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Dec. J6 I AdministTtltion ofRonald ReDstJn, 1981 

National Commission on Social Security Hwnan ServiCe$. the PreSident, and the 
Reform 	 , Congress. 

~. 
t (b) The Commission shall make its report 

UIlt:1Jlioe Order 1£335. to the President by December 31, 1982. 
December 16,1981 Set-:.. .1. Admi.ni.rtration, (a) Tlae heads or 

By the authority vested in me IiI5 Presi-

I dent by the Constitution of the United 
., State:; of America, and to· establ.i5h, in ac­

I 
I 

cordance With the provisions of the Federal 
Advisory Conunittee Ad. as amended (5 
v.s.c. App. I), the NationaJ Com.m.issiOD on

I Social Security Refonu, it is hereby ordered 
I 
j as (oUows: 

5«/ion I. E.stablishment. (a) Thefe is es­I tablished the·NationaJ Commission on Social
l Security Refonu. The Commi.5Sion shaD be 
i composed of· fiftefll members appointed or 

! 
I designated by the President and seJected as 

follows:1 
(I) rive merobers.lected by the Presi­

dent from 8JD1lD8 officers Dr employee:; of 
'i theuecutive Brandl. private citizens of 
i' 
I, 	 the United States, or both. Not more than 

I 	 three -of the members selected by the Presi­
dent shall be memben of the same political 
party: 

(2) Five members selected by the Major< 
ity wder of the Senate from among mem­
bers of the Senate. private citizens of the 
United State5, or both. Not more than three 
of the members selected by the Majority 
~ader shaD be memben of the same politi­
cal party; 

(3) Five members selected by the Speaker 
of the House or Representatives from 
among memben of the House. private citi­
zens or the United States, or both. Not 
more than three or the members selected 

·1 	 b,.· the SpeakeI' shall be members of the 
same political party. 

(b) The Pte.sident shall designate a Chair­
man from among the memberS of the Com­
rnis!ion. 

Set:. 2. Functions. (a) The Commission 
, •, shall reviewrelevantana}y:ia of the current 
, 

. i 	 and long.term financial condition of the 
Social Security trust funds: indentily prob­
lems .that may threaten the .tong-teim so1­
\fency of such funds; anaJy%e potential solu­
tions to such problems that will both assure 
the financial integrity I)f theSocia1 Security 
SyRem and the provision of appropriate 
benefits; and prDvide appropriale recom­
mendations to the Secretary of Health and 

....... 


becutive agencies shlill. to the extent per­
mitted by law, pro1o'ide the CoIIllIlis.5ion 
such information 11$ it mar require for the 
purpose of carrying out its functions . 

(b) Members of the Commission s!utD 
Rrve without any additional compeJ1$ll,liotl 
for their work on the Comm.ission. Ho'lllo'­
ever, members appointed from among pri­
vate citizens of the United States may be 
allowed travel expenses, including per diem 
in lieu of subsistence. as authol"iied by law 
for persons serving intermittently in the 
goven'lment service (5 US.C. 5701-5707), 
to the elCtent funds are av.ailabJe therefor, 

(c) The Coll1lIri55ion shaD have " staff 
headed .by an ElIecutive Director. Any ex­
perues of the Commission man be paid 
from sucb funds as may be available to the 
Secretary of Health tlnd Human Services. 
... S«. 4. Generol. (a) No~ith$tilndi..ng ;my 

other ElIecutive Order, the responsibilities 
of the President Wlder the Federal Advi­
sory Committee Act, as .amended,· eXl:ept 
that of reportingannu.a.Uy to the CongTeSS•. 
which are applicabJe to the Commission, 
slWl be perf'onned by the Secretary of 
Health and Human Services in accordance 
with the guidelines and procedUJ'e5 estab­
lished by the Adrn.inistrator of General 
Services. 

(b) The Commission shalJ terminate thirty. 
days after submitting its report. 

Ronald Reagan 

The Wltite House. 

December 16. 1981. 


{FikJ with llu- Offwe of the FederQI Regis­
ter, 2:22 p.m., D«::embe, 16, J981] 

National Commission on Social Security 
. Refonn 

Appointment of the Membership, 
. /JBDember 16, 1981 

The!! president today announced his inten· 
tion to appoint/designate the foUowing indj.. 
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viduals to serve on II 15-member bipaTtisan 
t\ationaJ CommisSion on Social Securit)· 
Refonn. Alan Creenspan v.iIl ser\'e as 
Chairman.. 

Establishment of the CommiS:;ion fulfills II 
pledge made by the p,.esidentin Septem. 
ber to Create' II bipartisan task Force to work 
with the President and Congress to reach 
two specific: goals: 

-To 'prQpo~ realililic. long-term Tf:fonns 
to put social Security back on a sound 
rwandal footing, and 

. -To Forge a working, bipartisan consen­
sus 50 that the necessaI)' refonns can be . 
passed into law. 

/to~ A. Bn:S:. t'hairman of the board and .:hier 
f?zecuth-e offiC\!1', Prudel1tia1 Insuran~ Co. of 
Ameria. St"u:ark. NJ, He is a member of the 

. Pte!lident'~ ~t Coufl('il, . 
MtlrJI FtJ/rey FilII,.,.. vire pre5ident, finane.':. Shak· 

lee Corp~ San' FranciscO, Calif .. Pre\;ousl)' she 
was Mlnior \tire president and director, BI~'tb 
wttnlll1 Dillon IX Co.. Inc., New York. ~.Y. 

Alt"" C'l't!ft'ftqldft.. ehairman and president. TQIA.'11- . 
wnd-Creoe-nspan lind Co., Inc., t\ew l'ofk, NY 
He i.s a member or tht> Pre~idenr!i F.conomit 
Polic~' Ad,isol'Y Boa.r~. 

A lez 0 ndltT 8. Trou'brid{[,e, president. National As· 
5O<.'iation or Mam.:racturel'$, Washington. D.C. 
He IS Ii me-mbe, or thE' Pre~iderll's Task Fo;ce 
On Pri\,sh' Sector InitLative:!. 

JOIi'D. ",12..,0...,,.....,.. Jr.• consultant. Bossier Bank &. 
Trwt Co., Plain Oealms. u He' represenled 
the Fourth ConpCi!$$ional District of Louinana 
during .thi" 871h to 95th Co~. 

. SenatE' Majority Leader HO""ard Balcer, in 
consultation veith Senate Minority Leader 

. Robert B~.d.· selected the follov.ing indh;d· 
uals to sen..e on the Commission; 

W·iIIi.arn A Nn"tt'()n&', United States Senate (R· 
Colo,), dliLinnan or the Subcommittee on Soci.al 
Security of thl!: Senate Fi.nanC'e Commitree. 

Robrrl Dole, United States Senate (R·Kans.), 
(C'~irman or the Senate Finanre Committee. 

.Jon'fl Hri"::.. United States senate (R.Pa.), eMir' 
man of the Senate Special Committee on 
A'ina· 

lA.,., KirJ:lIzn.d., president of the American Fed·/ eration of Labor·Congress of Indwtrial Orpni, 
zatiOIlS. 

Dan;" PDlrid MOl/flilu".. United States Senate 
iD·N.Y.). nnldng minority member of the Sub­
C'Ommittee on Social Sealrity or the Senatr Fl' 
nance ('.onunittC!e. 

Hous(:' Speaker Thomas P. O'Neill, in con­
~'.lltation with House Minority Leader 
Robert Michel, selected the (oJlo",ing indi· 
,,:jduals to serve on the COmmission: 
"'imam Arr:h.tr. Urut~ Statn Howe of Re'pre­

!OenLatives IR-Tejf,,). ranking minority member 
of the SubclJmmitt~ tiD SotiaI Sel;.-urit)'. HOU5e 
Ways and Means CommiU_. 

liolHrl /14. Btlll, was Commissioner of Social Se­
curity in· J962-73.He j.s Slmior schow. 1Dsti· 
tute of Mecl.idne. National Al:"ac:kmy of Sci­
ences. 

Ba,bt!r CoJ!4bk, United States House of Repre­
Jentatives (R~N,Y.~ ranking minority member • 
House Ways and Means Committee. . 

MtI"'/uJ E.. ~'11" former Assistant Secttlar)' ·of 
Health and Human Sen~. She JerVed in the 
94th and 95th Co~. 

ClIzudr D. P~. United State5 Howe of Repre­
M!ntatives (D.F1a.), chairman. Howe Sell!:'d 
Commltteeon Aging. 
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86082 CONGRESSION.A[·~RECQRD:"':::"SENATE, " June 11, 19~J
, :. 

tbe w:1ng'!j nnt AilI Foroe Ill!peCtiQZI In July. elon IIJ1d, Ma.nagement :A,ct; or to'enac~other l),I.'OprlateClrcumstanoes:' ,to the Co~t~:~ 
~ 

1995. niB first ever for a. oomposite willg ImI1 leg1alat1on. eI:lOOIl'lI)a.aS1~ a' tIrO&d rs.nge Of on A8rlcllltm:e, Nutrition. 8.!ld· PONB1a7, " ': '1' 
the largest in Air.Force lllBtory;, and me&8W'e1l toredlle.Q wo.ntott!9ute 1n North, ' '.'.. BY l'4T. DASC:a:L.E: ' .,' ,', " 
, "WhenJall. the O]leDini' of 8. tnLiniDg l'8.!lge PBcU1c Ocean IUl.d }:JeriIlg ~'11sherfltB. Ifl', S, 1116S. A bill to '~n.lJ;'a tile, Sel:!:rebU'y Of ' 

Dear MOl,l.fltaln Home Air Force Base Ie II&- eluding h.a:rvest priOrity Inc:eDti~ for alea.u tbe Arm:Yto aeo.11h'e-permanBnt tlowl\.li"e an4 
!!entlal to main1;.ll.tll the res.dlne. 8.!ld Bb1l1:e- fishing pra.ctiC$ 1Ult,\' atbel' ~mellt 9&tW'1l.tlon· ea.eaments Over lane!. that 111 10­
fOree C8pa,blUtiea 01 thIs uzlique ,m1lftar:Y tools,'" ',/, ca.ted: Within ,tile 10-year flOOdplain of' tbe 
aaset: ' , ' .... Jam'ea River. South Dakota;"'lUld'1'or ot.her 
~ow, tlIeref01'l!l. be 1t uRsmh1ed, by t.l:te nurposss~:to the Cwmntttee On EnVironment 

. 	~em\)o}n of' the Second Regular 8esslOD of REPORTS OFCOMMlTTEES' and PUbUc'WorkIJ, :',' ','"
tM Fifty.third Idaho t..esula.tare. the,BoWIe 

The follow:ini repOrts or' co:Uurutteesof Representatives and tbe senate CQllour· 
ring there1n. That we urge, tbe ConS1'ess of were.sut)m:i.tted: '. . SUBMISSION .OF CONCURRENT, AN]) 
tbe Ullite4 States to PMS neceasary legiSla­ SENATE RESO~UTIONStion to' ests.blb,b and fund '~e tra.1ni~ range 

a1; ,1;he Mounts.1n Home Air· Force Baae. 

ldBobo. 


"Be it further I"eS(ltVed, Tbat the Chief Clerk 

of the Houae Of Repreaentativ!15 be, and sM 

tshereby authorized II.lld dlrecte4 to forward 

Ii oopy of thts Memortal to the President of 

tbe senate 8.!ld ~e Spe&.ker o( tile HoUl!e of 

Repre!ll;llltattVBI!I ot tongre:ss. and ttle ,COn­

gTe8alo:os.l delegation representing the State 

or Idaho in the COllg!'e8$ of the Unlted 

State!!,,,' " 

http:Mounts.1n
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Dec. 16 / AJminutmtion ofRonaJd ReD8on, 1981 

National Commission on Social Security 
Reform~.,. 
E.reculiVtl' Order 1233.5. 
L1eamber J6, J98/ 

By the authority vested in me ~ Presi­
dent by the Constitution of the United 
Stales of America, and· to establish, in ac­
cordance wjth the provisions of the Federal 
Advisory Conunittee Ad. ~ amended (5 
USc. App, I). the National Commission on 
Social SeC"Urity Reform. it is hereby ordered 
as follows: 

SediOh /. EstablisJunerJL (a) There is es­
tablished the NatiorW Cotnmissiori on Social 
Security Reform. The Commission shaD be 
composed of fifteen members appointed or 
designated by the Fresident and selected as 
follows: 

(l) Five member! selected by the Presi· 
dent ITom among officers or employees of 
the £)I:ecuuve Branch. private citizens of 

I' 	 the United States, or both.· Not more than
'! 	 three ~r the members selected by the Presi­

dent shall be members of the same political 
party; 

(2) Five members selected by the Major­
. it)' Luder of the Senate from among mem­

bers of the Senate, private citizens of the 
United Stat~. CT both. Not more than three· 
of the members selected by the Majority 
Leader shall be member! of the same politi­
cal paTty; 

(3) Five members selected by the Spe.a1cer 
of the House of Representatives hom 
among memben ofthe House, private citi­
zens of the' United States. or both. Not 
more than three of the members selected 
by tbe Speaker shall be members of the 
same political party. 

{b} The Pre$ident shall designate a Chair­
man hom among the members of the Com­
~on. 

