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MEMORANDUM 


TO: Carol Rasco June 26, 1995 
FR: Chris and Jen 
RE: Attached Contrasting Medicare Cut Charts 

Attached is a set of charts that help graphically illustrate the differences between 
the President and the Republicans on the Medicare issue. Although all of us inside the 
White House are well aware that there are no new Medicare beneficiary cuts in the 
President's balanced budget proposal, this message has not filtered through to the general 
public. The media is basically saying it is lessJhan the Republicans and are clinging to the 
"Republican light" label that some of our Oems have given the President's propo.~al. 

The analysis of the Republican budget conference agreement is consistent with what 
we and most other major analysts have assumed in the absence of specific proposals. That is 
to say, we have assumed a 50/50 split of beneficiary cuts to provider cuts. From our 
preliminary analysis of the Republican conference agreement and the fact that the providers 
are not complaining any more about their cuts than our cuts -- we believe this to be a fair 
assumption. 

Assuming the 50/50 split obviously produces stark differences in the amounts of out
pocket-increases Medicare beneficiaries would pay. However, as you will see in the provider 
comparison, there is not such a wide gap -- although the Republicans still would cut more 
even if you assume such a small percentage provider hit. (Historically, providers have taken 
at least two-thirds of the cuts.) If you run into any providers, you could say that our 50/50 
split analysis would be the absolutely least they would get hit under the Republican plan. 

Two warnings Carol: First, these comparisons are accurate at this point in time. They 
should be used to clearly illustrate the differences between their proposal and the President's 
current proposal. We, of course, cannot preclude that we might support some new 
beneficiary savings proposals' at some point in the future. Therefore, language used with 
these charts should be chosen carefully. Second, these charts assume in their baseline the 
President's February budget proposal to extend the requirement that the Part B premium make 
up 25 percent of program costs. (This is essentially an extension of current law and, because 
it was already proposed before, we do not count it as a new beneficiary proposal in our charts 
-- on either our side or the Republican side.) 

We need to do a much better job contrasting ourselves against the Republicans. We 
hope the attached can help you and other senior officials in the Administration in this regard. 
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Increased Medicare Beneficiary 
. ,"Out-of-Pocket Costs, 1996 - 2002 
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Te.timony of 


Bruce c. Vladeck 


Adm1ni8t~atoJ:' 


Health CaJ:'c Pinancing Adm1n18~ratlon 


Before the 


8ubcomm1~tea on Health and tho Bnvironment 


Committee on Commerce 


U.S. Bou•• of Representativ•• 


,June 21,1995 
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Hr. Chairman And Members Of th. Committ•• , 

I welcome the opportunity to ~. her. thi. morning to disCuss the 

history, ac:c:ompUahments and future dIrectIon of the Medica.id 

p~oiram. This Administration has been work1ni to str.nithen 

Medictlld'S inherent partnership between the Foderal government 

and the states. W. know wo need to continue building on this 

partnership to mako necessary improvementl to the Medicaid 

pz;ogram. 

Introtjlucti2n 

Medicaid provides health coverag. for 36.1 million Americans 

chIldren, senior citizens, individuals w.1th disabilitle8 and 

others -- th~ough a partn.rship between the Fed'l:al iovernment 

and the Statos which prOVides States with .u~8tantial flex1bility 

over eli91bIlity, ben.fits and d.livery systems. 

R.c:ently, States have al&o been seeking aciditional fl.x;1lJ111ty in 

the Medicaid program. W. have l:.sponded by using our 

demonstratIon authority to enable states to purlu, a number of 

innovative 'approac;:hes to covering additional populations anC 

redesigning MedIcaid deliv.ry syetema. Just last week, the 

President 0.110 proposed important new reforms that will control 

M.dicaici COlt inc••alea and provid. State. with additional 

pz;ogrammtltic flexIbility. 
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Except for the pe~~od between 198~ and 1992, the Medicaid program 

has grown less rapidly than the private ••ctor on a per cap1ta 

basis (Chart 1). The unsustainable growth rates during this time 

were caused by aeveral factors, 1ncludinq a national reces'ion, 

'States' use ot statutory loophole. to leverage Fe4eral dollars, 

and 1ncrea8ed provider payments. In rellpons., the Executive 

Branch worked with CongresB and the StatAs to bring program coatI 

,under control while ma1ntaining the Medicaid pro9r~ al an 

important source -- often the only lource -- ot coverage for low

income Americans. Our new cost conta1nment proposals continu' 

this comm1tment. 

