
MEDICARE TRUST FUND SOLVENCY PROBLEM 


Unlike tbe Republicans, Tbis is Not a Problem Democrats Just Discovered. The President, his 
Administration and the Democrats have been concerned about Medicare trust fund from the beginning. 
OBRA 1993 and economic improvements resulting from this legislation have strengthened the trust fund 
and pushed out the insolvency date by three years. Furthermore, in the context of broader reforms, the 
Administration's proposal would have extended the life of the trust fund another 5 years. Tbe 
Republicans rejected eacb and every initiative tbat would bave strengtbened tbe Medicare Trust 
Fund. ~ 

Tbe Medicare Trust Fund is a Long-Term Problem tbat Needs to be Addressed. Of course with the 
aging of our population, there is a long-:term solvency problem for the Medicare trust fund. This is 
nothing new, but it needs to be addressed. It needs to be addressed thoughtfully, outside the budgetary 
process, and independent of partisan politics. 

In Contrast to tbe Democrats, the RepUblicans Have Just Discovered tbis Issue. In the last two years, 
all the RepubliCans have done has been to oppose our efforts to improve the Trust Fund. As a matter of 
fact, the only proposal they have put forth (their tax cut for the highest income seniors -- the top 13 
percent) actually exacerbates the problem. 

Tbe Republicans are Using tbe Trust Fund as a Smoke Screen for Cuts. Let's be clear: Their 
proposals have nothing to do with the long-term solvency issue; they do not addIess'the underlying 
problems of an aging population. The Republicans want to use the Medicare program as a bank for their 
tax cuts for the wealthy and to fulfill their campaign promises. 

Wben tbeyFinally Put Forth a Detailed Budget and Commit to Dealing with Medicare in the 
Context of Serious Health Care Reform, tbe President Stands Ready to Work Toward a Real 
Solution: Currently, the issue of Medicare is only being addressed by Republicans as they face a political 
crisis to find funds to pay for large tax cuts for the well-off and fulfill their campaign budget promises. 
When Republicans finally put forth a budget that is detailed and makes clear they are not slashing 
Medicare to pay for tax cuts, the President stands ready to work with Republicans to address the real 
problems facing the Trust Fund and the American people in the health care system. 



REPUBLICAN MEDICARE CUTS 


Republicans are considering proposals that would cut Medicare funding by between 
$250 billion and $305 billion between now and 2002. Slashing Medicare at this level 
translates into 20% to 25% cuts in 2002 alone for this program serving our most vuln.erable 
Americans -- the elderly and disabled. 

COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhere near 
the magnitude of Federal savings being suggested by the Republicans without turning 
Medicare into a fixed voucher program. That would put Medicare's 36 million beneficiaries, 
many of whom have pre-existing conditions, into the private insurance market to shop for 
what they can get. With a fixed and limited voucher, beneficiaries would have to pay far 
more to stay in the current Medicare program if large savings are to be realized. That's not 
choice, that is financial coercion. 

ADDING TO ALREADY HIGH COSTS FOR SENIORS: Today, despite their Medicare 
benefits, health care consumes major amounts of older Americans' income. According to the 
Urban Institute,the typical Medicare beneficiaries already dedicate a staggering 21% (or 
$2,500) of their incomes to pay for out-of-pocket health care expenditures. 

$3,100-$3,700 Out-of-Pocket Payments: If the Republican cuts ($250 billion to 
$305 over seven years) are evenly distributed between health care providers and 
beneficiaries, the cuts would add an additional $815 to $980 in out-of-pocket burdens 
to Medicare beneficiaries in 2002. Over the seven year period, the typical beneficiary 
would pay between $3,100 to $3,700 mOre.. 

Reduce Half of Social Security COlA: The Republicans say they aren't cutting 
Social Security, but these Medicare cuts are a back-door way of doing just that. By 
2002, the typical Medicare beneficiary. would see 40 to 50 percent of his or her cost:­
of-living adjustment eaten up by the increases in Medicare cost sharing and 
premiums. In fact, about 2 million Medicare beneficiaries will have all or more than 
all of their COlAs consumed by the Republican beneficiary cost increases. 

$40-$50 Billion in Cost-Shifting: Assuming the other, half of the Republicans' cuts 
go to providers, hospitals, physicians and other providers would be targeted with 
between a $125 billion to $150 billion cut over seven years. In 2002 alone, a $33 
billion cut in providers would be needed. Even if only one-third of Medicare provider 
cuts overall are shifted onto other payers (an assumption consistent with a 1993 CBO 
analysis), businesses and families would be forced to pay a hidden tax of $40 billion 
to $50 billion in increased premiums and health care costs between now and 2002. 

Rural and Inner City Hospitals At Risk: Cuts of this magnitude, combined with the 
growing uncompensated care burden (which would be further exacerbated by Medicaid 
cuts and increases in the number of uninsured), would place rural and inner-city 
providers in jeopardy because they have limited or no ability to shift costs to other 
payers. As a result, quality and access to needed health care would be threatened. 



THE REALITY OF MEDICARE GROWfH 

• 	 Despite the current rhetoric, Medicare expenditure growth is comparable to the growth 

in private health insurance. 


P Under Administration estimates, Medicare spending per person is projected to 
grow over the next five years at about the same rate as private health insurance 

. spending. Under CBa estimates, Medicare spending per person is projected to 
grow only about one percentage point faster than private health insurance. 

• 	 So, unless Medicare can control costs substantially better than the private 
. sector, beneficiaries and providers would be forced to shoulder the burden of 
the huge cuts being proposed by Republicans. 

MAJOR BURDEN ON RURAL AMERICA 

• 	 Reducing Medicare payments would disproportionately harm rural hospitals. 

• 	 Nearly 10 million MediCare beneficiaries (25% of the total) live in rural America where 
there is often only a single hospital in their county. These rural hospitals tend to be small 
and serve large numbers of Medicare patients. 

• 	 Significant cuts in Medicare revenues has great potential to cause a good number of these 
hospitals, which already are in financial distress, to close or to tum to local taxpayers to . 
increase what are already substantial local subsidies. 

• 	 Rural residents are more likely than urban residents to, be uninsured, so offsetting the 
effects of Medicare cuts by shifting costs to private payers is more difficult· for small rural 
hospitals. 

p Rural hospitals are often the largest employer in their communities; closing these hospitals 
will result in job loss and physicians leaving these communities. 

UNDERMINES URBAN SAFETY NET 

• 	 Large reductions in Medicare payments would have a devastating impact on a significant number 
of urban safety-net hospitals. These hospitals already· are bearing a disproportionate share of the 
nation's growing burden of uncompensated care. On average; Medicare accounted for a bigger 
share of net operating revenues for these hospitals than did private insurance payers. 



REPUBLICAN MEDICAID CUTS 

Republicans are considering cutting federal Medicaid funding by $160 to more than 
$190 billion between 1996. and 2002. The Republicans claim that they are not cutting the . 

. program, but simply reducing the rate of growth. Yet, these technical number disputes avoid 
the real question: who will be hurt, who will lose coverage and who will lose benefits if $160 
to $190 billion are cut from a program that provides critical health care services. Italso 
ignores the fact that 3 to 4 percent of program growth is for the increasing number of people. 
being covered, without which millions more Americans would be uninsured. 

• 	 HEAVY BURDEN TO FAMILIES FACING LONGTERM CARE: While most 
people think that Medicaid helps only low-income mothers and children, about two­
thirds of Medicaid funds are spent on services for elderly and disabled Americans. 
Without Medicaid, working families with a parent or spouse who need long-term care 
would face nursing home bills that average $38,000 a year. 

• 	 MANAGED CARE SAVINGS NOT NEARLY SUFFICIENT: Savings from 
managed care cannot produce anywhere near the magnitude of cuts proposed by the 
Republicans. Two-thirds of Medicaid funds are spent on the elderly and disabled, and 
there is little to 'no evidence that putting them in managed care can produce savings. 
And, because the baseline projections already assume that a growing number of 
mothers and children on Medicaid will be in managed care plans, there are little 
additional savings left in the remaining one-third of the program. 

• 	 FLEXIBILITY CAN'T MASK DEEP CUTS: Republicans defend these cuts by 
saying that what they are doing is giving added flexibility to states through block 
grants. Issues of flexibility can't mask the inevitable fact that states are being asked to 
absorb enormous federal cuts -- forcing them to cut spending for education, law 
enforcement or other priorities --' and that's unrealistic. 

LIKELY IMPACfS: So let's look at what these cuts really mean. Even accounting for some 
managed care savings, they mean deep cuts in eligibility, benefits and payments to doctors, 
hospitals, nursing homes and ot,her health care providers. If the Republicans were to cut $160 
to $190 billion betWeen 1996 and 2002 and those cuts were diyided evenly between 
eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for 
children, cutting services, and cutting provider payments, t.hat would mean ~- in the year 
2002 alone -- that: 

• 	 5 TO 7 MILLION KIDS WOULD LOSE COVERAGE; and 
• 	 800,000 TO 1 MILLION ELDERLY AND DISABLED BENEFICIARIES 


WOULD LOSE COVERAGE; and 

• 	 TENS OF MILLION LOSE BENEFITS: All preventive and diagnostic screening 

'services for children, home health care and hospice services would be eliminated 
as well as dental care if the $190 billion were cut; and " 

• 	 'OVER TEN BILLION REDUCED TO HEALTH CARE PROVIDERS: Already 
low payments to health care providers would be reduced by $10.7 to $12.8 billion. 



MEDICARE/MEDICAID CUTS: . 
BUSINESS, PROVIDER AND ADVOCACY GROUPS' RESPONSES 

The National Association of Manufacturers says: 

"Across the board reductions in [Medicare and Medicaid] should be avoided, since they are 
likely to exacerbate cost-shifting to the private sector. II (February 11, 1995) 

Eastman Kodak says: 

liMy me$sage to you as you wrestle with the growing costs of the Medicare program is that 
greater use of managed care and aggressive purchasing of care on the part of the 
government are more appropriate solutions than massive across-the-board cuts in payments 
to providers, which result in cost shifting or an invisible tax on companies providing coverage 
to employees in the private sector. II (March 21, 1995) 

American Hospital Association says: 

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

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

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

American Association of Retired Persons says: 

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

Medicare cuts "would mean that over the next 5 years older Americans would pay at least 
$2000 more out of pocket than they would pay under current law. And over the next seven 
years they would pay $3489 more out of pocket." (March 6, 1995) 

1I... [TJhe total number of Medicaid beneficiaries in need who would lose long-term care 

services... could reach 1. 75 million in the year 2000. /I (March 6, 1995) 




· The National Council of Senior Citizens says: 

Wlhe facts do not warrant a panic· approach or a fundamental recasting of Medicare. The 

trust fund is not about go belly-up; a seven-yearwindow does not merit a panic button. 1/ 


liThe levels of the cuts in Medicare contemplated by the Senate and House Budget Committees . 
will not just devastate the finances of millions of older citizens, but more importantly, they 
will devastate the hopes for a secure and healthy old age for all Americans. 1/ (April 1995) 

Older Women's League says: 

"We receive hundreds of letters from women who are already forced to chose between paying 
for food and rent and buying much needed medicine that is not covered by their Medicare. 
Substantial cuts in Medicare will literally take food out of the mouths of these older women. It 

(January 10, 1995) 

Children's Defense Fund says: 

"States could make these cuts in several ways: by raising taxes substantially; by excluding 
groups of children from programs or putting them on waiting lists; by reducing benefits or 
the quality of services; or by making low-income families pick up more costs through co­
payments and fees. Regardless of which method is chosen, the overall effect would be large. fI 

(April 19, 1995) 

Catholic Health Association says: 

"Budget cuts of such magnitude [in Medicare and Medicaid} would attack the very fiber of 

these programs and, in fact, decimate them. Consequently, the Catholic HeaLth Association 

believes that Congress should put aside consideration of tax cuts for now and refocus the . 

debate on how best to solve the deficit problem." (March 2, 1995) 




THE WHITE HOUSE: 

WASHINOTON 

May I, 1995· 

The Honorable Newt Gingrich 
Speaker 
United States House of Representatives 
Washington, D.C. 20515 

Dear Mr. Speaker: 

The President has uked me to respond to your letter of April 28, 1995. As' the 
Administration hal shown over the last two and a hal! years, we arc committed to reducing 
the deficit and·achieving mcailingful health care reform. We continue to seek progress on 
both of these fronts, while also making our tax system fairer and our system of investing in 
education and children even stronger. 

When this President took office on January·20, 1993, be inherited an escalating deficit 
and a Medicare Trust Fund that was projected to be insolvent in 1999. Twenty-seven days 
later, he proposed, and then helped pass, a historic deficit reduction plan that included 
several serious Policies to strengthen the Trust Fund. Indeed, these proposals"pushed out the 

, insolvency date by three full ye:ars. 

La.st Yr:MI the President .spoke directly to the nation about the need to reform our 
. he3lth care system and made clear that further federal health savings needed to take place in 

the context of serious health care reform. In December 1994,' the President wrote the 
Congressional leadership and made clear that he would work with RepubliC31ls to control 

.health care spending in. the context of serious health cate rcfonn. The President rq»eatcd this 
offer'in his 1995 State of the Union speech. 

Despite these repeated calls for sigiiliicant action on health care reform, the reply 
from the Republicans has been. silence. Indeed, the only proposal in the Contract wi1h 
America that specifically addresses the Medicare Trust Fund would explicitly ~akI!n it by 
$27 billion over seven ye&.rS and undo some of the progress made in 1993. . 

Moreover t the over $300 billion in Medicare cuts over sevc:o years - the largest 
Medicare cut in history -- you are reported to be considering wouid be completely 
unnecessarY if you did not have to pay for a sevcn~year 5345 billion tax cut that goes 
predominantly to well-off Americans. No amount ofaccounting gimmicks, stparaJ~ 
accountS. dual budg~l resolutions or reconciUartons can hick the reality that you are 
ruentially calling lor The largest Medicare CUI in history to pay for tax curs for the well-off· 

The President has long stated that tnaking significant cuts in Medicare and Medicaid 
ouwde the context of health care reform will not work. Such dramatic cuts could lead to 



less coverage and lower quality, much .higher costs to poor and middle income Medicare .. 
recipients who cannot afford them, a coercive Medicare program, and cost·shifting that coult;! 
lead to a hidden tax on the health premiums of average Americans. That is why it is 
essential to deal. with the Medicare Trust Fund in the context of health care reform that 
protects the integrity of the program, ~pands not reduceg coverage, and protects choice as 
well as quality and affori:1abillty. . 