Sec. .2. Functions. {a) The Commission 
shall review relevant ana1)'lie$ of the eurrent 
and long·term financial cond.ition of the 
Social Security tnJst funds: indentify prob­
lems that ma), threaten the long-tenn sol­
vency of such fund$; analyze potenti1U solu­
tions to such problenu that will both assure 
the financial integrity of the Social SeCurity 
System and the provision of appropriate 
benefiu; and provide appropriate recom­

.1 	 mendations to the Secretary of Health and 
'\ 

,l 
I " II 

Human Services, the President, and the 
Congress. 

(b) The Cominissioo shall male its report 
to the President by December 31. 1982, 

&c- J. Admini.rtrotion. (a) T'Ae lw:,ads of 
Executive agencies shall, to the extent per· 
mitted by b~', proYide the Commission. 
such infonnation as it may require for the· 
purpose of carrying out its functions. 

{b} Memberl of the Commission sha1.l 
~rve without any ~dditionaJ compensation 
for their work on the Commission. Ho",'­
ever, members appointed from among pri­
vate citizens of the United States may be 
allowed travel expenses, including per diem 
in lieu of subsistence, as authorued by law 
fot persons· servirl& intermittently in the 
govenunent service (5 US-C. 5701-5707), 
to the extent funds are available therefor. 

(c) The Conun.ission shall b.avea staff 
headed by an Exe('Utive Director, Any ex­
penses of the Co~ion shaD be pajd 
from such funds ~ may be available to the 
Secretary of Health ttnd Hwnan Services. 

&e. 4. GenfTOl. (a.) No~ith$tandi.ng any 
other Executive Order, the responsibilities 
of the President WIder the Federal Advi­
sory Comm.ittee Act, as amende<l, except 
that of reporting annuall)' to the Congress. 
which Ill"e. applicabJe to the Commission. 
shall be perfonned by th.e Secret:ary of 
Health and Human Services in .l\ccordance 
with the guidelines and pTOCedUTes estab­
lished by the Admi..nistrator of Cener~ 
Services. 

(b) The Comm.i5sion shall terminate thirty 
days after mhmitting iU report. 

Ronald I\e.agtu\ 
The Wltite House. 
December 16, 1981. 

[Filed with the OfFux: of Iht! Federal Regis­
ter, 2:22 p.m., D«::ember 16, J981) 

National Commission on Social Securit,.· 
Reform 

.Appointment of the Membenhip, 
Deoember /6, J98J 

The President today announced his inten­
tion to appoint/designate the folloWing indi­

~ 
. 
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....·jduaJs ·to.serveon a l&-rrieTn~r bipartisan 
~ationalConunission. on Social Security 
Reform. Alan Cteempan ",ill sen'c as 
Chairman. 

Establisluncnt of the Commission fulfills $ 

pledge made by the PJ"esid~ntin Septem­
ber to creat~ * biparti$an task force to worle 
'lllrith the President and Congress to .-each 
"''Ospedfie goals: 
~To ~ TeaJistie,long-tertn refoons 

to put social security back on a sound 
fmancial footing. and. 

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

Itobftf A. &C.. C"hairman Or the board ud chief 
t!xecuti,"I? officer, Prutkntial lmuranc:e CO. or 
America. !\Oewark. 'NJ. He is iii member of the!: 

. Presicknt's f:q)ort Council.. 
MQrJ/ FlIluy Fu/kr, vice presklent, finanec. Shak· 

lee Corp.. San Fraru:iscO, Calif.PrE'\iously she 
111.'&$ senior "ice prC$ident and director, Birth 
Ustinan Dillon & Co.• Inc.. New York. N.Y. 

Alan CfY!ftl4IIItIJ'A. chairman and president. To\\.'tl­
slmd-Creoenspan land Co., Inc., f\;e\\.' York. N.Y. 
He is a mt'mber or the Pre$idenrs ECClllomk 

.Policy Advisor)' B~ . 

A li!zantlb' 8. 'Trou'l?ridj[f!,' president. National As­
. sociation or Mam:f~t\lrer$. Washington. D.C 
He isa mC'mbero( tilt- President's Tasl: Force 
cinPf.i,·atE' Sector Iniliati~. 

lotiD..V;I:fU07ltftirr,}r... ~ultant.Bossier 'Bank &: 
Trust Co... PJainDealmtt. La HC' represented 

,Ihe :Fourth Conves:Sional District or Louulana 
.' dUr1.nS.thto&7th to 95th Congress;es. 

'... ~riatE'~fajorityLeaderHou'ar-d aalcer. in . 
... ~Jtation.':,~,th"·Se~ate "Minority Leader 
.. Robert Byrd. selected thefono\lloing indj...id­
~to serve On the ConuniSsion; .. 

Bill&a!ftAhnlt~' Uni~ed states Senate (R. 
Coloi).'.C-hairiruln,,( the.SubcOmmittee on Social 

. Sccurity.of~ ~nate F,inanc-e Commitree. 
. Robft1,' ~h", Ufijtel{ Stat~ Senate.(fl-Kans.), 

chairman of· the· Senate FinanreComminee. 
Job lin":;' ~nited SateS senate (R·P•.), chair· 

man .of the Senite' Special Committ~ 011 
~in&.' 

lA.Af' Ilirl:14ruI. president of the Ameritw Fed­
eration or Labor-Congress of Industrial Organi.
zations. . 

Daniel Plllrid, MOIf'Iilw", United State5 Senate 
(D-N.Y,). nnking minority member of the Sub­
amunittel!! DO Social St-amty of the ~tC' Fl' 
nance CQaunittee. 

2~690816$. P.03 
.,: ." 

Houst Speaker Thomas~. O'Neill. in eon- . 
~;,Utation with' House' Mirlority l..eadeT 
Robert Michel. selected the fallowing indio . 
vjduals to serve on the CoromIssion: 
Willu,m A~. United States House of ~re­

sentativf!S IR-Tell,). ranking plinaril), menmtt 
of Ihe Subcornmitt~ On Soci3) Security. House 
Way$ and Means Committee. 

Ito'-' 14- Bal4 was Commissioner of Sada1 Se­
nrrity in 1962-13. He is xniOI' ~bt. Insti· 
tute or Medicine. to:alional AJ:oademy. of Sci­
efIces. 

.&,,.1N:r eondh, Uniled States Hol.I:5Ie of' Repre­
Rotatives (R~P,:'Y.), ranSr:m, minority member, 
HOt.de Wa)'J and Means Committee. 

Mtz'f1/us E K",.. farmer Assistant SecneIa.r)' « 
Health and Human Senices. She served in the 
~~and~~~ . 

::lGlldr D. Pepptn; United States House of .Reproe-' 
5entatives (D-Fla.). c;hairma.n. .HOlD(' Select 
Committee'ou Aging, 
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86082 
the Wing's first AU:: Force 1n!pectiOZl In July.' 
100s, the first ever 1'0t' s. OQmp():llite wing IUld 
the l.&.l"gest in Air.F~ history: and. 
. "WheIllU. the OJ)e1l1ni' of II. tia1~ I'IUlge 

nelU' Mountain Borne Air Force Base ie as­
Il8Ilt:1AI to maJ.nta.ln the rea.dln~ and strike 
force CIll)&bll1tles of tb18 a.n.1que 'mlllteJ:'Y 
uset:· ' , 

Now, therefot\l. be It "Rs.rolred.. by the 
mem'benl Of the Second ~ &!lesion of 
the Fltty·tblrd Idaho LesUlatnre. theHoUBe 
or N.a))re!lentatlVe:! and the senate CQncur· 
ring tberettl. 'I"hat we ~ the Conttess oC 
tbe Unite<! States to pa3S necessary legisla­
tIon to establish &.nd fund the tra.Luing- range 
at; .the Mountain Home J.:tr· F'orcfl BaBe. 
Idaho. 

"Be It fu.rther resolved. That the Chief Clet'li: 
of the l.iOUBe of Representatives be, o.nel. she 
is hereby authorlze1l =d directed ta forward 
II. copy of thl8 Memortal to the President of 
the sena.te a.nd the Speaker of tile BollS8 of 
Represellt.atlllBll of ~OngreS5, and ~e .COn· 
gt'e8aIOnal delega'Uon r03presentlng the State 
ot Ids.ho III the Con~ of the Unlt.ed 
Stat.ee ... 

P'OM~7S. A joint resOlutIon adopr..e<l 1)y the 
Les1!11ature of the State 'Or Alaska; to the 
CommltUe on Commerce. Science, and 
TmllSportatlon. 

"R£SOLVE: No. 39 
. "Wherell.!3 more fish were discarded in tlle 
feOera.lly l'l1&Ilage<l flsheries of the.North PB.­
clfie OOeantha.n were·laMed. by American 
ilahermen In the North At1&ntic Ooean' l.u 
1992;.o.nd . .' .' '.

"Whereas. In 1994. 25.$$1.596 kUo~I>' of 
b,Il.Ul)\.lt a.nd !.a66,m kUo~ram!i of Mrrln~ 
were diacan1ed by fisheries Ie the. North. Pa· 
citlo Ocean and the 8erl&g Sea.;·and . 
. "Wherna.s, iil 199i,.16,459.2.S3 crs.bwere die-

carded by' tlIIlleri~e III the J'/'orth Pacltla 
Oeeo.n and the Bering Sea.; ·a.l;ld : ". '. :. 

"Where&!;..iIi 199t. 195.009.'aal.inon were hS.r~ 
vested In g-roundfIsh' tleher'!~ of the 'NOrth 
Paclfie Ocean'l.ud the ~#ng- sea.; and '.' 
. :~Wharella th~ ~;Iltirritlll'. c.rab., :ayMr. DOLE: '. . . . . 
and. II&I.!mon are' resoutces· ~ed by ~M 
SU-fA!'of :A.!ask..a' tha.t: wilro,~1n~rc'ePted hi. or!­
Shore:~e4¢ra:rwat.e,r5:.u.4;.'. ':'•. ' .'.,:.,'.. 
. "VIh'~reQ.& t)l~ereaourcefl's.rn.t;b.e ~omJ.c:: 

And. , eultllN,r .Ufeolood. forlI!;!tU . Alii.&kB.:ris 
.whci' 'de}ebd oa j:.hesea for the!rll1t~ 

·~~;:::~~=~~~~e~'~~:~i~'J':r~'Bir~
iDarlilewt'.:~t· gePend'o~ .fish . for Joo.d 
ArC! .fa.cild ·.wl. ,.~~Di:.:PdpUiai4ons .ailds. 

, potentW llA....(~I1~ 8P.i!cleB: a.n~,,:,.. !'~6n.a1l=·.uM.wo.ntwl·ws...ste·ilrl­
'detJ:njnes?~teim,rna~m'ent 'Stmtr . .BAUCUs):,';":', _;~' :: .:": ::"';' . 

·egy.Jo\' I!U ·co~6i:.t:i1il.:t.:jiubij16tenee; . S. 1869,. ;!U;41';tO <nate a:,pojilt:,~{order 
and.: recn:llH....cf!spene:i;. auC1 :P1i1.ces' thei\ill.iD¥,t ·leg131&tJoil.:,,!~ch.'dl~~rt,rr,~V1~ 
[Ural C:Ollllll~OLA1~.ka iiI; m.k: aM. ::.:." fic~eVM ;th.l'o.~~,~~-w.!-l'~~:~{l.: ~d. 

"Whereas.t'.IriiIIIIIL to tmplem~nt. Ml:vare, pen7 s.~e ~nrort:ement.aotiV1tl~S for ;~s 
II.It1e~ agai.oa: -.ei8rQapOri1nDlf,Ffor b.1gh· other' than improVlng the''601venc,y' 'of the 

" 	 'byca.tch a.n<1 ~ rites have ;ff..llt:d< o.nd . 
.... MWber%s'mW.mlEtl)S"the catch -Or 'Uni;ler. 
~d fisb aM tleduclIjg'wBJ'l\;(jn WUt!!l' Will 
conse"'!! fisheries re6oUrc~ for present ~d 
future ~euerILtIon~ of Illlbs1steIlQe ilsel'8, com­
mercial I!.Ild recreal;lonal· fishermen. !Bea(oo<! 
l.udllSlZ1l!s. COIlata.! corI'..n::rtl.n.1d~, OO!lSlJ.rnerl!, 
IWd th~ llAtIOIl; aDd ': .;. ,.- ... :: 
'.·~·WDere~ fiBherles'e4n teehnica.lly:or oper.,

a:t1oIJ.9.l1y .-educe waste 8.Ild the lncl<1ent:al. 
talr:lllG'. 'Of' nont:;arg'et 1ipeelefl :f!:li:Iven ..eoo­
,nomic .:incentlvefl· or ,.:t!.;cappropriafA! t'eg'U~ 
latopy tr.M.!!urea are applHiC;be iti. ',;:-, ,_:-. 

"'Rs3ocued. by theAlaal.m State:Lestslature 
· Th&t ·.Jle Wa:nton~Mte now occ~ in fade 

amI fisheries of1ale North i>&;QIOc Oc~n tuld 
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RE.PORTS OF COMMITrEES 
The rollowiDi repOrts of coITuruttees 

were submitted: . 
By Mr. SPECTER, from the select C<lm­

m.lttes ontntelllgence. WIth ame!ldments; 
$ .. 1745. An original bill to authorize appro· 

prls.tiO!lIJ fOr JJ.scs.1 year 199'1 tor mmtary s.c· 
tIVltimi ot the DeJl!lI1;mellt of Defeose, fOr 
mlllUU'y COnstruction, a.nd tor defense activl­
tles or the Def)a.rtment of Eneqry. to l'rc­
scribe J)er'SQIlllsl Btre!l$'tbs tor IJUcb fiscal 
!le&t for the Armed Forces, and for <)ther 
purposes (Rept. No, lOi-:rnlj, 

By Mr. S':t'EVENS. from the Committee OD 
c.,vernmenta.1 Att'alrs, without a.men<lm!mt: 

S. 1488. A .bUI to convert oer.taill exceptell 
wrvice poSitions In the United States Fire 
Adrnlnlstr&tion to competitive service pog1, 

tlOD.5. a.nd for other purposes. 