Medicaid i. & Critical Sa!.ty Net 

Medicaid is the primary source of coverage for a wide variety of 

Am.rican. with divers. health care needs. It cov.rs prev.ntive 

care for low and moderate-income pregnant women And children and 

long term care for low-income senior citizens. It al.o providell 

a variety ot rehabilitative and adaptive s.rvice. tor persons 

with d1aabiliti•• , chronic care for ind1viduals with special 

need., and supplem.ntal coveraoe for lOw-income Medicare 

beneficiari,•• 

Genarally, Xedicaid 4cute-care coveraga mirrors the employer

.based coverage available to most A:sne~icans, but Med1c.&14· also 

provides long tarm care benefits for senior citizens and 

individual. with disabilit~el that are rarely available o~ 
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affordable through other sources. Because Medicaid covers theu. 

services, the program ultimately helps a large number ot working 

American families care for their ~hronically ill family members. 

For example, 61 percent of all nur8ing home r.sidents rely on 

Medicaid to help pay for th.ir car.. Many beneficlarie. have 

complex health needs or need long term care and ~her.tor8 are 

very expansive to care for. In 1993, apending on all service. 

for elderly and disabled individuals congtituted approxirn.~ely 70 

percent Of all Medicaid spending, excludlng paymen~s to 

di.proportionate share hospital. (DSH). Approximately half of 

thege dollar. were spen~ on long term care in nursing horne•• 

Wlthout Federal Medicaid funding, many of the•• individuals -

~h. elderly, chronically 111, d1sabled and mentally ill -- would 

be the sole responsibility of States, local oommunities'and the1r 

families. The remaining thirty percent of Medlcaid spendtng is 

dedicated to care for low-1ncom. adults and childr.n who use 

primarily hoapital and physic1an service. (Chart 2). 

Americans who qualify for Medicaid are assured of financing for 

their ••••ntial health I.rviees. While eligibility varies from 

S~a~e to State, eertain national standards apply to all Sta~es -

notably coverage for low·inoome pregnant women and childr.n, and 

the low-income eldarly and disabled. State8 provide the full 

range of services to benefiCiaries, from ohildhood immunizations 

to nuruing home care. Within thase parameters, MedIcaid ha. had 

8ubltanttal success serving d1vera8 lOW-income populations. For 



example, Medicaid coveta;e improve. continuity of p~.n.t.l CAre 

tor low~1ncome pregnant women and increa.e. di.abled Children'S 

access to physicians. 

Over the paat few years, employer-based coverage hAa declined 

while Medicaid coverage ha. expanded. For example, vh!l. 

employer coverage tell from 66 to 59 percent of individuals under 

age 65 between 1989 and 1994, MedioAid coverage grew from 9 to 

14 percent for the same population (Chart 3). Medicaid provide. 

a safety net for some individual I and families who would 

otherwise be uninsured and piCKS up costa that do not di.appear 

from the health system just because an individual 10S8. private 

health insurance. 

Medica~d'l Management Sueeesse, 

HerA and the States have worked toqetner to develop an efficient 

program. Our low Federal and State adminiatrative COllts -- 3.7 

percent of total program spending in 1993 -- are an example of 

our BucceS8 in minimizing adminiMtrative burden. As a result, wo 

can target program dollars towards benefioiaries and their health 

needll. In addition, the Medicaid p.ogram hali p1.oneer&d a number 

of innovations that enhance p.oqram efficiency, expand access to 

.ervioel, imp~ove qual1.ty of care, and create new delivery 

mechan1sms tnat better aerve ~eneficiari.5. 
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Using the flexlbility inherent in the Medicaid program, stat•• 

have developed p~o9~Am8 that target th.1~ unique needs and have 

pursued & wide range of Administrative and programmatic 

innovation.. HerA haa enaou~aged and suppo~ted State program 

improvements, inCluding: 

fteplacinq ins~l~uelonal12ad, nursing home care with 

home and community-based serviaes for disabled and 

elderly benef1cla~ie8, thus reducing nurliing home costs 

wh1le improving qua11~y of life for these patients; 

