt a discussiofl about the importance of the trust fund con'cept in disciplining spending for 
Medicare. The Pre.sident's proposal is both 'wideranging and complex, and it behooves U,S to clarify' 
the consequences for both.our national economy and the Medicare program. . 
A substantial share of projected,budget surpluses over the next 15 years would be used to reduce. 
publicly held debt, providing d,emon'strabre gains for our ecollomic capacity to afford our future, .. 
commitments. Saving a good portion of today's surplus'es can help future generations of workers· 
better afford the billowing cOsts of these commitments;-but w'e:must also reform the programs . 
themselves to make these commitments more affordable and sustainable over the long term. 
The transfer of surplus resources 1.0 the. HI trust fund, which the administration argues is necessary to 
lock in surpluses for the future,. would nonetheless constitute a major shift in financing for the 



Medicare program: However, it would not constitute real Medicare reform because it does not 

modify the program's underlying commitments for the future. Moreover, the proposed transfer may 

very well make it more difficult for the public to understand and support the hard choices necessary 

for the prograr:n' s future viability. " , 


, While meaningful reform is urgently needed, it will require reshaping the nation's perspective on health 
care consumption and draw clearer distinctions between needs, wants, and affordability. 
Complicating this effort is the nation's strong commitment to maintaining and even enhancing the 

,quality of and access to services. Further, we have a history of technological development, which 
'may in some cases make health care delivery more efficient or effective, but sometimes has driven 

. spending up without contributing significantly to the quality or length of life. 
Irrespective of whether the President'S proposal is enacted or not, the Medicare program is in need 
of fundamental reform to assure its solvency and sustainability over the long term. There will be many 
proposals to modify Medicare and to implement fundamental change, I would suggest the following 
five criteria for evaluating these proposals. 
-- Affordability: Changes should ensure that the Medicare program consumes a reasonable share of 
our productive resources and that, it does not unduly encroach on other necessary pubJ.ic programs or 
private sector ,activities. Retaining the selffinancing feature of the HI trust ,fund will help instill the 
necessary fiscal discipJ.inethat I fear could be eroded through general fund subsidies for the program. 
Shifting excess expenditures from one sector of the budget to another or transferring the burden to 
different payers or future gene'rations should not be construed as ,actions that will make the trust fund 

,solvent or t"utu~e program commitments sustainable. Rather, there needs, to be a fundamental' 
rethinking ot' the incenti~es in the current program that pro~ote increased intensity and utilization of 
services without sufficient consideration of their costs. Proposals that involve early action on 
modifi~ations to the program to take advantage of the compounding fiscal dividends of savings that 
are achieved sooner should be preferred. 

Equity: Reforms should not impose a disproportionate burden on particular groups of beneficiaries 
or providers. It may be that correcting the distortions created by our current system requires 
substantial reductions in utilization by certain groups of beneficiaries or of certain types of services. 
Graduated implementation could make the burden of such shifts less onerous. -- Adequacy: 
Beneficiaries should have appropriate access to health care services, regardless of their individual' 
ability to pay. Further, the tradition of technology development, which has contributed greatly to 
health and health care in this country, needs to be maintained in a manner that supports cost-effective 
and clinically meaningful innovations that enhance the quality and length of life. 
-: Feasibility: Reforming an entitlement defined in specified benefits rather than dollar terms must 
involve changing the behavior of beneficiaries and providers. A proposal must contain the correct 
array of incentives to achieve necessary behavioral change. 

It must also involve mechanisms that an entity like HCFA can implement and monitor. There must 

also be provisions for a safety valve to rec<;llibrate aspects when the intermediate goals axe not' 

achieved. 


,-- Acceptance: Beneficiaries, taxpayers; and providers must reach a consensus on any major 
changes to ensure their long-term viabiJ.ity. The path for getting there must begin with steps that will 
make program costs, which today axe· barely opaque, much more transparent to the publi'c', Sufficient 
beneficiary and provider education to the reaJ.ities of the tradeoffs involved may facilitate their 
'acc:eptance.Further, a phased approach could help ease any disruptions in services or incomes while 
garnering public approval. 
Applying ,such (;riteria will, require a detailed understanding of the possible outcomes and issues 
associated with the various elements of proposals. We will be happy to work to provide the data, 
information" and analysis needed to helpPolicymakers evaluate the relative merits of vari'ous . , 
proposals arid move toward agreement on much needed Medicare reform1>. 
nie time has come formeaningflJl Medicare'r€!form; Dela-y willQ:rily serve to make the necessary 
changes more painful down the road. We must be straight with the American people, achieving'the 
gO,al of saving Medicare )/ViII re,quire real options ar"ld tough decisionsto incre('lse p~ogram revenues 
and/or decrease program expenses. There is no "free lunch." ' " 



We have an historic opportunity to deal with the temporary surpluses available today and how we do 

so could position us better to deal with th.efuture. We also have an obligation to execute our fiduciary 

responsibilities regarding the nation's fiscal health. This involves demonstrating prudent management 

of the projected unified surpluses. At the same time, we ,cannot let the comfort afforded by these 

temporary surpluses lull ns into complacency. Instead, we f1lust capitalize on this opportunity to .. 

engage in serious entitlement reform. 

We at GAO stand ready to help the Congress as you develop effective, equitable, and affordable 

,solutions for Medicare reform. Working together, we can make a positive arid lasting difference for 

our country and the American people. FOOTNOTES: ' 

1 With the additional interest these new securities would earn, total assets held by: the HI trust fund 


'would go up by over $1 trillion. 
,2 This may mean either using interest or the principal itself to cover the difference. 

3 Budget Issues: Analysis of Long.-Term Fiscal Outlook (GAO/AIMD/OCE- 98-19, October 22,. 

1997). 


A The "On-budget balance" path assumes that any surplus in the non Social Security part of the 
budget is "spent" on either a tax cut or spending increases or some combination but assumes the 
current law path for the SO,cial Security trust fund. Thus the surplus in the Social Security trust :fund 
remains untouched until it disappears in 2013 after which the unified budget runs a deficit equal to the 
SSTF deficit. The "Save the Surplus" path assumes no changes in current policies and that budget 
:surpluses through 2024 are used to reduce debt held by the public. The "No Surplus" path assumes 

. that permanent increases in discretionary spending and tax cuts deplete the surpluses but keep the 
budget in balance through 2009. Thereafter, deficits re- emerge as spending pressures grow. ' 
'5 The President also proposes to use about 13 percent of these surpluses to purchase stocks for 
Social Security. . 
6 Our "No Surplus" simulation is not a forecast but rather an illustration of the implications of taking 
fiscal actions that eliminate projected surpluses and the fiscal pressures posed by the aging of the 
'baby boom generation. This simulation shows ever- increasing 'deficits that result in declining I 

investment, a diminishing capital stock, and a collapsing economy. In reality these economic 

consequences would inevitably force policy changes to avert such a cat~strophic outcome. 

7 HCFA Management: Agency Faces Multiple Challenges in Managing Its Transition to the 21 

Century (GAO/T-HEHS~99-58, Feb. 11, 1999). . 

8 See Medicare Managed Care: Better Risk Adjustment Expected to Reduce Excess Payments 

Overall While Making Them Fairer to Individual Plans (GAO-HEHS-99-72, Feb. ·25, 1999). 
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The Breaux-Thomas Proposal 'v'/hat'v'/iil It Mean for Medicare Beneficiaries? 

I ntrod uction 

In this document, Families USA analyzes the impact of the Breau..x~Thomas 

Medicare refonn proposal on the 39 million elderly and disabled people served by 

the Medicare program. We raise ten key questions and provide answers based on 

what we currently know from the documents issued by the Medicare Commission· 

and from its deliberations. 

This analysis will be revised when the Medicare Commission completes its work. 
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Ex~cutive Summary 


1. 	Will Medicare beneficiaries still be 

guaranteed the same benefits they 

have today? 


No. Under the Breaux-Thomas proposal, there are 
no guarantees that beneficiaries will have the 
same benefits that they receive t~day. Each health 
plan will have significant latitude, within 
specified categories of benefits (such as in-patient 
hospital care or home health care) to determine 
the scope, duration, caps, and cost-sharing for 
different services. As a result, private health plans 
and insurance companies will have the'right to 
design their benefit packages so that there are 
limitations on services provided (such as caps on 
hospital.or home health care days), and 
beneficiaries may be x:equired to pay significant 
amounts in copayments for those services: In 
addition, cost pressures will cause benefits to 
erode over rime unless they are guaranteed by 
law. 

2~ 	 Are beneficiaries likely to pay more' 
than they do now? 

Yes. 	The Breaux-Thomas proposal allows plans to 
impose greater cost~sharing requirements on 
beneficiaries. This can significantly increase the 
overall Medicare-related costs faced by 
beneficiaries compared to what they pay under 
current law. Also, the lack of sufficient savings 
and revenues in the proposal makes it likely that, 
as health costs increase over time, the 
government will reduce its'subsidizatiori of 
premiums, shifting these cOSts to beneficiaries. In 
,addition, private insurance plans will pass on to 
beneficiaries new coSts for marketing, enroilment, 
administration, and profits. 

3. 	Do the structural changes being 
proposed ensure Medicare's long-term 

. financial stability? 

No. The Congressional Budget Office stated that it 
could not determine how the Breau..x-Thomas 
proposal would affect costs. HCFA actuaries said 
that restrUcturing the program to a premium 
support model would achieve relatively small 
savings. Hence, the Breaux-Thomas proposal will 
result in significant strucrural changes, with 
potentially large unintended consequences, but 
will not ensure the program's long-term stability. 

4. 	One in five Medicare beneficiaries is 
eligible for financial assistance to 
cover some of their Medicare costs. 
Will they still be able to receive this 
help? 

Not Clear. The Breau..x-Thomas proposal states 
that low-income protections will be the same as 
under the current system. But many crucial 
questions remain unanswered. Will premium 
subsidies be provided to beneficiaries up to 13S 
percent of poverty? Will these low-income 
beneficiaries receive subsidies for their 
deductibles and copayments as well? As 
premiums and cost-sharing increase, will there be 
a corresponding increase in the eligibility criteria 
for such assistance? How will cost-sharing 
assistru;tce be determined when each plan 
establishes varying copayment levels? What will 
be done to provide assistance to the more than S 
million low-income beneficiaries who now are 
eligible for such help but don't receive it? 

,,' 
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5. 	Will Medic:are beneficiaries be 
guaranteed that the plan they signed 
up for will have the same benefits and 
doctors from year to year? 

No. 	Under the BrealL'<:-Thomas proposal, private 
health plans will be able to modify the benefit 
and cost-sharing features being offered each year. 
Plans will also be able to modify the list of 
physicians in their networks. Thus, plans Will be 
able to undenake so-called ''bait-and-switch'' 
practices--luring people into plans based on 
attractive benefit and network features, and . 


. subsequently offering less favorable plan features. 

The Breaux-Thomas proposal is silent on the issue 

of what protections will be available to 
beneficiaries if they become di~satisfied with their 
HMOs and want to rerum to traditional Medicare 
or if their HlVIOs pull out of the market. 

6. 	Will health insurance companies be 
able to discourage sicker or older 
seniors or people with significant 
disabilities from joining their plans? 

Yes. The Breaux-Thomas proposal gives general 
authority to a Medicare Board to "protect against 
adverse selection," but the proposal contains no 
specific steps to carry out this charge and does. 
little to define the authority of the Board. Since 
the Board is being created partially because· 
Commission members oppose HCFA's more 
regulatoryapproach, there is reason to fear that 
the Board may be less inclined to intervene 
effectively against health plans' "cherry picking." 
Under the Breaux-Thomas proposal, plans Will 
have a greater ability to design benefit packages 
attractive to younger and healthier beneficiaries 
that are inadequate for sicker beneficiaries. For 
example, a plan may offer fimess classes but limit 
home health services. This will enhance risk 
selection and segregate Medicare beneficiaries 
into some plans serving the young and healthy 
and other plans for the old and frail. 

7. Will beneficiaries have the same· 
consumer protections they now have? 

Not Clear. The Breaux-Thomas proposal provides 
no assurance that the same consumer protections 
that exist in the current program will be in place 
. and, if they exist, how they might be enforced. 

8. Will the many beneficiaries who 
depend on traditional Medicare be 
guaranteed that it will remain viable 
and affordable? 

No. The BrealL,<:-Thomas proposal makes 
traditional Medicare compete with private plans. 
It allows private sector plans to offer benefits that 

· are attractive only to younger, healthier 
beneficiaries and to limit benefits needed by those 

· in poor health. Traditional Medicare will then be 
the choice of older and sicker beneficiaries, . 
making its premium increasingly expensive. At 
some point the premium for traditional Medicare 
may become so expensive that enrollment . 
declines.and the program becomes unsustainable. 

9. Will all Medicare beneficiaries have a 
prescription drug benefit? 

Not Clear. The Breaux-Thomas proposal identifies 
prescription drugs as an "open issue" that still 
requires resolution. 

10.Will more older people become 

uninsured? 


· Yes. The Breaux-Thomas proposal gradually 
increases the eligibility age for Medicare from 65 
to 67 years of age. As a result, many 65· to 67~ 
year-olds would become uninsured. Research 
indicates that as many as 1.4 million people will 
be left without any insurance or will be seriously 
underinsured. Over time, more people will lose 
coverage as employers continue to drop retiree 
health coverage. 