The Medicare Trust Fund is an important issue that needs to be addressed in a 
bipartisan way in the context of lar&er health care reform. To do that, you must flnt meet 
the requirement! of the bud!,;et law that Congress pus a budget resolution. The Apri115 
deadline has passOOl and thu Amerlcm people8IC still waiting to see the new Republican 
majority fulfill this responsibility. If you really want to work together on the Medicare Trust 
Fund, you must first pass a budget plan that fully specifies how you plan to balance the 
btJdket and I»1Y for· the proposed.tax cu~. 

We hope that you will work hard to respond to these Issues. The Administration and 
the American people continue to a~t your proposals. 

n B. Panetta 
Chief of Staff 



FORTNEY PETE STARK 
THIRTeENTH OISffiICT. CAUFORNIA 

CONGRESS OF THE UNITED STATES 

COMM/TiEES: 

WAYS AND MEANS 
DISTRICT OF COLUMBIA 

HOUSE OF REPRESENTATIVES 
WASHINGTON, D.C. 20515 

MEDICARE CUTS? LOOK WHAT 
REPUBLICANS SAID LAST YEAR! 

Dear Democratic Colleague: 

The Republicans are about to try to cut Medicare $250 to $310 billion over the 
next 7 years. 

Last year all 14 Republican Members of the Ways and Means Committee 
signed the following minority views to HR 3600, the Health Reform bill: 

"The reimbursement levels of medicare have reached potentially 

disastrous levels, as ProPAC's current report underscores. / 


"Anyone who doubts this only has to look at the current Medicare 

program for the elderly and the Medicaid program for the poor. 

For more than a decade, Congress has cut back on payments to· 

doctors and hospitals· until they no longer cover the cost of care 

for Medicare and Medicaid patients--and the additional massive 

cuts in reimbursement to providers proposed in this bill will 

reduce the quality of care for the nation's elderly. U 

As you remember, HR 3600 did cut Medicare spending $157 billion over 7 
years but returned ALL the money to the health care system by insuring 
everyone (no more bad debt and uncompensated care for doctors and· 
hospitals) and providing seniors with a prescription drug coverage and better 
Medicare benefits. The Republican cuts go for Medicare improvements 
or health care reform--they will just be cuts. 

We should all remind the Republicans--often--of what they said last year. 

Sincerely, 

Pete Stark 
Member of Congress 

@ Printed on Recycled Paper. 



Background 

• 	 In the State of the Union framework, the transfers to Medicare were described as 
"15 percent of the unified surpluses over the next 15 years." These transfers were 
sufficient to extend the life of the Trust Fund from 2008 to 2020. 

.. 	 Since the SOTU address, the Trustees have revised the exhaustion date under current law 
to 2015. 

• 	 In the Mid-Session Review, the unified surpluses will be larger than was projected when 
the SOTU framework was being put together. Under MSR assumptions, therefore, 
15 percent of the unified budget surpluses will exceed ·15 percent as of the SOTU. 

• 	 We may want to preserve our flexibility to frame the transfers to Medicare in some way 
other than as a percent of unified surpluses. 

Options 

• 	 15 percent ofthe unified surpluses over the 15-year period, regardless ofhow the 
projection may change. 

Pros 

Most consistent with our rhetoric immediately following the SOTU address. 

Would minimize the risk of tipping others off that we may recast the President's 

Social Security proposal in on-budgetJoff-budget terms. 


Could allow flexibility with respect to timing. 


Cons 

If the MSR has not been released by the time ofthe'Medicare roll-out, could 
require that we revise our stream of Medicare transfers in short order. 

, 
With the upward revision to the MSR, would commit more resources to Medicare, 
and so would leave less for other purposes, relative to other options. 

Would keep the conceptual focus on the unified surplus. 



• Exactly the same stream ofnominal transfers as assumed in the SOTUframework 

Pros 

Could also be construed as maintaining the President's SOTU commitment. 

Relative to the first option, would free up more resources for other purposes. 

Cons 

Because itwould allow no flexibility with respect to timing of transfers, could put 
greater pressure on the on-budget account relative to other options. 

• Same as SOTU in P D V terms, but without a specified time path for transfers. 

Pros 

Could be portrayed as maintaining the SOTU commitment. 

Would reserve more resources for non-Medicare purposes relative to the first 
option. 

By allowing the transfers to be more backloaded than under the SOTU 
framework, would reduce pressure on the on-budget surpluses early in the I5-year 
period relative to the second option. 

Cons 

Could be difficult to explain when most people don't know what a "PDV" is. 

Not clear the RCFA actuary will score a plan with indeterminate time pattern for 
the transfers. 

• Commit to extending the life ofthe Medicare Trust Fund to some specifice date. 

Pros 

Easier to explain than anything involving present-discounted values. 

Could be portrayed as exceeding the SOTU commitment, since it would be 
possible to commit to a date beyond 202d, even with drugs. 

Cons 

Could be attacked as merely providing cover for transferring less to Medicare. 



Background 

• 	 Traditionally, the MSR discusses both the current-law baseline and the President's policy 
program. 

• 	 Therefore, a traditional approach would probably involve showing year-by-year numbers 
for the transfers to Medicare. (Under the budget scoring we propose to implement, the 
transfers would reduce the reported "on-budget surplus" dollar for dollar, even though 
Medicare is an on-budget program.) 

• 	 The MSR is scheduled to be "put to bed" June 17, and it is unlikely that year-by-year 
Medicare transfer numbers can be finalized by then, not least because the Social Security 
framework is still in flux. 

Options 

• 	 Provide the specifics ofthe Medicare proposal, including specific annual numbers/or the 
stream oftransfers to Medicare. Also include a fully.,.specified updated Social Security 
reform proposal. 

Pros 

The most appropriate presentation if everything (Medicare and Social Security 
reform) were ready to go. 

Cons 

Not everything is ready to go. 

• Same as the first option, but stick with the SOTU Social Security plan. 

Pros 

Would allow us not to nail down a Social Security program in time for the MSR. 

Cons 

Might put us in the position of revising the MSR almost immediately, if we issue 
a revamped Social Security framework. . 



( 

• 	 A verbal description ofthe mechanics ofMedicare reform without detailed numbers. 
"The President proposes to transfer to Medicare resources ofthe following general 
description. .. " . 

ProS 

By avoiding providing specific year-by-year numbers, would maintain greater 
flexibility with respect to possible redesign of Social Security proposal. 

Cons 

Would provide less information than traditional in the MSR. 

• 	 General discussion ofthe importance ofhealth care for the elderly. 

Pros 

Would maintain maximum flexibility with respect to redesign of Social Security 
proposal. 

Cons 

Would be attacked as lacking concreteness. 



Background 

• The Medicare rollout is currently targeted for June 28-30. 

• The MSR will be ready on June 28 at the earliest. 

.0 OMB wants the MSR to come out before or, at worst, only a day or two after the CBO 
Update which is apparently on target for release on July 1. 

Options 

• 	 Do Medicare rollout first. 

Pros 

Cons 

• 	 Do Medicare rollout and MSR release simultaneously. 

Pros 

Cons 

• 	 Do MSR release first. Then either follow quickly with Medicare, or delay Medicare 
rollout into July. 

Pros 

Would allow Medicare plan to reflect latest budget numbers. 

IfMedicare rollout is delayed, might be possible to avoid discussing Medicare 
reform plan in detail in MSR. ( 

Cons 

Would risk reneging on President's commitment to release Medicate plan by the 
end of JUlle.. 



Background 

• 	 In the 1998 and 1999 SOTUs, the President declared that the unified surpluses should not 
be used for any other purpo~e until Social Security reform has been accomplished. 

• 	 In the early going, this was interpreted to mean that no element of the President's plan 
(Medicare transfers, USAs, or discretionary spending increases) could be enacted before 
Social Security reform. 

• 	 The Medicare reform plan, by itself, will reduce the unified surpluses because the cost of 
the drug benefit exceeds the savings from the plan's reform elements. 

Options 

.• 	 Status quo "hardline": No Medicare reform (and no new drug benefit) without Sodal 
Security reform first. 

Pros 
( 

Might offer a real opportunity of enacting both Social Security reform and 
Medicare reform. 

Cons 

Risks forgoing a Medicare deal, even if one could be had, if Social Security 
reform goes nowhere. 

• 	 No legislation without agreed time paths ofMedicare and SOfial Security transfers. 

Pros 

Might accomplish the main objective of the President's program-- to set aside the 
bulk of the projected unified surpluses -- without requiring all sides to come to 
terms on full 75-year solvency for Social Security. 

Cons 

Might needlessly give up the tactical highground associated with Save Social 



Security First. 

• It's time to do Medicare! 

Pros 

Allows maximum flexibility to take a deal on Medicare -- if one becomes 
available -- without regard to progress on Social Security. 

\ 
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The F'illiadal Oaa.Gk for Nleclicaft \ \ Q..AAA., 

Tatimtmy before the 
SaltePiDancc Committee 

011 May~. 1999 

by 

Rldlani S. Fo.A«. F.S.A.· 
ChiD(Aduary 

Halth Care ~AdmiziaInlion 
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parcent ofco~e~~yableby tmployeea u.d _1oy.e;r:~ ncb. HI recei\lOt 1.45 percent. 
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p.~ are ~eachpW'to ~ch estimated proaram exlsts for the fonowing year. AA 
a remlt, 8M! m.come automatkaDy ib.at'c.hei expeDditures without the need fnt'1l18is1ative 
IdjwtmenU. 

Each part afMedit.aro bas its own,tm. ~ with tiAan~ ~aight pnwidecl by the Boatd of 
nua~. My df~llloD orMed1C1t8'~'nD~ status II based on. the ~nant:ial projections 
croma'ned iDtho Board·s 1999 repOrt'to Caasress. Such projedionJ at'(!; Il1$ie under three 
altemative sets ofeconomic and _o.iriiiD.c usumptiorJs, to IDustrate the UIlCf!lt.ainty .and 
POSIIl"ble ~ofvviatiD~ of~,ItU~ ~It.. _ QOVef',bath .. "short l'If.1IIe;rJ period (the ftC»rt 10 

,yean) aad a"lDng ruS'" Jibe 11.'5 yc&,rJ). The projcctitm& are nOt intended as firm 
pHdi~ODI orrul","" ~~ dIi:i iii dw1y 1mpQSSibtc~ mha, they illuItnIte bow the Medic;:are 
pmpm would operate ~ a,J1IlI88 of~om tbat C81l reasoni.bIy be erpeded to oocur. 
Tbe projectioils sheWn in this tcIIti.mcmy Ire baaed oa the Trustees' "intermediatell set of ' 
~ 

Sllt»-J..iIwJgtJ:}httIItDIa/ m&DDilf~,!il'f'i14lI~ . 
, , 

Chart 2: sbcws ~ iDcatne. ~tures..lIDd trust fund ~ fbr the HI program mel 
projedions1tuough2015, For mQlt ottbe PIOII1oM·S blstOlY~ me=e and m:pcmditun:a have been 
VIIY close topther, iltuIUatiDa the P'Y"'JOQ-ta nature orR[ fittarldng. '!be taus collected 
each yell' are iD.teaded to be roushlY su.Ii~ to ~r that ~s costs. Surphll ~ an; 
m~ iJt speCial TreUu1j ~~ The Board ofTrustee. has recommeOded maintainirlg 
uacts equal to a11eut ~ year's expeodfa:an:s as a. coDtiJlgeftCy reserve. ' 

'~B 1990-91, HI elp!ftditures iller...at i. ker rate thaD m'ir\Oo~.~ EXpenditures 
exceeded. inc:om.e b)l 52.6 'billion in 1995. SS.l bil&oll ia.199( aDd 19.3 biWcm. ill 1997, 'prior to 
1bc Balanted Budget Act, this U1md was eqH:ICtH to ooD.tim.ee. 'with cost. growin,g Ii &boat 8 
~umually,.~~e~ otoaly S to 6,~ 1be 1995·97 Bbonfalls were met 
by'redeemi.Gg ttu8t iIz¥! u-. but in the absence oteorrBCtive 'eewadOn. filetJ wauld haye 'been 
~ in about 2001. T1'ie.)'{~ prlWili!D in the BaluCett BW1get Ad. were d.es~ to 
help ,address tbiJ situatio~ aa.C, 8S ~~ iJJ cbart 2. these chaitges !igniDcantty reduce 1he 

--~-
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the Babutced. Budget Act plOVisiD'nS. After 2~ however? cost mu would increase steadily a.ad 
acce1en.t= sipi1W&m1ywUh the ~otthe baby boom, begitmingin about 20tO, 'Uosing , 
,the Hi deficit mI'ef thp. tint 2~ years would requite ei.ther·lfll1..pereeat reduction in bene6t& or a 
12.-perccm iDcrease in mea.. or lOme combiDatioti. statiDs immediately. Over the full 75-year 
period., the adjustments would haw ta he considerably sratar­

, . 

"n1c ctrect ofthe babJ bOUlll. ,«itmlU¢ GIl Social Securfty ad Medicare is t61atively wen 
~ luMDI been discuaed at leftgth fOr ~ tban 25 years. Whe!l theHI program began, 
th=were 4.5 'WOtket'S iat:coveted 6Ilploymem tbr cvrzy m.b~efioiarys as shoMt bl ehart 5. 
,OJrrentlyf t1ti.a ratio is "g worbn prt''bea.eficUry, WIth the adw!ftt otthe- baby boom'8 

redrc.aloDt, th; DUmber otbtadicWiC$ ~ inc:Ieaac ~ rapidly thaa.1he labor for~ res.ultlDg !n 
a ~.in tbUI r.uo i.Q ~2. in 2030 tmd 2.0 in 2050 UDder the ~ate projections, omer 
diDp being equa1. theft ~be a eot:espondiDs incIase in HI ~stl u a. percmtage oftu:able 
payroll , .. 

Th... 11'0 other clemo~ a1rect& beyond these attributable to the ~ nwnbcr ofbi.rtbs ill 
:put yom. III partieu1ar, BEe ~has intprovetl sub~nti,lJyin the U.S, 1'Jv=r twuumd is 
projected to tMtinue dams 10. The averaae remaining lift apectaticy for 65-year..oJda incrcaaed 
Wm t2.4 Je8I1 in 193~ to 17A,.. cu.r.reutly, with an ad.""., fbrtl'ter mcre.a.te to over 20 
yam at 1he eM 6ftbe lmIg..mge pMjec:tioa period. Medic.are GOIU are also .euitive to the III 
distribution olbafid.ries. Older peniOIlI.mcur wbstmtially J.qer oaits fbr medical 'care, Oil 

evenae, llwl ~er 'pmons. Thu.s.. u tbe bcmaiciaty pOputadoli ... over time they wW mow 
imo highet-utilizatiorll8C groups. tb.a'eby adding to the finand.al pressures on the Medieuc . 
pm~ . 