Introducing magn.tic-8t~ipe cards to provide immediate 

acceSI to eligibilIty information, third party 

liability and electronIc Claims fUing; 

Experimenti,ng with new, gateke'per-oZ'ientad formlS of 

managed care to maximize en~ollee choice wh11e also 

cont~olling COlts, and 

Implementing automated drug utilization review to 

oontrol fraud and imp~ov. the quality of pharmacy 

lutrvlces. 

The,'eda~al government continuo. working to provide substantial 

asaistance to the States and forge new path. for th. Medicaid 

program. some notable examples includ•• 

Developing innovative 'ederal quality assurance 

guidelinea tor Mldicaid managed care organizations, 

spearheading the .ffort to define outcomes m.aBu~es fo~ 

Medicaid enrollees to prov1de greater-assurance that 

5 
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managed care enrollees reoeive high quality health 

service.; 

Developing "best. practlcfUI guidelines" for the ,States 

on significant program innovations, such as: primary 

care case management programs; larly, 'eriodic 

Screen1ng, Diagnosis and Tr.atm~nt (EPSDT) 

implementation; and quaUty"alsuranoe in community

bAsed programs} 

Implementing a nat.lonal drug rebate program -- thus 

holding pAr person drug expenditurel to 1988 level. 

and providing States with day-to-day technical 

a.liBtance to s1mplify rebate r.queRts~ 

Str.ngthening our waiver approval procell and 

developing streamlined waiver applIcatIons -- the•• 

improvements have ealed Stat. efforts to expand managed 

care enrollment, which now includes over 23 percent of 

all Medicaid beneficiaries; and 

Developing qu.ality IItandards t.o protect seniors and 

others 1n nursing homes. 

Many of the,e Federal efforts tocUB on ensuring Medicaid's fiscal 

integrit.y, prot.ecting benefieiarle& and ensu.rIng that public 

dollars are well spent on high quality services, all within the 

broader context of providlng substantial support to State 

programs. 
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Since 1993, th1s Adm1niltra~1on has taken remarkable steplto 

build upon HCFA's history of partnership with the States. We are 

working with a number of Statel to te8t new, broad-baRed 

approaeh•• to health financ1ng and delivery through Statewide 

heai~hr.form demonstrations under Section 1115 of the Soclal 

Security Act. This authority givel the Secretary broad latitude 

to permit demonstrations that fur~her the goall of the Medicaid 
\. 

program. Through ~hese program., States may teet the 

etrectlvenesl and efficiency ot theIr own ldeas. Hiltorically, 

states had Bought demonltrat1on authority to test relatively 

narrow chanqes, SUCh as change. to the Medicaid ~enet1t package, 

payment methodologies or eligibility requirements for a defined 

group of beneficiarl.s or serv1ce.. Since 1993, States have 

begun to develop broad, Statewlde reform programs under this 

demon8~ratlon authority. 

To date, this AdmlnlB~at1on has approved ten Statewide h••l~h 

reform demonstrations, and we are ~onsidering several additional 

proposals. These Statea will experiment with innovative 

financing and delivery systems on a broad Bcale. For example, 

Flo.1da ~ntendR to develop a revolutlona.y health alliance syatem 

that will broker priVAte health coveraga for lo~-income and 

uninsured Flo.1d1ans ~hrough a community purchalini netwo.k, 

while Kawa!1 has achieved insurance coverage tor more than 95 

percent of its population th~ou9h a COmbination of Medicaid 

expansions and an employer mandate. 

7 
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w. continue oYr efforts to control growth 1n proi~am .penGing. 