INTRODUCTION OF BU.LS AND 
JOINT RESoLUTIONS 

The' 'rou~wing brnSa.nd.Jot.D.t re!>olu­
tiona were l:Qtoroduoed,' read· the fi.rst 
Md second time by· u:na.n.1.mOUB con­
sent, IUId referred.a.s indicated:' 

By Mr:'DOLE (tor ll.1m&&lf•.Mr. RcTIL 
. ,Mr. SJ:!o!PaON, Mr.' PREaSLER, Mr. 

. BA'l'Cli, Mr, C~U'l!:E, Mr. MI.'RKoWI>IIl. 
. ~<l Mr; COCW'l.Ali): . :. . 

S. 1856; A bill. 1;0 estf.plieh a cOm.m.1lssion tu 
study ,and pro.Vlde I'I'lcornmends.t1ons .oil re­
staMM; iolYeDey .In. the me.MOan -proliram 
under title xvm 'ofthe 800'11\1 Security Act; 
to. ~~ .COmmlt:;tee o~FlJlll.llce,·' .' , 

s. 1$$'1; !>- bUl. to estllbI1Bh • a bt];lll.rt!san. 
l;ommIti.SiOn. on 'umpalgn practleeaand pro­
Vide ~tita i"ecoi:iimeD~1;l9nS:bepveil ex· 
pe!ll~ ¢oIlliidsrstioll;:tq. ·th!fCo:mmltt.ee on 
R\l~es and ~tnlstra.tlon:,. !' .. :.. ". 

..., ..By ,~. GRAHAM {(or hlm1ielt.·Mr _13AU' 

s.·i~~S;:~~:;ao!f!hor tilliu!Ji'~dCO~ 
ordillll.tiOIl.· eOmmtUl1oat1ol1 •. 's.D.¢" en!oroe­
rnent relli.teil. to. b~thc&re' Cra;ud','wJi,ste.1Uid 
s.o.use: ,W the~~e on Fllltl.nl;:e,'. , . 
',.' BY·,M.r:·GR.AlLA.M,(lor lllmaelf .an·a Mr,

" 

Federal, Ho,sl)ital Intrnranee. 'I"r.JJIt Fund' ,'. . ',,'. '. '. ". .... ', ..... 
under title XVlll of the.Social Seourity Act, ' BY:'M:c., 'DOLE' .(ror"hUri.sel!;c:~Mr, 
~ enanr.e the 1ilt.a~ty'9(.sucli trw;t funt.!, "ROTH;' Mr.S!MPSON; ) ..ii.. PRES­
an1l ror other purpos~; tO~ the Committee OIi . SLER;.Mr. HATCH. Mr. CHAFEE, 
Rules and A:i1mln1str&tlo~.· . . . . M.r.MUP.KOW$lO, IUId Mr.·CoCH­

. By Mr. MCCONNELL (Car hirru!elf; Mr. a.AN):' :,j " ,',':' 

,',"', .DeLli:: , Mr.·MoYN1lU:/<l, ~<lUld·Mr, ....s: 1856. A blll to eatiib11Sha:cOmrrii8~ .. 
.. LU;.5ERMAN):·.;.·.··, ," .;, ..c·:. sion.tO studY·a.ndproiiide re·c6ninl.enda.­

. S; .1800.' A bUl' 'to proVide for 'l~ refo=1 t{oi:is 'on: .res . '.' . 80~Vell.Cy Inth'":'M.e~~ 
a.nd., ,coJl!Nmer COInt'J!l.i>,B.atlOI1"::..nsiatlng ... 'to ,. . y 

mOWt Vehicle ··tort6y8t:.Cims;~,f.for, other.' lcare pri>grii,rii der.tl.tle,XVIIt:6t·.tlle 
~;·to the:'COlImlir.tee' oneruwne.roe, Sociaf'Se:O'W:-fty: Act" to.:r;!lP.:coIl:u::t#·ttee 
SClenoe. and ~t10IL.· ;';'~i·-:~:~'''''·':·'' ,. on Finance....... ;"". ,..,': ".~:' .:".... ,.-:,.:. : ~",,:~ 
·,S. 1661;A'blllwi~defor lep:!'l'e!ornt 'l1IE'ldll:ii1C~ R~!J.J\'nON,~ " . 
lUId oonsumer·compen8a.t1oli' -4Uld forOtherMj~;. ·DOLE.:'~Mr. '~tdent:-' .last 
:ru.rpo~; :wth$ .Committee·on .the· Jndlol- WedD.~Sda.i . the MediC8.re. tiuit'kies' re­
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SUBMISSION OF CONCURRENT· AND 
SENATE RESOLUTIONS . 

The folloWing conCl.l..l'ront resolutions 
.a.nd Se!l.!l.te reBolutio~ were read, and 
referred (or a.cted upon), as indicated: 

By Mr. 'NICKLES (for himselr, ·Mr. 
DA5Ca::..E. Mr. LOTT. Mr. FORD. Mr. 
THU'!'!.Mom;. Mrs. '<ASSElIAUM., Mr. 
AflRAl'iAM. Mr. A'£tAK.A.. ·Mr. ASHCROFT 
Mr. BAUCU6. Mr. BIl:.l\'1i·1>IT, Mr. BrUEN: 
Mr. BINGAMA.N, Mr. BoN'll, Mrs. 
BOXEli... Mr. BRADLEY, Mr. BREAux. 
Mr. BOOWN. Mr. BflYAN, Mr. BI.!'I>('FERS, 
Mr.BUli...~S, ~r,BTRD.Mr,CAMPB~ 
Mr. CHAFEE. Mr. COATS. Mr. COCHRA........ 
Mr. COH£:;, Mr.· CONRAD, Mr. 
COVlOlIDELL. Mr. CMlG, Mr. P'AMATO. 
Mr. DEWINE, Mr, DoDD. Mr: DoME...\llCJ, 
Mr. 'DORGAN, Mr. : ExOJl•. ' Mr. 
l"AIRCLarlL ~r. FEINGOLD; Mn. FEIN· 
STEL~. Mr. F"!!.lST. Mr. GLENN.' Mr. 
GoRTON. Mr: GRAHAM; Mr. G&.\.IDI:. 
Mr. G.ll.J\JIofl>•. Mr.>1 GIi.l.S6LEY,' ~.r. 

.' GI!.1::OG;· Mr. H.t4Uml,.:r.1:r. R",rca:; Mr. 
. ,HATF.lEL!l •. Mr. ·llEFLL"I. Mr~ .RELW;. 

Mr. HOLLINGS• .M.r!i•.1iUTCBlSON'. Mr. 
.L'IliQFE, Mr.. ll<OUYE. Mr. JEFFOlIDS, 
Mr•. JOHl'llITON. Mr. ~i"THQRlIE. :t.ir, 

. KENNlWr, ·Mr. XltJuu;:y,. Mr. Kli::II.R.Y. 
Mr. KOEL;Mr;~)~ Mr. LAI.Tr:&NBE&G,' 
Mr. :LltAHY,· ,·Mr.• ·,LE:VlN•.:, Mr. 
LW:!ER.M.A.N,. Mr"'.lJUGAB.:, .-Mr.' MAcK.' 

,. 	. Mr. :MCCA..U<...Mr. MCCO)i'h'BLL':.M.e: MI-· 
, 	 KUl;ala., ..'Ma•.: 'MO!OELEY-'BR.AUk. : Mr', 

MOlNIB:ANi:··.Mr.:."Mo'B:xOIlll>KI;.· .:'Mri!.' 
MD'R.nAY, Mr,' NUNN; Mr. 'PELL.," Mr. 
:PRESSLER.~.?4f~ .f'RYOl!.;Mr'~;'Mr, 
ROBS;: Ml-•.1tocn:FELLtR" Mr•. Rom,. 

> • Mr." SAfITOR.UM.. Mr:· .sAB:aA.NP.&;-'Mr, 
SHELBY. Mr. SIloION, Mr: :B.o.w15oN,.:.Mr, 

",·SllITllL'.MII,·'SNOWE.::Mr;.~pEC'l'ER'. 'Mr. 
.': STEvlQia,Mr" 'l"l!OMJ.5. 'iMr.·; '1)!OI>rP­

.OON;'CMr, 'W~·'Mr."wELi:..sroNF.. 
&rid L"...t':W'rnBl''}l:i;,:·;'''<>:, "A',.' .,:",.'".;' 

'·S: .ReB,.~,(~ 'maolutiOD~':~;the~ 
Da.1COI1Y l\.dJiI.OOIit.oo wi;ms.'S-2:90 ~(I:s-.zn' ill 
the. UIiir.ed '. St&W,6i.P!1;01,·1II.l1ld.1.lig- 8.s. the 
"RObert: J. 'Dole 'Bal¢onY~';': <:briIrtaered . and 
aaTQed to: '. , ' '.. '!C,";, 

'..~ '.. :' '. :1' '.:"\~: 1_'. ":. "~;':l _;'v 

. .. i"~'" .' ,'. ;., ~'.,.' ,:;,' .,:~:: ..•. ," :'.", 

STA TEME.NTS· ON ..INTRODlJCED~' 
< BILLS:AND ,JONr 'RESOLUTIONS, 

·~'~~mI~!~:::~~it!l!r ~. BY'~,' ;~SSLER (£or~~~ ~d leMed tJieirreportonthe .sti!..te:or the 
"1;:.'I'tJ:u:r T.Esol'lX!d., ThAt··tlleAl~ka StaUl . Mr.llAT'C'H): ,. ..' Mei;Uwe tli.u;t·:,fund.·~.and ··the,z:eport 

~laturl! respeCJtMl,y,llrp.1tha C~ S. 1662: A bUlto permJ.t !:h/;l·In.tersta.Ud18' w.ai8gnm. Instil\.wiofgoing blliIlkt:upt in 
to ..mend the Ma.gn!ll5011 'Fiahery Con.seI'Ys.- tribution or Iitate-!D.!ljlBctea,'meat under s.t. 2OO2;.a,s <;heyprev10USly forecasted" tlle 

. 
' 

http:UIiir.ed
http:l\.dJiI.OOIit.oo
http:B.o.w15oN,.:.Mr
http:sAB:aA.NP
http:SAfITOR.UM
http:Se!l.!l.te
http:MediC8.re
http:80~Vell.Cy
http:SLER;.Mr
http:th!fCo:mmltt.ee
http:n::rtl.n.1d
http:C:Ollllll~OLA1~.ka
http:Ocean'l.ud
http:199i,.16,459.2.S3
http:b,Il.Ul)\.lt
http:1992;.o.nd
http:maJ.nta.ln


I'IOlJ-04-1996 19: 13 HCFA-OLIGA 2026908168 P.05 

S6083
CONGRESSIONAL RECORD-SENATE 

~t YeaJ:a.:ud a' hal!. tlQa Re­
"',u,,,,,,~u Co~ has attem~4 'to 


'Bal.b.CJ,ne::ltlJ atU1-!ortbrlghtly with the' 

~~J~gr~~~lU.lJ~~~ meltdown.. 
~ .budg$t tha.twollld' 


preserve. arid. st;rengt,hen MedJ~ 

rerlucmg its UlllIUBtaina.l:Ile rata 


while st1ll a.lloWing for a; 
rate~ , 

ola,1I1l that: our plan' was 
that it solved the long--term 

:n"'[JDl,CUl_ But it wa.s a. rea.! a.ttempt to 
:1ll:16V'~1A! & orisia tbat will unmed1&tely 

mUUon seniors and diSabled 
_lTfl"'-tll!!' anil will have repercussions 


m1ll1omr more­
1995, I called for It. blpa.rti$&!l 


i~(1mIUl-""'Il to be Bet up to·save Med!· 
sJ.m1lar to' th$ one- thlit saved So­
~""..i""'.:'lJn!Ol'tun8.tely the Wbite 

djll.!nlS.t;eG the idea a.ml decided 
R.epubl!C.8.Il pla.ns to save the 

Mc~'caJ~ system. ' , 
is why I ri!;!e todAy to 1ntroduce 

Medica.re ll$storation Act to estAb­
a blue-ribbon oipartitJall advisory 

I'nm1'rlli!:si()n to help'deal with this ori ­

http:Medica.re
http:R.epubl!C.8.Il
http:J~gr~~~lU.lJ


'j"
,,~, 

'.:,' 

TOTAL P.05 



• •• 

......... ,.l\tJl. t;/I,I<I'.'I' I4lJ DOl 


fY\~~ J\~lk ~-f R~ 
-

FROM THE OFFICE OF 

Senator Daniel Patrick Moynihan 

New York 

.. CONTACT: ... Mike Waterman FOR JM:MEDIATE RELEASE 
Thursday, October 31, 1996 (202)224-4451 

STATEMENT OF SENATOR DANIEL PATRICK MOYNIHAN 

ON THE FUTURE OF MEDICARE 

I would be honored to serve -on a bipartisan commissionon.Medicare in ~ 
.Admi111stration.· Senator Rockefeller and I proposed such a commission in the 
Senate Finance Corrunittee in September, 1995, but lost 011 a party line vote. More 
recently, in the second Presidential debate, President Clinton called for a 
"bipartisan group" to look at what we have to do to save Medicare uwhen the baby 
boomers retire."Now Senator Dole has proposed a hipartisan commission to go 
directly to work. . , 

. And so a certain COllsensUB emerges as to how we might proceed. All to the 
good. . .. 