The key flu:torI UDderbin8 JU aDd projected iDcreascs ill HI'~ are IIImnutri,..ed in 
"bart 6. .Agrrsdo ood inc;reascs htvc: boon fiu:;t:olCd into (i) 8loWlh in the numbc:r "f 
bae&.~ (i) iilereueJ mpoenl infIatioD, as measured by the Conauaer Price Inck 8Ild (Iii) 
all at.hcr ~ re.f!ecdn.I per gapiu iDereuain tb.eU1iltzaIi011 Ofhealdlllervic:es and the' 
"intensitY' (or a:varap ~omp1f!dty) afll:l.u:h ~c.e.or.. Throuzh the emy 191Os. general fnttation 
wu ... major coatribu1cr ta ~ .in. HI oosb. The "all other' ClteaorY has seen major IWinas in 
the put;. &an averqe aaaa.l ~ ofu mudJ IU Gpcn;eIlL to IS UWe b 0.7 ptm.;El. 

, , 
, , 

UDder the iAta'aUlIdiate proj~ thO impm oftho baby boom's rCtitcmcnt clauly shows up in 
its em.:t O~ beftef.k:iary growth rates. 11Ie Trustee! ])reject & tiUty conat:alt rate ofiftflatiOJ1 at 
about 3.3 pcraxmt IDt!lmdty. Pmjectec! arowth ill the (Ian ot1Ier't catesOlY varies sipficaDtly. ' 
retleetina tbI!: IIet impIct ofIOYW8l f4dors. Initia11y. ro&dua1 J1'O'Wt.11 ralal arc low due to the 
~ ofthe BaJaDCed Budpt Mt Afta:200l, utili:raiim is expected to reacc;jerate, ,although 
act 8.1 severely IS III put.pars. due t('ll'he flew ptotpectiw ,.... 8ylterI1I mandated "ythe 
Act. Future demc,gr~will al., play arole: lIS an ir6.rx Of6!-year.old baby boomers arrives, 
awraae per capita utifization wtll actUally decreue temporarily. u the average age ofbenetitWies 
declin~ .Al1' the baby boom ,pneratlon ages. however, 1belrU'liHzation \'WI iDcrouo ami drive up , 
resid.ual mgrowthrates ovemll. . 

http:J1'O'Wt.11
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, A fiDal Aotor alfectirJg the l'eIid.Ual,~ ~e/J JhoWQ ill .:Iwt 6 is lID usrJ.DlIXl<m !bat bt.IIth 
cam camnt contirrue to grow it\df1hdte1y at the high rites '&eqwmtly .,eri~ ill the ,ut. A, 
sin:Jp1e r:.ttrapo1ation ofthe pur ttuicily leads to ,a situation when Mr.d.icue alQne would 
tepRlIa.ut 1.1Ub1llati1l portion ollOW" domstic prodJJtt~untable and ~c ' 
situation.' For this rcaaan, residual growthtates are putpOJdy 8.IIUlJMd to graduallymc:Jden:e 
toward tM es\d. ofthe !rat 25-)'8rp~ectioo pBriCJd~' 'l'hiILcarumptk>D has 'beep used. for man)' 
yem'and h6betm found appropriafto mthe p.ut by indepeDdem. pa:naIB ofexpert ~es end. 
ecODomists. Mete reCently, howew:t, it hu reCeiVed ~ criticlsm. 'AecordiJlgly, I have 
uRd my sta1l"to CirCf:UlIY' micw the10Zls-raqe Medican. ~h assa.mptiou. &1 addition, the 

, B08td cfTI\1!ttJe5 is ~ 8IU!\V eXpert panel for ,the pmpOse ~freviewUtg the Medic.aJ:l, 
" trust fund projediOft!l. We will ..tlO uktU sroupto ~.,theJOftg-~ growth 848U1D.ptiomJ. 

FJ1IIIItI:Ial~p~MttictJl~ , 
•. 	 •. *. 

Chas17 presem"_inat~ ofthe .rt~o\ltlaokmt SMi'aiH! is geMraJly aimi1ar to the ' 
iDformatioD pretJl!lllteci iJ1 chart 1 for the, HI;mIlUl., Twolcay ~mnd out: F1rBt. the 
income aM ex.pemditure ~ for SMT ire Dearly~. in tho ftatur.. As noted 
pmiously, SMI premium! and getlaftl fewrwe ttltoftle are meare.bUahed lftDUally to matdl 
~ProF4m wa&;. WI Lbc.ful1uwiJl8 ytaar, n~ the program wtn!autoDtaticaUy be in 
i_neW bllace" rogvdlesJ DftUture jmJgruaoos trends. The second ditf'e.rence'is the re~e 
level ofUl:Ult imd assets, Since financil'Sg is reset ifequeutly.;a lower level ofassets can suffice f'or , 
cantiqeftcy, tesefve punJdses.. 

n. prim&ry COAll*~!Of lJMI D diS;l1Ipld mw'atpwtlt In bmJ.tfits. SMI 'WIll jnn,v by 41 ' , 
petQ:nt owr the last 5 year&, am0ret3ma tho arowth in the D&1ion'sgtcta cIOmtstio prod.uct (GOP) , , 
by 9 percent. Similar growthis projected £or the short-rllSp tbtute. Although the Ba!aDced 
B~dgetktcoIltUPed 8. DUmber ofJ1MVi.li-AesignM M reduce the rate of~ in SMr,ecp_~ their impaciis morc than ofl1et by two other fttctors; VltSt, the Ar:t specified tlW ' 
home 11calth ~ccs DOt associated Wi&h a ptiarllWY in an i.nntai'liOIl wetO to " OCItlvenoi to 
Part Bbm:aefi1s aDd paid. ror bytbe SMI ttL18t W (pbued in LWer several years), In~ the 
Act proVides fbi" several sigDifioa.rJt ftew prevfJltive at",eteerdea" benefits. such sa colorectal, 
eu.mimticms, J10t JQVioUJly covered by Medicare. As a ~t. s."W costs ate estimated to ' 
iacreue BOp1CWMt. II a rCIult ofthcB.JancedBudpt Act. " ' 

The iD«eua ~ SNJ coitIls td!ietby additioull'red'lium rlWitlle UDder a. ptMliOD. to rnaJmam 
1he SMl premiIlm at tl1e level 0(25,I**tofexpClftditurel. Prior to the: Ba1aDced B\ldpt ~. 
premium lure&811 would. have belft lU¢tcd to die Soullll Bcuaity cost-ot-1ivmI adju.ttment 
(COLA) 8Dd, aver til:=, would have r~ a deeJiDiDg s1Iare oftotal costs. The Baliftced ' 
Budget Act ~ permanent tit. CQl'f_~bctwcal premiutll ~ uui total costs. 

,	The 1oDf"nwgeCosi ofSMI (shown In obart 8 ••~ofGDP) ia expected to fonow the 
umftsenml patten.. teen pnM.ou.a1y for m. III c:ODtrast to In, these ~its wiD aut.omatically be' 
met through e.nro11ee preraitJmA add 8f'DC'4'I1 rO'Ylillw.es otthe Pedentl8~t. Policy makers 
temaiD eoncet.ned,aIKmt oonnnui"3 rapid lJIV'Mh'm,SMI exp«ldi~ClI. ' " ' 

,-5-­
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In their 1999 report to C~ the Board ofTTU!iees notes the lUbJta.adalimtxOWl'fteTlti if! tn~ 
finu.da1 outlook for M'eQi(;are that ba~ come about as • result GriM BaIattCed Budget Aet of 
19srr~ toaolher with recent strong ectm.omic arowth and relatively slow growth in heAlth COSfJ 
..,..ny. B\at they emphasize the oorrtim'iDe firw1dal pt'OUUfeS taoiD,s M~ and urge the 
Neotl', policy makers to·take Mtber steps toaddreSti thDae CODOCnIB. They abo mguc that 
comideratirm ofturther rdonns siou14 oceur in the re1atiWJy Dear iUtute. Today's re1atively 
favorable condJUoDl could Ghanae! &CCIlM1tting t!le expected r«unt t.c def:1oits in me HI t:n.JJt 
fimd. Moreover, the earlier sohJtioJii 'are eimcted..the mOre tte,a"le and aradual they canbe_ 
F'maIIy, the T.ruI:eu aote that early actioa. maeucS the: time available tor atrooted individuals end 
~tti. health eire provide.rl, beneficiaries" and tupe,ye.rs--to a4just their 
elpCdltioDs. . 

I concur wholehwtedlyWith the Trustets' aseetl1l'1el1t ilia pledge the Office ofthe At;tumy's 
continuing assista!tce to ttiejow etlbrtbythe A.dnIfni_fte.!' and Crmgresa to determi.M effective 
aolu1inn" to the r~ftnatl~ ~biX:ms fM:ins the~_fiIpropam. I would be happyt" 
answeraztyqucstiof1s·YOUllnigbt~~c;G~eidk.ere's filWlCW bsues. . '. \ . 

, . 
i 
; 

" 

http:provide.rl


3:: 
- . ~ 

>-<:: 
- c.--:>Chart l""'Medieare eDrOlJment, -beneft., and finaD.cing' I 

v.:> 
I 

f-' 
u::::> 
u::::> 
u::::> 

f-' 

Supplementary Medit.al 
f-' 

Hospital lruJuranee (HI) , v.:>'Inaurance (SMI) 
~ 

__~__~--__~ __~____~-'~________~~_b'____ ~ ______~------~_________.~______~--________~______________________________________.. __ .'_'~I.'_' CJ 

Enro1lrP..autin'CYl~: 
...,....,...........
T6ta1 ••....~...... ~ ....

.:8­~Wifi_.lf.~ 

= ~ 
~ 

·39 minicm ..a'i million . p 

""" .~ .. 22"-,....._......:' .. . .... _.-'._ ~9J ~ 

~ 

------------------~----------------------------------------------------~--~------------------------------~------~--~------------~... ~ 

Ben..~· ............'....4 Inpatient hospital care.
•••••• _41 . 

Skilled nursingcare . -. . 
* 9uhject f.o.~ Home health care .(post.inatitotiooaJ) . 

deIttIcti1:lIe and HospiCe care" .eoJosur.ance . 
requim1m~ts 

. . 
. . 

- Pinanci:l:tg......~.....;...u....... mtax'on coveredeaJ.imjP 

'.. 

• 1.46% payable ·by:employees and. _ 
8lJiployers, sCb. '. ~. :_ . 

• 2.904 paya~ by telf-employed 
• Following elimination orHI fA)Dtri-. 

bution ~se (effective 1994), m tax 
applies to all eaminglJ in covered 
employment, 

&venue from tuation of" OASDl'hene­
fits (portion between 5O'Ib " 85") 

~ 

~Physician serviceS ~ 


Outpatient hospital services 
~ 


Home health care (genenD

Other services. e~g. 


• Diagnostic tilats 

·.Medieal equipment

• A_L__1_- . :0: 

.nv..lUl1JllJlce'. c::::: 
c-' 

II _ ~ 

Premiums paid.bY ~oos ill 1999: S 
., c-' 

• $46.50 per month for all enrollees ~ 
• Covers 2fjtJ;'ifcosts 

General revenue tranaferB in 1999: 
. ' .• $189.10 per month for aged persons 

• $160.60 per month for disabled 
• CoVers remainiQJl' 15% ofcosts 

.:'" 

c.;n -------------------_._-------- .._--...---- ........., 
 ...• 

' ­
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Final 3/30/99 12:20 p.m. 
Paul Glastris 

PRESIDENT WILLIAM J. CLINTON 
I 

REMARKS ON SOCIAL SECURITY AND MEDICARE 
TRUSTEES REPORT I 

ROSE GARDEN, THE WHITE HOUS~ 
March 30, 1999 

Twice in the last six years, Americans have looked to the future by addressing great 
fiscal challenges. In 1993, we met the threat of mounting deficits I and a stagnant economy 
with an economic plan of fiscal discipline, expanded trade, and inN'estment in our people. 
Thanks to that action, the red ink of the federal budget has turned to black, and we are 
enjoying the longest peacetime expansion in our nation's history. In 1997, we reaffirmed our 
commitment to fiscal discipline with a bipartisan balanced budget agreement that also took 
important steps to improye Medicare, saving tens of billions of ddllars in costs while 
expanding choices and benefits for recipients. 

Today, we have new evidence that those determined actions were the right ones. I 
have just been briefed by the four Social Security and Medicare trrstees for the administration: 
Secretaries Rubin, Shalala, Herman and Social Security Commissioner Apfel. The trustees 
have issued their annual report on the future financial health of thbse vital programs. 

I ' 
The trustees report shows that the strength of our economy has led to modest but real 

improvements in the outlook for Social Security. They project th~t economic growth today 
will extend the solvency of the Social Security t~st fund to 2034,ltwo years longer than was 
projected in last year's report. After that date, however, the trust.fund will be exhausted and 
Social Security will not be able to pay the full benefits older Amehcans have been promised. 
Therefore we must move forward with my plan to set aside 62 petcent of the budget surplus 
for Social Security, investing a small portion in the private sector Ifor a better return, just as 
any private or state government pension plan would. And as I sai(i in my State of the Union 
address, we must go further, with difficult but achievable reforms that put Social Security on a 
sound footing for 75 years and beyond. 



The trustees have also told us today that the financial future for Medicare has 
I . 

improved even more. The trustees project that the life of the Medicare Trust Fund 
has been extended until 201 5 --7 years longer than projected in last year's report. 
These improvements are only partially due to the strong economyl According to the trustees, 
they are also the result of the difficult but necessary reforms we clade to Medicare in 1997, 
and to our successful efforts to fight waste, fraud, and abuse in tHe Medicare program. 

The Trustees report is good news. We should be pleased. We should be proud. But 
we should not be lulled into complacency, because the improvemtrnts we see today did not 
happen not by accident. When I became President six years ago, !Medicare was projected to 
go bankrupt this year. We worked hard in 1993 and 1997 to make sure that didn't happen. 

J 

These were not easy actions. In fact, at the time, some of them were politically unpopular. 
But they helped strengthen Medicare while paying down the debt knd allowing us room to 

I 

increase investment in our children. And they laid the foundations for the difficult reforms we 
must still make. ! 

Social Security and Medicare still face serious, long-term challenges, with the baby 
boom aging, with medical science extending the lives of millions, and with the number of 
elderly Americans set to double by 2030. Even with today' s godd news, Social Security will 
run out of money in just 35 years; Medicare in just 16 years. W¢ cannot allow that to happen. 

For three decades, Medicare has protected seniors and the disabled while expressing 
the values of care and mutual obligation that bind families and generations of Americans 
together. In my State of the Union address in January, I said wei must seize the opportunity 
created by our prosperity by devoting 15 percent of the budget SUrPlus to strengthen Medicare, 

I 
while modernizing the program with real reforms and helping seniors with prescription drugs. 
When the Medicare Commission completed its work two weeks a~o, I said we must build on 
its work by adopting the best practices from the private sector while also maintaining high 
quality services, continuing to provide every citizen with a guarapteed set of benefits, and 
making prescription drugs more accessible and affordable to Medicare beneficiaries. 