The Bubstant1al proqram growth of the late 1980. and early 19908 

was largely driven by statea' usa at prov1der taxes, vOluntary 

donations and d1eproportlonlte share hOlp!tal (DSa) paymentB to 

leverage Federal matChing dollarl. FortYnately, because of our 

work and Congress's efforts -- through th1s committee and others 

-- the worst abyse. have been tempered. 

Today, we projeet that year-to-year expend1ture growth in the 

Med1eaid program will average 9.3 pereent through 2000. Because 

enrollment growth has driven mueh of the spending increases 1n 

MecUca1d, our per cap1ta growthratelare much lower. We 

estimate that Me4icald'. annual per eapita growth will average 

6.4 percent through ZOOO. 

lmproying tbe Negicaid ProgrAm 

As you know, the Pres1dent recently auggested a number at 1deas 

for enhancing the Federal-State partner.hlp and controlling 

Med1caid eosta. I believe the.e strategies represent the right 

approach to improvlng the Medicaid program. 

We believe the best strategy for improving the Federal-State 

Medieaid partnership 1. to pursue changes that protect 

~enef1ciar1.8 yet q1ve State. additional progr~m flaxibil1tyand 

coat-control mAchaniemi.·· We beUeve that. this ean be8t ~e 

aChieved within the current rederal~State partner.hip. The 

8 



Medicaid program can ana does pro~ldef1ex!bility tor States, but 

the frogram'. structure also enlu~el an important degree Of 

cont1nu1ty acrols States. Thil continuity is particularly 

important in program elig1b1lity -- low-income senior citizens, 

individual. with disabilities and chIldren are Medicaid-ellg!ble 

in eve;r;y Stae.. Undarthe current. Feoeral-Seate relationship, 

Seates also draw an Federal expertise, buying-power and technical 

as.istance to achieve pro;ram goals. 

The preSident'. proposal .eekl $'4 b111ion in Medicaid program 

savings over seven years. we want to work with this Committ.ee 

and tho Governors to determine how we can beat. Achieve these 

sa~ing8. We are interested in liqn1t1cant changes. For example, 

we want to give Stat.eD more fleXibility to purlue certain Widely 

used managed care models by replaoing current waiver reqUirements 

with new Rtatutory authority that would make these type. of 

Medicaid managed care modele a program option. 

We are alSO !nte;r;elted in building upon our work with the 

.Natlonal Covernora' Association (NGA). For example,.wo worked 

with the NGA to encourage states to expand their home and 

community-based services program.. We bell"ve that State 

flexibility in theae programl could be enhanced further. 

~inal1YI we are .valuating new strateiie. for quaranteeing access 

to h1gh·QUality Jervic•• that are mora refined than the ourrent 

Boren Amendment and other prov1C1"r payment requiromontli. 
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Beyond 'increasini State fleXibility, we know that Medicaid cost

containmentmU8t be continued. However, we do not want to do 

this in a way that risks Medi~aid en~ollees lORinq coverage. 

Inatead, the ~rea1dent has proposed per capita limite on Federal 
\ 

Medioaid spending, WhiCh will provide an additional incentive for 


State. to control program spending bu.t will not force them to 


restrict M.cU,caid elii.U"Uity. Under per capita spending limit., 


Medicaid enrollment can continue to expand and contract with 


economic condit1ons and individual n.eds. With enhanced 


flex1bility, Statea will be able to manage within theSe limits, 


while Medicaid beneficiaries -- including senior citizens, 


disabled peopll and children -- will retain their nealth care 


coveraqe. 


CimPlr£.oDto Otbe; Propolal. 


We be118va the Houee bu.dget proposal would damage this critical 


safety-net program and harm the state., beneUc1ari•• and. 


providers. These impacta would be driven by the dimenSions of 


the spend.1nq cut, its likely influ.ence on Stat. spending, and 


projected cuts 1n Medicaid enrollment. 


The magnitude Of the HouBe apendinc;r cut -- $187 billion over 


seven yea;5 -- is too big to absorb through efficiencies alone. 


Simply 11mitinc;r overall Fed9;al matching payment I w1ll not make 


health-rela~.d. COStR disappear. Neither Whole-seale u&e of 
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managad. eAl'e nor any other programmatic change w1llprovide 

suffiCient saving. to maIntain current coverage levels. 