III 
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,Analysis 

1. 	Will Medicare beneficiaries still be guaranteed the same benefits they have . 
today? 

Today, Medicare beneficiaries are guaranteed a specific set of benefits. The scope of these 

benefits, their duration, and the cost-sharing requirements related to them are all specifically 
defined in law. These benefits include hospital care; skilled nursing care; home health care; .. ' 

hospice care; physician services; inpatient and outpatient medical and surgi~al care; physical, 

occupational, and speech therapy; and diagnostic and laboratory services. Out-patient 

prescription drugs ,are not included, and most experts acknowledge that this gap needs to be 

filled. 

Not only are specific benefits promised, but beneficiaries can rely upon actUally receiving 

those benefits. Data from the 1995 Medicare Current Beneficiary Survey indicate that only 4 

percent of Medicare beneficiaries reported trouble getting care.1 

, The B,reaux-Thomas proposal does not provide a clear guarantee of benefits. Commission 

documents describe a requirement that health plans provide the same categories of benefits 

offered in traditional Medicare; however, health plans could vary the scope, duration, and cost­
sharing requirements of benefits in each category.2 The failure to provide a statutory guarantee 

of precisely defined benefits would leave beneficiaries vulnerable to erosion in the value of 

benefits over time as health care costs increase. For example, health plans'could reduce 

'. 	 reimbursable hospital days or place a dollar limit on specialty care. At. the same time, cost­

sharing amounts are likely to rise. (See Question #2.) 

Under the Breaux-Thomas proposal, the precise design of benefit packages would lie . 

within the purview of a new Medicare Board vested with the authority to negotiate premiums 

a.Tld approve benefit packages. Medicare would be modeled after the Federal Employees Health 

Benefits Plan (FEHBP). One can look to the Office df Personnel Management (OPM), which 

performs the same tasks ascribed to the Medicare Board, for insight on benefits. Although OPM. 

has a policy of minimizing variation in FEHBPbenefit packages, a great deal of variation is still 

permitted. FEHBP plans vary in actUarial value by as much as 31 percent-an indication of . 	 .' 

significant differences in the type, scope, and duration ofbenefits.3 

Although the Breaux-Thomas plan models Medicare after FEHBP, details of the proposal 

are vague enough that a host of important questions remain unanswered. Will all plans provide. a 

broad.array of benefits, inciudinghospital, physician, outpatient, laboratory, skilled nursing care, 
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home care, and prescription drugs? Will these benefit categ~)[ies be prescribed in law? How 

much can plans limit the duration of ini.portant benefitS such as home care or hospital days? How 

... much authority or stanltory obligation will the Medicare Board have to limit variation in the 

value of benefit packages and enforce its goals for benefit design? Will traditional Medicare 

continue to have a statutorily mandated package of benefitS defined in scope, duration, and cost­

sharing requirements, or will traditio'nal Medicare negotiate benefitS lNith the Medicare Board. 

like other health plans? 

2. Are beneficiaries likely to pay more than they do now? 

Under the current Medicare system, the amount beneficiaries pay in premiums and cost­

sharing (copayments and deductibles) for the Medicare benefit package is limited by law. 4 For 

physician and other Part B services, Medicare beneficiaries pay a premium of S546 a year and , 

co paymentS of 20 percent of physician services after meeting a S100 deductible. For hospital 

services, beneficiaries pay a deductible of S768 for each episode of hospitalization, no copayment 

for days 1-60 in the hospital, $192 daily for days 61-90, and $384 daily for days 91-150. No 

co payment is required for home care. Currently, beneficiaries pay an average of one fifth of their 

incomes in out-of-pocket costs.s 

Under the Bre~ux-Thomas proposal, there is reason to expect that, over time, , 

beneficiaries in both traditional Medicare and the new private plans will pay more in real dollars 

for premiums, cost-sharing, or both than they wouid pay for the same benefits they have today. 

This is because the proposal is likely to result in cost-shifting to beneficiaries. 

The Breaux-Thomas proposal attempts to save money by forcing health plans to compete 

with each other for Medicare's business . .The proposal is based on the theory that a system of 

competing health plans will be more efficient than the current Medicare system. While experts 

debate whether savings can be achieved from competition and, if so, how much. there is general 

agreement that any savings from competition alone will not be enough to sustain the program 

through the huge influx of baby boom retirees. (See Question #3.) 

. Unless additional revenues are provided for the Medicare program to supplement any 


savings realized through competition, there will inevitably be a shortfall in funding. Under 


Breaux-Thomas, there are a number of ~ys the govern:ment can address this shortfall: it can 


, reduce benefits (see Question #1); it can increase cost-sharing; and it can ratchet down its 

cC!ntribution to the costs of Medicare premiums. All of these mechanisms shift costs on to 

beneficiaries. 

2 
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Increased Cost-sharing in the Premium S~pport Model: Because the proposal 

allows the benefit package to vary, the Medicare Boardcould allow health plans to increase cost­

.sharing requirements on beneficiaries (or reduce benefits). When health plans submit bids each 

year, the Board has the power to approve benefit packages, including co-payments and . 

deductibles (as well as dollar and time limits on benefits). Allowing health plans to increase COst­

sharing (or curtail the scope and duration of benefits) shifts the burden of increasing costs Onto 

beneficiaries. 

Increased Cost-sharing in Traditional Medicare: In the Breaux-Thomas proposal, 

cost-sharing would rise in r:raditional Medicare for the majority of beneficiaries in a given year. 

For the traditional Medicare fee-foi-service plan, the proposal calls for a combined deductible'of 

$350, which would replace the existing Pm B deductible of $100 and the hospital deductible of 

. $768. The combination of the two deductibles into one means that most beneficiaries-the 80 

percent who are not hospitalized in a given year-;-Will have higher out-of-pocket costs.They will 

pay $250 more than they pay today. The proposal also imposes new copayments of 10 percent 

for home care visits and in-patient hospital care. A provision in the proposal to restrictMe~jgap 

first-dollar coverage of cost-sharing would limit the options seniors have to protect themselves 

against growing out-of-pocket expenses ... 

Decreas'ed Government Contrjbution: Under the Breaux-Thomas proposal; health 

plans submit bids to the Medicare Board, ~d the Board calculates the average premium. This 

average becomes the ''benchmark'' premium. (The traditional fee-for-service plan, like private 

plans, would submit a premium bid.) 

The federal government would pay an average of about 88 percent of the benchmark 

premium toward the cost of the health plan chosen by each beneficiary. Beneficiaries would pay 

the remaining amount-about 12 percent. (This 12percem beneficiary contribution was based 

on the amount of Medicare's per capita expenditure that beneficiaries are scheduled to pay in 

Part B premiums after the Balanced Budget Act is fully implemented in 2002.) The actUal 

contribution by any individual beneficiary would be determined by a formula based on the 

benchmark premium (see below). 

The government could reduce its contribution by adjusting the underlying formula. This 

could be done in three ways: 1) directly decrease the percentage of the benchmark premium that 

the government contributes for each beneficiary; 2) lower the benchmark premium upon which 

the government contribution is based; or 3) change the incentives in the formula to encourage, 

enrollees to choose low-cost plans. ' 
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1) Directly decrease percentage: The first method is easy to understand. Instead of 
contributing an average of 88 percent of the beneficiary premiwn, the government could low~r 
its average contribution to 75 percent or 60 percent. Cost-containment thatis this direct and • 

, transparent would be"politically ~cult, however. 

() 2) Lower the 'benchmarl<::' A more subtle approach is to lower the percentile of the 

b~nthmark premiwn on which the government contribution is based. For example, instead of 
using the average premiwn (at the 50th percentile of all premiwns) to determine the federal 
contribution, the government could use a benchmark premiwn thatfalls at the 25th percentile~r 
even the lowest cost plan in a region. Asa result, beneficiaries would have to pay more to stay: in 
a given plan.6 

3) Change the incentives: An even subtler way of shifting costs to'the beneficiary is to: 
create incentives in die fonnula so that beneficiaries themselves drive down that contribution by 
choosing lower-cost plans. If more people choose lower-cost plans, then the berichmark premiUm 
is'likely to decline and bring down the government contribution with it, as described above. 

Commission docwnents describe a fonnula that encourages beneficiaries to ch~ose lower­
cost plans: for plans with premiums below 85 percent ofthe benchmark, beneficianes would pay 
nothing. For plans with premiums above 85 percent of the benchmark but below 100 percent, , 
beneficiaries would pay 75 percent of the additional costs. For plans with premiums above 100 
percent of the benchmark, beneficiaries would pay the fullportion of any additional amount.; 

Because most beneficiaries are likely to remain in the traditional fee-for-service plan at, ' 
the outset, at fust the benchmark premiUIIi will be close to or the same as the traditional plan., ' 

However, if more seniors move out of the rraditional plan as intended by the refonn proposal, : 

the benchm~k premiwn will change to reflect the cost of the plans they choose. This is because 
th~ benchmark is not a simple average but a weighted average~ meaning it is iI).r1uenced by the. 
number bf people in each plan. ' 

Beneficiaries are likely to choose plans that do not cost them anything-those at 85 
percent of the benc...lunark. This is especially true because the government will only pay 25 ' 
perCent of the added cost of plans between 85 and 100 percent of the benchmark and nothing. 
beyond that. People' choosing plans with such low premiums will either receive lesser coverage; 

, pay more in cost-sharing, or both. 
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As the declining benchmark drives down the government contribution to premiums, 

people who want to keep the same level of benefits will have to pay more out-of-pocket. Unlike 

private plans, traditional Medicare will be unable to reduce benefits to stay competitive and will 
become increasingly e..'<Pensive. Beneficiaries who lie in areas served only by traditional Medicare 

will have no choice but to pay more out-of-pocket. 

3; 	Do the structural changes being proposed ensure Medicare's long term 
financial stability? 

The purpose of the Medicare Com.ritission was to develop ways to ensure the future 

financial stability of Medicare, The Balanced Budget Act (BBA) charged the Commission with 

analyzing solutions ''that will ensure both the financial integrity of the Medicare program and the 

provision of appropriate benefits under such program." 8 

The Breaux-Thomas proposal to transform Medicare into a market-based model will have 

many unpredictable and 'unii:ltended consequences and yet will not generate significant savings. 

Over the past two-and-a-half decades, public and private sector health costs have increased at 

similar rates: between 1970 and 1996, average annual spending grmvth per enrollee was 10.8 

percent for Medicare and 11.3 percent for private insurance.9 And future per,capita growth in 
Medicare spending is projected to be lower than growth in the private sector for the ne..'CC several 

years, panly because of measures in the BBA.that reduce excess payments to providers.10 In 

examining the ~ancial impact of the Breaux-Thomas proposal, HCFA's Office of the ActUary : 

found that long-term savings from the BBA measures and from premium support were similar: • 

e..'CCending the BBA provisions saves $12.2 billion in the year 2009 and premium support saves 
$11.4 billion that year.ll 

Given current policy, Medicare will experience a long-term shortfall ):hat market forces 

under the Breaux-Thomas proposal will hardly affect. That shortfall will not be due to Medicare's 
inability to control per capita costs, but will result largely from growth in the number of , 	 , 

\ . 	 beneficiaries. In the absence of other savings or increased revenues to restore Medicare's 

financial balance, the Breau.x-Thomas proposal will shift costs to beneficiaries. The plan's design 

provides convenient tools for the government to limit its costs. As discussed in Questions #1 and 

#2, the government caD. reduce its contribution to premiums and allow plans to increase cost­

sharing or reduce benefits. All result in higher costs for beneficia.ries. 
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4' •. One in five Medicare beneficiaries is eligible for financial assistance to cover 
some of their Medicare costs. Will they still be able to receive this help? 

. . . . 

A number of Medicare "buy-in" programs now e."dst to help low-income beneficiaries. 

Under the Qualified Medicare Beneficiary (QMB) program, beneficiaries with incomes up to 100 
percent of the federal poverty level are entitled to full coverage of their Medicare premiums, 

deductibles, and co-payments, paid for by the Medicaid program. Under the Specified Low­
.. Income Beneficiary (SI..1VlB) program, those with incomes between 100-120 percent of poverty 

are entitled to Medicaid cove~ge of their Medlcare Part B premiums (but not th~ir cost-sharing). 
And, under the Qualified Individual-! (QI-1) program, those with incomes between 120-135 
percent of poverty are eligible for-but not entitled to-Medicaid coverage of their Part B 

premiums from a pool of limited funding aVailable on a first~come, first-served basis. 

While the buy-in program has helped million~ of seniors afford health care, it has serious 

adminisrrative flaws that prevent millions more from receiving benefits to which they are 

entitled. Currently, nearly 10 million beneficiaries are eligible for assistance under 
QMB/SLMB/QI-1, but fewer than 5 million of them receive this assistance.12 

The BreatLx-Thomas proposal would continue the current buy-in program-a program 

mat has been ineffective in reaching those who need the benefits. The current system is hindered. 
by a division of admi.nistrative responsibility among several federal regulatory bodies and , . 

between federal and state governments. Funding is divided between the federal and state 
governments, creating a disincentive for the states to help make the program work. An exrreme:ly 
cumbersome application process .intimidates many eligible benefi¢aries. The BreatLx-Thomas 
proposal does not make clear how these problems would be solved. 

The proposal is vague about how th~ buy-in program would be implemented in a , 

premium support model. The proposal does not explicitly define who would be eligible under the 
premium support program. Unless people at or below 135 percent of poverty are included; as 

under the current QMB/SLMB/QI-1 programs, these low-income beneficiaries would be forced to 
pay a potentially unaffordable premium. 