Now, we must build on the good news we have received t6day. We must extend the 
life of Medicare even further, modernize the program even more!, and make prescription 
drugs more accessible and affordable. 

Medicare cannot remain static in the face of sweeping changes in our nation's health 
care system--a system that increasingly relies on prescription drugs. Today, 13 million seniors 
each spend more than a thousand dollars a year out-of-pocket for prescription medications. 
At the same time, seniors who have no drug coverage do not benefit from the lower prices that 

I 

insurance firms negotiate from pharmaceutical companies. The higher prices seniors pay are 
like a hidden tax. We must find a way though Medicare to injectlmore competition into the 
health care system, and make the medications seniors need more affordable. 

I 



Some might say this good news means we can delay reform. Nothing could be further 
from the truth. Strengthening and modernizing Medicare will re~uires tough but achievable 
changes. Now is the time to make those changes, when our econbmy is strong and our people 
have renewed confidence. Nothing in this report lessens the nee~ to devote 15 percent of the 
surplus to strengthening Medicare, make tough but achievable reforms, and help beneficiaries 

I 
with prescription drugs. If we wait--if we turn the good news of today or the hard work that' 
lies ahead into excuses for inaction--then we will be condemning burselves to future changes 
that will be much more costly and wrenching. 

Today, we face a choice, a test of our wisdom as a self-go1verning people: will we seize 
this moment of prosperity and devote some of the surpluses w~ h~ve created to strengthen 
Medicare for the future? Or will we rush into a tax cut that avoids our generation's 
responsibility and puts the future of Medicare at risk? This Trust~es report brings welcome 
news, and a 'clear lesson: with tough, disciplined action we can e*tend the life of Social 
Security and Medicare, Now we must apply that lesson by actin~ this year to strengthen 
Social Security and Medicare for the 21 st Century. 
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'I. OPTIONS FOR FITTING SOCIAL SECURITY IN THE BUDGET: 

A: Transfers ~fter 15 years. : I· 
B: Add prescriptio.n drugs and benefit changes. , I 
C: Begin transfers after 10 years. 
D: Scale backUSAs to 75 percent. 
E: Tr~sfer available on-budget surpluses. ' i . 
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: 

• SOTU discretionary. 

• Phase in USAs. 

• Delay Medicare transfers, but transfer the same net present 

• Make Social Security transfers only after debt reduction has a~hieved from off-budget 
surplus beginning in 2015. 

Percent of 
trust fund in . 
stocks: 

. ­

' . 
0 15 22 32 35 

Trust fund 
exhausted in: 2047 2052 2055 ,2060 i061 
Change in 
actuarial 
balance: 

0.87 1.25 1.43 1.66 
, 

1.73 

Average 
percent of 
stock market 
in trust fund 
2001-2040: 

0 2.8 4.2 6.2 6.8 . 

Peak percent 
of stock 
market in 
trust fund: 

0 4.0 ' 5.9 
, 

8.5 
' . 

9.3 

2 




i 
I

Plan A: SOTU Discret; Phase-in USAs; Delayed Medicare with same PDV as SOTU 
. Transfer interest on ,difference between .2014 debt and 1999 debt .1 

year baseline discret USAs Medicare Soc Sec remaining
Ion-bud surp transfers transfers on-bud surp 

SSA bond PDV 2000-75: 417 1398 
2000-04:' 187 138 29 0 0 ,6, 
2000-09: 1008 318 229 203 0 i 345 
2000-14: 2681 481 469 821 0 1375· 

2000 1 O· 0 0 0 1 
200.1 13 26 0 ·0 .. 0 -14 
2002 57 41 O· 0 0 14 

·2003 47 36 2 0 0 5 
2004 69 34 27 0 0 0 
2005 82 37 34 0 0 0 
2006. 134 41 41.· 22 0 37 
2007 168 39 41 40 0 67 
2008 200 33 42 60 0 100 
2009 237 30 42 80 0 134 
2010 268 31 44 94 0 157 
2011 305 32 46 112 0 186 
2012 337 33 48 126 0 209 
2013 367 34 50 138 0 230 
2014 396 35 52 149 0 249 
2015 424 36 54 0 217 43 
2016 455 37 56 o· 217 51 . 
2017 488 38 58 0 217 58 
2018 521 39 : 60 0 217 65 
2019 553 40 63 0 217 69 
2020 585 41 . ,65 0 217 71 

73 .2021 . 618 43 67 0 217 
. 742022 653 44 70 0 217 

2023 686 45 73 0 217 73 
2024 719 46 75 0 217 69 
2025 752 48 .78 0 217 63 
2026 789 49. 81 0 ·217 58 
2027 827 51 84 0 217 53 
2028 866 52 87 0 217r 46 
2029 906 54 90 0 217 37 
2030 947 55 94 0 217 25 ' 
2031 997 57 97 0 217 21 
2032 1051 ' 59 101 '0 217 17 
2033 1107 61 105 0 217 12 
2034 1176 '62 109 0 217 16 
2035 1247 64 113 0 217 19 
·2036 1321 66 118 0 217 20 
2031 1400 68 122 0 217 24 
2038 1483 70 127 0 217 25 
2039 1567 72 132 0 217 25 
2040 1653 75 137 0 217 21 
2041 1746 77 142 0 217 20 
2042 1843 79 148 0 217 16 
2043 1942 81 153 0, "217 9 
2044 
2045 
2046 

2027 
2127 
2232 

84 
86 
89 

'159 
' 165 
\ 171 

0:.; 
0.. 
0 

217 
217 
217 

. -18 
-36 
-55 

2047 2340 92 178 0 217 -79 
2048 2448 94 184 0 217 -109 
2049 2557 97 191 0 217 -147 
2050 2666 100 198 0 217. -192 



• 	 Same as option A, plus: 
i 

• 	 Add prescription drug funding (ramping up to $15 billion a ye~r·over 15 years and growing at 
the rate of GDP plus 1 p~rcent thereafter). I 

j• 	 Add widows' benefits (phased in over 10 years). 
! 

• 	 Add repeal of earnings test. I 

I Percent of 
• trust fund in 
stocks: 

0 15 31 35 

• Trust fund 
exhausted in: 2045 2049.. 2055 

I 
i 

! 2057. 
Change in 
actuarial 
balance: 

0.73 1.12 1.50 1.60 

Average 
percent of 
stock market 
in trust fund 
2001-2040:. 

0 2.6 5.6 6.3.· 

Peak percent 
of stock 
market in 
trust fund: 

0 3.7 7.7 
, 

8.7 

I 

4 




.f 
Plan B: Extr~ Spending ($100b prescrip drugs, widows' benefits, eaming~ test)1 . 

Transfer interest ali difference between 2014 debt and 1999 debt ..... 
. . 

. 1 •year 	 baseline discret USAs IMedicare Soc Sec remalrlng ... 
on-bud surp transfers transfers on-bud surp 

SSA bond PDV2000-75:' 411 1294 
2000~04: 187 164 29 a a 
2000-09: 1008 399 229 190 a 
2000-14: 2681 .641 469 ..813 a 

2000 1 0 0 a a 
2001 13 31 a a a 
2002 57 47 a 0, a 
2003·. 47 43 2 a 0 
2004 69 42 27 a a 
2005 82 46 34 0 a 
2006 134 51 41 17 a 
·2007 168 50 41 36 a 
'2008 200 45 42 57 0 
2009 237 43 42 79 0 
2010 268 45 44 94 0 
2011 305 47 46 112 0 
2012 337 48 48 '127 a 
2013 367 . ·50 50 139 0 
2014 396 52 52 151 . a 
2015 424 54 54 . :0 .·261 
2016 455 56 56 0'·.. · · 20t 
2017 488 58 . 58. a 201 
2018 521 60 60 0 201 . 
2019 553 62 63 .0 201 

·2020 585 64 65 '0 201 
2021 . 618 67 67 0 201 
2022 653 69 70 a 201 
2023 686 72 73 a 201 
2024 719 74. 75 0 201 
2025 752 77 78 O· 201 
2026 789 80 81 O· · 201 
2027 827 83 84 0 201 
2028 866 86 87 O. 201 
2029 906 89 90 0 201 
2030 947 92 94 0 .201 
2031 ·997 ·96 97 a 201 
2032 1051 100 101 0 201 
2033 1107 103 105 0 201 
2034 ' 1176 107 . 109 a · 201 
2035 1247 111 . 113 a 201 
2036 1321 115 118 a 201 
2037 1400 120 122 a 201-· 
2038 1483 124 127 a .. 201 

. 2039 1567 129 132 0 201 
2040 1653 134 137. a 201 
2041 1746 139 142 .0 201 
2042 1843 145 148 a '. 201 
2043 1942 150 153 a 201 
2044 2027 156· 159 0 · 201 
2045 2127 161 165 a 201 
2046 2232 168 171 a · 201 
2047 2340 174 178 0 201 
2048 . 2448 181 184 a 201 
2049 2557 188 191 a .201 
2050 2666 195 198 O· 201 

I... 

-22 


247 

. 1164­

1 

-20 


7 f"_ • 

...
-3 

-9 


-10 

25 

53 

84 


117 

.138 . 

165 .. 


..187 
. .205 

222 
31 . 
37· 

43 

48 . 

50 I 


51 

51 

50 

47 

40 

32 


··24' 

16 


. ,6· 

-7 


'·-21 

-30 

-38 . 

-47 . 

-48 

-49 . 

-53 

-56 

-60 

-67. 

-77 

-86 

-97 


-113 
-148 . 

-175 

-205' 

-239 


. -280 

-330 

-381.' 




• Same as option B, only: 

• Begin transfers in 2010 . 

; 

Percent of 
trust fund in j 0 15 16 26 35 
stocks: 
Trust fund 
exhausted in: 2049 2054 2055 2060 2066 
Change in 
actuarial 0.93 1.34 .1.36 1.62 1.83 
balance: 
Average 
percent of 
stock market 0 3.2 3.4 5.6 7.6 
in trust fund 
2001-2040: 
Peak percent 
of stock 
market in 0 4.5 4.8 7.8 10.5 

• trust fund: 

6 




C. 

Plan': Extra Spending , 


Begin Social Security transfers on same basis in 2010 J
year baseline discret USAs Medicare Soc Sec remalfjllng 

on-bud surp , transfers transfers on-bud surp 

,SSA bond PDV2000-75: 241 1613 ' 
.2000-04: 187, 164 29 0 0 -22 
2000-09: 1008 ' 399 229 280 0 247 
2000-14: 2681 641 469 421 678 397 


2000 1 0 0 .0 b 1 
2001 13 31 ,,0 0 0 -20 
2002 57 47 ,0 0 0 7 

'2003 47 ',43 2 0 0 -3 
2004 ' 69 42 27 " 0 '0 ':'9 
2005 82 46 34 ,0 0 -10 
2006 134 51 41 25 0 25 
2007 168 50 41 53 0 53 
2008' 200 ' 45" 42 84 0 84 
4009 237 43 42 . 117 0 117 
2010 268 45 44 40 96 40 
2011 305 47 46 42 114 42 
2012 . 337 48 48 ,36 134 36 

2013 . 367 50 : 50 24 156 24 


,8 
2015 424 ' 54 54 0 201 
2014 396 52 52 0 178 

-12 
2016 ' 455 56, ' .56 . 0' 201· -8 ' 
2017 488 58 58 0 201 -4 
2018 521 60 60 ,0 201 -2 
2019 553 62 '63 '0 201 -3 
2020 585 . 64 '65' " 0 201 -5 
2021 618 67 '67 0 201 -9 
2022 653 ' 69 7Q 0 201 i -13 
2023, 686 72 73 0 201 -19 
2024 719 74 75 0 201 -29 
2025 752 77: 78 0 201 -42 
2026 789 80 " 81 0 201 ' -54 " 
2027 827" " 83 84 0 201 -66 
2028." ,866 86 . 87 9 201 -81 

.. ' -982029 906 . 89, 90 O. 201 
2030 ". ,947 92 94 0 201 -118 
2031 997 96 . 97 0 201 -132 
2032 1051 100 ,101 0 201 -146 
2033 1107 103 ,,' . 1'05 0 201 -161 
2034 1176 107 109 0 201 -168 
2035 1247 ' 111 ,113 0 201 -176 
2036 1321 115 118 0 ~Ol -188 

; 
' , 2012037 1400 120 ' 122 0 -198' 

2038 1483 124' 127 . ,0 ' 201', ,-210 
2039 ' 1567 129 132 0 201' -225 
2040 : 1653 134 .', 13,7 0 201 -244 

,2041 1746 139 142 r 0 " 201 -262 
2042 .1843 145 ' 148 0 201 -283 
2043 ,1942 150 153 0 20l, ,-309 
2044- 2027 1'56 1.59 0 201 -356 
2045 2127 ,161 165 0 201 -394. 
2046 2232: 168 171 0 201 ' i: -436 
2047 2340 174, 178 0 201 ":483 
2048 2448 181 ' 184 0 201 -538 
2049 . " '2557 188 ' 191 0 201 ' -602 
2050 2666 195 ' 198 0 201 -674 

, , . 

.I 



I 

• Same as option C, only: 

• Scale ba~k USAs to 75 percent of planned stream; 

Percentof 
trust fund in 

: 

stocks: 

I0 
i 

.. 

Trust fund 
: exhausted in: 

Change in 
actuarial 
balance: 
Average 

. percent of 
stock market 
in trust fund 
2001:-2040: 

0 

Peak percent 
of stock 
market in 
trust fund: 

0 

8 






• 	 Same as option D, plus: . 

• 	 . Transfer any available On-bUdget·surpluses to Social Security lin years 2006 - 2010 and scale 
back transfers to Social Security in late 2020s or early 2030s t6 avoid generating on-budget 
deficits. 

Percent of 
trust fund in . 
stocks: 
Trust fund 
exhausted in: 

. ·Change in 
actuarial 
balance:. 
Average 
percent of 
stock market 
in trust fund 
2001-2040: 
Peak percent 
of stock 
market in 
trust fund: 

0 

.. 

0 ; 

0 

, 

.. 