In addItion, enrollment growth would absorb most of the lower 

growth rates permit~ec under the Houle proposal. AI the attached 

chart (Chart 4)\demonltrate., Medicald enrollment growth 

projections edge very close to the propoRed Ipending limit. on 

block vrants. A. you know, medical inflation influences public 

health care spendIng as well AS private spending. Inflation, 

added to anticipated enrollment growth, will drive projected 

program COlts well beyond ~h. spendinv limits envisioned under 

the Hou.e proposal. CUven the many fiscal, legal and political 

pressures at work on State5, it will ba virtually impolsible for 

states to maintain coverage of essantial medical service. tor 

ourrent Medicaid beneflciarie. under the block gran~ propolal. 

To maintain current coveraga levela, the House budget proposai 

would force Ita~e8 ~o elther absorb a large COB~-Bhlft from the 

Fede.al government, causing the proportion of State to !'ederal 

dollars invested in a State's Medicaid program to increa.e as 

State. are forced to adjust to lost Federal matChing payments. 

The Urban Inlt1tute conclude. that it S~ates chose to fill the 

gap, States would, on average, have toincreAle their .pending by 

3!J percent to make up fortha 1088 of Foderal funds. However,' in 

the curren~ flscal climat., few stateS may be able to devote new 

Stat.dollal'8 to their Mea1ca1d program. 

11
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There are fund~mentAl differences between the Preeident'. pla,n 

~nd the HouBe bu4ge~ resolution. We rely on per capI~a limits to 

allow for changes in enrollment, while the House proposal is 
,

bAsed on an aggregate 
, 

cap an4 ~h.refore dO.8 not provide room for 

enrollment growth. In Addition, we believe that the 5~at.s and 

Congress can realize meaningfullavJ.ngli Anei additIonal 

flexibility witho\lt roaorUnq ~o a black grant. 

C2nclu.s~on 

The Medicaid program halS a 8ubl~antlal hi~tory of BuccelS 

together, the Federal government and the StatelS have prov141d an 

es.entla.l safet.y net for chilclren,.eniors, nurSing home 

reS1dents, the disabled, Ami other vulnerable Americana. 

We Are comm1tted to maintaining and building upon MedIcaid'. 

successes in order to better ••rvI our beneficiaries. We believe 

this can bOlt be ach1eved by mak!ngthe ehange. t.hat wa know will 

help !:loth the Federal government and the Sta~escontrol coste and 

ma1ntain coverage for the Amer1cans we serve today. 

12 




.Medicaid is a Critical Safety Net 

Employer Coverage Reduced, Medicaid Coverage Increased 

8~~ --------~------------------~ o Employer Coverage • c: 
,0 
:;::::; 
«3 

""..z. ').p., 
660/0 - . Medicaid Coverage'. 

::J. 
0.. 

590/0
D-
o 60% 

l() , ,
<.0 
' 
CD 

U 

c 

::> 

'0 400/0 

Q) 
0) 


t\1 

' 
Q) 
:> 
o o a 200/0 

14%--c:: 
<D 90/0U 
"
CD 
a.. 

0°/0 
1989 1994 


:;')lI'(.I.: tlCI A,Olht,;~ "r If.,' ,\,["",, ,I! I lilt "i, 4" ,r"", I" ,:, I "'.I.; A s,:j .98 


., 




\ 


• Eliminating the CoPayment for Mammograms: Although coverage by Medicare 
began in 1991, only 14 percent of eligible beneficiaries without supplemental 
insurance tap this potentially lifesaving benefit. One factor is the required 20 percent 

i copayment. To remove financial barriers to women seeking preventive 
I mammograms, the President's plan waives the Medicare copayment. 

.• Expanding Managed Care Choices: The President's plan expands the managed 
care options available to beneficiaries to include preferred provider organizations 
("PPOS") and point-of-service ("POS") plans. The plan also implements initiatives to 
improve Medicare reimbursement of managed care plans, including a competitive 
bidding demonstration proposal. Also included in his plan' are important initiatives to 
streamline regulation. . 