In the meantime, the President has proposed measures that would extend· 
Medi.care solvency by 10 years .. This is a pressing matter to be addressed directly 

. in the next Congress. 

.;.,. 
'. 



MEMORANDUM 

TO: 

FROM: 

SUBJ: 

Interested Parties 

Chris Jennings 
Jen Klein 

October 28, 1996 

Treasury Department's Monthly Report Shows Improvement in the Status of the 
Medicare HI Trust Fund 

Earlier today (Monday), the Treasury Department released their monthly report on the 
financial status of the Medicare' HI Trust Fund. In short, the Department concluded that the 
status of the Trust Fund for the month of September is about $4 billion better than what was 
previously projected for this time period by the Medicare Trustees in June, and $3.2 billion 
better that what we projected it would be in the· mid-session review in August. 

It remains unclear exactly why the Trust Fund projections have declined so much and we are 
. still reviewing the reasons behind it. It is likely to be related to a late provider payment in 
August that reduced the September liability, decreases in 4ealth care inflation and increases in 
employment -- and thus increases in Medicare payroll contributions. Having said this, 
there is still an operating deficit of $4.2 billion -- greater than any deficit in 
recent years. 

The Republicans on the Hill are trying to use this report to bolster their position that the Trust 
Fund is getting worse every day and we have done nothing to "save" it. Although the press 
will inevitably use this as another excuse to hit us a bit, the print media (NY Times, USA. 
Today, and Washington Post) seem to be mostly reporting that the real news the Republicans 
are ignoring is that the Trust Fund seems to be improving. 

Our position on the release of this and every monthly Trust Fund report is that no one should 
read too much into these reports. And no one should use them in an attempt to needlessly 
scare the elderly into believing that bankruptcy is imminent. With over $125 billion in 
surplus, it is simply not the case. Monthly reports represent little more than a picture in time 
and frequently db not reflect overall trends. [More to the point, in the absence of Medicare 
reforms, the Trust Fund will always --over time -- get worse; as· such, we have chosen to 
downplay even good news reports]. 

Attached is a one page set of talking points for your use. Please don't hesitate to call us at 

456-5560 with any questions. 




STATUS OF THE HOSPITAL INSURANCE TRUST FUND 


In September 1996, the Medicare Hospital Insurance (HI) Trust Fund fared 
better than projected. 

• 	 The September Monthly Treasmy Statement shows that the HI trust fund 
is about $4 billion better off than projections by the Medicare Trustees 
(June) and $3.2 billion better off than estimates by OMB in its Mid-
Session Review (August). ' 

In no 	way should this information be used to scare Medicarets 38 million 
elderly and disabled into thinking that Medicare will not pay their claims. 

• 	 Over $125 billion remains in the Trust Fund. There is no imminent 

danger that claims will not be paid . 


. Although the report is encouraging, it does not reduce the need to work 
together on a bipartisan basis to strengthen the Medicare Trust Fund. 

From the start; President Clinton h~s taken action to strengthen the 
Medicare trust fund. 	 . 

. • 	 The President's 1993 Economic Plan extended the life of the Trust fund. 
by 3 years -- without a single Republican vote. 

• 	 The President's balanced budget guarantees the life of the Medicare trust 
fund for at least a decade from today. 

• 	 The President's proposed Medicare refonns give beneficiaries more 

choices among private health plans, provide more preventive health care 


. benefits, attack fraud and abuse, and cut the growth of provider payments 
without raising the Part B premium to 25 percent of program costs. 

Q. 	 What are the reasons behind this decline? [USE ONLY IF PRESSED] 

A. 	 The reasons for the Trust Fund's improved status are unclear but the 

improvement is likely related to the improved economy and the overall 


. reductions in medical inflation. However, we are still reviewing all of the 
reasons. 
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TO: Chris Jennings' 

Phone: 456-5560 


Fax: 456-5542 


. FROM: 	 Glen Rosselli 
Deputy Assistant Secretary for Policy Analysis 
U.S~ Treasury Department . 

Phone:, 622-0090 ' 
Fax: 622-2633 

Message: 
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Status of Hospital Insurance Trust Fund 

As anticipated, the Hospital Insurance (HI) trust fund experienced a cash· 
flow deficit in August'1996. " , , 

i 

-The August Monthly Treasury Statement (released today) shows that the HI trust 
fund had total income of $8.1 billion and total expenditures of $11.4 billion, for a 
deficit of $3.3 billion. .' 

The status 'of the HI trust fund balance is In line with the 'estimates released 
in this year's Trustees Report and the Mid-Session Review. 

, \ 	 _. 

• 	 ,For the 1996 fiscal year to date the trust fund has acumulative deficit of nearly $6 
billion ($5.88 billion). ' 

" 	 , 

• 	 ,In this year's Mid-Session Review, the deficit for fiscal year 1996 was estimated to 
be $6.9 billion, lower than the corresponding $8.2 billion estimate shown in'the 1996 
Trustees Report. ' 

, (. . . . 
"In no way should this information be used'to scare seniors and the' 
disabled into thinking that Medicare will not pay their claims. 

• 	 Over$123 billion remains in the Trust Fund. There is"o imminent danger that 
claims will notbe'paid. ' 

, From the start; President Clinton has taken action to strengthen the 
, Medicare Trust Fund. " 

• 	 The President's 1993 Economic Plan extended the life of the Trust Fund by 3 years ­
- without a Single Republican vote. ' ' 

• 	 The President's Health Care Reform Plan would have extended the life of the Trust 
Fund by another 5 years. ' 

• 	 The President's balanced budget guarantees the life ,of the Medicare trust fund for a,t 
least a decade. 



October 22, 1996 

T Health Division ti 
Office of Management and Budget 

Executive Office of the President· 


Washington, DC 20503 


Please route to: 
Nancy-Ann Min 

Through: 	 Barry Clendenin ~ 
Mark Miller1'\. 

Subject: HI Trust Fund Report for Septemberl 
.. FY 1996 End-of·Year Report 

From: 	 Bob Donnelly~ 

Decision needed 
Please sign 
Per your request 
Please comment 
For your information ~ 

With informational copies for: 
HD Chron, HFB Chron, HFB 
Medicare, Barry Anderson, Ellen 
Balis, Jill BIickstein, Keith 
Fontenot, Chris Jenning~ . 

Phone: 202/395-4930 
Fax: 2021395-7840 

E-mail: donneIlYJ@al.eop.gov 
Room: #7002 

The attached charts (Tab A) display data from the Monthly Treasury Statement on outlays, 
revenue, and change in the balance of the Hospital Insurance (HI) Trust Fund, including 
September and end-of-year data that will be reieased on Monday, October 28th in the Monthly 
Treasury Statement for September. 

The HI Trust Fund posted a $1.804 billion surplus for September, resulting in a total 
loss of $4.182 billion for FY 1996. This shortfall is less than predicted under any of the 
alternative assumptions presented in the Trustees' Report in June, the President's FY 
1997 Budget and MSR, or CBO's March baseline. . 

Note that, although the HI Trust Fund's FY 1996 losses were less than expected, the 
losses were still the largest in the Trust Fund's history. Discussions with HCF A's 
. Office of the Actuary indicate that this new information will not move the Trust Fund's 
expected insolvency date from FY 2001.· 
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Monthly Performance in September ' 
Surprisingly, September was a good month for the HI Trust Fund. 0lltlays were consistent with 

, previous years' expefience at'$9,713 millioIi,while revenues were higher than expected at,' 
$11,517 million (probably caused ,by high employment;.truc revenue). The cdmbinat~on of these 
outlays and revenues yielded a surplus in September of $1 ,804 million. The fiscal Year.:.to-date 
HI Trust Food deficit at the end of September was$4,182 million (down from a deficit of $5,986 

, million at the end of August)~ , 

As of the end of-September, the Trust Fl:1IieJ.'s balance was $'125,805' million. 

'Performanc~forFYJ996Compar~dto Trustees' Report,President'sBudget; MSR, andCBO 
, The following table compares' the act~al FY 1996 HI TrustFunid Deficit to the p~ediciions in the, 

1996 Trustees' Report, the FY 1997 President's Budget"the:Mid~Session Review oftheFY 1997 
, Budget, and CBP's March baseline. ' ,', ' , 

, FY 1996 HI Trust Fund Deficit 
($ in millions) 

,Actual " $4,182 

FY 1997 President's Budget 
, -.', 

. $6,100 

FY 1997 MSR $6,900 ' 

CBO March Baseline' ' $1,200 ' 

Truste,es' 'LowCost Assumptions $8,000 

" Trustees' Intermediate Ass,uinptions ' ", ,$8,200,,' 

Trustees' High Cost Assumptions $8,600 

As this table shows, the HITrust Fund's actual performance in FY'l996 was better than anyone 
predicted, although the Trust Fund still lost more money than in any previous year. 

, . '., " " , ." 

Please note that the above table compares actual performhnce to forecasts. You may recall that 
la~t year 'the Trustees predicted a surplus ,of $4.7 ,billion, but the actual experience was a $36 
million loss. ' ' ' , ' , 

Although lower than expected, a $4 billion loss is stiil a substantial, and losses will continue 
'to accumulate ove,r thec,oming years. Furthermore, discussiops with HCFA's Office of the 
Actuary indicate that this new information is unlikely to extend the projected insolvency 
date of the Trust Fund beyond FY2001 (as forecast in the Trustees' Rep'ort und~r their 
i,ntermediate assumptions).' ' ' 

12:23 ~m October 22, '1996 C:\WORK\WP\RD\SEPT.HI 

http:WP\RD\SEPT.HI


Change in HI Trust Fund: September 1996 Report 
,Comparison of 1996 Monthly Performance to Previous Years 

($ in' millions - FY totals may not add due to rounding) 

Actual Change Oct. Nov. Dec. Jan. Feb. March April May. June August:!.l!!l: 

FY 1996 (1,917) (1,236) 3,900 (614) (3,151) (1,230) 4,685 (6,612) 6,766 (3,271) (3,289) 
FY 1995 (260) (718) 4,266 577 (1,400) (2,601) 4,167 (2,670) 3,559 (683) (3,153) 
FY 1994 (838) , (879) 3,406 (27) (1,308) (2,076) 2,595 (83l) 5,455 (1,138) (1,393) 
FY 1993 (1,000) 261 4,128 (671) (1,018) (1,416) , 1,035 (243) 4,807 (1;610) (826) 

FY 1996 - FY 1995 (1,657) (518) (366) (1,191) (1,751) ,1,371 518 (3.942) 3,207 (2,588) (136) 
0/0 Difference 637% 72% ·9'110 ' -206% 125% .53% 12% 148% 90% 379% 4% 

Sept. 

1,804 

(1.121) 


459 

246 


2,925 

' ·261% 


FY Total 

(4,182) 
(37) 

3,425 
3;693 

Change in HI Balance by Month, FY 93-Present 

7,000 

5,000 

_FY1996 ' 

-.-FY 1995· 

-M-FY1994 

3,000 

1,000 ......,.FY1993 

~ 
,: 

(1,000) 

(3,000) ........•••..•...•••••................. 


(5,000) .............................................................................................................. 


(7,000) -'--_______-..,.._______--.;;.;________-.1 
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Change in ill Trust 'Fund: September 1996 Report ' 
Cumulative Comparison of 1996 Performance to Previous Years 

($ in millions ­ FY totals may not add due to rounding) 

Oct. Nov. Dec. Jan. , Feb.' March ' April M!I June :!!!!x August 

FY 1996 
FY 1995 
FY 1994 

(1,917) 
(260) 
(838) 

(1,236) 
(718) 
(879) 

3,900 
4,266 
3,406 

(614) 
577 
(27) 

(3,151) 
(1,400) 
(1,308) 

(1,230) 
(2,601) 
(2,076) 

4,685 
4,167 
2,S9S 

(6,612) 
(2,670) 

(831) 

, 6,766 

3,559 
5,455 

(3,271) 
(683) 

(1,138) 

(3,289) 
(3,153) 
(1,393) 

FYTotal~ 

1,804 (4,182) 
(1,121 (37) 

' 3,425459 

Changes in HI Trust FlJnd: FY 1994 - Present 

7,000 ........................................................................................................................................ . 


S,OOO .......................... : .........................................'.... -' ................................................. . 