9 




Jack Lew 
Sylvia Mathews· 

Dan Mendelson 

Medicare Solvency and Double Counting 

June 25, 1999 

To: 

From: 

Re: 
I 

i 
Due to concerns about perceived double-counting in the Medicare plan, you are interested in 
transferring the Part A savings in the Medicare plan that offset drug 90sts out of the Part A trust 

fu~. I 

Under current convention,the Part A savings would both offset part bfthe drug costs and extend the 
life ofthe HI Trust Fund. This is consistent with all previous Medic1re scoring, in that Part A 
offsets for other purposes (e.g., funding discretionary activities in th6 Budget, producing savings for 
the BBA) also help the Trust Fund. The assets of the trust fund (Tre1sury bonds) increase, and the 
government uses the money from those bonds for other purposes. T~is is the way the Congress, 
with the blessing of the Finance Committee, scored the BBA. i 

I 

While all parties understand the sensitivity of this issue, OMB staff Jnd HHS do not see a 
I . 

do~ble-countin~ problem in the Medicare pl~ for t:vo reasons: (1) ~~e surplus and the Part A 
savmgs are achIeved through two separate actIons (l.e., the surplus bemg transferred does not 
include the Medicare HI savings); and (2) under current scoring and trust account rules, savings 
from Part A are counted as scorable savings and have the effect of e~tending the life of the trust 
fund. In addition the Secretary and the Medicare actuary are adamaritly opposed to any action that 
would transfer funds out of the Part A trust fund because they see it Js a long-term threat to 
solvency. i 

I 

Option 1. Modify Current Medicare scoring practice to exclude Part A savings used to offset 
drug costs from calculation of Trust Fund solvency for this plan.

I 

This option would modify current practice by directing the Trustees hot to count Part A savings 
I 

used to offset drug costs when estimating solvency. While the Part A Trust Fund would still hold 
the assets generated by the savings policies, we would characterize t&e solvency estimate 

I 
accompanying the plan as a very conservative estimate that does not ,include these assets. 

I 
Display: 

This approach would look something like this: 


Sources 2000-2009 
HI savings -60 
Total surplus transfer -518 
Total Sources -578 

Uses 



Drug Costs offset by HI savings 
Net Drug Costs 
Total Uses 

Net of sources and uses 

Amount used to calculate Trust Fund 
solvency 
From Part A savings 
Surplus transfer net of drug costs 
Total impact on Trust Fund 

\ 

+60 
+50 

+110 

-468 

o 
-468 
-468 

I 
Pro: We would characterize this as a one-time change in standard pr~ctice, done to remove any 
possible charge of double-counting. This would allow us to go back to the normal scoring system 
for future bills that require Part A offsets for non-Part A spending. ! 

Con: The savings would still be in the Part A Trust Fund, and so thd insolvency date estimates 
-- I 
would not reflect the full assets in the Fund. We may be criticized for manipulating the conventions 
used to calculate solvency, although the change works to our disadv~ntage. Finally, this action will 
make it more difficult to use program integrity and other savings fo~ solvency in the future. 

In"the extreme case, we might be asked whether such funds could bJ used for Medicare 
I 

expenditures. An affirmative answer might enable a questioner to charge that we were being 
I 

inconsistent, since the funds reside in the trust fund but cannot be used for solvency. We would need 
to reply that we were trying to be conservative and responsive to thdir concerns about double 

• I 

countmg. 

2. Transfer Part A savings out of the Trust Fund 

. I 
This approach differs from the above case by shifting the $60 billion in Part A savings over 

. I 

2000-2009 out of the HI Trust Fund, so they would not affect TrustlFund solvency (they would 
offset the drug costs). HI solvency would be extended in this case ~nly by the amount ofthe surplus 
transfer to the Trust Fund. 

Sources . 

HI savings (transferred out of Trust Fund) 

Total surplus transfer 

Total Sources 


Uses 

Drug Costs offset by HI savings 

Net Drug Costs 

Total Uses 


Net of sources and uses 

2000-2009 

-60 


-518 

-578 


+60 

+50 


+110 


-468 




Amount realized in the Trust Fund for 
solvency 
From Part A savings o 
Surplus transfer net of drug costs -468 
Total impact on Trust Fund A68 

Pro: Eliminates double-counting·concern. 

Can: Without the justification that a hospital cut helps the Trust FuJd, in the future w~ will not be 
able to use Part A savings for anything other than Part A. For example, that we will not be able to 
use Part A offsets to pay for the buy-in or preventive benefits (becaJse part of the buy-in costs and 

, r 

all of the preventive benefits costs are Part B costs). This means that in the context ofthe BBA, we 
would not have been able to justify the large Medicare cuts, at least in part, on basis of paying for 
the CHIP program. I 

. ) I 

We can also expect harsh criticism from Senate Finance Committee,l house Democrats (including 
the health leadership), MedPAC, and traditional health validators fat moving assets out of the Trust 
Fund, which is expected to become insolvent in the near future. I 

Finally, transferring money out of the Trust Fund requires that we either estimate the annual dollar 
• r 

amount of savings to transfer out of the Trust Fund or that we estimate a percentage of drug . 
spending to be paid out of the Trust Fund. If our drug cost estimate~ prove to be low, a flat dollar 
amount transferred from the Trust Fund may be insufficient to pay for the drug benefit. 

Recommendation: Option 1, on the assumption that allegations of double counting wpuld be 
more damaging than allegations that we manipulated solvency c~lculations. I believe that 
option 2 would impose real damage on the ability of the President to press his agenda in the 
future, in addition to strong criticism from the Congress. I 

Health Financing staff contributed to this memo. 
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Greenspan is testifying on Medicare and Social Security transfers. His hrepared remarks are below. 
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proposals. 
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Testimony of Chairman Alan Greenspan 
General revenue transfers for social security and Medicare 
Before the Special Committee on Aging, U.S. Senate 
March 27, 2000 

Mr. Chairman and other members of the committee, I am pleased to befhere today as you begin yo~r
discussion of using general revenue transfers to shore up social security and Medicare. A thorough 
consideration of the options available for placing these programs on a firmer fiscal footing is essential 
given the pressures that loom in the not-too-distant future. I commend the committee for your efforts to 
advance this important discussion. . .1' 

\ . 

As you are well aware, the dramatic increase.in the number of retirees Jrelative to workers that is set to 
I 

begin in about ten years makes our pay-as-you-go social security and Medicare programs, as currently 
constituted, unsustainable in the long run. Eventually, social security aQd Medicare will have to undergo 
reform. The goal of this reform must be to increase the real resources available to meet the needs and 
expect~tions of retirees, without blunting the growth in living standardsiamong our working population 
and, presumably, without necessitating sizable reductions in other government spending programs. 

. . .1 . 

. J 

http:increase.in


I 
.- . I 

I 
·1, 

- I 
The only measures that can accomplish this goal are those aimed at increasing the total amount of goods 
and services produced by our economy. As I have argued many times b~fore, any sustainable retirement 
system--private' or public--requires that sufficient resources be set aside bver a lifetime of work to fund an 

. adequate level of retirement consumption. At the most rudimentary level,: one could envision households 
saving by actually storing goods purchased during their working years for consumption during retirement. 
Even better, the resources that would have otherwise gone into the stordd goods could be divertedto the 
production of new capital assets, which would cumulatively produce an ~ven greater quantity of goods 
and services to be consumed inr~~irem~nt.. ... I 

From this perspective, it becomes clear that increasing our national savir;lg is essential to any successful 
reform of social security or Medicare. The impressive improvement in the bUQget picture since the early 
1990s has helped greatly in this regard. And it appears that both the Administration and the Congress 
have wisely chosen to wall off the bulk of the unified budget surpluses p~ojected for the next several years 
and allow it to build. This course would boost saving, raise the productive capital stock, and thus belp 
provide the wherewithal to meet our future obligations. . . i . 

The idea that we should ~top borrowing from the social security trust fun6 to finance other outlays has 
gained surprising--and welcome--traction. It has established, in effect, a hew budgetary framework that is 
centered on the on-budget surplus and the way it should be used. The f9cUS on the on-budget surplus 
measure is useful because it offers a clear objective that should help to strengthen budgetary discipline. 
Moreover, it moves the budget process closer to accrual accounting, thd private-sector norm. and--I 
believe--a sensible direction for federal budget accounting. ·1 

Under accrual acco~nting, benefits would be counted when they are ea~ned by workers rather than when 
they are paid out. Under full accrual accounting, the social security prog~am would have shown a 
substantial deficit last year. So would have the total federal budget. To the extent that such accruals are 
not formally accounted for in the unified budget--as they generally are not--we create contingent liabilities 
that, under most reasonable sets of assumptions, currently amount to rriany trillions of dollars for social 
security benefits alone. The contingent liabilities implicit in the Medicarelprogram are much more difficult 
to Calculate--but they are likely also in the trillions of dollars. For the federal government as a whole, an 
accrual-based budget measure would record noticeable unified budget deficits over.'the next few years 
and increasing, rather than decreasing, implicit national indebtedness. I 

i 

The expected slowdown in the growth of the labor force, the direct resul,t of the decrease in the birth rate 
following the baby boom, means that finanCing our debt--whether explicit debt or the implicit debt 
represented by social security and Medicare's contingent liabilities--will become increasingly difficult. I 
should add, parenthetically, that the problem we face is much smaller tHan that confronting the more 
rapidly aging populations of Europe and Japan. Nonetheless, pressure~ will mount. and I believe that the 
growth potential of our economy is best served by maintaining the unifi~d budget surpluses pnasently in . 
train and thereby reducing Treasury debt held by the public. The resultiMg boost to the pool of domestic 
saving will help sustain the current boom in productivity-generating inv~lstment in the private sector. 
Indeed, if productivity growth continues at its recent pace, our entitlement programs will be in much better 

. I 

shape. Saving the surpluses--if politically feasible--is, in my judgment, the most . 
important fiscal measure we can take at this time to foster continued ilprovements in productivity. 

The vehicle through which we save our surpluses is less important thaI) the fact that we save them. One 
method that has been proposed, and that is the focus of today's hearing, is to transfer general revenues 
from the on-budget accounts to the social security trust fund. These tra,nsfers in themselves do nothing to 
the unified budget surplus. The on-budget surplus is reduced, but the oTt-budget surplus increases 
commensurately. The transfers have no effect on the debt held by the public and, hence, no direct effect 
on national saving. But transferring monies from the on-budget to the o~-budget social security accounts 
could make it politically more likely that the large projected unified surp!useswill, in fact, materialize. 
Given that our record of sustaining surplus.es for extended periods oftirne is not good, any device that 

http:surplus.es


might accomplish this goa) is worth examining. .. '.', I ' ' '. ' 

, Using general revenues to fund social security is an idea that has been considered previously but 
rejected. Indeed, the commission that I chaired in 1983 was strongly oppbsed, for a variety of reasons, to 
the notion of using general revehuesto shore up social security. One argument was that using general 
revenues would blur tl:1e distinction between the social security system, which was viewed as a sO,cial 
·insurance program, and other government spending programs. ' I:, ' . 

, 	 ' i , 

, Both social security and, for that matter, Medicare part A are loosely moqeled on private insurance 
systems, with benefits financed out of worker contributions. Like private irsurance systems, they are 
intended to be in long-term balance. But the standard adopted for social security and Medicare part 

, A--that taxes and other income are to be sufficient to pay benefits for 75 years--falls short of the 
in-perpetuity full funding standard of private pension plans, and, in many:years, social security and 
Medicare have not met even thisless stringent standard. . I' ' , 
Furthermore, the requirement that social security and Medicare be in long-term balance does not mean 
that each generation gets in benefits only what it contributed in taxes plus earnings. Indeed, most social 
security beneficiaries to date have received far higher rates of return on ~heir contributions than that 
available, for example, on U.S. Treasury securities. But the reduction in tre birth rate following the baby 
boom and the continued increase in life expectancy beyond age sixty-five mean that the social security 
system will no longer provideworkers with such high returns: I . . 
Although the analogy between social security and private insurance has never been that tight, the 
perception of social security as insurance hi3s been widespread and quit~ powerful. Many supporters of 
social security feared that breaking the link between payroll taxes and bdnefits by moving to greater 
reliance on general revenue financingwould transform social security intb a welfare program .. 

, But now, when payroll taxes are no longer projected to be sufficient to pay even currently legislated 
benefits, moving toward a system of general revenue finance raises the d:oncern that the fiscal discipline 
of the current social security system could be reduced. Once the link betyJeen payroll taxes and social 
security benefits is broken, the pressure to reform the social security system may ease, particularly in this 
environment of budget surpluses. For example, Medicaid and Medicare part B--both of which will·face 
increasing demands as the population ages--are already financed with g~neral revenues, and, 

'consequently, there has been much less pressure to date to reform thes~ programs.

I· . 
, The availability of general revenue finance when the baby boom generation begins to enter retirement and 

press on our overall fiscal resources could make it more difficult to argue for program cuts, regardless of 
. their broader merits. As I have testified on many previous occasions, there are a number of social security 
. benefit reforms--such as extending the age of full retirement benefit entitl,ement and indexing it to 
longevity ,altering the benefit calculation bend points, and adjusting annu'al cost-of-living escalation to a 
more accurate measure--that should be given careful consideration. Thelpotential for enhancing efficiency 
by restructuring the Medicare program is probably even greater than in social security. Relaxing fiscal . 
discipline in the Medicare program by expanding the uSe of general revehues before the underlying 

, program has been tighteried could take the steam Qutof efforts to improv11e the way health serv.ices are 
delivered. ' . 

, 	 ' , " 

. ' 
.¥ 	 •• 

That said, I think it is important to note that most government programs are funded through general 
reve'nues, so allowing general revenues to finance some of social security or Medicare part A is clearly an 
idea that would not necessarily eliminate all fiscal responsibility. It might ~e feasible, for example, to . 
legislate temporary general revenue transfers that would end long before the baby boom generation starts 

I 

to retire, without opening the possibility of completely eliminating the need for program cuts in social 

security or changes to Medicare. I" 


It is, of course, difficult to predict the political and economic environment that will be facing policymakers 

, '" ' 	 ' I ' 
! 



fifteen or twe~ty years in the future.· Legislation passed today that affectsl the distribution of resources· 
between future workers and retirees could easily be changed later. That is why the most important 
decision facing policymakers today is not about the distribution of future resources but about the level of 
future resources available for future workers and retirees. The most effeqtive means of raising the level of 
future resources, in my judgment, is to allow the budget surpluses projected in the coming years to be 
used to pay down the nation's debt. The Congress and the Administratior will have to decide whether 
transferring general revenues to the entitlement programs is the best way to preserve the surpluses, or 

. whether better mechanisms exist. . . I . " . 
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Attached is Greenspan's testimony that he gave this afternooQ. (2 pm)lon general revenue transfers 'for 
Social Security and Medicare. Hi~ remarks were generally critical of ithe President's approach. 

Main Criticisms of the President's Approach 	 I ' , 

, • 	 "Using general revenues to fund social security is an idea that hasjbeen considered previously and 


rejected.'" , ' I " ',,' 

• 	 He argues that these transfers would turn Social Security and Meqicare part A from less of a self-

funding system, to more of a welfare system. I 
I 

• 	 "Once the link between payroll taxes and social security benefits is broken, the pressure to reform 
the social security stem may ease, particularly in this environment of budget surpluses." He goes 
on to say that there is less pressure to reform Medicaid and Medidare Part B because these are 

funded by general revenue... . . I.. ." 
• 	 "Relaxing fiscal discipline in the Medicare program by expanding the use of general revenues 


before the underlying program has been tightened could take the ~team out of efforts to improve 

the way health services are delivered." 