• Combatting Fraud and Abuse: "Operation Restore Trust" is a five-state 
demonstration project that targets fraud and abuse in home health care, nursing home, 
and durable medical equipment industries. The President's budget increases funding 
for these critical fraud ~d abuse activities. . 

, 5. Long-Term Care 

• Expanding Home and Community-Based Care: The President's plan provides 
grants to states for home-and community-based services for disabled elderly 
Americans. Each state, will receive funds for home-and community-based care based 
on the number of severely disabled people in the state, the size of its low-income 
populatiori, and the cost of serVices in the state. 

• Providing for a New Alzheimer's Respite Benefit within Medicare: The 
President's plan helps Medicare benefiCiaries who suffer from Alzheimer's disease by 
providing respite services for their families for one week each year. 

6. Reforming Medicaid 

The President maintains Medicaid, expanding state flexibility, cutting costs, and 
. assuring Medicaid's ability to provide coverage to the vulnerable P9pulations it now serves. 

• Eliminating Unnecessary Federal Strings on States: To let states manage their 
Medicaid programs more efficiently, the President's plan substantially reduces Federal 
requirements. 

-- States will be allowed to pursue managed care strategies and other service 
delivery innovations without seeking Federal waivers; and 

\ 

-- The "Boren Amendment" arid other Federal requirements that set minimum 
payments to health care providers will be repealed. 

• Reducing Medicaid Costs:, The PreSIdent proposes a combination of policies to 
reduce the growth of federal Medicaid spending, including expanding managed care, 

reducing and better targeting Federal payments to states for hospitals that serve a high 
proportion of low-income people, and limiting the growth in federal Medicaid 
payments to states for each beneficiary. Per-person limits, as opposed to a block 
grant on total spending, promote efficiency while proteCting coverage. 
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Desperate Republicans Continue Medicare Misinformation Campaign 

Republicans Cannot Defend Tbeir Medicare Cuts Without Resorting to Distortions: 

(1) 	 Republicans claiin tbat the same analysis that shows that tbeir plan would 
increase Medicare beneficiaries out-of-pocket costs by at least $600 more 
in'2002 ($2,800 over 7 years) would translate into $443 more under the 
President's ~ahinced budget plan .. 

, Tbis claim is simply untrue. The President's balanced budget proposal has 
NO new Medicare cost increases. , The comparison is $600 in the . 

Republican plan vs. ZERO under tbe President's balanced budget. 

The Republican $600 out-of-pocket increase that has been documented is 
based on an analysis by'the Department of Health and Human Service,s that 
simply assumes 50% of the $270 billion in Republican Medicare cuts come 
from beneficiaries, . This is actually a conservative assumption as the split 
~etween beneficiary to' health care provider cuts in the July Republican Ways 
and Means Committee Medicare working document is 65% to 35%. 

(2) 	 Republicans are now claiming that the President's '$124 billion in Medicare 
savings really amounts to $192 billion otT of the Congressional Budget 
Office (CBO) baseline. ' 

Wrong again~TIie CBO has never stated or suggested that the President's 
$124 billion in savings proposals equates to a $192 billion cut. In fact, the 
only analysis of the President's balanced budget proposal by CBO (see 
June 16, 1995 letter to Sen. Domenci) assumed that the Administration's 
Medicare savings amounted to "$128 billion" over seven years. 

It is true that the CBO and the qffice of Management and Budget (OMB) 
baselines are different -- about $70 billion over 7 ye~rs. But because there. 
are different assumptions behind the baselines and the policies that affect them, 
one cannot simply subtraCt the Administration's Medicare baseline from the 
CBO baseline and add that number to the President's Medicare savings number. 