Another concemis how ¢e BreatLx-Thomas proposal would cover cost-sharing 
requirements for low-income people. Since ~e Commission's proposal allows health plans to 
determine scope, duration, and dollar caps for plan benefits, it ~s unclear how the cost-sharing , 

.protections would be structured. Would it be detennined on a plan-by-plan basis, with different . , . 

cost-sharing protections for enrollees in different plans? Who would decide about the size of the 


protections-the Medicare Board, health plans, HCFA, the states, or some other entity? Without 

details about this sttucture, it's hard 'to deterrnine whether low-income beneficiaries will receive 

the. protections.needed,tQ..keep.Medicareaffordable. , ' 
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, 5. Will Medicare beneficiaries be ~aranteed that the plan they sign up for will 
have the same benefits and doctors from year to year? 

A goal of the Breaux-Thomas plan is to shift increasing numbers of beneficiaries into 

managed care plans. As described in Question #1, beneficiaries mtraditional Medicare enjoy the ' 

security of legislatively guaranteed benefits that are consistent from year to year. An act of 

Congress is required to change the benefit package. Even though there are gaps in benefits, the 

constancy of benefits enables beneficiaries to arrange for supplemental coverage. Additionally, 

virtually all physicians accept Medicare patients, and most accept Medicare's payment rate 

without billing additional amounts to beneficiaries. Thus, beneficiaries have vinual certainty that 

they will be able to maintain relationships ,with their doctors over the years. 

Beneficiaries in HMOs, however; have less certainty. They cannot be sure that their plans 

will remain in the Medicare program, that benefits will stay the same in scope or duration, or 

that the same panel of doctors will be available in a given plan from year to year. For example,' 

diabetics who rely on a set number of home care visits or a certain amount of dietetic counseling 

, aIld physical therapy will be at risk if their health plans are permitted to reduce benefits in these 

areas. Patients can suffer disruption in care if their doctors are dropped from health plans or 

leave due to intrusions into patient care. Involuntary change of physicians is especially 

disconcerting to patients undergoing long-term treannent, as is the case with much of the 
Medicare population. 

, ' 

, , 

Beneficiaries are especially hard hit when health plans leave the market altogether. 


Nearly 100 plans recently pulled out of Medicare+Chojce or dropped counties' from their 


coverage areas, affecting 450,000 Medicare+Choice beneficiaries-about seven percent of 


Medicare+Choice enrollees. These beneficiaries were forced to find another health plan in their 


area that provided the benefits they required-or they could retUrn to traditional Medicare and: 


search for a supplemental policy that provided those benefits. About 50,000 of the beneficiaries 

" , 

who were dropped live in areas With no other HMOs. Currently, insurers are required to issue 4 


of the 10 standard Medigap plans to beneficiaries whose HMOs leave the market. Unfommately, 


no~e of these plans offers prescription drugs. The law also permits beneficiaries to return to 


Medigap plans in which they were enrolled within the previous year. 


Under the Breaux-Thomas proposal, the ability of beneficiaries to rely on consistent 

availability,of plans, benefits, and physicians is likely to decline. If plan oversight decreases from 

the current level, the potential for unscrupulous plans to engage in subtle bait-and-switch 

marketing tactics would increase. PlaIl$ could offer more desirable benefits at first, and decrease 

or change these in subsequent years. The Breaux-Thomas proposal's creation C?f a Medicare 

Board to supplant HCFA is rooted in an anti-regulatory environment and is, in part, a response to 

critics orHCFA~s .regulatory,efforts. The .proposal does not describe what the Board's membership 
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will be or how it will hold plans accoUntable. The proposal also does not describe the Board's . 

regulatory powers and enforcement mechanisms. Thus, there is no assurance that the Board .vill 
be an effective overseer. In addition, the proposal fails to address access to Medigap coverage for 

beneficiaries who leave HMOs either due to dissatisfaction or plan tennination. 

6. 	Will health inSurance companies be able to discourage siCker or older seniors 
or people with significant disabilities from joining their plans? 

Several factors allow health plans to discriminate against sicker people who incur high· 


costs. These include the ability to vary benefits packages, and lax oversight by regulators. In 


addition, the technology for risk-adjusting premiums is in its infancy, and therefore is of little 

help, so far, in minimizing "cherry picking." . 


Currently, Medicare HMOs are limited in how they can use benefit design to select better' 

risks because they must provide Medicare's defined benefit package. HCFA exercises some 

regulatory oversight by approving health plans' marketiIig materials for consistency and 

comprehensibility. And a risk adjustment system to improve the accuracy of payment rates to 

HMOs is being phased into Medicare+.Choice. 

Despite these restrictions, Medicare HMOs today are able to avoid high-risk beneficiaries 

to.some degree. A significant body of research shows that the beneficiary population enrolled in 

Medicare HMOs is healthier-and therefore less expensive-than the Medicare population. as a 

whole. For example, a study by the Physician Payment Review Commission (now the Medical 

Payment Advisory Commission, MedPAC) found that beneficiaries enrolling in HMOs had lower­

than-average costs while beneficiaries disenrolling from HMOs had higher-than-average costs. 13 

MedPAC estimated that HMOs were being overpaid about $2 billion annually, given the relative 

low health risks (10-12 percent below average) of their enrollees.14 The Congressional Budget 

Office and Mathematica Policy Research also conducted studies showing that HMOs were 

overpaid because their populations were healthier than other Medicare beneficiaries. If HMOs : 


. are able to avoid risk in a program requiring standardized benefits, it seems clear there will be an 


increase when flexib~ty in the benefit package is introduced under the Breaux~Thomas proposal. 


The Breaux-Thomas proposal offers few details about how risk selection will be 


prevented. The proposal gives general authority to the Medicare Board to "protect against 

adverse selection" but contains no specific steps to carry out this charge.'If the proposal does not 

require a precisely defined benefits package, health plans would have increased ability to use 

benefit design to target healthier beneficiaries and discourage enrollment by those who are sicker 

and costlier. For example, health plans might offer plenty of fitness classes while limiting home 

-health care. The extent of-benefit-driven risk selection will also depend on the authority and 
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willingness of the proposed Medicare Board to limit benefit variation among plans. The BrealLx­

Thomas proposal calls on the Board to do this but does not specify how it will hold plans 

accountable. 

Also unclear is what authority and resources the Medicare Board will have to oversee the 

marketing behavior of health plans. Throughout Commission deliberations, Commission 

members and wimesses expressed a strong desire to curtail HCFA's regulatory oversight, an 

indication that the Board's oversight authority may be circumscribed. 

The Breaux-Thomas premium support proposal depends on risk-adjusted reimbursement 

to health plans, but the ability of risk adjusters to accurately predict health plan costs and to pay 

plans enough (but not too much) is uncertain at best. Furthennore, implementing effective risk 

adjustment will be difficult in the face of industry opposition. The industry charges that the dara 

collection required for good measurement of health status---..:a critical variable in risk 

adjustment-will be burdensome and that any overall reduction in payments would be unfair.. 

While the Breaux-Thomas proposal calls for using health status as a risk adjuster, it does not 

specify how to measure it. Moreover, the proposal states that health status adjusters should avoid 

"unwarranted administrative burdens that could affect varying types of plans' ability or 

willingness to offer coverage," undermining the likelihood ,of effective risk adjustment. 15 

7. 	Will beneficiaries have the same conSumer protections they now have? 

Currently, Medicare +Choice beneficiaries are covered by a number of consumer 

protections that help to ensur~ that they receive the benefits to which they are entitled. These . 

protections include the following: 

• 	 Medicare has adopted the "prudent layperson" standard for emergency care,and 

beneficiaries are protected against cost-sharing when they appropriately seek care from no~­
plan providers. In addition, health plans must respond to requests for pre-approval of out-df­

plan post-stabilization care within an hour of the emergency. 

• 	 Medicare specifically prohibits discrimination on the basis of medical conditions, genetic 

information, and evidence of insurability. Additionally, it prohibits termination of coverage' 

for those who develop end-stage renal disease. 

• 	 Women are entitled to use the services of a quaJified women's health specialist for routine 

and preventive care, without seeking prior authorization from a primary care physician. 

Individuals with complex medical conditions are entitled to an assessment of their condition 

within 90 days of their enrollment in the plan. 
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• 	 Health plans thattenninate their eonrracts with Medicare must notify enrollees at least 30 

. days before th~ tennination is effective, and plans must disrribute to enrollees information 

about alternative plans and Medigapservices in their area. 

• 	 Beneficiaries iri Medicare+Choice plans have the right to full disclosure of health plan . 

policies on benefits, cost-sharing, available providers, and methods used to reimburse. 

providers. Physicians must be 'able to tell patients about all available'rreat::rp.ent options 

without any consequences or restrictions. 

i 

• 	 Medicare plans must abide by a detailed internal appeals system for payments and denials , 

and a grievance system. Appeals for denial of service. must be resolved iIi 60 days and 

expedited for urgent health matters. Each beneficiary is entitled to appeal through the Center 

for Health Dispute Resolution and, depending on theeDst of the claim, to judicial review. : 

The BrealLx-Thomas proposal fails to itemize any protections for Medicare beneficiaries. It 

creates a new Medicare Board, which would replace HCFA in administering the premium support 

system. The proposal states, "The board will have the authority to enSure financial and quality; 

standards, protect against adverse selection, approve benefit packages, negotiate premiums, 

c9mpute payments to plans (including risk and geographic adjusonent), and provide informaqon 

to beneficiaries." The proposal also states, "It [the proposal] would allow for a blend of e.x:istirlg 

government protections and m~ket-based competition." The lack of specificity about consumer 

protections in the proposal raises doubts about whether consumers will retain their current 

protections and whether any such protections will be adequately enforced. The ,answers depend 

on how the Medicare Board interprets its duties, how it hold planS accountable, and what pow~rs 
of enforcement the Board has at its disposal. 

8~ 	 Will the many beneficiaries who' depend on traditional Medicare be 
guaranteed that it will remai.:ri viable and affordable? 

About five out ofsix Medicare beneficiaries rely on the rraditional program, and the 

Congressional Budget Office projects that half of beneficiaries will continue to rely on the , 

program by 2030.16 Beneficiaries in the traditional program enjoy unfettered access to virtually .' 
any physician. Those who are chronically ill, in particular; tend to choose traditional Medicare' ' 

over HMOs. (See Question #6.) Thus, traditional Medicare functions asa safe haven for those: 

beneficiaries who need more complex care or who worry that HrvlOs will inappropriately skimp 

on care. And the traditional program is financed independently of Medicare HMOs. 

10 




The Breaux-Thomas Pmposai 'vVhat'vViil It Mean for Medicare BenefiCiaries? 

. T~e BreatLx-Thoma$ proposal would require traditional Medicare to submit a premium; 

bid and compet'e with private plans. A recent version of the Breaux-Thomas proposal states, "The 
traditional government-ruri fee-for-service plan willb~ p~es~~ed and improved so that it can :. 

compete with private plans.and to'ensure .that it remains a viable, affordable. option for all 

ben~ficiaries."17 The viability oithe traditional Medicare plan will depend on a number of 

factors, including the degree of risk selection among all plans and the flexibility given to HCFA to 

~anage the fee-for-service plan to enable it t() compete effectively. 

Benefit design is one way in which health plansattemptto select better risks. If 
traditional Medicare offers more of the type and level of benefits n~eded by sicker beneficiaries 

than private plans do-home health c,are, for example-then it is likely to am:actsider and m<;>re 
expensive beneficiaries, making its premium increasingly expensive. At some point, the premium ' 

would become so expensive that enrollment woUld decline and traditional Medicare could no " 
< I ' ' , 

longer stay in operation. For example, one of the models. recently developed by the Urban 

Institute projected that, under a premium support system, out-of· pocket costs in the, traditional 

Medicare plan could rise to nearly 40 percent of income in 2025 18 
--:' double what they now pay. 

In addition, while the Breaux-Thomas proposal cails for premiums to be risk-adjusted so 
that plans with sicker enrollees are paid more, risk adjtlstment is an undeveloped science. (See . 

. . 

Question #6.) 

The ability of traditional Medicare to compete with private plans will also depend on the 

management flexibility Congress is willing to give HCFA. Current:ly, HCFA's administrative 

authority is tightly scripted by Congress. To purchase almOSt any service-from physician and : 

hospital services to home care or laboratory services-HCFA is required to contract with any 

lic~ed provider. Beneficiaries and physicians may choose among ~y of these providers. HCFA 
, . 

is not pennitted to harness itS purchasingpower to select contractors who agree to lower prices. 

Together, these contractors .constitute a strong political constituency, and Congress has been . 
. ' . , . t 

unWilling to ,change the law so thatHCFA can selectively contract. Courts have generally upheld 

the due process rights of contractors whom 
, 

HCFA has refused.19 
' 

I 

. 

The Breaux-Thomas proposal woUld give HCFA these types of management tools: 

"erihanced demonstration authority, flexible purchasing authority, competitive bidding, 

negotiated pricing authority, selective contracting and preferred provider arrangements." Such . 

changes may enhance efficiency and achieve S(lVings. 

II 
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9. Will all Medicare beneficiaries have a prescription drug benefit? 

While a Medicare prescription drug benefit would beexpensive.".drug therapy is an 
integral part of modem health care and drug coverage is'essential to the credibility of any , 

. ~ ". ". 