Positive Points about the Presidnet / Qualifications of Criticisms 
• • • > • 

• 	 Debt reduction good for future economy and su,staimlbiHty.' ije is very positive ahout the focus 
on the on-budget surplus and using the Social Security surplus fot: debt reduction. He says this will 
.increase savings, investment, and the future size of the economy, ¢asing the burden on future 
generations. Note he makes this bipartisan praise a/the Presiden't and Congress.

" I " , 
• 	 Transfers may protect surphises. He acknowledges "But transferring monies ftom,the on-budget' 

to the off-budget social security accounts could make it politically more likely that the large 
projected unified surpluses will, in fact, materialize. Given that opr record of sustaining surpluses 
for extended periods of time is not good, any device that might accomplish this goal is worth 

, examining." 

• 	 Temporary transfers may be reasonable. He also acknowledges "That said, I think it is ' , ',' 
important to note that most government programs are funded thro~gh general revenues, so allowing 
general revenues to finance some of social security or Medicare plart A is clearly an idea that would 
not necessarily eliminate all fiscal responsibility. It might be feadible, for example, to legislate ' 
temporary general revenue transfers that would end long before the babybootn generation starts to 

" " 	 I 

retire, without opening the possibility of completely eliminating the need for program cuts in social 
,security or changes to Medicare." , ',I ' 

In Addition to Debt Reduction, Greenspan Recommends Benefit ,Cuts / Reforms 
! 
I 

, , • 	 "There are a number of social security benefit reforms such as extending the age of full 
retirement benefit entitlement and indexing if to longevity, alteririg the benefit calculation bend 
points, and adjusting annual cost-of-living escalation to a more adcuratemeasure - that-should be 
given careful consideration. The poten~ial for enhancing efficiendy by restructuring the Medicare 
program is probably even greater than in social security." i 	 ' 
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Selected GOP Quotes from Budget Committee Markup of the FY99 Budget 
Resolution, I 

March 17,1998 i 
I 

Sen. Domenici= 

jjFor every dollar you divert to some other program you are hastening the day when 


Medicare falls into bankruptcy, and you are making it mor~ and more difficult to solve 

the Medicare problem in a permanent manner into the next millennium." 


. . I 
(Transcript of Proceedings, page 43) 

Sen. Gramm: I 
I 
I 

" Medicare is in crisis. We want to save Me9icp,re first." 
I, 

(Transcript of Proceedings, page 128) 
i 



.,IJ. 

Medicare I 
President Clinton has proposed to dedicate 15 percent 9f the projected budget 
surpluses to secure the solvency of the Medicare Trust fund until the year 2020. 
76120% support/oppose this proposal. 

76% support (38% strongly + 38% somewhat) 
20% oppose (15% strongly + 5% somewhat) 

Tax Cuts vs. Medicare 
16% would prefer using this part of the surplus for tax 70% to. extend Medicare] 

.~. 



MEMORANDUM 	 May 14, 1998 

From: 	 Richard S. Foster 
Solomon M. Mussey 
Elliott A. Weinstein 
Office of the Actuary I 
Health Care Financing Admin. I 


I 
Subject: 	Actuarial Evaluation of Illustrative Approaches for Iri:lproving HI Solvency Through 

Expenditure Reductions or Payroll Tax Increases-Update. Based on 1998' Trustees 
. 	 I 

,Report 	 ,': 

The long-range solvency of the Medicare Hospital Insurance (Hd program remains the subject of 
considerable discussion. Most of the discussion has focused on the reductions in HI expenditures 
that would be required to meet certain financing or budgetary go*ls. This memorandum provides 
an analysis of the effects on the, HI trust fund of various illustrative approaches for reducing future 
HI expenditures or raising payroll tax rates. ' . I '. . '. 

The analysis presented here should not be interpreted as advdcating. a particular approach to 
addressing the projected financial imbalance for the HI trust fundl nor should a negative inference 
be made from the absence of other analyses. Our purpose is i6 help provide a framework for . 

, analysis by the program's policymakers. Also,. in the case of thb illustrative proposals to reduce 
.' expenditure's, this memorandUm provides no infonnation as to; how sU(~h reductions might be'. , 
. accomplished. In other words, these estimates illustrate the finanCial impact of varioustheotetical . 

. , .•. • . , ... ."., . I 

changes in expenditure levels or growth rates~evelopment oflegislativeprovisions that would 
result in such changes is rather more challenging ..' 

.' . . '. 
!'.", 
I 

' . ,.' . 
I 

, The illustrations' presented in this memorandum are based on the intermediate' financial projections . 
. from the 1998 HITrustees Report. Under different economic and!demographic copditions, such as 
the Trust~s' "low cost" or "high cost" assumptions, the steps required to reachfmancial balance can . 
differ significantly frQmthose~ased on theintermooiate assump~ions. Equivalently, a legislative • 
packagedesigtied to . restore balance .under theilitermediat~ assumptions could ultinlately result in, 
too'muchar too little savings, depending .on actual futureecono$ic and other conditions. .'. 

, , 	 I . . 
I 

. I.. BackgrounQ 

Under 'S.ection l817 (b)' of the Social Security Act, the Board of Trustees for. the HI. prograin . is 
required to report to Congress annually on the financial status of tpe HI trust ,fund. In keeping with 
the program's long-term financial obligations, the law requires b9th a short-range and a long-range 
evaluation,ofthe trust fund's actuarial status, The latest Trustees Report was issued to Congress on 

, 	 . .... I . ",' . 

April 28, 1998 •. ' 	 . ' , i' . . 

.i:I . 
I 



i 
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. The Balanced Budget Act of 1997 was designed in part to postpond the imminent exhaustion of the 
HI trust fund, which was expected to occur in 200 I in the absence df corrective legislation~ The Act 
included numerous provisions to (i) implement new prospectiv6 payment systems for most HI 
services not already reimbursed on a prospective basis, (ii) red~ce payment updates for all HI 
providers, and (iii) shift payment for the majority of home health cafe services from the HI trust fund 
to the SMI trust fund. Under the BBA, and based on the intern1ediate assumptions in the 1998 
Trustees Report, the HI trust fund is estimated to be depleted in 2008. Although not designed to 

. I . 
address the program's long-range financial imbalance, the Balanced Budget Act also had the 

. I 

important effect of reducing the 75-yearactuarial deficit by abou't one-half, from 4.32 percent of 
taxable payroll to 2.10 percent in the 1998 Trustees Report. 

The 1998 Trustees Report projections still show that the program faces a serious imbalance between 
projected income and expenditures in the long range, in part due to the demographic changes that 
will occur with the retirement of the post-World War II "baby bOo¢" generation. To bring HI into 
actuarial balance for the next 25 years under the intermediate +ssumptions would require that 
expenditures be reduced by 18 percent or revenues increased by 22 percentor some combination 
thereof. Alternative combinations of such measures are shown in the table below. Over the full 75 
years of the Trustees' projection, s~bstantially greater change~ wquld be required. . 

Alternative combinations of revenue incriases or . 
expenditure reductions for actuarial balande during 

• • • j

1998-2022 (1998 intermediate assumptions) 

Revenue Increase . Expenditur~ Reduction 

0% 18%' 
I . 

5%' 14* 
10% , 10% 
15% ( 6% 
20% 2% 
22% 0% 

.. ...' . ...1 J. . .. .. 

The analysis shown in the annual Trustees Report issignificantl~ difi'erent in scope and purpose 

. '. from. the financial projections for <the HI trust 'fund shoktinl the President's. Bu~get or Hthe . .' .' II . . '. 
projections ofthe Congressional Budget Office (CBO). Budget estimates are gene~llyprepated for 
at most the next 10 years and are based on somewhat different! assumptions concerning future 

. ec~nomic growth, inflation. rates, medical care. utilizationj etc; IForpurposes of evaluating the 
.. financial status of the Social Security and Medicare. progrbs; ~on:gress normaUy relies on the . 

Trustees' projections. Specific proposals to address thecurrdnt fin~cial imbalance would nonnally . . .... I· . . . .' 
be evaluated using the Trustees' assumptions. Their effe)ts wo'uld also be "scored" for hudget 
purposes using Administration and/orCBObudget assumptions. I· . 
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HI expenditures for benefits and administrative expenses are projebted to increase in the future for· 
several reasons. One factor is growth in the number of eligible bbneficiaries. Chart 1 shows the 
projected annual rate of increase in the number ofbeneficiari6s ov~r the next 75 years. Enrollment 
is estimated to grow around 2 
percent or less annually until 
2010, around 2-3 percent 
between 20 I 0 and 2030, when 

the baby boom generation 
retires, and well under 1 percent 
afterwards. While. the baby 
boom represents a serious long­
term issue for HI solvency, they 
are not the cause of the short­
range financial problem.. In 
particular, the trust fund is 
projected to be depleted in 2008 
under the intermediate assump­
tions-justas the first baby 

· boomers near age 65. 

· Chart 2 shows projected 
enrollnient . growth, general 
inflation (as measured by' the 
Consumer Price, Index), and· 
other cost. factors which 
contribute. to HI expenditure 
. growth. Each bar representS the 
average annual growth rate over 

. the .5·year period· begirinfug 
with the year shpwn. . During 
2005-2009, . for example, HI' 
expe.nditures ~e expected. to 
increase by about 6.9 percent' 

. annually_:, Beneficiary ·growtll 

. accounts for 1.9 percent of the. 


total and general inflation 
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,.. . .. 
represents another 3.5 percent. . The residual, 1.4 percent; is attributable to all otlrerfactors, includfug 
'assumed addition~l 'iriflation in the health care sector, increasing utilization and intensity' of medical 
· services, and so forth. I. . .'.• ,I '..,. . 

I 

, 'A portion of th~ increasing utilizatioll ofservices is attributable to prbjected in~reases in the,ave'rage age ~f , 
beneficiaries. The average residual growth rate shown for 2000-2004 (0.3 perceht) reflects the average of ~ubstalltially' 
slower rates in 2000-2002, attributable to the 'B~lanced Budget Act provisionsJ and reaccelerating growth thereafter. . ' . I . .,. 