(S,OOO) 

, ' 

(7,000) .: .................. : ... : ................................................. , .......................................'..................... . 
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ill Trust Fund Balance: September 1996 Report 
Comparison of 1996 Monthly Balance to 'Previ~us Years 

(5 in millions) 

Actual Change OCt. " Nov. Jan. Feb. March April , M!r June J!!!r' 

FY1996 127,495 126,554 131,443 130,649 127,583 ' 126,072 130,357 124,339 129,890 127,355 
FY 1995 129,218 ,128,695 133,541 133,316 132,132 129,750 133,765 '13\,222 135,559 134,013 
FY 1994 125,104 124,309 128,804 127,969 126,876 124,645 127,177 126,289 131,599 129,876 
FY 1993 119,371 119,993 124,584 123,443 122,883 123,040 123,805 123,626 128,222 '126,381 

FY 1996 - FY 1995 (1,723) , ,(2,141) (2,098) , (2,667) (4,549) (3,678) (3,408) (6,883) , (5,669) (6,658) 
% Difference -1% ' -2% -2% -2O/~ -3% -3% -3% -5% .-4% -5% 

August Sept. 

123,780 
130,931 

,,129,114 
125,995 

125;805 
129,864 
128,716 
126,078 

, (7,151)',' (4,059) 
-5% '-3% 

FY Average' 

127,610 
131,834 
127,540 
123,952 

Monthly HI Tru.st Fund Balance. FY 93-Present 

140,000 ,.-----_-'-____________-----"----'--------------'-"--, 

~ 
~ 
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130,000 

125,000 

120,000 

115,000, ' 
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.......FY199S 
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""-FY 1993, 

110,000 +---_:...--_--,.......---t---.....,.._---+---_--"-+-:---_--_--~ 
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" 
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131.834 

HI Trust Fund Balance: September 1996 Report 
Long-Term Comparison of 1996 Balance to Previous Years 

(5 in millioll8) 

Oct. Nov. Dec. Jan. Feb. March April M!I June !!.!!!l: August 

FV 1996 
FVI995 
FV 1994 

127,495 
129,218 
125,104 

126,554 
128.695 
124,309 

131.443 
133,541 
128,804 

130.649 
133,316 
121,969 

121.583 
132;\32 
126.816 

'126.072 
129,150 
124.645 

130.351 
133.165 

'121.111 

124,339 
131,222 
126,289 

129.890 
135.559 
131,599 

121,355 
134.013 
129.816 

123,180 
130,931 
129,114 

HI Trust Fund Balance, FY 94-Present 

136,000 

134,000 

132,000 

\30.000 

128,000 

a 
.g 

126,000'll 
a 

124,000 

122,000 

120,000 

118,000 

April July Oct, Jan, April July Oct. Jan. April July. 
FY9S FY96 

Sept. FV Average 

125,805 121,610 
129.864 

121,540128.116 
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HI Revenues: September 1996 Report 
Comparison of 1996 Monthly Performance to Previous Years' 

($ in millions) 

. Actual Revenues . . Oct. . Nov. Dec.. Jan. . Feb. March April May . June Jul~ . August 

IT 1996 7,165 8,633 14,202 9,555 7,558 .9,180 15,632 8,087 15,646 8;259, 8,083 
IT 1995 7,574 8,224 . 14,023 9,207 7,438 8,570 12,847 7,724 14,999 7,474 7,617 
FY 1994 6,594 . 7,127 12,725 7,166 6,888 7,993 10,819 7,508 14,829. 7,538 7,544 
FY 1993 6,299 6,816 12,245 5,500. 6,405 7,123 9,356 6,859 13,366 6,639 6,650 

FY 1996·FY 1995 (409) 409 179 348 120 610 2,785 363 . 647 785 466 . 
% Difference ·5% .5% 1% 4% 2% 7% 22%· 5% 4% 11% 6% 

Sept. 

11,517 
9,150 
9,465 
8,038 

2,367 
26% 

FYTotal 

123,501 
114,847 
106,196 
95,296 

HI Revenues by Month, FY 93-Prcscnt 
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13,000 -M-FY1994 

!-...FY 1993c: 
~ 

-
0 

~ 11,000 
,S 

9,000 

7,000 
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HI Revenues: September 1996 Repor~' 


Cumulative Comparison of 1996 Performance to Previous Years 

($ in millions) 

O~t.· Nov. Dec. . Jan. Feb• Mar~h April June August " Sept. 
 FYTotal
M.!!l: :!!!l:: 

FY 1996 7,165 8,633 14,202 9,555 7;558 . 9,180 15,632 8,087 15,646 8,259 8,083 11,517 123,501 
FY 1995 7,574 8,224 14,023 9,207 7,438 8,570 12,847 7,724 14,999 7,474 7,617 9,150 114,847 
FY 1994 6,594 7,127· ·'12,725 7,166 6,888 7,993 . 10,819 7,508 14,829 7,538 7,544 9,465 106,196 

FY95-96 

Cumulative .. 
Difference .(409) 0 179 527 647 1,,257 4,042 . 4,405 5,052 5,837 6,303 

Cumulative % 

Difference -5.4% 0.0% 0.6% 1.4% 1.4% 2.3% 6.0% 5.8% 5.6% 6.0% 6.0% 


HI Revenues: FY 1994 - Present 
. .~~~~R _____ ~~~~~"" •• _~~~~ ____________ ~ __ ••• _~ ________________________________________________________ •• _~_~ ____________________________ ,

17,000 

15,000 

\3,000 

'" '".8 
]1,000 

.S 
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FY 1994 Feb.. . .June FY June. FY 1996 Feb. June 
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Gross HI Outlays: September 1996 Report 
Comparison of 1996 Monthly Performance to Previous Years· 

Gross HI Outlays by Month, FY93-Present 

15,000 .,..-----------------------------, 

14,000 .............. ...................................... ......... .......... . ...................................... . 

13,000 

12,000 

11,000
:g 
.2 
.~ 10,000 
.=:- 9,000 

8,000 

7,000 -­

6,000 

5,000 ~--+--_--+---+--___l~-+_-__I_--f----+---+-___4 

-ll-FY 1996 

-'-FY 1995 

-*""FY 1994 

-.-FY 1993 • 

Actual Outlays Oct 

FY 1996 9,082 
FY 1995 7,834 
FY 1994. 7,432 . 
FY 1993 7,299 

FY 1996 - FY 1995 1,248 
% Difference 16% 

Nov. 

9,869 , 
8,942 
8,006 
6,555 

927 
10010 

Dec. 

10,302 
9,757 
9,319 
8,117 

545 
6% 

Jan. 

10,169 
8,630 . 
7,193 
6,171 

1,539 
18% 

, ($ in millions) 

Feb. ' March .April 

10,709 10,410 10,947 
8,838 11,171 8,680 ' 
8,196· 10,069 8,224 
7,423 8,539 8,321 

1,871 ' (761) 2,267 
21% -7% 26% 

May 

14,699 
10,394 
8,339 
7,102 

4,305 
41% 

June 

8,880 

11,440 

9,374 


' 8,559 


(2,560) 

-22% 


July 

11,530 
8,157 
8,676 
8,249 

3,373 
41% 

August 

11,372 
10,770 
8,937 
7,476 

602 
6% 

Sept. 

9,713 
10,271 
,9,006 
7,792 

(558) 
-5% 

FYTotal 

127,683 
114,884 
102,771 
91,603 
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Gross HI Outlays: September 1996 Report 
Cumulative Comparison of 1996 Performance to Previous Years 

($ in millions) 

Oct. Nov. Dec. Jan. Feb. March '. April June AugustM!! !M! 

FY 1996 9,082 9,869 10,302 10,169 10,709 10,410 10,947 14,699 8;880 11,530 11,372 
. FY 1995 7,834 . 8,942 9,757 8,630 8,838 11,171 8,680 10,394 11,440 8,157 10,770 
. FY 1994 7,432 . 8,066 9,319 7,193 '8,196 10,069 8,224 8,339 9,374 8,676 8,937 

FY 95~96 


Cumulative 

Difference 1,248 2,175 . 2,720 4,259 ' 6,130 5,369· 7,636 11,941 : 9,381 12,754 13,356 


Cumulative % 

Difference 15.9"10 13.0% 10.3% 12.1% 13.9% 9:7% 12.0% 16.1% 10.9"10 . 13.6% 12.8% 


. Gross Hi Outlays: FY 1994 - Present 

Sept. 
 FY Total 
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c.. 

. September 20, 1996 

T Health Division ... 
Office ofManagement and Budget 

Executive Office of the President 


Washington, DC 20503 


Please route to: 
Nancy-Ann ,Min 
ChrisJennings 

Through: B~lfry Clende~in \(> t 
Mark Mill~ .\), 

Subject: HI Trust FtMdReport for' August 

From: Bob Donnelly~.5V 

Decision needed 
. Please sign 

Per your request 
. Please comment 

For your information ~ 

With informational copies for: 
HD Chron, HFB Chron, HFB 
Medicare, Barry Anderson, Ellen 
Balis, Jill Blickstein, Keith 
Fontenot 

Phone: 202/395-4930 
Fax: 202/395-7840 

E~mail:' donneIlYJ@ai.eop,gov 
Room: 117002 

The attached charts (Tab A) display data from the Monthly Treasury S~atement on outlays, 
revenue, and change in the balance ofthe Hospital Insurance (HI) Trust Fund, including August 
data that will be released on Monday, September 23rd in the Monthly Treasury Statement for 
August. ' 

---> 


The data for August in the attached charts appear to be the basis for~ep. Thomas' 
assertion yesterday (Tab B) that the Trust Fund would become insolvent in 1999, 
instead of early in 2001 as estimated in the 1996 Trustees' Report published in June. 
You may want share this report with lack Lew,. Larry Haas, and Rebecca Culberson, 
who received copies of this news story from Jill this morning. 

Based on previous years' outlay and revenue trends, HFB staff expect that the Trust Fund 
will post a shortfall of between $1.5 and $2 billion in September, resulting in a loss of 
between $7.5 and $8 billion for FY 1996. This is consistent with the $8.2 billion shortfall 
predicted by the Trustees in their intermediate assumption scenario -- contrary to Rep. 
Thomas' assertion, there does not appear to be evidence that the Trust Fund is performing 
worse than the Trustees projected in June. (Note: this is based on' preliminary HFB estimates" 
of income and revenues; these are not official estimates). 

3:36 pm September 20, 1996 C:\WORK\WP\RO\AUGUST.HI 1 
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As expected, August was another bad month for the HI Trust Fund. At $11,372 million, outlays 
were about what wasexpected.from.previous years' experience. HI revenues for August were 
$8,083 million, which is well within the range of what would be expected from previous years' 
trends. The combination of these outlays and revenues yielded a shortfall in August of$3,289 
million. The fiscal year-to-date HI Trust Fund deficit at the end of August was $5,986 million 
(down from a deficit of $2,679 million at the end of July). . . 

As of the end of August, the Trust Fund's·balance was $123,780 million .. 

3:36 pm September 20, 1996 C:\WORK\WP\RD\AUGUST.HI 
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Tab A 
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-HI Trust Fund Balance: August 1996 Report 
Comparisonof:1996 Monthly Balance to Previous Years 

(5 in millioM) 

Actual Change Oct. Nov. . Dec. Jail • Feb. March .. April M!!I JUlie :!!!.!r 

FY 1996 127,495 126.554 131,443 130,649 127,583 126,072 130,357 124,339 129,890 127,355 

FY 1995 129,2Us 128,695 133,541 133,316 132,132 129.750 \33,765 131,222 135,559 134,013 

FY 1994 125,104 124,309 128,804 127,969 126,876 124,645 127,177 126,289 131,599 129,876 

FY 1993 119,371 119,993 124,584 123,443 122,883 123,040 123,805 123,626 128,222 126,381 

FY 1996 - FY 1995 (1,723) (2,141) (2,098) (2,667) (4,549) (3,678) (3,408) (6,883) (5,669) (6,658) 

% Difference ·1% ·2% ·2% -2% ·3% ·3% .3% ·5% .4% ·5% 

Sept . FY Average 

127,774 
129,864 131,834 
128,716 127,540 
126,078 123,952 

(7,151) 
·5% 

Monthly HI Trust Fund Balance, FY 93-Present 
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:m Trust Fund Balance: August 1996 Report 
Long-TennComparlson of 1996,Balance to Previous Years 

($ in millions) 

Oct. _ Nov. Dec. .I... Feb. March April M!l: June !!!!.r August 

FY 1996 
FY 1995 
FY 1994 

127,495 

129,218 

12',104 

126,554 
128,695 
124,309 

131,443 
133,541 
128,804 

130,649 
133,316 
127,969 

127,583 
132,132 
126,876 

'126,072 

129,750 
124,645 

130,357 
133,765 
'127,177 

124,339 
131,222 
126,289 

129,890 
135,559 

131,'99 

127,355 
134,013 
129,876 

123,780 
130,931 
129,114 

HI Trust Fund Balance, FY 94-Present 
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134,000 


132,000 


-130,000 


128,000 


~ .g 
126,0001! ...'" 