The $124 billion in savings included in the President's balanced budget 
represents assumed policy, changes that produce specific savi~gs amounts. 
Historically. despite significant variations in the CBO and OMB baselines, 
scoring of specific policies have been very close. For example, the Medicare . 
savings in the Health Security Act was scored by OMB to save $118.3 billion; 
CBO'scored them to be $117.6 billion. Mast recently, OMBscored the 
Medicare "extenders" to produce $28 billion in savings; CBO scored them at 
$30 billion. Therefore, there is no reason to believe that CBO would score 
the President's Medicare savings at, anywhere near the $192 billion 
suggested by the Republicans. , 

l 



Desperate Republicans Co~tinue Medicare Misinfonnation Campaign 

Republicans Cannot Defend Their Medicare Cuts Without Resorting to Distortions: 

(1) 	 Republicans claim that the same analysis that shows that their plan would 
increase Medicare beneficiaries out-of-pocket costs' by at least $600 more 
in 2002 ($2,800 ,over 7 years) would translate into $443 more under the 
President's balanced budget plan. 

This claim is simply untrue. The President's balanced budget proposal has 
NO new Medicare cost increases. The comparison is $600 in the 
Republican plan vs. ZERO under the President's balanced budget. 

The Republican $600 out-of-pocket increase that has been documented is 
based on an analysis by the Department of Health and Human Services that 
simply assumes 50% of the $270 billion in Republican Medicare cuts come 
from beneficiaries. This is actually a conservative assumption as the split 
between beneficiary to health care provider cuts in the July Republican Ways 
and Means Committee Medicare working document is 65% to 35%. 

(2) 	 . Republicans are now claiming that the President's $124 billion in Medicare 
savings really amounts to $192 bfllion ofT of the Congressional Budget 
Office (CBO) baseline. 

Wrong again. The CBO has never stated or suggested that the President's 
$124 billion in savings proposals equates to a $192 billion cut. In fact, the 
only analysis of the President's balanced budget proposal by. CBO (see 
June 16, 1995 letter to Sen. Domenci) assumed that the Administration's 
Medicare savings amounted to "$128 billion" over seven years. 

It is true that the CBO and the Office of Management and Budget (OMB) 
baselines are different -- about $70 billion over 7 years. But because there 
are different assumptions behind the baselines and the policies that affect them, 
one cannot simply subtract the Administration's Medicare baseline from the 
CBO baseline and add that number to' the President's Medicare savings number. 

~ 	 .' 

The $i24 billion in savings included in the President's balanced budget 
represents assumed policy changes that produce specific savings amounts. 
Historically, despite significant variations in the CBO and OMB baselines, 
scoring of specific policies have 'been very close. For example, the .Medicare 
savings in the Health Security Act was scored by OMB to save $118.3 billion; 
CBO scored them to be' $117.6 billion. Most recently, OMB scored the 
Medicare "extenders" to produce $28 billion in savings; CBO scored them at 
$30 billion. Therefore, there is no reason to believe that CBO would score 
the President's Medicare savings at anywhere near the $192 billion 
suggested. by the Republicans. 



.... 

Facts On The Republican. Medicare Premium Increase 
'October 5, 1995 

Republicans Can't Hide Their Premium Increases. No matter what the Republicans say, the 
bottom line always remains the same: 

• 	 The President's proposal maintains premiums at 25 percent of Medicare program 
costs. 

• 	 The Republicans' proposal increases premiums to 31.5 percent of Medicare program 
costs. 

Medicare premiums are based on a percentage of the"total Medicare Part B costs. No matter 
how much you shrink the Part B program, the above percentages always remain the same. 
'If you apply a 25 percent premium (our plan) and a 31.5 percent premium (their plan) to the 
same Medicare Part B program, the 25 percent premium will always be smaller. 

The Republican Plan Raises Premiums by $18. When the Republicans claim that their 31.5 
percent premium amounts to only $4 more than the President's proposal, they are being deceptive 
- they are comparing apples to oranges. They are not applying the 25 percent premium and the 
31.5 percent premium to. the same size Medicare program. If they compared apples to apples and 
applied the President's 25 percent policy to the Medicare program they are calling for, the 
difference would be $lK 

The Reality is That UDf~er The Republican Plan: Older Americans Pay More and Get I...ess 
- In Order To 'Finance Tax Cuts For The Wealthy. Any way you slice it, the Republican $270 
billion Medicare cuts -- three times larger than any cuts in history -:-- will force you to pay more 
to get less -- just to fund a tax cut for the wealthy. 