I 
; 
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As noted above, future growth in the number of beneficiaries will vary considerably. General 
inflati.on is assumed t.o be fairly stable in the range of ab.out3.5 percent annually thr.ough.out the 
pr.ojecti.on period. The residual fact.ors vary s.omewhat over time (sde secti.on Il.F .of the HI Trustees 
Rep.ort for the specific .assumptions). Table 1, attached, lists the Icomp.onents of HI expenditure 
~~~., 	 I.'. 

During calendar years 1999 through 2007, the HI program is proj icted to spend a total of $1 ,583 
billion under the intennediate assumptions. If growth in program sp~nding were liniited t.o increases 
attributable t.o populati.on gr.owth alone, then the resulting reductidn in HI expenditures c.ompared 
to present law would be about $207 billi.on for those years. If spend1ing growth were constrained to 
p.opulation growth plus an all.owance f.or general inflati.on, the~ the (eduction in HI expenditures. for 
1999-2007 would be about $50 billion. 

I 
I 

II. Measures used t.o evaluate fmancial effect of pr.oposals i 

In the budget context, m.ost attenti.on is f.ocused on the d.ollar amoun~ ofexpenditure reducti.ons over 
a given period .oftime. To evaluate trust fund s.olvency, however, several key fact.ors are considered. 
For each of the illustrative pr.op.osals t.o reduce HI expenditures br increase taxes, we show the 
following results: . . .' . 'j . . 

. . '. ' 	 . ! . . 

A. 	The "actuarial balance" for the next 25, 50, and 75 years. ! This amount is expressed as a 
percentage . .of the· total wages, salaries, and self-emploYn1ent earnings subject. t.o the HI 
payr.oll tax. It represents the net difference between future IiI income and expenditW:es .over 
the peri.od in questi.on .. Positive figures are surpluses and nhgative figures are deficits. 

. ..' . . . '.' .. ' '. . I .' .' .' ".. 
R The d.ollar reducti.on· in' HI expenditures.or increase in tax revenues f.or various years. 

. (Estimates are Sh.own only for thenextl 0 years since such a..m.ounts are difficultt.o interpret' 
f.or long periods .oftime,due to the changing value of the dbllar.) .' '.''. . " , 	 '. I. 

. '. .' ' 	 . 

C.. The "trust fund rati.o;" which is the rati.o .ofHl trust fund asSets at the beginning.of.the y~ar 
.tom expenditures f.or that year. The Board .of Trustees has ~ecommendedthat HI assets be ' 

.. maintainedat the level .of .one year's expenditures, t.o se&e as an adequate contingency 
reserve agaihst t~mporary ec.ort.oniic d.ownturns ·.or .other adverse. circumstances. . 

D.. Theyear the trustfund is depleted.·· ··i· .. . .. 
E. 	 The results .of the Trustees' tests fOf short-range financial :adequacy and long-range close .. 

.actuari~l balance.2 
" ,'. . .... '. . .' .\,'. .... .,..... .. 

. 	 " . .. .'. . . . '. !..' -. . . 
2These testS are complex. See the Glossary in the 1998 HI Trustees Report for complete definitions .. 

. . " .. " " .......• ',' .. ' .... ,.. . :1.".·'·· ..' ',. 
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It is important to note the extreme sensitivity of measures based ori trust fund assets (i.e., the trust 
fund ratio and the year of trust fund depletion described in C and dabove). As can be seen in the 
attached tables, seemingly minor differences in expenditure growth ~ates can result in major changes 
in the projected level of assets. For this reason, evaluation of the tdng-range financial status of the 
HI program (and Social Security) has generally focused more on the actuarial balance, which is a 
more stable measure of the program's financial status. Conversely, ~hort-range analysis is generally 
based on the trust fund ratio. 

III. Reducing future expenditures by an overall percentage (Table f) 
I 
I 
I 

Four general approaches to reducing HI expenditures are illustrated ~n this memorandum. The first 
would reduce ouHays by the same overall percentage in all years, dompared to current law projec­
tions. For example, under present law HI expenditures are projectdd to increase from $139 billion 
in calendar year 1997 to $221 in' I 
2007 (see chart 3). If policy-
makers wished to address the 
actuarial deficit in the first 25 

years by uniformly reducing HI 
expenditures in all years, then 
as noted previously 
expenditures would have to be. 
reduced by about 18 percent in 
each year .. Such a'reduction is 
illustrated in chart 3! (Mathe­
matically. this . approach is 
equivalent to reducing outlays 
in the first year by the desired 
percentage and· then allowing 
subsequent ~xpenditures· to 

. I 

Chart 3 
Aggregate HI Expen,ditures ($Billions) 

Present law v. 18% Reduction 
250 . I 

200 . 

150 L. .-:..-_.:.-;..-,-----~. 

100 

1997 2005 2000 2007 

increase at the. same rates' as . I . 

. projected under currei-tt law.) . I 

I 
. . . ..' . I . . . . 

Table 2 snows the effects on the financial status of the ill trust fund of alternative proposals to 
. . . . . . . 1·' .. 

reduce outlays in all future years by 1 O~ 20. 30, or 40 percent relat~ve to the levels projected under 
present law .. These results indicate that a to-percent reduction wmiiddelay trust fund d~pletion by 
9 yearS; a 20~percent reduction by 20 years. A 20-percent reductio~ would also result in an actuarial 

.' balance of 0:03 percent for 199~":2022 (i.e!. almost exact balan'ce between future income ahd 
• •.••. J .' • 

expenditures ·for the period). but an overall reduction of close to 40 percent would be required to 
achieve a zero balance over the ·fu1l75-year projeCtion period. 

As noted previously, these examples are intended to illustrate the n,ature of the financial imbalance 
facing, the HI program and the impact of theoretical general appr~.aches to closing the imbalance. 

• .• J
In practice; developing legislative packages that would result in oyeralJexpenditure reductions of 
. the magnitUde illustrated here would be very challenging. I . 

I 
I 
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IV. Reducing annual growth in expenditures by a specified percentage (Table 3) 

. . I 
Another approach would be to reduce the rate of growth by a fixe~ percentage each year. Under 
present law, for example, HI expenditures are projected to increaSe at about 4.5 percent annually 
during 2000-2004. Under this category of proposals, an attempt Jould be made to reduce annual 
growth rates by a specified amount,such as I percentage point eac~ year (i.e., to about 3.5 percent 
during 2000-2004). Similady, growth rates in subsequent ye~s would also be reduced by 
I percentage point. Over time, the effects ofthese lower growth ~tes would accumulate. 

The effects of alternative 
reductions in growth. rates are 
shown in table 3. To' achieve 
solvency over the full 75-year 
projection period, growth rates 
would have to be reduced by 
about 2 percentage points in 
every year, relative to the 
intermediate projections. The 
effects of such a reduction are 
illustrated in chart 4. As can be 
seen by comparing charts 3 and 
4, a reduction in growth rates 
would produce a different 
pattern of savings than would 

. an overall percentage reduction. 

1 

chah4 
Aggregate HI Expenidltures ($ Billions) 

Present law v. 2% red~ctlon In growth rates 
I

2'0 .,.---- ---~-;---;-----------, 

200 

1'0 t---.......,==~-:-::::.. 


100 

80 
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'---=--=--P-...-.-nt-L.-w--..-..+-.J2~ Growth R.duellon 
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I

Chart 5 illustrates the nature of' .-------------C-h-artT-'-5-'----------, 

proposals to reduce expenditure 
growth rates. Growth rates' 
under present law would be' 
reduced by the same amount in 
each period (in this illusti:ation, 
2 percentage 'points), It is also' 
apparent from chart 5 that 
achieving a 2~percentage-point 
reduction would necessitate 
growth rates' below' the level 
associated' with population 
growth plus general inflation. 

HI Growth Factors and 
2% Reduction 'r Growth Rate 
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V. Limiting annual growth in aggregate expenditures to ~ specifie6 maximum percentage 
(Table 4) 

I 

A variation of the approach described in the previous section woul9 be to cap aggregate expenditure 
increases at a targeted level. If annual program growth fell below the target, the cap would have no 
effect; however, if expenditures grew faster than the target, then igrowth would be limited to the 
target leveL For example, under the 1998 Trustees Report assum~tions HI expenditure growth is 
projected to be 3.6 percent in 2000 and 7.1 percent in 2007. A 6-pertent cap would not affect growth 
in 2000 but would reduce 2007 growth by 1.1 percentage points. I"" " 

The financial effects of 
alternative caps on aggregate 
spending growth are shown in 
table 4: A 5-percent cap would 
fall a little short of bringing the 
program into exact actuarial 
balance throughout the long­
range projection period.3 

Chart 6 compares a 5-percent 
cap with the projected expend­
iture growth rates under present 
law. As indicated, most ofthe 
reduction in growth rates under 
such a proposal would occur in 
the first half of the projection 

I 
Chart 6 

HI Growth Factors and 

5% Cap on Aggregate Growth 


: ---------"-·--------i-------·-..--..------·-"--] 
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I qAII Other FactOlS . -5% Aggreg<l~ 

period: 

" . I 
VI. Limiting annual growth in per capita expenditures to a specified maximum percentage 

(Table 5) . . "" I . 
" i 

Since Medicare population growth will not be constant (as indic~ted in the introduction), capping 
aggregate growth at constant levels would result in arbitrary fluctuations in per ~apita growth. 
Accordingly, some analysts have considered a cap on per capita ~xpenditure growth rather than a 

cap on aggregate growth rates. I. 

! 
I 

. . 'uod" the ;oterrnod"te ."umpt;o"" HI lID< reveoue ;, pmj"ted to iDOL", .muod 5 p""ot pe;yw. Mo", 
of this increase is due to aSsumed increases in average earnings subject to Ithe HI payroll tax;"'a small portion is 
attributable to growth in the number of covered workers" Thus, if annual expenc;liture growth could be reduced to below 
5 percent, then income and outgo would remain in approximate balance indefihitely" 
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Table 5present~ the estimated 
financial effects of alternative 
caps on per· capita HI 
expenditure growth. The results 
indicate that a 3-percent per 
capita cap would fall somewhat 
short of bringing the program 
into balance for the first 25 
years. Chart 7 illustrates the 3­
percent per capita growth 
limitation in comparison to the 
projected per capita growth 
rates. As indicated, such a cap 

· would require restricting growth 
to less than the levels required 
to keep pace with projected 
general inflation. 

Ch~rt 7 
, . I 

Per Capita Growth Growth Factors and 
·3% Cap·on Per Capita Growth 

! . 

n 

2000 2005 2010 2015 2020 2025 2030 :2035 2040.2045 2050 2055 2000' 2065 
. ' i 

j"iiiiiGenerallnfiation: D All 0Iher Factors 

I -4% Per Capita Capi 

. .1; 
VII. Increasing the employer/employee tax rate by ~ specified percentage (Table 6) 

· Section I ofthis report illustrated the combination ofexpenditure r~uctionS and/or revenue increases 
·necessary to achieve actuarial balance over the first 25-year projection period. The scenarios in this 
report ~ave so far considered the effects of reductions in HI expen4itures. Alternatively, the effects 
of increasing the HI employer/employee tax rate by a specifi~ percentage can be considered. 
Currently, the HI payroll tax rate is 1.45% for employers and emp,loyees, each, for a total of 2.9%, 
and this tax rate will remain in effect in all futUre years unless le~islation is enacted to modifY the 

· rate. Table 6 illustrates the fmancial . effects of alternativy proposals· to increase the 
employer/employee tax rate by a specified percentage. For exaniple,a0.25% increase in the tax rate 
for employers and employees, each, yielding a combined 0.5%; increase anci hence a new total 
payroll tax rate 0[3.4%, would result in an exhaustion date.of2020 (close to the end of the first 25­

I 

year projection period). A 1% employer/employee tax increase, increasing the combined tax tate 
from 2.9% to 4.9%, would nearly maintain ·solvency over the run 75-year projection period and 
would just meet the Trustees' long-range test. 

In each of these tax illustrations, an increase in the tax rate would J~itially result· in an accumulation 
of trust fund assets while tax income exceeded expenditures.!. Subsequently, as expenditures 
increased asa percentage of taxable payroll to a level in excess 9fthe combined tax rate, income 
would be inadequate to cover costs and trust fund assets would be drawn down to cover the shortfall. 

, This financing pattern is very similar to the projected financial qperations for the Social Security 
program and has generated considerable debate over the advantages and disadvantages of ' 
accumulating large trust fund reserves invested in Treasury securities. A discussion of these issues 

. ' . . 1

exceeds the scope of this memorandum .. , ' 

http:exaniple,a0.25
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VIII. Conclusion 

The results here indicate thatsubstantial reductions in future HI exbenditures or expenditure growth 
,:ates an~or increases in payroll tax rates would be requir~ to iaddress project~ deficits. The 
lllustratlOnsalso show that the year-by-year patterns of savmgs can vary substantially among the 
different approaches.' . I 

As a final illustration, table 7 shows the year-by-year expenditureieductions or payroll tax revenue 
increases that would be required t6 exactly balance income and o~utlays and to maintain trust fund 
assets at the level of one year's expenditures. The results indicate that a reduction in expenditures 

010 

of about $149 billion or about 10 percent of present-law expenqitures would be required during 
1999-2007, with steadily larger reductions necessary in later years; The corresponding increases in 
HI tax revenues are slightly larger in the short range, and considdrably larger in the long run. 

. 
0 

I 

Once again, these estimates are illustrative and do not represent ~ expression ofdesired policy by 
the Office of the Actuary or the Health Care Financing Administration. Moreover, the implications 
orany effort to. reduce HI costs or. increase HI taxes deserve c¥eful consideration and analysis 
extending well beyond these illustrations. I 

", !. 
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Table1--Projected growth of factors affecting foture HI expenditures,. 
based on the intermediate set of assumptions from the 1998 
Trustees Report I 

. Average annual ~ercenlage increase in ... 

No. of HI 
Period beneficiaries 

1998~1999 1.21% 
2000..2004 1.26 
2005-2009 1.86 
2010-2014 2.61 
2015·2019 2.73 
2020·2024 2.63 
2025-2029 2.03 
2030·2034 1.05 

·2035·2039 0.51 
2040-2044 0.23 
.2045-2049 0.40 
2050-2054 0.50 
2055-2059 0.67 
2060·2064 0:51 
2065-2069 0.41 

1998-2019 2.03 
2020·2044 1~29 
2045·2069 0.50 

General 
inflation 11 

1.90% 
2.88 
3.48 
3.50 
3.50 
3.50 
3.50. 
3.50 
3.50 . 
3.50 
3.50 
3.50 
3.50 
3.50 
3.50 

3.21 
3.50 
3.50 

All other 
factors 

-0.40% 
0.28 
1.48 
0.83 

0.81 

1.14 


. 1.36 

1.74 

1.69 

1.45 


' 0.99 

0.77 

0.78 

1.06 

1.24 


0.75 

. 1.47 

0.96 

I 

I 

21! 

HI ex~enditures 
Aggregate 

2.72% 
4.47 
6.96 
7.08 
7.19 
7.43 
7.04 
6.41 
5.79 
5.24 
4.94 
4.82 
5.01 
5.13 


. 5.21 


6.09 
6.38 
5.02 

Per Capita 

1.49% 
3.17 
5.01 
4.36 
4.34 
4.68 
4.91 
5.30 
5.25 
5.00 
4.52 
4.3.0 
4.31 
4.60 
4.78 

3.98 
5.03 
4.50 

11 	As measured by the Consumer Price Index. 
I 

6/ 	AII.other factors include "excess" wage and price increases in the health sector! relative to the CPI, 
and increases in the average volume and intensity of services per beneficiary. rAfter 2010, much of 
the variation shown in the all-other category is related to change in the utilization of services as the 
baby boom generation moves into and through the beneficiary population. I 

J 

I 
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. by an overall percentage in all years, relative to' present law ("ov¢rall reduction") 

. '. Reduce present-la~ expenditures in each year by ... 
! 

Present law 10% 20% 
I 

A. Actuarial Balance 

(~~8~~g~~.~~.~~~~.~'.~. ~.~~~~~) -0.73% -0.35% 0.03% 
I 

1998-2047 .......................... .. -1.61% -1.14% -0.66%

1998-2072 .......... ; .... , ........... . -2.10% -1.57% -1.04 10 


B. Reduction in HI expenditures (in billions) 	 1
·1999 ................................. .. $11 $22 

2000 .................................. . 15 29 

2001 ................................. .. 15 3.0

2002 .................................. . 16 32 

2003 .................................. . 17 3~ 

2004 .................................. . 18 36 

2005 ................. : ................. . 19 38 

2006 .................................. . . 20 4'1 

2007 .................................. . 22 414