Medicare reform proposal. Outpatient drUgs alone consume an increasing portion of total health 

e.xpendirures-Opercent now and rising to 8 percent by 2007. The elderly make up 12 percent of 
the entire population, but they use one·third of all medications, and three out of four Medicare 
beneficiaries regularly use more than one prescription drug.20 While Medicare beneficiaries suffer 

disproportionately from chronic conditions that require drug therapy, beneficiaries have less 
prescription drug insurance than the employed population. Today, beneficiaries payout of their 
pockets for more than half of all prescription drug e.xpendirures. 

The Breaux-Thomas proposal identifies prescription drugs as an "open issue" that still 

requires resolution. 


" . 

lO.Will more older people become uninsured? 

,Today, Americans age 65 and above are eligible for MeAi,c31e benefits. Because of 

Medicare, virtually all elderly Americans have health coverage, while 43 million non-elderly 

Americans lack coverage. In fact, the number of non·elderly people without coverage has risen 
steadily over decades, and the trend is e.xpected to continue despite a prosperous economy. 

The Bniaux·Thomas proposal recommends raising the eligibility age to 67. The issue has 

a life of its own beyond the Medicare Commission, however. In 1997, the Senate Finance 

,Committee voted to raise the age from 65 to 67. 

Raising the eligibility age will cause more people to lose insurance coverage. Up to 1.7 

million people ages 6Sand 66 could be left uninsured or seriously underinsured.21 A1arge 

number of 65·66 year-oleis would be left without coverage because of their decreased access to 

both employer-sponsored and individual coverage. After the age of 50, the percent of workers 
who are offered employer·sponsored coverage declines. While 82.9 percent of individuals ages' 
25-34 are offered coverage through their employers, only 74.2 percent of individuals ages 60-64 
are offered coverage. 22 

Employers have reduced retiree coverage steadily over the past decade, and the trend is 
expected to continue. A recent survey of large employers (those with more than 500 workers) 

found that 40 percent offered retiree health benefits in 1993 but only 31 percent did so in 
1997.23 In addition, premiums for retiree insurance are rising dramatically. These developments 

are part of a general diminution of employer-sponsored health coverage in the face of rising 
, ' ' 
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costs. Because retirees do riot make a current contribution to firm productivity, their health 


benefits are more vulnerable to curtailment than those of current employees. For all these 


reasons, the trend toward reduced retiree coverage is expected to continue. 


Newly ineligible 65- to 66-year-olds would have to fend for themselves in procuring 

health coverage in the individual insurance marketplace, where coverage and costs are based on 
, , individual health status. Many of these seniors would be'rejected outright by insurers or charged 

extremely high premiums they could not afford. Even if these seniors were permitted to buy inio 

Medicare, low-income individuals would need subsidies to afford the premium. 

Raising the Medicare eligibility age would,achieve some limited savings. However, these 
savings would be offset by the increased costs incurred by seniors who delay health care uncl , 

they are eligible for Medicare. In'sum, the savings achi~ved by increasing the eligibility age come 

at a steep price. 
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OVERVIEW . 'k L:~· ~ J 
The aging ofthe baby boomers will place unprecedented demands on the Medicare 
program. Between 2010 and 2030, the elderly population will grow at an annual rate 
ofalmost 3 percent, rising from 39 million to 69 million. Medicare costs are likely 
to grow considerably faster than program enrollment because costs per beneficiary 
are also likely to increase rapidly .. To reduce the growing share of the nation's 
resources that the Medicare prograin would otherwise absorb, major policy changes 
are necessary to !low the rise in costs per beneficiary. 

The Bipartisan Commission on Medicare Reform is considering a premium 
support model as a basis for restructuring the Medicare program. That approach, 
which adopts some of the attributes of the Bederal Employees. Health Benefits 
Program (FEHBP). is intended to produce greater competition among health plans 
serving the Medicare population and greater choice for beneficiaries. A premium 
support system that resulted in effective price competition among health planswould 

; . 

have the rotential to lower Medicare's costs. 

BACKGROUND 

Under current law, Medicare beneficiaries may enroll in the traditional fee-for­
service plan or in private health plans that serve Medicare beneficiaries in the 
Medicare+Choice (M+C) market. The large majority of enrollees have chosen to 
remain in the fee--for-scrvice program, but the Congressional Budget Office (CHO) 
projects that the percentage ofbeneficiaries in private plans will double over the next 
10 years, rising from 15 percent in 1999 to 31 percent in 2009. By contrast, more 
than 85 percent ofworkers with employer-sponsored health coverage are currently 
in some fonn ofmanaged care plan. . 

Most beneficiaries in the traditional program have some fonn ofsupplemental 
coverage to pay for their deductibles and copayments. Almost one-third of those 
beneficiaries pay for private medigap iiulurance; a si.mjlar proportion obtains 
supplemental coverage as a retirement benefit from rormer employers. Supplemental 
coverage raises Medicare's costs because beneficiaries who do not face cost-sharing 
requirements use more ofthe services covered by the program. Medigap premiums 
are rising rapidly, however, and employers are becoming less willing to provide 
coverage for retirees. Those factors will contribute to growth in the proportion of 
beneficiaries enrolling in managed care plans that have low cost-sharing requirements 
and provide additional benefits, such as prescription drug coverage. 

Before enactment of the Balanced Budget Act of1997 (BBA), Medicare's 
payments to health plans were based on average fee-for-service costs in each county. 
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That system resulted in wide variations in payments to plans and considerable 
volatility in payments from year to year. It also meant that plans had incentives to 
compete on the basis of the benefits they covered rather than on price. 

The BBA introduced Medicare+Cboice with the intent ofreducing payment 
variation and volatility. In each county, the payment that health plans now receive 
is the highest of: 

o A blend of the local rate and a price~adjusted national average rate; 

o A floor amount; or 

o A rate 2 percent higher than th~.previous year's rate for that county. 

The annual growth in the components of the blended rate and in the floor 
amount is determined by the projected growth in per capita spending in the fee-for­
service sector, less a statutory reduction for 1998 through 2002. Other payment 
changes in the BBA will also lower payments to health plans. Thus, before the act. 
Medicare paidplans about 95 percent ofper capita costs in the fee-far-service sector. 
but that rate will drop to about 90 percent when the BBA provisions are fully phased 
in. Nonetheless, the rate of increase in payments to plans remains tied to growth in 
per capita spending in the fee·for·service sector. More fundamentally, the payments 
that plans rec~ive are still unrelated to their perfonnance. 

Program roles foster competition among M+C plans on the basis of 
expanding benefits rather than lowering premiums. Ifan M+C plan makes profits 
that are higher than the Medicare rules allow, the excess must be returned to enrollees 
as additional benefits. Plans may not offer rebates to enrollees. (Excess profits could 
.	be returned in the form ofa rebate to the federal government, but all plans prefer to 
offer additional benefits because ofthe obvious marketing advantage.) Beneficiaries 
pay a premium (in addition to the Medicare Part B premium, which all beneficiaries 
pay) only if the cost ofthe plan that they select is higher than Medicare's payment. 
However, only a minority ofhealth plans currently charge an eXtra premium. 

TIiB PROPOSAL 

The premium support approach would tie the government's contribution for each 
health plan, including traditional Medicare, to the national weighted average 
premium. Beneficiaries selecting lower-cost plans would have a larger share oftheir 
premium subsidized by Medicare than those selecting higher-cost plans. and the core 
benefits offered by plans could vary only within a limited range. Two options are 
. 	 . 
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under consideration; they differ only m the schedule of federal premium 
contributions. 

This preliminary assessment of the proposal is based on the following 
assumptions, whichCBO staffdeveloped after discussionS with commissionstaffand 
receipt of a letter dated February 4, 1999, from Senator, Breaux. 

o 	 Medicare would offer beneficiaries a choice of emou.lng in a private ., 
health plan or a government-run fee-for-service program. The 
traditional. program would receive capitation payments like any othe 
participating plan. and the feder~ government would refrain fro 
bailin it 0 if e fO . '. -crardifficulties 
Moreover, the federal government would regulate the Medicar 
mark.etvfl.thout giving preference to the tradjtional PIO!!I8D!Lth 
ensuring a level playing field for all plans. . ~ . 

o 	 In order to SUI""Viv,:,...in a competitive environment, the fee-for-service 
program WOuld be allowed to compete aggressively with private 
plans. Traditional Medicare would adopt the same tools that private 
plans use to manage costs. Cost-cutting or revenue-raising strategies 
~clude:. 	 . 

Authority to negotiate prices with providers; 

Exclusive contracting; 

Re~tricted provider panels; ~ 


. In~~~~s.~j)r.emiUm~. ~d.Eost-sharing requirements; ~C!---
Reduc40ns in covered benefits: c:r- ' 


o 	 The government's contribution ~oul.d depend on the premium 
charged by each health plan but would be capped. The maximum 
premium con1ribution paid by the government would equal about 88 
percent of the national average. 

o 	 Under Option I ofthe proposal. beneficiaries would pay: 

10 percent ofthe total premium for plans with premiums set 
at 90 percent ofthe national average or below. 

Approximately 33 percent of the additional costs for plans 
with premiums that were between 90 percent and 100 percent 
of the national average. (Beneficiaries would pay about 12 
percent of the premium for plans charging the national 
average.) 
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1 00 percent of the additional costs for plans with premiums 
that were above the national average. 

(Option II is discussed later in this attachment.) 

o 	 ,Under both options, the premium contributions made by beneficiaries .~ . 
would dep~ ,,?Jely on the plan_theychose. People ChOOSing~:J~ Y"/
same plan m dIfferent parts of the country would make the same d.' 
contribution, regardless of the local cost differences. ,By the s ./ . 
token, plans seeking to serve a particular market would quote a 
premium to Medicare. that reflected their charges for a natio~ 
. average population. 

o 	 A newly created Medicare Board would oversee the progI'l3;IU. It 
would have greater responsibilities than the Office of Personnel 
Management (OPM) exercises in its oversight ofllie FEHBP. 

The board would negotiate with the private plans regarding 
their core benefits and the premiums they charged for those 
benefits. The government's contribution would be based on 
the national. weighted average of those premiums and the 
premium charged by the traditional fee·for ..service program. 
The board would ensure that the ,!,Ctuarial value of the cor':f 
benefits varied by no more ¢an 10 percent among plans. /1

/ 

. 
Fortbe pUIpose ofcalculating the government's contribution, 
private plans could include prescription drugs among their 
core benefits. The costs of dental, vision, and hearing 
benefits would not be included inthe calculation, even though 
many M+C plans now offer those benefits as an integral part 
of their coverage. ~.traditional fee-for-service :elan wgpld 

.2.1ot offer a drug benefit. . 

/1 .. 
I I . 

'The board would adjust payment amounts to plans to reflect 
the costs ofdoing business iii different geographic locations. 
Whetberthat adjustment would incorporate some ofthe cost 
differences that result from' differences in the use of health 
services is unclear. But the proposal's intent is for per capita 
payments to vary less among plans than they do today. . 

Payments to health plans would be adjusted for risk as well, 
but the proposal does not specify the form ofrisk adjustment. 
CBO has assumed the same course for risk adjustment as 
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under current law. That is, risk adjustment would initially 
reflect use ofinpatient hospital services, and a broader system 
that incorporated the use of other services would be 
developed at some time in the futW'e. 

KEY ISSUES REQUIRING CLARIFICATION 

Those assumptions, and other desigD. elements not listed above, would d.eteimine the 
effectiveness ofthe commission's premium support approach in slowing the growth 
of Medicare spending. Changing any key element of the proposal could have a· 
profound impact.on program costs. Some of the more important aspects of the 
proposal that need further clarification include: 

o 	 The terms on which the traditional fee..Jor-service program would 
compete with private plans. Would the traditional program have to 
survive onthe capitation payments it received, without the possibility . 
ofreceiving additional federal subsidies were losses to occur? .Would 
it be able to use all of the management tools that private plans 
employ, including the ability to contract with providers on a selective 
basis? 

o 	 The authority and capability ofthe Medicare Board, 'which' would 
play a critical role in controlling spending growth in both the short 
and long terms,' To what extent would the board oversee the 
traditional fee-far-service program? Would the board retain 
Medicare's existing authority to set rates and limit payments? What 
authority would it have to negotiate premiums with plans? How 
would it adjust rates for risk and geographic factors? (Effective risk 
adjustment would be important for the stability of a competitive 
Medicare market.) 

o 	 .How plans' premiums and the federal contribution would be 
determined Would the contributioI) be tied strictly to the premium 
charged for core benefits, or would there be circuinstances under 
whichplans could. receive a contribution fornoncore benefits as well? 

In addition. it has been suggested that the premium support proposal might 
include a provision that would require higher-income beneficiaries to make larger 
premium contributions. The specification.! that CBO analysts discussed with 
commission staff did not include a provision for means-tested premiums. and that 
issue is not disc~ssed in this attacblnent, However, such Ii provision could have a 
Significant effect on Medicare costs under a premium support system. 
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BREAUX PROPOSAL TO RESCUE MEDICARE AIM:S SQUARELY 

AT POLmCAL CENTER 


Without Re/O.nll, Medicare Will Go Bankrupt in 2008, Before First Baby Boomer Retires 

WASHINGTON, D.C. -- As the National Bipartisan Commission on the Future of 
Medicare nears a vote on Senator John Breaux's (D- LA) Medicare reform proposal. the 
Progressive Policy Institute urges President Clinton to support the initiative and push for a 
bipartisan consensus in order to avoid Medicare's certain bankruptcy by 2008. , 

In "Medicare Breakthrough: Senator Breaux's Reform Proposal." PPI Senior Health Care 
Analyst David Kendall highlights the key components essential to maintaining the solvency of the 
Medicare program. "Medicare needs a fundamental overhaul for more than fiscal reasons: its 
benefits are frozen in time... says Kendall 

"Democrats on the Commission who have raised concerns about the Breaux proposal have 
to make a choice: either improve the Breaux. proposal or come up with their own plan." said 
Kendall commenting on a Iecent Jetter to Senator Breaux from all the Democratic members of the 
commission except Senator Robert K.errey (D • NE). who supports many elements of the Breaux 
proposal 

According to the PPI report. the Breaux proposal draws together a wide variety of 
reforms that harness competitive forces to restrain health care costs while ensuring seniors basic 
entitlement coverage. 