Oct. Jan, April July Oet. JM_ April July - Oct. Jan, April July 
FY94 FY95 FY95 

Sept. FY Average 
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Change in HI TrusfFund: August 1996 Report 

Comparison of 1996·MoI;lthly Performance to Previous Years 


($ in millions - FY totals may not add due to rounding) 

Actual Change Oct. Nov. Dec. . Jail. Feb. March . April .May June !!!!! • August 

FY 1996 (1,917) (1,236) .3,900 (614) (3,151) (1,230) 4,685 (6,612) 6,766 (3,271) (3,289) 
FY 1995 (260) (718) 4,266 . 577 (1,400) . (2,601) 4,167 (2,670) 3,559 (683) (3,153) 
FY 1994 (838) (879) . 3,406 (27) (1,308) (2,076) 2,595 . (831) 5,455 . (1,138) (1,393) 
FY 1993 (1,000) 261 4,128 (671) (1,018) (1,416) 1,035 (243) 4,807 (1,610) (826) 

FY 1996 - FY 1995 (1,657) (518) (366) (1,191) (1,751) 1,371 518 (3,942) 3,207 (2,588) (\36) 

% Difference 637% 72% -9% -206% 125% -53% 12% 148% 90% 379% 4% 

Sept. FY Total 

(1,121) 
459 
246 

(5,986) 
(37) 

3,425 
3,693 

Change'in HI Balance by Month, FY 93-Present 
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5,000 ........................................................... -.... -............ . ............................. 
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Change in m Trust Fund: August 1996 Report 

Cumulative Comparison of,1996 Performance to Previous Years 


(S in millions ­ IT totals may nol add due to rounding) 

, Oct. Nov. Dec. Jan. Feb. March April M!x June ' !!!!r 

IT 1996, 
IT 1995 

,IT 1994 

(1,917) 
(260) 
(838) 

(1,236) 
(718) 
(879) 

3,900 

4.266 
3,406 

(614) 
577 
(27) 

(3,151) 
(1,400) 
(1,308) 

(1,230) 
(2,601) , 

(2,076) 

4,685 
4,167 
2,595 

(6,612) 
(2,670) 

(831) 

6,766 
3;559 
5,455 

(3,271) 
(683) 

(1,138) 

Cbanges in HI Trust Fund: FY 1994 - Present 

August 

(3,289) 
(3,153) 
(1,393) 

IT Total 

(5,986) 
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(1,121) (37) 
459 3,425 
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, HI Revenues: August 1996 Report 

Comparison,(if1996 Monthly Performance to Previous Years 


($ in millions) 

Actual Revenues Oct. Nov. Dec. Jan. March April May June ~ 

FY 1996 7,165 8,633 14,202 9,555 7,558 9,180 15,632 8,087 15,646 8,259 
FY 1995 7,574 8,224 14,023 9,207 7,438 8,570 12,847 7,724 14,999 7,474 
FY 1994 6,594 7,127 12,725 7,166 6,888 7,993 10,819 7,508 14,829 7,538 
FY 1993 6,299 6,816 12,245 5,500 6,405 7;123 9,356 6,859 13,366 6,639 

FY 1996 - FY 1995 (409) 409 179 348 120 .610 2,785 '. 363 647 785 
% Difference , -5% 5% 1% 4% 2% 7% 22% ,5% 4% 11% 

HI Revenues by Month, FY 93-Present 

Sept.August 

8,083 
7,617 '9,150 
7,544 9,465 

,6,650 8,038 

466 
6% 

FYTotal 
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HI Revenues: August 1996.Report 

Cumulative Comparison of 1996 Performance to Previous Years 


(S in millions) 

Nov. JaIL March June~ ~ !!!!:: ~ M.!!l'. :!!!!>: 

FY 1996 7,165 8,633 14,202 9,S5S 7,SS8 9,180 15,632 8,087 15,646 8,259 

FY 1995 7,574 8,224 14,023 9,207 7,431 8,570 12,847 7,724 14,999 7,474 

FY 1994 6,594 7,127 12,725 . 7,166 ~1l88 7,993 10,819 7,508 14,829 7,538 

I'Y95·96 

Cumulative 
Difference (409) 0 179 527 647 1,257 4,042 4,405 5,052 5,837 

Cumulative % 

Augu.t 
Total 

Through Augu!t ~ ..D:.!!!.!!! 

8,083 
7,617 

7,544 

112,000 

105,697 

96,731 

9,150 

9,465 

112,000 

114,847 

106,196 

6,303 

: 
Difference .5.4% 0.1)"/0 0.6% 1.4% 1.4% 2.3% 6.00/. 5.8% 5.6% 6.0% 6.0% 

HI Revenues: FY 1994 - Present 

5,000 

FY 1994 Feb. June FY 1995 Feb. June FY 1996 Feb. 
Oct. Oct. Oct. 
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Gross HI Outlays: August 1996 Report 

Comparison of 1996 Monthly Performance to Previous Years 


.($ in millions) 

Gross HI Outlays by Month, FY 93-Present 

15,000 -y-:--,-----------~-------------__, 


14,000 


13,000 


12,000.. 


11,000 
 . • --II- FY 1996 . 
~ 


~ 
 --6-FY 1995 
'E 10,000 

~FY1994I 
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. Subject: Trust Fund To Run Out Of Money By .1999, Thomas Says 
Trust Fund To Run Out'Of Money By 1999, Thomas Says 
New information to be released next week indicates that the Medicare Trust 
Fund will run out of money by 1999, two years earlier than predicted by 
program trustees just several months ago, Rep. Bill Thomas (R-Calif) said 
Sept. 19. 
Speaking at a legislative conference sponsored by the National Association 
of Medical Equipment Services, Thomas said information on trust fund activity 
for August, to be released Sept. 23, indicates that the trust fund will be 

. bankrupt by 1999 "or at best 2000," necessitating even larger spending· 
reductions in program spending than the $270 billion over seven years proposed 
by congressional Republicans in the 104th Congress. 
The new report.will indicate the state of the trust fund "will be even 
worse than we ever imagined," Thomas told conference participants. The 
Treasury Department has been releasing monthly reports on the trust fund's 
status. 
"We need more money than we thought in a shorter time than we thought," 
he said, referring to the amount of savings reductions needed to save the 
program from bankruptcy. "Not $100 (billion), not $116 (billion), or $160 
.(biJIionkor $270 (bil1ion,;'butfaT;fanmre than that." 
More Extreme'Changes Possible 
The choices to be made by Congress to reform the program "will have to 
be more extreme than they would have had we begun [to reform Medicare] two or 
three years ago," he added. 
The trustees of the Medicare Trust Fund in June reported that the Part A 

. trust fund would be out of money in 2001 or 2000, and recommended establishing 
a long-term advisory group to develop long-term options for the program. Four . 
of the trustees are Clinton administration officials. 
Given the state of the trust fund, Thomassaid Congress "should be in the 
business of determining the larger structure" of Medicare and leave smaller 
issues of how to achieve them to be worked out in consultation with industry 
representatives. Thomas said he fears that P.resident Clinton, if reelected, 
will attempt to merely "ratchet down" Medicare provider payments in lieu of 
genuine reform. 
Speaking before Thomas, Chris Jennings, special assistant to Clinton for 
health policy development, said no matter who retains control of Congress, the 
debate over how much to cut from the program will start with the figure of 
$124 billion over seven years contained in the administration's fiscal 1997 
budget proposal. . 
Jennings said he expected the administration to first focus on protecting 
the trustfund in the short term, and then turn its attention to reforming the 
program so that it will remain viable past 2010, when vast numbers of retiring 
baby boomers will begin to draw on program benefits. 
The latter debate "will be the most significant process since 1983 when 
we passed the Social Security Act amendments," Jennings said. 



The administration will use two criteria in the coming debate to decide 

how to changeMedicare~.jennin9s'said. Any proposals will be evaluated on 


.' . whether they strengthen the1:rustfund and in the "context of a legitimate 
policyapproach;" he added. Jennings Said the administration would not 
support what he said was the· method taken by Republicans in the 104th Congress 
of starting with a spending reduction target for the program and then finding 

. policy to support it. 

The administration would try to reduce.the annual increase in Medicare 

spending to a figure more closely resembling the private sector, however, 

Jennings said. 

Medicare 




ME M 0 R'A N DUM 

September 25, 1996 

TO: Distribution 

FROM: Chris Jennings and Jen Klein 

SUBJ: Monthly Report on State of Medicare Trust Fund 

The Department of the Treasury released a ,monthly report on the state of the Medicare Trust 
Fund. As 'expected, outlays exceeded revenues by about $3.3 billion. Republicans, 
particularly Ways & Means Subcornmittee Chairman Thomas, may try to use these numbers 
to allege our mismanagement of the Trust Fund. Although we have not received any specific 
criticisms since the release of the report, this issue may be raised during the Presidential 
debates. 

Suggested talking points are attached. Please note that the talking points mirror our response 
to similar criticisms in the past. 

We hope that you find this information helpful. If you have any questions, please call us. 
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fOR INTERNAL USE ONLY 

STATUS OF HOSPITAL INSURANCE TRUST FUND 

As anticipated, the Medicare Hospital Insurance (HI) trust fund 
experienceda cash-flow deficit in august 1996. 

... 	 The August Monthly Treasury Statement shows that the HI trust fund had 
total income of $8.1 billion and total expenditures of $11.4 billi0'l. fora deficit 
of $3.3 billion. 

The status of the HI trust fund balance is in line with the estimates 
released in this year's Trustees Report and the Mid-Session Review. 
.' 	 . 

In no way should this information be used to scare seniors and the 
disabled into thinking that Medicare will'not pay their claims. 

• 	 Over $123 billion remains in the Trust Fund. There is no imminent danger 
lhat claims will not be paid. 

From the start, President Clinton has taken action to strengthen the 
Medicare trust fund. 

~ 	 The President's 1993 Economic Plan extended the life of the Trust Fund by 3 
years -- without a single Republican vote. 

The President's balanced budget guarantees the life of the Medicare trust 

fund for at least a decade. 


• 	 The President's proposed Medicare reforms give seniors more choices 
among private health plans, attack fraud and abuse, cut the growth of 
provider payments while holding the Part B premium to 25 percent of 
program costs. 
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FOR INTERNAL USE ONLY 

Monthly Status of Hospital Insurance Trust Fund , FYs 95 and 96 

....... .'.. " . 
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The U.S. health system is in a period of rapid, multi-dimensional change. Major 

employers have led the way away from the traditional ,health insurance model that 

fostered decades of hyper-inflation toward a new paradigm of competitive purchasing of 

health care from managed systems of care. As this market-oriented strategy has started 

to show success, federal and state governments are now c01,1sidering ways to modernize 

, the Medicare and Medicaid programs, with over 65 million enrollees, by adopting 

similar purchasing strategies and techniques. 

Within just the past five years, traditional fee-for-service health insurance 

which had dominated ~S healthcare financing for a half-century -- has gone the :way of ' 

the dinosaurs. 'Just as billions of years of single-ceU'life was foUowed by an 

unprecedented explosion of new, multi-cellular life forms (some quite strange-looking) 

in the Cambrian Age, so' too has this new period seen a burgeoning of new flora and fauna 

in many local health eco-systems, and many new competitive, cooperative, and 
, , ' 

synergistic relations, in a changing world where survival, (as well as prosperity) is often 

at stake. Based on experience in advanced markets, e.g. California, there are estimates 

that 30-40% o(the nation's hospitals beds may close, and that 160,000 physicians may be 

surplus. 1 

What factors best explain these evolutionary trends - and the new selection 


processes for survival of the fittest? There is so much interesting,'varied and rapid 


change within the hospital and physician arenas - an established focus of attention for 


health policy analysts - that most attention has been paid to these actors and their 




strategies. We need far more reliable and timely information about such developments 

and how well they are working. The view expressed in this paper, however, is that 

many of these changes should be seen, in broader perspective, as similar to the wild 

gyrations (and gniduaLsettling in to new orientations) of a collection of compass needles 

set off by the presence of a new magnetic force. 

We should note that, on a nationwide basis; most ofthese chaotic and rapid 

changes all tend toward the same end: organization of health care providers (and 

'insurers) into competing systems of care that are designed to provide comprehensive. 

health services for a defineq population at a capitated payment rate. 

Why IS this happenIng? The suggestion offered in t~is paper is that the health 

system is responding to a new purchasing paradigm in which most employers want to 

purchase health care from organized systems of care that compete for their premium 

dollars on the basis of competitive performance in terms of costs,quality/outcomes and 

service. ~ Health care providers and insurers are changing because, in this new 

environment, they need to do so 'to attract patients and revenues, or they will lose out to 

competitors. 

A view that health care services should be purchased on a competitive basis may 

seem a non-controversial idea to a newer generation of health care exper.ts. Indeed, with. 

some audi~nces, one risks incredulity when describing a time when hospitals were 

* Competitive purchasing is now widespread in the health sector. This paper focuses on employers (and· 
consumers) as purchasers and their influence.·· . 
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li~erally paid whatever they spent and doctors whate,:er' they billed, a period when 

employers and government programs wrote open-ended checks,' decade after decade, for 


double-digit annual premium increases. Yet this traditiol1al health insurance paradigm 


has only recently ceased to be the U.S norm. In international context, the U.S. 


transition to a market-oriented health economy is a unique (and often perplexing) 


experiment. 


Optimism for the future of new purchasing strategies is now ascendent. Given 

the substantial oversupply of hospitals, hospital overuse, and excess supply of physician 

specialists,. health care may be even more of a "buyers market" in the foreseeable 

future. Yet there are grounds for uncertainty and concern. Health 'care market 

development is still at an early stage; buyers are often not yet very well-organized, 

. well-informed, and effeqive in their purchasing efforts. Today"s healthcare. markets do 
. .. 

not conform .to designs that leading theorists have suggested are optimal for a well-


functioning consumer-choice market. 