I
1999-2003........ ..................... 74 147 

1999-2007............................. 153 366 


C. Trust Fund Ratio (assets at beginning year as a % of annuai expenditures) i 

1999 ......................... ,......... 73% 81%' '91!'Yo 

2000 .......................... ;.... .... 68% 88% 111% 

2001.......... ......................... 63% 93% 129,% 

2002......................... .......... 58% 98% 148.% 

2003.......... ..... .................... 53% 103% 166% 

2004................................... 46% 105% 181;% 

2005................................... 37% 106% 194%· 

2006............................ ....... . 27% 106% 205% 

2007................................... 16% 104% 21~% 


2010 ......... 90% 234%
H ••• H ••••• H ... UU..... • 


2015 ........... ..... U~;H •••••• ~.... * 37% 228%
wo 


2020uu ...... u ............... HU 	 176%
.. U 	 • • 

2025 ................................... · * 	 77% 

2030................................... • • ,. 

2035................................... • • ,.

2040................................... • •. ,. 

2045................................... • •.• 

2050................................... • •.• 

2055................................... • .. 

2060................................... • •• 

2065................................... • •• 

2070................................... • •• 


D. 	Year of trust fund I 
depletion ............................... . 2008 2017. 2028 

I 

E. 	Board of Trustees tests: I. 
Short range test... ................ .. No Yes Y,es 
Long-range test... ................ .. No No ,No 

30% 40% 

0.41% 0.79% 
-0.19% 0.29% 
-0.52% 0.01% 

$32 $43 
44 59 
46 61 
48 64 
50 67 
54 72 
57 77 
61 82 
66. 88 

220 294 
458 613 

104% 121% 
141% 182% 
177% 240% 
213% 299% 
248% 356% 
278% 408% 
307% 457% 
333% 503% 
357% 547% 
418% 664% 
473% 801% 
472% 868% 
414% . 863% 
318% 819% 
200% 762% 

65% 703%
• 
• 
• 
• 

• 

644% 
583% 
515% 
433% 
334% 
220% 

2042 Never 

Yes Yes 
No Yes 

• Fund is depleted. . 	 f . 

Notes: 1 . The above estimates are based on the intermediate set of assumptions from the 1998 Trustees Report. 
2. Illustrative proposals are assumed to take effect starting In 1999. 	 I 
3. All years shown are calendar years. 	 .: 
4. The Board of Trustees tests are complex. Complete definitions of these tests are available in the 


Glossary of the 1998 HI Trustees Report. I 

I 
I 
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MI expenOltures cgrowm rate reauctlon") r 
Reduce expenditure Igrowth rate in each year by ... 

. Present law 1% 2% 

A. Actuarial Balance 

(~<§~~~~8~~.~~.~~~.~.I~.~~~~~~)
1998-2047 ........................... . 
1998-2072 ........................... . 

-0.73% 
-1.61% 
-2.10% 

-0.28% 
-0.60% 
-0.61% 

0.09% 
0.15% 
0.36% 

B. Reduction in HI expenditures (in billions)
1999 .................................. . 
2000 .................................. . 
2001 .................................. . 
2002 .................................. . 
2003 ... : .............................. . 
2004 .................................. . 
2005 .................................. . 
2006 ................................... . 
2007 ................................. .. 

$1 
3 
4 
6 
8 

10 
12 
15 
18 

$2 
6 
9 

12 
16 
20 
24 
29 
35 

1999-2003 ........................... .. 
1999-2007..: ......................... . 

22 
77 

45 
153 

C. Trust Fund Ratio (assets at beginning year as a % of annual exp-enditures)

·1999................................... 73% 73% 74% 

2000 .............. :.................... .68% 71% 74% I 

2001......... ........ ....... ........... 63% 68% 73% 

2002..... ......... ..................... 58% 66% 75% 

2003.......................... ......... 53% 64% 78% 

2004................................... 46% 62% 82% 

2005................................... 37% 60% 86% 

2006 ...... :............................ . 27% 57% 90% 

2007 ......................... ;......... 16% 53% 95% 

2010~u .............. u.... 	 • 380/0 1120/0
H.a ........ 


2015 .................................. : . 0% 145% 

2020 .......... ;........................ 176% 

2025 ........... :....................... .. .. 196% 

2030................................... * .. 211% 

2035......................... ..... ..... .. * 2390/0

2040................................... * * 299%· 

2045................................... * * 411% 

2050................................... * * 5970/0 


2055 ..... ~.",............................. • 876% 

2060 ....... ;........................... * .. 1254% 

2065................................... * . * 17450/0

2Q70...................... 0*........... • 2369% 


D. 	Year of trust fund 
depletion .............................. .. 2008 2015 Never j 

E. 	Board of Trustees tests: 
Short range test... ................. . No No No ILong-range test... ................ .. 	 No No Yes . 

• Fund is depleted. 

j 
Note 1. The above estimates are based on the intermediate set of assumptions from the 1998 Trustees Report. 

2. Illustrative proposals are assumed to take effect starting in 1999. 	 i 
3. All years shown are calendar years.. 	 . ! 

4. The Board of Trustees tests are complex. Complete definitions of these tests are available in the 

Glossary of the 1998 HI Trustees Report. I 
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• aggregate HI expenditures to a specified maximum percentagej!("aggregate cap") 

, . . Cap annual growth in aggregate expenditures at... 

Present law 4% 5% 

A. Actuarial Balance 

(~~8~~:i8~~.~:.:~~~.~'.~. ~.~~~~~) . -0.73% 0.10% -0:16% 
1998-2047 ........................... . -1.61% 0.37% -0.17% 
1998-2072 ............... : ........... . -2.10% 0.54% -0.22% 

B. Reduction in HI expenditures (in billions)

1999................................... ' $0 $0 

2000 ......... : ........................ . 0 0 

2001 .................................. . 0 0 

2002 ......... : ...................... · .. . 1 0 


, 2003 .................................. . 3 1 

2004 .................................. . - 8 4 

2005 .................•................. 13 7 

2006 ................................. .. 20 12 

2007 ....................... : .......... . 27 16 


1999-2003 ............................ . 4 1 

1999-2007 ............................ . 72 40 


6% 

-0.43% 
-0.81% 
-1.08% 

$0 
o 
o 
o 
o 
1 

. 3 
5 
8 
o 

17 
C. Trust Fund Ratio (assets at beginning year as a % of annual eXQenditures) • 

, 1999................................... . 73% . 73% 73% I 73% 

. 2000........................... ........ 68% 68% 68% , 68% 


2001..................................., 63% 63% 63%' 63% 

2002 .................... :.............. 58% 58% 58% 
 58% 
2003... .................... ............ 53% 54% 53% 
 53% 
2004 ......... ~......................... 46% 49% 47% 
 46% 

. 2005................................... 37% 46% 40% 
 38% 
2006.:................................. 27% 44% 35% 
 30% 
2007................................... 16% 43% 30% 1 21% 

201 OH~ ....... u.. ao.u.<4 ...... u..... * 49% 15% 

2015 ......................... ~......... * 84% * 

2020................................... . • 151% * 

2025................................... * 252% * 

2030 ............. ~ .... :................ * 388% * 

2035................................... • 566% * 

2040 ........................... : .... ,.. • 792% • 

2045 ........... :....................... * 1068% • 

2050 ......................... :......... • 1397% • 

2055..... .............................. * 1787% • 

2060.................. ................. * 2243% • 

2065... ................ ..... ..... ...... • 2775% • 


. 2070............................ ....... * 3391 % • 

D. Year oftrust fund 

. 
" 

i 

I. 

* 
* 
• 
* 
* 
• 
* 
* 
* 
* 
• 
* 
• 

depletion ................................ 2008 Never 2013 2009 

E. Board of Trustees tests: . NO):Short range test... .................. No No No 


Long-range test... .................. No No Noi No 

* Fund is depleted. J 

Note 1. The above estimates are based on the intermediate set of assumptions from the 1998 Trustee~ Report. 
2. Illustrative proposals, are assumed to take effect starting in 1999. 'I" 
3. All years shown are calendar years. " 
4. The.Board of Trustees tests are complex. Complete definitions of these tests are available in the 


Glossary of the 1998 H I Trustees Report.' '. 


. I 
Office of the Actuary 
Health Care FinanCing Admin. 
May 14, 11998 

. I 
J 

J 



per capita HI expenOltures to a speClfleo maximum percentage,~"per capita cap") 
, , I 

Cap annual growth in per capita expenditures at... 
I 

Present law 2% 5% 
3% r' ,4%

A. Actuarial Balance, 

(~~§~~~g~~.~:.~~~~.~.I.~. ~~~~~~) -0.73% 0.10% -0.20% '-0.50% -0.70% 
1998-2047 ........................... . -1.61% , 0.37% -0.21% -0.93% -1.53% 

, 1998-2072 ........................... . -2:10% 0~68% -0.03%' -1.04%" -1.98% 
B. Reduction in HI expenditures (in billions)

1999 .................................. . $0 $0 . $0 $0

2000 .................................. . o o ! o o

2001 ................................. .. 1 o o o

2002 ................................. .. 2 o o o

2003 ................................. .. 6 2 o o

2004 .............................. ~ ... . 12 6 3 1

2005 ..... : .... : ....................... . 18 11 5 1 

2006 .................................. . 25 15 8 2


, 2007 ................................. .. 33 20 10 2 

1999-2003 ..... : ....................... ' 9 2 o o

1999-2007 ........................... .. 97 54 26 6 


C. Trust Fund Ratio (assets at beginning year as a % of annual eJq:)enditures) , 
1999 ................................. :. '73%, 73% 73% 
 73% 73% 
2000................................... 68%' 68% 68% 
 68% 68% 
2001................................... 63% 63% 63% 
 63% 63% 

201 O.... .. ....... O... U~H.......... • 730/0
u u 

2015.H.HU.......... ~~ .....~.......... * 114%' 80/0 
2020.'~ ... * 164%H ... U ••••• : ..........H.H.. 


2025 ............................... ~... • 224% • 

2030 .... : ................ 'u .....u..... * 311% 

2035.................................... • 468% 

2040 .................... ~................ * 739% 

2045.H............... 1161 %
H'........ HH... • 


2050·...................:.H.H·......... * 1757% 

2055 .... ••••••••• * ............... "... • 2557%
u 

2060 ......... ~.~ ................,....... * 3599% 

2065 .... ~ ............. ~ ...u........... • 4988% • 


u.2070 ...... ~ ....... ~ ................. * '6815% 
 '. 
.0. Year of trustfund 

2002...... ... ... ........... ... ......... 58% 59% 58% 
 58% 58% 
2003.. ................................. 53% 56% 53% 
 53% 53% 
2004................................... 46% 54% 48% 
 '46% 46% 
2005 ........... : ........... :........... 37% 53% 43% 37% 37% 

,32% 28% 
2007:. .................... , .... '"....... 16% 57% 

280/0 

* 

36% 25% 18% 
2006 ......... :......................... 27% 54% 40% 


• • 
.;•

• • 
•
• 
•
• 
• 

• 
• 

•• 

.. .. 

depletion ............................... . 2008 Never 2016 
 2009 
E. Board of Trustees tests: 

'No 

.. 
• 
• 
• 
• 
• 
• 
• 
• 

2008 


Short range test... ................ .. No
No No No
Long-range test. ................... No No ' No J'" No , No 

• Fund is depleted. 

Note 1. The above estimates are based on the intennediate set of assumptions from the 1998 Trustees Report, 
2, Illustrative proposals are assumed to take effect starting in 1999., ' I 

' 3. All years shown are calendar years., ' 
4, The Board of Trustees tests are complex. ' Complete definitions of these tests are available in the 

Glossary of the 1998 HI Trustees Report. ' , i ' 

I 
I' 
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Tor employers ana employees, eacn, oy a specmea percentage' , 
i " 

Increase the employer/employee payroll tax rate by ... 

Present law 0.25% 0.50%' 1. 0.75% '1.00% 

A. Actuarial Balance 

(~~8:~i8~.~~.~~~~~I.~. ~~~~~~) -0.13% -0.25% 0.23% 
1998-2047 .......................... .. -1.61% -1.13% -0.64% 

1998-2072 .............. : ............ . -2.10% -1.61% -1.12% 


B. Increase in payroll tax revenues (in billions)' 
1999 ................................... . $16 $32 

2000 ................ ; .•'............... . 23 45 

2001 ............. ' .................... .. 24 47 

'2002 ................................. .. 25 49 

2003 .................................. . 26 51 

2004 .................................. . 27 54 

2005 ......................... : ........ . 28 57 

2006 .................................. . 30 60 

2007 ......................... : ... : .... . 31 63 


1999-2003 .... ~ ...................... .. 114 224 

1999-2007 ........................... .. 230 458 


C. Trust Fund Ratio (assets at beginning year as a % of annual exp-enditures) 

1999................................... 73% 73% 73% 

2000 .................................. . 68% 84% 99% 

2001'.'................................. . 63% 94% 125% 

2002 ......................... ' ......... . 58% 104% 

2003 ......................... : ........ . 53% 114% ,~~~~. 

2004 ...... ; ............ ; .............. . 46% 121% 198% 

2005 ............................. ; .... . 37% 127% 218% 

2006 .................................. . 27%' 131% 236% 

2007 .................................. . ,16% 134% 252% 

2010 .. : ............... : ............... . 

2015 ................................. .. 

2020 .................................. . 

2025 .................................. . 

2030 .................................. . 

2035 .......................... : ....... . 

2040 ......................... ; ......... . 

2045 ................................ : .. . 

2050 .................................. . 

2055 .................................. . 

2060 .................................. . 

2065 .................................. . 

2070 .................................. . 


D. Year of trust fund 

* 
* 
* 
* 
* 
* 
* 
* 

* 

* 
* 

133% 290% 

97% 310% 

20% 279% 


195%
* 
• 
* 
* 
• 
* 
* 
* 
• 
• 

depletion ............................ · ... . 2008 2020 

E. Board of Trustees tests:· 

73% 
* 
* 
• 
• 
• 
* 
* 
* 

2032 


Short range test... .............. , ... . No Yes Yes 

Long-range test... ..... ; ........ : ... No No No 

* Fund is depleted, 

0.71% 1.18% 
-0.15% 0.33% 
-0.64% -0.15% 

$49 $65 

68 90 

71 94 

74 98 

77 103 

81 108 

85 113 

90 119 

94 126 


339 450 

689 916 


" 
f ·73% 73% 

115% 130% 
156% 187%. 
198% 245% 

, 238% 301% 
! 275% 352% 

309% 400% 
·341% 446% 
371%' 489% 
447% 605% 

'524% 737% 
538% 797% 
490% 784% 
402% 730% 
292% 659% 
166% 582% 
27% 502% 

, ~~ 

,~* 


2045 


415% 
319% 

, 208% 
81% 

(*) 

2068 


Yes Yes 

No Yes 


Note 1. The above estimates are based on the intermediate set of assumptions from the 1998 Trusteel! Report. 
2. Illustrative proposals are assumed to take effect starting in 1999. ' ' 
3. AU years shown are calendar years. ..', i 

4. The Board of Trustees tests are complex. Complete definitions of these tests are available in the 

Glossary of the 1998 HI Trustees Report. . 
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. Table 7--Estimated reductions in HI expenditures or increases in 'payroll tax revenues required to 
maintain HI trust fund assets at 100% of annual expen9itures ("actualial balance") 

, I 

CY 
1999 
2000 
2001 
2002 
2003 
2004 
2005 

,2006 
2007 

2010 
2015 
2020 
2025 
2030 
2035 
2040 
2045 
2050 
2055 
2060 

·2065 
2070 

1999-2007 
1999-2070 

Reduction in HI expenditures... 
In billions As a % of present 
of dollars law expenditures 

$9 6% 
20 14% 
26 17% 

8 5%' 
10 6% 
13 7% 
16 8% 
22 11% 
25 11% 

(*) 15% 
(*) 23% 
(*) 31% 
(*) 39% 
(*) 44% 
(*) 48% 
(*) 50% 
(*) 51% 
(*) 52% 
(*) 52% 
(*) 53% 
(*) 54% 
(*) 56% 

149 10% 
(*) 51% 

" I
Increase in payroll tax revenues .. , 
In billions As a % of present 
of dollars law payroll taxes 

$19 
31 

I 15%i 24% 
'7 
10 

, 5% 
I 7% 

12 8% 
16 10% 
20 12% 
25 14% 
28 15% 

(*) 22% 
(*) 34% 
(*) 52% 
(*) 73% 
(*) 92% 
(*) 108% 
(*) 115% 
(*) 121%. 
(*) 125% 
(*) 128% 

. , (*) 132% 
(*) 140% 
(*) 149% 

168 13% 
(*) 120% 

* Estimates of the dollar expenditure reductions and payroll tax increases and their total~ are 
shown only through 2007, since inflation and interest cause such amounts to lose theirj 

meaning over long periods. , 


Notes: 1. Currently. the trust fund ratio is slightly under 100%. Under these scenarios, 
the ratio would reach 100% in the year 2001, after which the necessary reductions 
or increases would maintain the ratio at 100% every year thereafter. This wOuld result 
in a slightly negative actuarial balance over the entire period beginning from 1999. and a 
zero actuarial balance beginning from 2001. Both the short-range and long-~ange 
tests of the Trustees would be satisfied over the entire period. I 

I 

2. The above estimates are based on'the intermediate set of assumptions fromlthe 
1998 Trustees Report. ' 

Office of the Actuary i 
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May 14. 1998 I 
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