PPI highlights three key elements in the Breaux Proposal that would: 

1. 	 Establish a new purchasing system for Medicare modeled on the Federal 
Employees Health Benefits Program (FEHBP). 

2. 	 Target benefits by income, including prescription drugs. 
3. 	 Raise the retirement age to be consistent with social security. 

-MORE­



PPI 202 544 5014 P.03 

Medicate Bmkthrou,h - Add one 

The FEHBP proposal currently used by almost 10 million federal workers, retirees. and . 
their families, combines a unique blend of government financing and market competition while 
giving consumers abroad choice of health plans with competitively low prices.. Breaux also has 
proposed a Medicare Board in order to set the ground rules for competition between traditional 
Medicare and private plans for this initiative. 

Another key provision in the Breaux proposal requires higher income beneficiaries to pay 
more for Medicare coverage, in addition to paying more for high-cost plans. This ensures that 
low-income beneficiaries would have drug coverage while allowing the consumer to select 
coverage through a menu of private, competing pharmacy benefit managers in exchange for 
higher deductibles or premiums. ' 

Finally. by raising the Medicare retirement age consistent with Social Security (from age 
65 to 67). the proposal addresses the reality of America's aging population. while providing for 
the disa~ and uninsured. 

For more information on the report or to speak David Kendall please call the 
Communications Department at (202) 547..coo1 or visit our web site at wwW.d1cppiQrg. 
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Medicare Breakthrough 
Senator Breaux's Reform Proposal 

Da'Did B. Kendall 

While Social Security is at the top of the nation's agenda, Medicare poses a more daunting 
challenge. UnlikeSodal Security, Medicare will go bankrupt in 2008-before the first baby 
boomer retires. Without refo~ Medicare spending will triple from 2.4 percent to 7.1 
percent of gross domestic product and will exceed even Social Security spending by 2030. 

Medicare needs afundamental overhaul for more than fiscal reasons: its benefits are 
frozen in time. Its 1965 benefit structure does not include prescription drug coverage that 
is now commonamong private health pIaris. And Medicare's eligibility age remains fixed 
at age 65 while Social Security's eligibility is slowly increasing to age 67. 

Rising to this enonnous challenge, Serlator John Breaux (D-LA), chairman of the 
National Bipartisan Commission on the Future of Medicare, has offered a breakthough 
proposal to the commission. lbis proposal draws together a wide variety of reforms that 
would: 1) establish a new purchasing system for Medicare modeled on the Federal 
Employees Health Benefits Program (FEHBP); 2) target benefits by income including 
prescription drugs; and 3) raise the retirement age to be consistent with Social Security. 

Senator Breaux's proposal aims squarely at the political center, and it follows the 
"third way" principle of achieving public goals through market means. While it would 
harness competitive forces to restrain health care costs, it does not go as far as a voucher 
system that would leave seniors without an entitlement to basic coverage, as Republicans 
proposed in1995. It also challenges the assumption of many Democrats that a tax increase 
is the only appropriate solution to"Medicare's£isc:al problems. The Breaux pIanwould help 
ensure that the baby boomer generation does not take more out of Medicare than it adds 
to it. 

The Medicare commission consists ofChairman Breaux plus 16 members who were 
appointed by the President and leaders of both political parties in Congress. At this 
writing, the Breaux proposal has 10 likely votes and needs one more for asuper·majority, 
which is required by statute to prevent a party·line vote. The remaining vote or votes need 
to come from the four presidential appointees who have not yet declared their position on 
the Breaux proposal. The Progressive Policy Institute {PPD urges"PresidentClinton to seize 
this opportunity to pUSh for a bipartisan agreement that uses the Breaux approach as the 
basic blueprint for Medicare reform. This backgrounder briefly describes the key features 
of the Breaux proposal, which are fully described in two previous PPI reports: Three· 
Principles to Guide the Medi(!Q.re Debate and A New Delli fin' Medicare and Medicaid: Building a 
Buyer's lv!arket for Health Care. 
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The FEHBP Model 

Nearly 10 million federal workers, retirees, and their familles-including members of 
Congress- have a broad choice of health plans with lower prices than most other health 
care systems in the country. FEHBP also guarantees that the govenunent's contribution 
will keep pace withhealth care costs over time. This unique blend ofgovernment financing 
and market competition makes it a good model for Medicare reform. 

! L"'\ fact, Medicare· has already begun to evolve toward the FEHBP modeL The 
Medicare+Choice program enacted in 1997 greatly expanded the range of private plan 
choices available to beneficiaries. The final step is to bring Medicare's traditional fee-for­
service plan into head-to--head competition with private plans. 

Under the Breaux proposal, traditional Medicare and private plans would submit 
their premium prices for a core set of benefits annually so that benefidaries could make 
side-by-side comparisons. The government would provide "premium support," a finandal 
contribution that would enable beneficiaries to choose among competing health plans. If 
beneficiaries chose a low or average cost p~ their premium support would be 88 percent 
of the premium. Those beneficiaries would pay the same amount as they now pay for 
Medicare Part B, which covers doctors' bills (currently $4S a month). Beneficiaries would 
pay more than 12 percent of their plan's premium only if they chose a higher cost plan. 

No one knows whether traditionalMedicare or private planswould provide the best 
value in the long run. Competition is necessary, however, to create the incentive for all 
types of plans to restrain costs and improve quality. Nonetheless, the Breaux proposal. 
guarantees that coverage for the core benefits will always be affordable. In addition, 
traditio!'la.l Medicare would be freed from the political micromanagement that today 
constrains its operationsby dictating prices and contract rules. Finally, Senator Breaux has 
proposed a Medicare Board that would set the ground rules for competition between· 
traditional Medicare and private plans. 

Benefits Targeted by Income 

The Breaux proposal would require higher income beneficiaries to pay more for Medicare 
coverage in addition to paying more for high cost plans. This refonn is not only a 
progressive alternative to across-the-board benefit cuts, it also blazes a new path for 
expanding benefits such as prescription drugs. 

In the State of the Union address, President Clinton's call for a prescription drug 
benefit helped raise public awareness about the one-third of Medicare beneficiaries who 
lack any drug coverageand the millions more who have inadequate coverage. Buta broad 
guarantee of drug coverage could increase Medicare's costs by lo-to-20 percent armually 
and dramatically exacerbate Medicare's long term finand.al problems. 

Upper income benefidartes cancertainly afford to payfor drugcoverage themselves 
and do so today. The Breaux proposal ensures thatall lowincomebeneficiarieswould have 
drug coverage as well. For middle class seniors, the details ofa drug benefit have not been 
worked out, but the government should make sure drug coverage is broadly available 
without becoming the primary source of financing. 
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Since most managed care plans would likely offer drug coverage as they do today, 

beneficiaries remaining in traditional Medicare would need the most help with access to 
coverage. Traditional Medicare could offer a drug benefit in a nonatraditional way. 
Beneficiaries could select coverage through a menu of private, competing pharmacy benefit 
managers in exchange for higher deductibles or premiums. 

A Retirement Age Consistent with Social Security 

Beyond rising healthcare costs and political pressures to expand benefits, Medicare's social 
contract is coming undone for the fortunate reason that people are living longer. Medicare 
(and Social Security) were founded on the principle that the young support the old so that 
generatiop after generation has support in their old age. But Medicare's promise of ever-
expanding benefits is not sustainable fisc:ally, politically, or morally. \ 

The double whammy of a greater number of older Americans who will live longer 
than ever before has already prompted an extension of Social Security's age of eligibility 
for full benefits·£rom 65 to 67 over a 21-year period. Breaux's proposal would copy that 
change to Medicare. 

A.n open question is how to prevent the ranks of the uniIlsured from rising due to 
. an increase in the eligibility age, either because some people age 6S to 67 cannot work due 
. to disability, or if they'do work their employer does not provide insurance. Medicare's 
program for the disabled would help, and its eligibility rules might need to be loosened 
further. More importantly, workers without job-based coverage regardless of their age 
should receive a tax credit when they purc."1ase their own coverage. This idea is winning 
support from members of Congress as diverse as Representative Jim McDermott (0-WA) 
and Representative Richard Armey (R-TX). 

Long Term SolvenCy 

Medicare/s fiscal problem is so large that no single solution will solve it. The Breaux 
proposal will go a long way, but more steps will be needed in the future. Thclt is why the 
President's proposal to reserve 15 percent of the surplus for Medicare is so important. 

The danger, however, is that infusing new funds into Medicare will create 
unjustified complacency about the need for reform. Or worsel it could create the illusion 
that a vast reservoir of funding exists for new benefits. The President can readily avert 
these problems by endorsing the Breaux proposal. Such action could tumout to be decisive 
in preparing Medicare for the challenges of the 21" century. 

Dafiid B. Kmdall is smiDt' atUtlyst for health policy at theProgressifie Policy Institute. 
Kerry Dobbins, research assistant, provided background material for this report. 

For fu;rther information 4bout PPI publicatio1f$, please CAll the publieatu",. dl:putment at 
800-546-0027, write tM PrOgressi'Ol Policy Institute, 600 Pennsylcdnia A'Oe., Suite 400, WlIShingtotl. DC, 

20003, 01' 'Oisit PPI's web site at: http://www.dlC'fIPi.org. 
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SUMMARY OF BREAUX WORKING DRAFT 

This proposal models Medicare on the Federal Employees Health Benefits 
Program (FEHBP). The premium support system based on an FEHBP model 
would allow for a blend of existing government protections and market-based 
competition. 

PREMIUM SUPPORT 

MEDICARE BOARD 
• 	 A Medicare Board would be created to oversee and negotiate with private 

plans and the government run fee-for-service plan, approve plan service 
areas, ensure quality standards, approve benefit packages, minimize adverse 
selection and provide information to beneficiaries. 

BENEFITS PACKAGE 
• 	 Medicare beneficiaries could stay in the government-run fee-for-service 

plan or enroll in a private plan. Regardless of the plan chosen, beneficiaries 
would be entitled to a core set ofMedicare benefits defined by statute, 
including access to a prescription drug benefit. 

• 	 Private plans would be required to offer the same benefits offered in the 
government-run fee-for-service plan. Plans would have some flexibility on 
design details, subject to final approval by the Medicare Board. 

• 	 Plans could offer additional benefits beyond the core package but the board 
. would be empowered to ensure that all benefits packages do not vary to the 
point that they produce ineffective or unfair competition. 

• 	 The benefits package in the government-run fee-for-service plan should be 
reformed to modernize. cost-sharing. For example: a combined Parts A and 
B deductible of $350; 200/0 coinsurance for everything except hospital stays 
and preventative care; 100/0 coinsurance for home health. 

GOVERNMENT CONTRIBUTION 
• 	 The government contribution would be based on a percentage of the 

national weighted average under a national bidding system. Absent an 
income-related system, beneficiaries would pay 120/0 towardS the premium 
for plans at the national weighted average. This is roughly equivalent to the 
share of Medicare costs currently represented by the Part B premium. 

• 	 Beneficiaries would pay the incremental costs of choosing more expensive 
plans. Both the beneficiary and government contribution toward the cost of 



DRAFT WORKING DOCUMENT 


Medicare Commission 


January 22, 1999 (9:3.0am) c:/lbreauxJwpwinlmark.2 

This document is guided by the statute creating the National Bipartisan 

Corhmission on the Future of Medicare and is a product of what the Chairman learned 

through the process ofthe Commission's meetings and work over the past year. 


As directed by statute, the Commission must address Medicare's financial 
instability and make recommendations addressing the solvency crisis facing the 
program. Once Medicare is on firmer fiscal footing, our first priority should be to 
modernize and rationalize Medicare's benefit package. Using a portion of any budget 
surplus that materializes to shore up Medicare can help, but it won't solve the problem. 
Premium or tax increases should not be considered until the Commission addresses the 
government's ability to meet its commitment to fund Medicare's current benefit package. 

One of our early witnesses, Robert Reischauer, expressed the problems facing 
the Medicare program in terms of the four "i's": insolvency, inadequacy, inefficiency 
and inequity. In terms of its solvency, there are many indicators of Medicare spending 
and its projected impact on the budget. For example, Medicare will grow from 12 percent 
of the federal budget to 28 percent in 2030 under our most optimistic baseline. 
Medicare's Hospital Insurance (HI) trust fund, which is funded primarily with payroll 
taxes, will be insolvent beginning in 20~8. 

The program is inadequate insofar as its benefits package does not reflect modern 
notions of comprehensive health care coverage and isn't comparable in scope, quality 
and structure to the health benefits generally available to employed persons and their 
dependents. The system of government-administered pricing causes inefficiencies in 

. the way health care services are delivered to seniors and providers have little incentive 
to provide the most cost-effective care. Lastly, the current program is inequitable in 
that there is no geographically uniform or constant set of benefits. If a beneficiary 
lives in southern California or Florida, Medicare will pay for prescription drugs or 
d~ntal benefits if the person joins an HMO. If a beneficiary lives in rural Nebraska, he 
or she gets nothing approaching such benefits. Additionally, Medicare only covers 
approximately half of the health care costs of beneficiaries and one survey indicates that 
the actuarial value of Medicare's benefit package is in the 20th percentile of those of most 
private employers. 