In the traditional health insurance paradigm, payers of health c~re received little 
. . 

attention. Their role was simply to pay bills. The focus of attention for health policy 


analysts was (and still usually is) mostly on,health care providers.and inside-the­


Beltway and state capital developments. Given the view expressed in this paper - that 

~ , '. 

purchasers of health care are now coming into their own as forces to be reckoned with in . 

shaping the future health system - this paper aims' to make a start at describing the 

history of these developments and the factors that could favorably shape their future. It 

is concerned with two basic questions: 
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-How did this new purchasing paradigm emerge over the past twenty-five years? 

-How can the consumers of health care, and those who purchase on their behalf, 
best use their collective $1 trillion of annual healthcare purchasing power to 
Joster new levels of excellence in health care quality/outcomes, efficiency and 
service? 

The Development of the Healthcare Market 
, ' 

With the clarity of hindsight, the shift from traditional health insurance to a 


competitive purchasing paradigm can be seen as a process that has been going on for 


several decades. The following is a brief sketch of developments. 


At the start of the 1970s, President Nixon declared that the health system was in a 

state of crisis and proposed a number of measures to address runaway inflation and the 

numbers of uninsured. The Ni~on plan for .national health ~insurance, based on 
/ 

employer mandates, included a national system of hospital and physician price controls, 

to be run by state governments. At the time, the Nixon administration's health policy 

analysts did not believe that· market-based strategies could achieve ·short-term control of 

national health care costs. Nevertheless, the Nixon administration also proposed an 

ambitious effort to expand the small HMO industry, 30 HMOs in 1971, to 1,700 by 

1976, enrolling 40 million people. ** This effort was to try to develop a self-regulating 

,healthcare market and lessen the longer-term need for government regulation of the 

health system. 

** The initial option for Medicare HMO enrollment was enacted in 1972: 
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. The proposal for nationwide development of ahealthcare market, based on' 

competition between HMOs and fee-for-service insurance, was an avantegarde. 

proposal, ,particularly unexpected from a Republican adniinistration. Today; there is a 

tendency to view HMOs as a conserv~J.tives' idea, fostered by,Wall Street investors, the 

insurance industry, and large corporations .. But, f~r most.of the history of HMO-like 

, 'reforms (the Committee on the Costs 'of Medical Care, for example, advanced favorable 
. . ' " 

. '. . ­

views on "prepaid group practice" in the 1930's), ;progt;essive reformers, were the major 

champions. The AMA and conservatives attacked the concept as a socialist or 

. communistic challenge to fee'-for-service medicine and the. solo phys~cian .. The Nixon 

administration was Influenced by the California-based leadership at DHEW, who were 

familiar with 'practical success of the Kaiser HMO, as well as by Paul Ellwood, who 

coined the'phrase "Health Maintenanc,e Organization". What the HMO Act of 1973 

actually accomplished is' still controversial- ma?,y believe it actually slowed' the 

development of HMOs in the 1970s pyimposing benefit package and rating 

requirements that made themuncorripetitive in the marketplace - b~t it did mark initial 

political interest in an HMO development strategy. In1980, AlainEnthoven's Health 

. Plan presented a case forsn:ucturilig the. health system around competition among 

/' 
HMOs -- "managed competition" in today's parlance. 2 

Other health proposals debated: in the 1970s also had impact on future . ' ' 
, ','.' ' 

dev~lopments, although riot 'necessarily as anticipated. National health insurance 

proposals (including government ,price controls), supported by Presidents Nixon, Ford 

and ~arter, were not el~acted; the national health planning law enacted in 1974 that 

, created a continent-wide system of state and local level health planl1ingagencies backed 
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by "certificate of need" laws, was widely considered ineffective and repealed by the 

end of the decade; the Carter administration's hospital cost regulation bill passed the 

Senate but failedin the House of Representatives. From these experiences, the nation's 

large employers undoubtedly drew the lesson that government regulation could not be 

relied upon to deal with their rising health insurance premiums. 

The 1970s legislation that has most profoundly affected subsequent healthcare 

developments - especially employer-based purchasing - was the Employee Retirement 

Income Security Act (1974). Indeed, ERISA has arguably been the most important 

health legislation enacted in the 30 years since the passage of Medicare and Medicaid in 

1965. 

ERISA was not of much interest to health policy specialists when it was b~ing 

debated, nor until a number of years later. In 1974, national health sector regulation 

proposals - national health insurance and health planning. legislation -. were at center 

stage. Most health policy specialists, if they heard about ERISA, th?ught it was just 

about pension reform. The ERISA legislation did grow out of many years of work by 

pension reformers, e.g. to deal with looting of uni~,n pension funds, and the interest of 

national, employers in having a single national regulatory standard for their benefit plans .. 
" 

ERISA provided a federal regulatory framework for employer self-funded benefit plans 

and exempted such self-funded plans from state regulation. Its state preemption 

Ilanguage was, however, quite broad and emphatic. 
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Section 514: 
. . 

. , . .,' 

"The provisions of this (law) shall.supersede any and all state laws insofar as they 
may now or hereafter relate to any employee benefit plan" 

This language carved out self-insured health benefit plans from state regulation, 

. but (unlike the pension area) provided, little federal health plan regulation. 

Nevertheless, ERISA had little immedi;ltely apparent conseqt1;ence for the health 

system. In 1974, fewer than 5% of employer-financed health 'insurance benefits were 

self-funded. Almost all employers still purchased private health insurance policies, aud 

states .had federally~recognized authority to regulate the health insurance industry. 

Nevertheless, ERISA altered the calculus of large employers . about "self­

insurance" vs simply paying insurance premiums. If an employer self-insures, it can 

(under ERISA) be exempt from state benefit mandates, as well as from state premium 

taxes, and also co~ld use the cash "float" on the money it had been paying to insurers. ~** 

Following Ronald Reagan's election, the 1980s saw each of the major payers, 

including employers and government programs, deciding to go their own way to deal 

with health care costs. Medicare adopted its DRG and RBRVS price controls, and 

states were allowed to de-link Medicaid payment rates from Medicare's payment rates. 

***ERISA also limits the ability of health sector interests to frustrate purchasing efforts by self-insured 
employers through state legislation .. 
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In this environment, the movement toward business self-insurance progressed 
, , 

rapidly. By i 980, over 30% of the employer-provided health benefits were self-

insured; by 1984; business self-insurance had replaced about 55% of the group health 

insurance business"and had been adopted by nearly all of leading Formn,e 100 ' 

companies. USIng these new arrangements - in which self-i,nsured employers typically 

hired a "third party ad~inistrator" (TPA) topay claIms - business managers gained 

greater insight into their health care costs and coiIld begin to do,something about them. 

'fFirst generation" managed care elements were rapidly adopted by leadership 

companies. In rhe two-year period 1982-1984, the percentage of employer plans 

requiring ahospital de9uctible more than doubled, from 30% to 63%, r'equire~ents for 
. . " 

pre-admission hospital app~oval rose more than ten-fold, from 2% to·25%, and the 

requirements for hospitallength-of-stay review more than quadrupled from 8% to 34%. 

The business coalition movement helped to educate businesses about health care and to 

crea te anew, supportive cuImre for employer efforts;' by 1985, there were 140 such 

coalitions) As the decade progressed, business purch~sers came to view health care as 

, an industry, and to consider new ways to use their purchasing power. An exemplary 

publication from this period is the Midwest Business Group on Health's Model ( 

Competitive Health Care Purchasing System (1984)~ 

With employer. sponsorship; HMO enrollments,' which had, risen only from 6 


million to 10.8 million in the 1976-1982 period, more than doubled in the subsequent 


1982-1986 period, to 23.7 million enrollees. New modelsof"mal1<lg~d care" evolved 


along with traditional closed-panel HMOs. By the end of the 1980s, health policy , 

c 

analysts needed a lexicon that also included IP As, PPOs, and POS plans. Employers 



began to experiment with 'arrangements such as the "triple option": offering workers a 

choice of competing HMOs, PPOs and fee-for-service plans. 

The new employer strategies had traumatic effects on the health insurance 

industry. For nearly haif a century: the health insur~nce industry ,sold essentially the 

same product - traditional fee-for-service insurance - on a group basis. Aided by 

. generous tax subsidies (the exclusion of employer paid premiums from employee taxable 

incomes), the growth of private health insurance was one of the great success stories in 

the annals of American business: Th~ population covered by private health insurapce . 

rose from 12 million in 1940 to 122 million in 1960 and 189 million in 1980. But, by the 

mid-1980s, the health insurance market was changing radically: (1) employer coverage 

was falling; (2) most of the employer market had switched to self-insurance; (3) . 

employees were often able to choose individually from among multiple competing 

plans, including managed care plans, even within a large employer group; and (4) 

employers often broke up the insurance "package" into different pieces, and' 

, subcontracted for firms that would do the best job, e.g. TPAs, ,a separate utilization, 

,review company, bill-audit firms, carve-outs for ment'al health. and substance abus'e 

benefits, "centers of excellence'" contracting. Insurers ~ere slow to respond. They had' 

little expertise in managing health benefits and dire shortcomings in most of-the 

competencies needed to respond to their customers' new demands. 

The 1980s also saw pathbreaking work.in studies of clinical practice variations, in 

clinical effectiveness and outcomes research, and in quality assurance. These efforts 

laid a foundation for the development of protocols, practice guidelines, clinical 
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pathways and TQM/CQI techniques, "report cards" and ~ther simila! efforts in the 


1990s.4 


Despite all of the activity, the purchasing of care did not go well In the 1980s. 

The changes did not translate into slowing of national health 'care costs. In 1990, when 

Paul Ellwood convened a meeting 'of health care and health insurance leaders -later to 

b~ called the Jackson Hole Group GHG) - it was from a ~ense, not of success, but of 

despair. The nation seemed inevitably on the course to a government-regulated health 

. system. From the ensuing series of meetings, a Jackson Hole Group proposal tfmerged, 

The 21st Century American Health System (1991), that combined universal health insurance 

coverage with the best ideas of theorists and p~actitioners for how to structure a 

"managed competition" future for the health system. In this proposal, accountable 

. health plans (organized systems of care accountable for the health of enrolled 

population) would compete on the basis of cost, quality/health care outcomes, and 

service. 

The JHG's ideas for "managed competition" attracted broad, bi-partisan support 

among those searching for a centrist alternative between a laissez-faire market and a 

government-regulated health system, including President Bush and, his eventual 

successor, President Clinton.5 Ultimately, neither elements of the JHG proposals nor 

the Clinton Plan were enacted into law. Nevertheless, the apparent political consensus 

for "managed competition", and expectations for legislative action, had a galvanizing 

effect on health care market development. Energy, and funds poured into developing 

"managed care" plans, of many varieties, and employers dramatically increased 
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enrollment in managed care plans, from about 30% in 1988 to a'70% share in 1995. About 

a dozen states also enacted legislation for some version of "health insu~ance purchasing 

cooperatives", e.g. Florida, Washington, California. The. National Committee for 

Quality Assurance (NCQA) launched a national HMO accreditation initiative- and a 

"report card" system for quantifiable HMO performance comparisons (HEDIS). 

Each of these factors, in turn, fostered other competitive dynam~cs. Insurers and 

providers .now need to take part in managed care as a matter of their own survival, to 

protect their own patient or business base, simply because their competi tors are doing 

so. New plans need to offer very competitive p~ices to get enrollees, and can take 

advantage of the oversupply of hospitals and physicians to do so; in turn, existing-plans 

must find comparable economies. In a health system over-inflated by years of fee-for­

service, open-ended reimbursements, such new market dynamics - from purchasers, 

intermediari~s, and competitors - at:e now producing large adjustments in a compressed 

time period. 

\, 

In sum, the evolution of a purchasing paradigm was influenced by at least five 

major factors over the last twenty-five years: (1) ideas about how to develop an effective 

health care market; (2) national and state political processes on health reform - including 

their successes, failures, and unintended results; (3) ecoriomic iI1,lp.eratives for 

employers to manage their benefit plans; (4) market conditions (oversupply and 

overspending) .that created opportuI?-ities for effective purchasing; and (5) successful 

entrepreneurs and implementers, the "doers", who created a better-functioning 

market. 6 
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Perhaps these developments will one day be said to have been predictable: both 

that employers would inevitably move to use their purchasing power, if government did 

not restrain healthcare costs; and that their efforts would be successful, in a health 

system characterized by much excess supply .. On the other hand, there were also those 

who predicted that markets could never work in health care, or that business and 

providers would opt for different, political solutions, e.g. all-payer rate setting and 

governmeiubudgeting,.as they have in other nations. 

Over the last twenty-five years, this evolution of the health care market has 

followed general patterns seen in other sectors of the economy since the start of the 

industrial revolution. These changes include: 

Demand side 
• Greater use of market-based purchasing, including competitive cQmpariso~ of 

suppliers on the basis of cost, quality and service; 

• Development of both "wh?lesale" (group) purchasing and "retail" (consumer) 
purchasing, with professionalized large group purchasers (employers, managed 
.care companies) leading.the way in pushing suppliers for better cost, quality . 
and service; '. . . 

•• Expansion from local markets to regional (and even national) procurement for 
specialized services, e.g. transplants, heart by-pass surgery, cancer care. 

Market information 
• IncreaSIng availability and sophistication of comparative quality; costs and 

service information; . 