,the proposal outlined below, which is based on a premium support 
model, aims to modernize Medicare's benefit design and correct the four "i's", It will 
allow beneficiaries to combine in an integrated and comprehensive form all sources of 
support for their health care coverage while ensuring that Medicare is more efficient 
and more responsive to beneficiaries needs. It also guarantees low-income protections 
so that all beneficiaries have meaningful access to quality health care, including the 
traditional Medicare fee-for-service plan. 

These recommendations should be a blueprint for Congress to enact 
comprehensive legislation to fundamentally restructure Medicare over the next several 
years. Our nation's health care delivery system is constantly evolving and given the 
uncertainty of long-term health care spending projections and the advances in medical 
technology, Medicare will have to be revisited at regular intervals. 

SUMMARY 
• 	 This proposal would model Medicare on a system patterned after the Federal 

Employees Health Benefits Program (FEHBP). It would allow for a blend of 
existing government protections and market-based competition. It would also 
guarantee financial protection for low-income beneficiaries. 

• 	 Medicare's fee-for-service program will operate as part of this new system and 
HCF A will be given the tools it needs to modernize and compete accordingly. 

• 	 This proposal will reform the Medigap program to make it more efficient and to 
try to minimize the adverse effects of first dollar coverage. 

• 	 The eligibility age for Medicare will increase to conform with the eligibility age 
increase scheduled for Social Security. A proposal to allow seniors with delayed 
eligibility to participate in Medicare will be established but the exact details are to 
be determined. 

I. 	 PREMIUM SUPPORT 

A. 	 Administrative Structure 
• 	 A Medicare Board will be established to oversee and negotiate with private 

plans and the government run fee-for-service plan and to approve plan service 
areas. The board will have authority to ensure financial and quality standards, 
protect against adverse selecti(:m, approve benefit packages, negotiate premiums, 
compute payments to plans (including risk and geographic adjustment), and 
provide information to beneficiaries. 

B. 	 Benefits Package 
• 	 Plans participating in Medicare would be required to offer a standardized core 

benefit package defined in statute (e.g., hospital, surgical, inpatient, etc.). 
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Participating plans would have some flexibility on design details (i.e. cost-sharing, 
copays) but the Medicare Board would have final approval: Private plans 
participating in premium support will be required to offer benefits at least 
equivalent to the package offered in the government-run fee-for-service plan. 

• 	 Plans can offer additional benefits beyond the core package. Much like the 
negotiations process bet\veen plans and OPM in FEHBP, benefits will be 
updated through the annual negotiations process between plans and the board. 
The board will be empowered to ensure that all benefits packages do not vary to 
the point that they produce ineffective or unfair competition. 

• 	 The benefits package'in the government-run fee-for-service plan will be 
revamped by modernizing cost-sharing and by combining the Parts A and B 
deductibles. One example of a modernized cost-sharing structure would be to 
have a combined deductible of$350, charging 20% coinsurance for everything 
except hospital and preventive care and charging 10% coinsurance for home 
health. 

C. 	 Calculating Medicare's Premium 
The government-run fee-for-service plan will bid nationally based on its actual 
and projected claims costs. Other plans can choose to bid nationally, regionally 
or in local areas. The Board would oversee the designation of service areas to 
ensure access in areas that would otherwise have limited plan availability. 

• 	 Under an FEHBP system, total Medicare premiums for plans in a given area 
will be based on a national schedule similar to that used in the FEHBP system. 
The overall cost of plans will be based directly on their bids and the negotiations 
process with the Medicare Board. 

a) 	 Government's Contribution 
• 	 The government's contribution will be based on a percentage of the national 

weighted average premium. Based on the cost of the benefits package, the 
government's contribution will be capped at some point so that beneficiaries pay 

. the incremental costs of choosing more expensive plans. The government's 
contribution as it is. made to the plan that the beneficiary chooses will be adjusted 
for health risk and other factors. 

b) 	 Beneficiary's Contribution 
• 	 The beneficiary's contribution will be based on the cost of the 

plan chosen with beneficiaries paying a minimum percentage of the premiums 
based on their income. The government contribution will stop increasing and 
beneficiaries will pay the full incremental costs for plans above a certain threshold 
(e.g., 100% of the cost of average plan). Both the beneficiary and government 
contribution toward the cost of the average plan will rise and fall in the same 
proportion asthe cost of that plan changes from year to year. 

• . Higher-income Medicare beneficiaries should be required to pay a larger share 
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of their Medicare premiums than moderate and low-income beneficiaries. 
Income-related premiums will apply to both private plans and the government­
run fee-for-service option. 
Premium support subsidies should be sufficient to ensure that low-income 
beneficiaries have access to necessary health services and have a meaningful 
choice of plan options. The revenue generated by income-relating the premium 
for upper-income beneficiaries will be primarily dedicated to subsidizing 
premiums for low-income beneficiaries. 

II. MODERNIZING MEDICARE FEE-FOR-SERVICE 

• 

• 

The traditional government-run fee-for-service plan will be preserved and 
improved so that it can compete with private plans and to ensure that it remains 
a viable, affordable option for all beneficiaries. In accordance with Congressional 
and Board oversight and approval, the' government-run plan will have flexibility,to 
modIfY its payments rates and its arrangements with contractors as well as offering 
benefit enhancements if they are financially feasible in a competitive environme~t. 
The government:-run fee-for-service plan will have a premium just like the 
private plans participating in a premium support system. To enable the 
government-run fee- for-service plan to compete with private plans in a premium 
support system, HCF A would be given management tools adopted by the private 
sector. These reforms include things such as enhanced demonstration authority, 
flexible purchasing authority, competitive bidding, negotiated pricing authority, 
selective contracting and preferred provider arrangements. 

III. MEDIGAP REFORM 

• In order to keep fee-for-servicecosts affordable, Medigap should be reformed to 
minimize the em~cts of first-dollar coverage on utilization and so that the price of 
Medigap policies reflect their true cost. 

IV. MISCELLANEOUS 

• 

• 

• 

Medicare's eligibility age will be gradually increased to match the Social 
Security retirement age. It is also recommended that Social Security and 
Medicare be reformed in conjunction with each other because of the interrelated 
effects of these programs on the retirement security of older Americans. 
A proposal to allow seniors with delayed eligibility to participate in Medicare 
will be established but the exact details are to be determined. 
Graduate Medical Education: Payments for Direct Medical Education (DME) 
would be carved out of the Medicare program--financed and distributed 
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independent of a premium support system. The Chairman assumes that 
federal support for DME would continue through either a mandatory or 
discretionary appropriations program. Since the funding source would shift 
from the HI payroll tax to general revenue, the Chairman believes that it is 
appropriate to include institutions not currently eligible for Medicare GME 
support that conduct approved residency programs, such as free-standing 
children's hospitals. Similarly, the long-term solution for indirect medical 
education (IME) may involve a carve-out from Medicare. For now, however, 
the Chairman believes that the Medicare program should continue to pay for 
differences in costs between teaching and non-teaching hospitals through the 
indirect medical education (IME) adjustment. However, the Chairman 
recognizes that the level of the Medicare IME adjustment may need to be 
aligned gradually over several years with what analyses show is the actual 
statistical difference between teaching and non-teaching hospital costs. The 
Chairman believes that Disproportionate-Share Hospital (DSH) payments and 
other subsidies 'within the Medicare program should be revisited to ensure that 
Medicare's support is reasonable and appropriate. The Chairman notes that 
these subsidies could be carved out of the Medicare program and financed 
through a mandatory or discretionary appropriation program. However, the 
Chairman recognizes that any changes in federal support should continue to 
recognize the additional costs to hospitals of treating large numbers of low-income 
individuals. 

V. 	 REVENUE AND FINANCING 

• 	 The primary source of income to the Hospital Insurance (HI) trust fund is the 
payroll tax. The 2.9 percent tax on all earned income accounts for 88.3 percent 
of the total $121.1 billion in income in 1996. Additional income sources 
include premiums paid by voluntary enrollees, government credits, interest on 
Federal securities, and taxation of a portion of Social Security benefits. 

• 	 The Supplementary Medical Insurance (SMI) trust fund is financed from 
premiums paid by the users of Part B and from general revenues. When the 
program first went into effect in July 1966, the Part B monthly premium was set 
at a level to finance one-half of Part B program costs. Premiums over time 
dropped to 25% ofprogram costs because Part B costs increased much faster 
than the inflation computation that was used to compute the upward premium 
adjustment. 

• 	 Under current law, the proportion of financing sources are expected to change 
over time, with the portion represented by payroll taxes decreasing and the 
portion represented by general revenue increasing. By 2030, premiums and 
payroll taxes are expected to fund only 31-35 percent of Medicare's 
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expenditures compared to 63 percent in 1997. In 2030, 64-70 percent of 
Medicare will be funded through general revenue (or other funding) as 
compared to approximately 37 percent in 1997. 

• 	 The changes proposed in this document are intended to put Medicare on surer 
financial footing by creating savings due to competition,effi,ciency and other 
factors, a'nd by slowing the growth in Medicare spending. In addition, these 
refonns will result in Medicare offering a benefit package that is more comparable 
to health care benefits offered in the private sector and will enhance our ability to 
stand by our commitment to today's and future beneficiaries. Even if projected 
budget surpluses materialize, without these changes, significantly greater revenues 
and/or beneficiary sacrifices will be required in the future and beneficiaries will 
not receive the greatest value for the total health dollars spent on their behalf. 

VI. AREAS THAT NEED RESOLUTION 


• 	 DRUGS--open issue--the Chainnan is exploring several options for including 
a prescription drug coverage. 

• 	 Changes to provider payments 
, 

': 
' 


" 


VII. 	 ALTERNATIVE DESIGN O'PTIONS 

The following are examples of elements of a premium support system that could 
be changed to arrive at a different model than theo,ne described above. 

• 	 National vs. Regional Bidding: Under a nationat" bidding structure, ~ geographic 
adjuster is necessary to create a fair and equitable system. A geographic 
adjuster would also address the fact that Medicare spending varies by a factor of 
ynore than three across regions with seemingly similar populations and with no 
~e~onstrable,differ~nces in health outcomes. Under a national schedule, 
national plans such as the government-run fee-for-service could compete in a 

~., 	 ,straightforward~and fair way. Beneficiaries in national plans would pay the same 
;amount 'tegardles~ of\Vhere:they 'lived. ·UndeJ; a regional bidding system, a 
'geographic adjuster wo~ld not be required but some provision would have to be 
maae to allow fair competition between local and national plans such as fee-for­

; , 
serviqe.and to prevent regional inequities in beneficiary premiums. 

• 	 Benefits Package: Plans would be required to offer and compete on a core 
benefits package. Unlike the model described above, additional benefits could 
only be offered in a supplemental plan that would have to be sold and marketed 
separately from the core package. This would ensure that plans compete on the 
basis of cost and quality, not,on the basis of the benefits offered. 

" , 
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BIPARTISAN COMMISSION ON ENTITLEMENT AND TAX REFORM 

cl I 
. I 

The Honorable William1- .Clinton i CMrt 'tJtlnbe(~'r" 
The White House 

Washington, DC rt ~ ~f(>, Com~ 
Dear Mr. President: 

When you created the Bipartisan Commission·on Entitlement. and -rax Refonn, you dunged us with 

addr~g perhaps the most challenging fiscal issues facing this country. Left Unchecked, the Federal gov­

ernment's 10ng-telID spending commitments on entitlement prognmls and will lead to t:'xcessively high 

deficit and debt 1t."Vds, unfairly burdening America's children and stifling standards ofJiving for thi.s and 

func-e generations of Americans. The problem, howt:'ver, is not simply one of numbers. In addition to 

demographic problems created by the aging of America's population, we are also faced with human prob­

lems caused by the increasing inadequacy of Federal health care and retirement programs. 

The Commission wru; not funned, to "sugar coat" the iSSUe\ or provide ea."}' but dishonest answers. 

Rather, itwas created to frame the long-term issue, educate the' American people and policyleaders . 

about the problem and potential choices, and make specific recommendations on how to bting our 

future entitlementcommionents and revenues into balance. 

On August 8, 1994, the C,,()m~ssion adopted by a 30-«>-1 vot.e an Interim Report that graphically lays 

out the economic ~d social future the country fdccs ifaction is not tllken. It is a stark call to action, . 

alerting Americans abouT. the burdcn that is being shifted to future generations, about the deteriorating .' 

national savinb'1i. rate, the squeezing out of public funds for essential and appropriate go~emment invest­

ment, and t.~e impending inSolvency of both the Social Security and Medicare TnlSt Funds. The 

Commission echoed the urging of the Trustees of two of our most successful support programs ~ 

Medicare and Social Security - by calling for action that would result in their c:ontinued solvency for 

this and future generations of Americans. The issue has heen framed. ' 

. Educating the American puhlic i.s the second esSential step to a successful tefonn effort. 'With public 

. education, peopk will have an unprecedented opportUnity to participate i.n the problemsolving proces.<;. A 

person with any ideological orientation can solve the problem, provided that we - a'i a Nation ~ acknowl­
./ 

edge it exists../ 
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The Commission ha., taken its public education oblig.t.tioil very seriolL'ily. AJ] Co:nmission hearings 


and meetings were carried on GSPAN. Our meetings and hearings wen: aimed at defining the problem 


in a way that the Amerltan people ,could Wlderstand and evaluate. In addition. Commission chart,>, and ' 


materi}ili,were used by Commi~ion members, and other Members ofCongress. on the Ho\lSf' and 


Senate floors and in town meetings. 


The Commission has published material.. desib'iled to stinmlalt: debate about the furure of f'ederal 


entitlement programs, and to help the public better unde.rstand options for reform. The Commi:;sion 


has published an Interim Report and a Filla.! Report. The Reporo are short and graphic. By presenting 


the information in a short and understandable manner. the Commission sought the bruadest base uf 


readership for the Reports. 


The Commission Staff created "Budget Shadows," a user-friendly interactive computer modellhat 


lets the American people see the fisca.1 funtre and d~ign differe~t policies to alter it. The Commission 


has given the public access to the computer model by placing it un numerOlL'i. on-line computer net­


works as well as preparing diskettes for thOse who do not have access to these services. While the com­


purer model is not meant to be an exhaustive list of policy options, it provides the user with more than 


50 choices and let.'" hhn or her see the range of potentia.! solutions and tht: trad~(}ffs that must be evalu­


ated. The model went one step beyond problem identification and invited the ~~merican people to join 


the debate on potential solution.s. 


The Commission Staff has also prepared "Crossroads." a CTI-ROM a ...ailable to the American public 


stat'ting inJanuary - that contains a comprchensive database of Commission documents, transcripts 


aIld reports. ,Ymally, the Commission . Staff prepared a report containing more than 50 options (most 


with numerous variations) compiled from COmmi....<rion member suggestions, government, and other 


sources. All of these tools should be useful in furthering thepubllc debate-


In the end, the Commission was uhable to settle ~n a: specific set of recommendations on ho~' to 


combat the issue it framed in the Interim Report. That should not. be surprising in an environment. 


where'political leaders in both parties are focusing more on short-tenn initiatives than the long-te~. 

politically sensitive economic and socia1 issues that sit on .dle horizon. 


I ' But there is encouraging news. Before this Commission beg"dIl, entitlement refoI'm\\'aS a hollow COll- \ 

I cept. 'me Commission fostered a shift in the entitlement refonn debate. By the end of the Commi-;sion's 

tenure, members Were openly speaking about the need tor reform and the magniLude of the cconomic 

and social consequences we face as a Nation if action is not taken. hi this Final Report,. we are fOrwarding 

to you many recommendations for refonn subtnitted by VanOLL'i Commission membc::rs_ You will find that \ 

many of the individual proposals arc common to more than one reform plan. The del;>ate now cemcrs on 

the best means for refoml. The sea change in the debate has been important. There is no mrniug back_ 
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Bi",arli""l C')mmi;.o;ion on i::nI.lUcm,!"n! :lnd ill R"rnnn 

The Commission voted· 24 to 6 to recommend hroad principies to be lL'.;ed when crafting solutions [0 

our fiscal problems. First, reform of our tax and spending programs should be made with reference to a 

time petiod longer (han the traditional five-year budget window, such as the 3O-year timefrarl:Ie relied 

upon in the Commis-<;ion's Interim Repon. This will not only enable future beneficiaries [0 plan foil pro- ' 

grnm changes, but will ,also pro"ide for informed debate and decisions ~ith less reliance on giminic~ 
that so often plays a rolt: in five-year budget plans..~ (11rrem laws must be changed to create a\ 

future tn which we balance OllT entitlement commitments and th'e fund'! available to hOllor those 

promi'>Cs. This is important for generational equity. Third, we must empower the American peoplt: to 

participate in developing satisfactory solutions. Washington does not have all of the answers and unless 

the public participates. refurm will not take place u,ntil more dr.unatic solLl~ons ate required. FQtlr'th,. the 

Administration and Congress should consider n::fonn of the laX ~tcIli. Fifth, the Commission, in this" 

Fma! Report. restates its plea for imr),II!.dia~ action on refol1l1. \ 

We strongly believe that the C,OInlnission's work is the heginning of the proC~. While the road to 

reforol may bl: difficult, we are embarked on a course of hope iUld promise.' O~~lutions can embrace 
\ 

the notions we cherish as a people: we arc self-reliant; we welcome responsibility ai\d accountability; and 

we are eager to ensure grc::ater opportunities and beller lives f()r oUr children. '\ \ 
\ 
\ 

" , . \ 
We thank you for establishing this Commission and thank the Commis.sioIl members for their dedi-­

cated conunitmenl. We look forward to working wilh you and COllgres.... in guiding a course for a sound 

and prosperous future for all . .t\mericans. 

Respectfully. 

J. Robert Kern.,), 

Chairman 

. John C. Danforth 

Vice-Chairman 

\ 

\ 
\ 

\ 

'it 
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BIPARTISAN COMMISSION·ON ENTITLEMENT AND TAX REFORM 

Oear Me; President: 

The Bipartisan Commission OIl Entitlement and Tax Refonn concluded in its Interim Report that.: 

... the gcttJmlmitnl must act 1W'W. A bipartisan coalilitm ofCongress, led by the PmMtmt. 

must TESOM the lung-term imbalance between the gooernment sentil.lement prami.ses and the funds 

it will have avai.lalJie to pay fur them. 

ACcording to our Report, we acquire FaIse optimism when we look only five years ahead, as we do 

with our traditional budgeting process. Only when we look at the next 30 years - the hori7.0n of OUf 

children - does the problem and its size. come into fuUview. 

The future impact of current law is described in the chart .that follows lhk letter. It. is clear from lhis 

chan why we arc luJlt.-d into complacency. Life looks good for the next five yean;. liowever, the next 30 

· vears is a peliod ofsignificant increases in entitlement costs plu.. net interest. Two crucial moments con­

spire to make our lives nl.iserable. 

The first moment is the year 2001 when the Medicare Hospitcll Instlrance program (currently fund­

· cd \\ilh a 2.9 percent paj'Toll ~1.X) becomes iruolvent.Rapidly rising health (,.are c.osts and longer lift."-­

spans combine to make our polk)' chokes very difficult.. 

TIll' hal'd fact is that we mlL'It confront the inexorable laws of arithmetic and demographics. As 

impon;ult a.~ it is to identify and eliminate waste: fraud, and abu..e, and at) vital as it is [or refonn to Dc::gin 

· wIlh ("IlI1W~'iional amI p;twtommf'l){ programs, our principal challenge is the good news that we arc liv- . 

il1~ IOIl~(T. Wt· an' :til aging population. 

Thi.. t"!Imtilioll hr:n)IJll's painfulh' t'\·idenl when we anive at the second <:rucial moment.. In 2008. the 

·/lil ..1,)1 tIl(' »'Ihv t\.I</1II j{1'\1t'I";lli()l1 - .-\mcricans who are now 48 years old - will begin to retire. In a 

"'1111,(11" tI,·t ,1(1(', \, hik our owrall population increases by 2 pl'rccnt, our retired popl1lation will increase 

rW.11 h .~ I pC'n ('Ill. nHl~. ill :1 ~in~I{· dt"cadt'. the ratio of dlt' number of American!': working versus 

! '\mt',II(,lIb 1"lin",\will hI' Illi hv -10 pt·l'c~m. from 5:1 to 3:1. 

\\1011' Ill!" ,nll.llioll III.!\ h.!\t' leiali\('h· lillIe impact on Americans over the age of 48. it may have 
/ 

• • '11"1.II'j :.1 ,It·HIlp.i. i 1111 \, "l!l~N ,\llI~·rical1s. Spt"t'ificall\~ if we delay <lc{ion now. lhe: choicc.."S will he high­: l' 
,'' 1",(",1111\111('1 h .lIh ...1111 ill IIll' \\i II 1..1. 'I"l:l" of largt'r t}t'n~fir t"l."ou(rions rO!' I't'lin:/;$, 

http:hori7.0n
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Hipard5aJi (;"mrnissi(1II on tmilkmen....nd Tal< Ret(,r' 

Thus, the tint and most important of our recoIIlIIlenciations is that our major ~pending and rax ded 

sions ~h('juld be ll1adewith reference to a time [>enod longer than the traditional five-year budget v.'ln­

" dow, such as the 3O-year rimeframe reli~d on in the Commission's Interim Report {or a 1 (). or 20-year 

period when a'Vailahle data does not allow. use of a 3O-year timefr.ame}, so that appropriate': planning is 

incorporated in budget decisi?Jl.'1.When discretionary spending was the largest share of our budget." 

short-tenn planning may have been apptop~te. However today we are in the business of operating theT 

world'!,: largest social insurance programs, and'their costs are expected to exceed their revenll(:S substan­

tially over coming decades. 

. ., 

The Commission's Interim Report has established that the projected imbalance between spending 

and revenues - particularly with regard to health ('-Me and l'eUrcment entitlemeQ.t programs - will, 

, together 'With interest On the Federal debt, undel'mine America's <".apacity to make appropriale invest­

ments in the well-being of Our ritizensand undertake other essential go\,emment fWlCtions, such a:; 

national defense. 

Our second recommendation is that w~.change ourcun:ent laws to create a future in which we bal­

ance our entitlement commitments and the funds available to hOllor those promises. We must restore 

balance to aUf Social Security TnlSt Fund and strengthen tl1'" confidence ofall Americans that Social 

Security will endure on a sowld footing. 

1b be clear, this COlnmission could not reach <1b'Teement OIl the details ofa plan to' achieve our 

objective. Nonethdess, those of us who are prepared to recommend partial or complete solutions have 

included our proposals in this Report. 

Our third recommendation is that we empower tlle American people to participate in developing 

satisfactory solutions. To that end, we believe tllC:; computer program produced hy this Commi"sion 

should be maintained and iUlproved by the OffiCI!! of Managemen t and Budget and/or the 

Congressional Budget Office. The program can be part of the public education ptocess and help LI.S 

honestly and calmly a:;scss the options that alIect our economic future. 

This Report contains the numerOlL~ policy options whkh the Commission staff has devdoped, none 

of which have been speci.fi('"d.Uy endorsed by the Commission asa whole. \Vhile the list is by no means all 

indusive', it makes dear that few easy and popular decisions are available to the All1t:'rican people. That is. 

where leadership is so urgently needed. We must describe the future that ctu"r"ent law dictates so that 

Americans will know Why tough action iii needed sooner rclthe-r than later. And, we must describe thl!! 

alternative future a" well as Lhe benefits that will accnie to all Arnericans. 

Eliminating this long-term problem win go a long way to\';ards balancing OUt budget.. It also will help 

stabilize our ctltrency and preserve a low infl.ation.high grOWtll economy which lifts the American .sWl­

dard of living. 

! 
I 

I 
I 
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"111' '( ~ Il1lllli..,jull hdi~'\'e5 there is a window of oppQrtunity for policymakers to enact reforms now, 

;\( 111110: ...... "WI' J~Hht"r I.han taler enables us to protect currefu beneficiarit:s frllm financial hardship and 

"III",,, 1IlIlIr(' 1)t'Jl('ficialics to take steps to offset the effects of any changes. 

4)n Itl(' qllt'slion of taX reform. the CommiSsion heard criticism of the Structure of the cun'ent tax 

..~'klli. Thi ... il' <I lllpk that has been getting increased attention. The Commis..o;ioll recommends that the 

'\Ch:;lIli'Ir.llion and Congres.c; corbider rcioml of the taX system. 

\filiI<' Ihis( ;(immission does not <.:ndot:ie detailed recommendations -our most ambitious goal ­

thi!' Final Rq)un forw-.mis many solutions to be considered in addressing the problem and underscores 

Int· 0('('(1 fur immedia\e action, 

Rt"'rx 'fdhlly. 

I 
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'THE,PRESENT'TREND IS,NOT SUSTAI~ABLE' "'t' " ~:,'''.,'' " 
> " • '- '; ,~"...' • 

, The gap between Federal spending and revenues is growing rapidly. Absent policy changes, entitlement 

spending and interesl on the national debt will consume almost all Federal revenues in 2010. In 2030, 

Federal revenues will not even cover entitlement spending. 
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BIPARTISAN COMMISSION ON 
ENTITLEMENT AND TAX REFORM 
aka Kerrey-DlDforth C&mmllillm 

Established by President CHnton by Executive Order12S78, November 3, 1993. 

Membenldp 32 Members: Ten from House {5 Dem.l5 Repub.}; Twelve from Senate (6 Dem.l6 Repub.); Ten from pubH~ or 
private sector. . 

Fullttionl .Jtecommend potential long-temt budget savings measures ·invo]ving: 1) revisions to statulOry entitlement and 
other mandatory programs; and (2J alternalive tax refonn proposals. 

Starr 27 members. Funded by HIlS. No st3tr from HHS or other agencjes. Most staff came from printe seclor or 
were ex-congressional staff. . 

Time Frame Began early 19r 4. Final report was original1y due 6months after establishment but. was extended to one year 
after estabLis1unc~t. 

Meetlnp Approximately 6 hearings, all in Washington, DC, and televised on C-Span. 2 mark-ups, one for interim and· 
one for final report, also televised on C-Span. 

Repo.... Publisbed an interim and a final report. Final report was pubJisbed in January 1995, but did not include any 
recommendations supported by the entire commission. Also created "Budget Shadows", ail interactive 
computer simulation, and uCrolisroads". a C[)"Rom with all of the Commission documents. 

Read, None. Commission could not agree on final rooommendations. so various commissioners outlined their 
proposals. Final Report includes a multitude of ideas for changes. None ha\le.been acted upon. 
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Membersblp of Dipanilan CommisllGQ OD EDdttemeDt aDd Tu Rdonn: I 
1-" 
01 
I......