• Cooperative work by leading purchasers and suppliers on,.standardization of 
such measures; \ 

• New enterprises specializing in market-oriented information. 
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Supply side , ' 
• A move from independent "cottage industry" organization (solo practice 

physicians, individual community hospitals) toward larger organizations, with" 
economies of scale, and toward lnore vertically and horizontally integrated 
systems; 

• Greater emphasis on managing cost, quality and service, including: use of 
professional managers, e.g. physician office managers, HMO medical dir~ctors; 
application of management techniques, e.g. TQM/CQI, statistical performarice 
measures, benchmarking, clinical protocols/pathways; and performance 
incentives (including' risk-sharing); , , 

• Market-orientation, including active marketing for customers, new products, 
strategic alliances and strategic positioning; 

• A greater use of capital market financing. 

As the nation's healthcare markets have evolved, so too have views about 

competitive purchasing of healthcare services. Today, serious research and discussions 

about health care markets seem to be gaining acceptance as valid ways to understand the 
'. ) 

world, as leading to interesting insights, and as useful for devising effective action. 

If one reflects on the current scen'e, compared to a fee-for-service insurance 

mindset often years ago, one can sense some of the new paradigm's possibilities, as it has 

gained its current acceptance and use by health sector actors. 

In a traditional fee-for-service environment, the role of payers was simply to be a 

financing source, to pay bills. Health care providers held sway without serious 

questioning or challenge. Hospital boards passed hospital budgets; physicians' 

decisions were seldom questioned; and physicians were usually paid whatever they 

decided to charge. Quality activities addressed mostly essential requirements for 

licensure, or aimed at outliers. Nearly any willing provider w,as assumed to be 
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qualified for reimbursement, a~d the burden of proof fell on tht: payer if it questioned a 

bill. 

. 	 . 
In contrast,. a. purchasing mindset automatically brings a quite different set of 

working assumptions t? health care issues, such as: 

• Quality, price, and service vary; 

• Competitive purchasing is the best way to get higher quality, price and service; 

• Value to the consumer is the best metric for quality, price, and service; 

• Suppliers should 	be accountable to consumers and purchasers for their 
performance. . 

Among the killds of questions that have.becomemore frequently asked, with 

greater urgency, throughout the health system as the paradigm of competitive purchasing 

from organized care systems h.as become dominant in the health care system are: 

• Building health systems: What are the relative merits of HMOs, POSs, IPAs, 
PPOs, etc.? What number of primary care physicians, specialists, hospitals, 
and other services are needed for serving a givenpopulation? What are the. 
contractual terms, financial incentives, and management practices needed for a 

. successful health. system? . 

. • Comparative performance: Which are the best-performing health plans and 
health care providers in terms of quality, costs and service? What. should be in 
the NCQA's "report cards"? . 

, • Effectiveness/outcomes/value: What are ,the best protocols ,and guidelines for 
treatment of different conditions? What is the solid scientific evidence for 
effectiveness of different therapies? What are the best measures for assessing 
patient outcomes? 

• Consumer satisfaction: What makes for satisfied or dissatisfied customers?'­
What information do consumers want to know concerning health plans and 
health care providers? How can consumers make better-informed choices 
among alternative therapies? '. 
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• Prevention and disease management: \¥here ·are there failures to provide 
proven preventive measures,e.g. immunizations, or failures to provide good 
care management, e.g. asthma hospitalizations? How can prescription drug 
use, compliance, and self-care be improved for individuals with chronic 
diseases? . . 

• Managing 	health care systems: \¥hat are the most effective techniques for 
improving health care providers' performance, e.g. TQMlCQI, clinical 
pathways? What are best respective roles of primary care physicians and 
specialists in the treatment of different conditions? \¥hat are the best practices 
in all areas, the benchmarks for competitivepeiformance? 

\¥hich of these questions did health care providers ever feel an urgent need to 

answer - and to rapidly implement answers better than their competitors' - in the world 

of traditional health insurance? In what other country, with government price-setting 

and budgeting, is there such concern and activity around such fundamentally important 

questions? Today's pervasiveness, focus, and pace of change in coming to grips with 

such issues ,are ~ndicative of how far our thinking has moved, from the mindsets of past 

decades as well as from the mindsets that prevail in other countries. 

The market development today may be. not nearly where payers, consumers and 

theorists think it should be - but one hears no calls by payers to return to the era of , 

open-ended insurance and double-digit rate increases. Similarly, a purchasing paradigm 
. '. 

may turn out to h:~ve .some of the shortcomings' suggested by its skeptics, but would we 

want to give up the' benefits of the new ways of thinking? I 

The Future of HealthcarePurchasing 
, 

.We are at the early stages of the purchasing revolution. The nation's largest 

employers, as well as large group purchasing arrangements (CalPers, FEHBP) have little 
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question that the market is working for them. Conversely, small businesses with little 

individual purchasing clout, particula~ly in areas in which there' is still sparse 

. competition among organized systems of care, appear to have seen less favorable' results. 

The potential consumer role is even less well developed. We know far less than what 

we should want to know about how well purchasing strategies can work, for whom, and 

their pitfalls. 

Recent developments have already produced some surprises. For many years, 

market theorists thought Kaiser-type, fully-integrated HMOs were the best product; 

now, even Kaiser is, reconsidering that model and thinking about divesting itself of 

owning hospitals. POS and PPO type arrangements, with greater consumer choice of 

provider, are pr~viding much of the growth In the marketplace. So it is hard to say just 

how purchaser and provider strategies will. play out. 

How can we foster the most effective use by payers and consumers of their $1 


trillion of annual purchasing power to be'tter meet their own needs? 
. , 

The following three priority areas are suggested for discussion at the.conference:_ 

1. Rapidly strengthen the ability to purchase healthcare based on quality Whereas fee-

for-service medicine has incentives for overuse of services, capitated payment 

arrangements create incentives for underservice. Thus tough accreditation standards ­. 
and competitive performance measures on quality' and service - are particularly 

important. 
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The healthcare purchasing revolution is now at risk of outrunnirig its ability to 

'. purchase healthcare on the' basis of qualitY. Only a minority of HMOs now have 

accreditation by the National Committee for Quality Assurance (NCQA), and state 

regulatory authorities with regard to the managed ·care. industry focus mostly on financiaJ 

solvency issues and offer little assurance ofquality. 

There is now an initiative underway to supplement the NCQA efforts via 

establishment of the FAcct (Foundation for Accountability) to establish national health 

plan reporting requirements that meet the needs of payers, including private sector 

employers as well as the Medicare and Medicaid programs. In addition, the focus on 

health plan-level data, which is the'major concern for employer purchasing, can 

usefully be supplemented in two areas: 

• Consumer-oriented information Employer health beneftt managers are 
concerned primarily with deciding which health phins to offer for their. 
employees, and are thus interested most in plan-level performance data. But 
consumers have different sets of questions, marty of which relate to selection 
of specific providers. Consum~r questions also vary depending on whether 
individuals are looking for a primary care provider or whether they have 
particular chronic conditions that require specialist treatment. 

• Service-specific 'contracting information 	 The employer community has, 
already used various forms of "carve-outs" from health plans, particularly' 
where it can be demonstrated that specialized providers can do a better job. 
Examples of selective contracting include: pharmacy benefit management, ~ 
transplants, heart surgery, cancer care, mental health and substance abuse, and 
others. In many fields, specialization has been a proven means to greater 
efficiency, higher quality, and better service. If specialized providers, with 
various service packages, can compete with comprehensive managed care 
plans, using standardized performance measures, this will facilitate 
comparison shopping, help everyone concerned to identify best practices arid 
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set perforJ'!lance standards, help to reward first-rate providers, and create 
even stronger competitive markets. . 

2. Promote vigorous competition for excellence in serving the chronically ill. disabled 

and high-expense populations Even individuals' friendly to the ideas of managed 

competition among competing health plans worry about how well managed care plans 

will do ill" serving the chronically ill, disabled and high-expense populations. It is 

sensible to expect that the managed care industry will compete well for enrolling and 

serving the great majority of the population, on which they expect,to make money. But 

given that a fairly small percentage of the population a'ccounts for much of healthcare 

spending, e.g. 5% of enrollees consume 50% of care, the iricentives of health plans are to 

"demarker" (at least) such populations, on which they will predictably lose money. 

As pointed out, in a forthcoming article by Stan Jones, the competitive health 

system that purchasers, patients and providers should want is one in which health plans 

compete to ,excel in taking care of all patients ,- particularly those who most need good 

medical care. Much of the potential benefit of managed care probably lies in impro~ing 

services for these populations. But today even the best plans are forced to be "in the 

,pack" (at least) so as not to be more favorable to higher-expense populations than other 

plans. 7 

(, 

The Medicare and Medicaid programs, as well as many employers, have large 

potential roles in developing more effective competition for these patients. There are 

several approaches which experts studying these issues believe are worth exploring. 
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• Different blends 	of capitation and fee.:.for-service payments. A well-' 
calibrated premium payment may not be achievable at the level of the 
individual patient. But providers, patients, and employers could be satisfied 
with various combinations of fee-for-service, some capitation, and 
performance incentives. 

. . 	 . . 

• Service-specific "carve-out" contracts, PPO or POS features (without 
additional cost-sharing) for designated centers of excellence and specialty 
providers. Expenditures for those providers would be subtracted from the full 
capitation amount payable to a health plan in which the individual were 
enrolled. This approach creates an incentive for a health plan to match the 
standards of excellence of the best providers of care for chronically ill and 
high expense populations since it receives less money if the patient goes out of 
network. Employer and consumer are also assured of patient access to the best 
care.. 

. . 

• Purchasing standards and "benchmarks" for care of the chronically iiI, disabled 
and high expense populations that can be incorporated into the purchasing 
RFPs by large employers for deciding which of the many managed care plans 
they will make available to their employees. If the Bay Area business 
coalition and CalPers (as well as Medicare and Medicaid), for example; 
required top-rate performance for these populations as the entry price for 
being offet;'ed to their membership, health plans that aimed to have a large 
market share would need to meet these standards. 

3. Greatly expand use of multiple employer purchasing arrangements, e.g. HPCS Small 

employer groups (and their employees) need organizations like Healthcare Purchasing 

Cooperatives (HPCs) to assist their purchasing efforts: These arrangements make 

possible buying l,n large volume, with expert advise, to obtain the best cost, quality, and 

service. Market-friendly legislation is essenti~ll for the full, benefits of a purchasillg 

approach to be realized by the one-half of..the population working for smaller firms. For 

the longer term, even larger employers may also find that - if healthcare markets begin to 

work really well -, they can move toward defined-colltribution arran,gements, step back 

from tryil1g to manage health plan competition individually,' and let their workers choose 

their health plans from HPC-like organizations. 
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In this new evolutionary stage, we also need to think clearly about the key issues 

of: (1) the "selection" process for the "survival of the fittest" in the healthcare system, 

and (2) the competitive criteria it employs. Today, purchasers have an important new 

role in these matters. Public policy thus needs to pay greater attention to the question: 

How can we assist consumers of health care, and those. who purchase on their behalf, to 

make the best use of their $1 trillion of annual purchasing power to foster ~ew levels of ' 

:' excellence in health care qualhy/outcomes, efficiency and service? 

Conclusion' 

The evolution of competitive purchasing of healthcare, as a national paradigm, 

now extends for at least 25 years. Will tough'purchasing lead to a better health system? 

One basis for considering that question is suggested by Michael Porter's The Competitive 

Advantage Of Nations in which he reviews dozens of international industries to ' 

determine what factors make for world-class leadership. He identifies four factors that 

are essential - in a nation's home market - for global leadership: excellent infrastructure 

and productive resources; internationally competitive suppliers; first-rate competitors 

-- and the world's most sophisticated and demanding purchasers. None of the world­
, '. 

class industries he studied received their revenues fro~ an open-ended, undemanding 

. insurance system. COrilpetitive ,purchasing of healthcare, if it is well done, thus may 

prove to be a key to continuously~improving excellence in qualitY/outcomes, efficiency, 

and service in the u.s; health system. 
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, 1 The introduction of evolutionary concepts into economic theory is' a particularly 
fruitful way to discuss economic change. For ~ecent overviews, see Richard Nelson 
"Recent Evolutionary Theorizing About Economic Change" in Journal of Economic 
Literature (March 1995) and Geoffrey Hodgson Economics and Evolution: Bringing Life 
Back Into Economics University of Michigan (1993). Ecological concepts are also apt, 
but have seen less integration into economic thinking. S~e E. J. Kormondy Concepts of 
Ecology Prentice-Hall (1984). . 

2 Martin Feldstein's idea to create a consumer-based health care market by raising 
health plan deductiblesis also still influential in proposals for medical IRAs coupled 

, with catastrophic health insurance coverage. RAND's health insurance experiment, led 
by Joe Newhouse, established the importance of consumer market price for 'medical 

, care decisions. ' 

3 Statistics cited here and elsewhere a~out health sector changes come from a variety of 
sources, including Hewitt Associates, Intersrudy, GHAA, HIAA, Foster-Higgins, 
KPMG. 

4 Among the contributors wereJack Wennberg, David Eddy, researchers working with 
, RAND and Intersrudy, Don BerwiCk, and others. 

'5 Legislation sponsored by Representative Jim Cooper and colleagues was the leading 
bill based on the JHG's managed competition design (the Cooper/Breaux bill, H.R. 
3'2221S 1579)" ' 

6 Through the efforts of Dick Sharpe, the John A .. Hartford foundation s\lpported a 

number of the leading initiatives to improve the healthcare market. 


7 Stanley Jones "Why Not'The Best?" (in ,process) 
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