U.S. SenatQrs U:I 
J. Rellert Kerrey. Chairman. (D-NE) , tR 
JohD C. Daafortb, Vlc~Cllairman. (R-MO)., Finance Committee 
Dale Bllmpen (D-AR) I-' 

0J 
'ibId Cochran (R-MS) . (Sl 

mPete Domentd (R-NM), ranking minority of Budget Committee 
Judd Gregg (R-NH). Budget Committee 
Carol MGJeleyuBnum (D-H..) 
Daniel Patrick Moyaibe {D·NY},Chainnan of Finance Committee 
Barry Reid (D-NV) . 
Jim Sfluer {D.m) I nAIm K. SimplillD (R-WY), Finance CoJlUflittee 

DMalcolm Wallop (R-WY) " I 
o 
r 

U.S. Reprelie!l~ C.1 
BIU An::ber (R-TK). ranking minority ofWays and. Means Committee. D 

Michael N. Castle (R-DB) 
Eva M. Clayton (D-NC) 
Chrlltopher Cos (R-CA). Commen:e Committee 
E. (KIka) de Ja C • .,.."I (D-TX)' . . 
lebn D. Bingen (D-MI), Chatnnan, Commeroe Committee 

Porter J. Gol. (R-FL) 

J. Aiel: McMillan (R-MC) 

Dan RostenkoMki (D-H..), Chairman. Ways and Means Ccnuniltee 

Martin o. Sallo (D-MN). Chairman., Budget Conunittee 


Private Sedor Representatives 
Toomu J. Downey, Thomas J. DOwney & Associates. Inc. 
. Sandra W. Freedoum, Mayor, city ofTampa.. FL. 
WiUiam H. Gray, m, President an d CEO. United Negro College Fund 
Rnbert Gree-deia, Center on Budget and Policy Priorities 
Karen N. Horn, Chainnan and CEO. Bank One Cleveland 
Thomu H. Kcu, President, Drew University I\J 

(Sl
Peter G. Petenoa, Chairman of1he Blackstone Group I\J 

tJ)
Roy Romer, Governor, Slate ofColorido IJ) 

~ Richard L. Tl1Imki. President, United Mine Workers of America . m 
l-' ­
tJ) 
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National Commission on Social Security 
Reform .' . 

bec:uliVt? Order JR33S. 
December 16, 198/ 

By the authority vested in me as Presi­
dent by the Constitution. of the United· 
State5 or America. and to establish, in ac­
cord.ance with the provisions of the Federal 
Advisory Conunittee Ad, as amended (5 
U.S.C. App. I). the Nationa1 Commission on 
Social Security RefoITll, it is hereby ordered 
as follows: 

SmiotJ J. £Stablishm~t. (a) There is es­
tablished the National Corn.mission on Social 
Security Refonn. The Cormn.ission shaD be 
composed of fifteen members appointed or 
designated by the President and selected as 
follows: 

(1) Five member3 selected by the Presi­
dent kom among officers or employees of 
the becutive Branch. private citizens of 
the United States, or both.· Not more than 
three ~r the members selected by the Presi­
dent shall be member! of the same politieal 
party; 

(2) Five members selected by the Major. 

it)' wder oj the Senate from among mem­

bers of the Senate, private citizens of the 

United Stat~ or both. Not more than three 

of the members selected by the Majority 

Leader shall be members of the same politi­

cal party; 

(3) Five members selected by the Speaker 
of the- House of Representatives from 
among members of the House, private citi· 
zens of the United States. or both. Not 
more than three of the members selected 
by the Speaker shall be members of the 
same political party. 

(b} The President l5hall designate a Clair· 
man from among the members of the Com­
missioft. 

Sec. !2. Functions, (al The Commission . 
shall review relevant analY5C$ or the C\irrent 
and long-term financial condition of the 
Social Security trust fundS; indentify prob­
lems that ma), threaten the long-tenn $01­
\rene)' of such funds; analyze potential solu­
tions to such problems that will both assure 
the financial integrity of the Social Security 
System· and the provision or appropriate 
benefiu; and proyjde appropriate recom­
mendations to the Secretary of Health and 

" 

Hwnan ServiCes., the President. and the 
Congress. 

(b) The Conimission shall make its rePort.0 the President by December 31, 1982. 
5«. 3.. ~clminist'fr1tion. (a) TAe heads of 

Executive agencies shall, 10 the extent per· 
mitted by law, pro-vide the CoI'W'Ilission. 
rucb information as it may require (or the 
purpose of carrying out its functions, 

(b) Memben of the Commission shall 
serve without any additional compens.ation 
for their work on the Cornmisliion. Ho\l,,'­
ever. members appointed kom among pri­
vate citizens of the United States may be 
allowed travel expenses, including peT diem 
in lieu of subsistence. as authorized by law 
for persons· serving . intermittenti)' in the 
govtr:Q.I'Dent semce (5· US.C. 5701-5707), 
to the extent funds are available therefor. 

(c) The Corru:n.is.5ion shall have 8 staff 
headed by an &ecutive Dir.ector. Any ex­
penses of the Commission malI be paid 
from such funds as may be available to the 
Secretary of Health and Human Serlo'ices. 

5ft=.. 4. Gencrol. (a) No~ith$tanding any 
other Executive Order, the responsibilities 
of the President under the Federal Advi­
sory Committee Act, as amended, except 
that of reporting annually to the Congress. 
which a.re applicable to the Commission . 
shall be performed by the Secretary of 
Health and Human Serlo'ices in a~rdance 
with the guidelines and p~ures estab­
lished by the Administrator of Genera} 
Services. 

(b) The Commission shall terminate thirty 
day, Biter submitting its report. 

Ronald R~glu\ 

The Wh,)te House, 

December 16, 1981. 


[Filed with Ih€ Offla! of 1M FlUleral Regis­
tn. !2:!2!2 p.m., December J6, J98J) 

National Commission on Social Security 
. Reform 

Appointment of the Membenhip. 
llet:ember 16, /98J 

The President today announced his inten­
tion to appoint/designate the foDowW.g indi-

Weekly Compilation of Presidential DocumenLs. Monday, D~cember 21 • 
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l..jdLlaJs to serve on a 15-member bipartisan 
National Conunission on Social Security 
Refonn. Alan Greenspan ""ill serve as 
Chairman. 

Establi$hmcrit of the Commission fulfills a 
pledge made by the Presioenrin Septem. 
ber to creatE' (I bipartisan task force to work 
\\ith the . President and Congress to reach 
two spedfiC' goals: 

-To propose realistic. long-teTl'Xl ,..e(onns 
to put social seC"Urity back on a sound 
fmandal footing. and 

-To forge a working, bipartisan consen­
sus so thaI the necessary refonns can be . 
passed into law. 

Iloberl A. Bn:!. chairman or the board and chief 
ezecuth-e olftC\!!:!', Prutknti&l Insurance CO. or 
America. Sewark. KJ. He is a member of the 

. Presi~nt'~ Upoort Council. 
M4rJ/ FG/uy Fullrr. vire pre'$ident, finance. Shak· 

lee Corp.. San franciscO. Calit,Pr('\'iously she' 
v.·as seniOT "ieoe pre'$idellt and director. Birth 
EastinaIJ Dillon. Co.• Inc.. New YOI'k.. N.Y. 

AIDft C~n... chairman and pTesident. Town- . 
send-Cr~span Ilnd Co., Inc., f\;ew l·orl.;. N.Y. 
HE' is a ~mber or the President's Econamk 
Polic), Ad\isory Boar~ . 

AleztJndtIT $. 'lrou·brid/fe., president. National As· 
5OC'iatiotl of ~1am.:r~ct~l'er$. Washington. D.C 
He 1$ II member or thE- President's Tasl.: FOT(~e 
on Pri\'at~ Sector Init~ti~. 

'/_ D. ""c!U01'lllllW. Jr.. consultant, Bossier Bank &: 
Trwt Co~ Plain Pealt.n~. La He repTesented 

,the .Fourth Congre$$.ion.aJ District Df Louulana 
durin, .the- 67th to 95th CongrelSe$. 

. Senatt' Majority Leader Hov.·an:l Balcer. in 
eonsultaliQn y.;th Senate' Minority Leader 
Robert Brrd; selected the followinS indi\."id· 
uals to serve on the Commission; 

"'il/Lam A"""tt'9ftl. United St.at~ ~nate (fl· 
Colo.), dwrman of the Subcommittee Dn Social 
Security of thr Senate FJnancoe Committee. 

.Robl!rt Doh; United Stlltes Senate (fI,-IUms.), 
chairman or the Senate Finance Comminee. 

Job Han;. United States Senat~ (H.Pa.). ehair. 
tnan of the Senate Special Conunitt~ on 
A.ins· 

I 1.4ftl' 1(.iraltJn.d. president 0( the Americul Fed­
eration' of Laoor-Corigress of Industrial Organi. 
zations. . . 

Dt:ni~1 PGlrliel M"Jrllilut;n, Ul'litt!d. Statei Sef\3te 
(D·N.Y.), r.mking minority member of the Sub­
(!OUUnittee on Social Seanity or the Senate Fl' 
Q.anct! Conunitt". 

Houst Speaker ThomasP. O'Neill, in con- . 
~-..utatiQn with House Minority Leader 
Robert Michel, selected the following incJi. 
viduals to serve on the Conunission: 
V"iIIiDm An:h.rtr. United St.ates House or kp~ 

sent.ativcs 1ft-Tell.). ranlc.ing minority member 
of tbe Subccrrunittl!!!: on Socia) Security. House 
Ways and Meam Commiut!!e. 

RolHn M. &11, was Conunissioner or Social Se­
curity in 1962-73. He is xniOr scholar. Insti· 
tute of Medicine, National Aradcuy of Sci­
ellces. 

Sariin' Con4bU. United Slates HouX of Jlepre­
Jentati¥es (R~N.Y.), ..ankinl minority member, 
Howe Ways; and Means Committetl. 

MtlrI/uJ £,. Ke:v.. fonne.. Ass~ant ~Wyrl 
Health and Human $enices. She 5eTVed in the 
94th and 95th~. 

:::JGlldr D. P~J United States House of Repre- . 
sentatiw!s (D-F2a.). chairman. Home Select 
Committee GO Aging. 
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86082 CONGRESSIONAL·~'RECQRD~SENATE June 11, 19~' 
~he W:!ng's tlrst A.I.t: Foroe lDapectioc 1n July•. 
1995, ttu! IlTst ever for a. oomposite wing and 
the largest in Air.Force hl.atory: Ill\d 
. ·'Wl:lenlall. the OJ)eniIli" of II. ~ raIlge 

nelU' Mountain Home Air Force BMe Ie ___ 
penttt.l to mail!)tatll the res.d.lrl~ and strtke 
force C8.piI\.blllUsB of tble n.n1que :m1l1tar.Y 
aaset: .. . 

NOW. therefore. be it "RssalVEd. by the 
memOOl"fl or the Second Regular &lIssion of 
the Fj!'ty~t.b.1rd Idaho ~lB.tnre, theHoWH! 
of Representatives tl.Dd the Sena.t.e conour­
ring there1n. That we Il.r'p the Cona:ress of 
the UnIted States to PMS necessary legtsla­
~lQn to establisn a.nd fund ~e tra.Ining range 
at .~he Mountain Home Air· force Base. 
Ida.ho. 

"Be It further raQIVe4. Tha.t the Ch1ef Clerk 
Of the HOUlle of RapresentatlVes be, and 11M 
13 hereby authorized a.::::d dlre<;!ted to forward 
II copy of tills Memorial to the President of 
the 5enat.e and the Spes.ker of the Hotwe of: 
RepreselltAtlv8S or tongreu. and t4e .¢On­
greil!lonal delegation represelltlng the State 
ot IdAho 11l the Con~ of the United 
$tIlteIJ.," 

tlon and)d~\llaC'emerlt'Act.; or t.o·enac~'other· proP~lI.te ·ol:ewnsta.noes;··to th.a(:omnuttOe j 
leg1alatton; enCO!l'lE)allaiUg· a' btoa4 rs.nge of an A.arl~1l1tw:e. Nutrition. 1U14·Poreiittj. .. ': .~, 
mUliU1'9S to ·mace "'&nton,w&Ste tn NOrth .. , .. Bj MT. DASCIJLE: .. .. ... .. . 
P&.cl..f'lc Ocean II.lId ~ Se.i flsheri4!s. In-. S. 1868. A blll W !'e().uJ..t:e the. Se<lret:llry ot . 
ell.ldln.w: b.arvest priority tncentive8 for clean the A:z::rny W i.CQ.1l1N-POrm.&llMt tlQW~ and 
tlShing· J)raCticee s.ru;l· other ~ment i!&turll.tion· easementtl over lll.lld that is 10­
tools/' . ,~." ca.~··w1~n ·the 10-y~ noodpla1n or the 

,... Je.mee rover•.South Dakota;···and·fai:- other 
~e:·W the Com:mlttc\e On Envtrollmeb.t 

REPORTS OF COMMlTI'EES . a.n4 Pl::blkWorlo>. :. . . . . .,. 

The !ollOwmg reports or comnuttees 
were submitted: . 

.~ 

http:proP~lI.te


HOl)-04-19'36 19: 13 HCFR-OLIGR 2026908168 P.05 

CONGRESSIONAL RECORD-SENATE ·86083· 



tOJ-04-1996 19: 14 HCFR-OLIGA 2026908168 P.06 

TOTAL P.06 