• 	 Increased Out-of-Pocket Costs. The GOP plan will increase out-of....;pocket costs for 
all seniors, -- regardless of their income or health. 

• 	 Increased Premiums and Deductibles. Both' the House and Senate plans increase 
premiums, and the Senate plan also cuts benefits and doubles deductibles from $100 
a year today to $210 a year. in 2002. 

• 	 Reduced Spending. Medicare benefits per beneficiary will be cut $1,700 in 2002, 
forcing spending to grow about 30 percent slower than in the private sector. 

• 	 Taking Money From Seniors To Pay For Tax Cuts. Not, one penny of the increased 
premiums will go to the Medicare trust fund. Instead, seniors will pay more out-of
their-pockets to fund a huge tax cut for the wealthy. 

~-.-.- .. "-___ .='-....... -".,. "'-f 
 • .,....-.-:.~: 

• 	 Raising the Eligibility Age.~·· The Senate Plan"'"would grndually"delay"the Medicare 
eligibility age from 65 to 67 beginning in 2003..Tens of millions of Americans 
would have to work longer and pay more taXes to get fewer years of Medicare. 
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DEPARTMENT OF THE TREASURY 
WASHINGTON, D.C. 

S!CRETARYOFTHETREA5UR~ September 21, 1995 

The Honorable Newt Gingrich 

Speaker of the House 

United States House of Representatives 

Washington, D,C. 20515 


. The Honorable Robert Dole 

Majority Leader 

United States Senate 

Washington, D.C. 205lO 


Dear Mr. Speaker and Mr. Majority Leader: 

I understand the House Majority is releasing its plan to restructure Medicare today. I am 
writing to discuss the condition of the Medicare Hospital Trust Fund in the context of these 
reform plans. ' 

As Managing Trustee of the Medicare Hospital Insurance (HI) Trust Fund, I am concerned 
by a growing number of statements by Members of Congress which appear to be based on a 
misunderstanding of what our annual report said. Because votes for significant changes in 
Medicare should not be cast without Members knowing the facts, I want to recount briefly 
what the Trustees reported about the funding status of Medicare. 

Simply said, no Member of Congress should vote for $270 billion in Medicare cuts believing 
that reductions of this size have been recommended by the Medicare Trustees or that such 
reductions are needed now to prevent an imminent funding crisis. That would be factually 
incorrect. 

In the annual repon to Congress on the financial condition of Medicare, the Trustees 
concluded that the HI Trust Fund will not be depleted until 2002, seven years from now. 
When we issued our findings, we asked Congress to take remedial action to fix the HI Trust 
Fund on a near-term basis and then in the context of health care reform to make long-term 
changes in the system that would accommodate the influx of "baby-boomer" beneficiaries. 
At no time did the Trustees call the funding crisis "imminent." Without adequate time for 
reflection, a responsible, bipartisan, long-term solution to the financing problem could not be 
structured. We therefore did not imply that cuts of the magnitude being proposed now were 
needed. 
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Nonetheless, the Majority is asking for $270 billion in Medicare cuts, almost three times 
what is needed to guarantee [he life of the Hospital Insurance (Part A) Trust Fund for the 
next ten years. Moreover, I understand that the $270 billion of cuts proposed by the 
Majority includes increases in costs to beneficiaries under Part B of the Medicare program, 
even though increases in Part B do not contribute to the solvency of the Part A Trust ,Fund. 
In this context it is clear that more than $IQObillion in Medicare funding reductions are 
being used to pay for other purposes -- not to shore up the Medicare HI Trust Fund. 

By contrast, the President's proposal, by providing ten years of trust fund security, is 
consistent with actions by prior Congresses and would afford us far more than sufficient time 
to propose a bipartisan ~olution to the long-term fiscal needs of Medicare. Such a bipartisan 
solution will be needed regardless of whether the President'S plan or Congress's plan is 
finally adopted. 

To emphasize, the Tru'stees did not recommend $270 billion of Medicare cuts at this time nor 
state that the funding problems facing Medicare require actions of this magnitude now to deal 
with a financing problem that occurs in the next century. 

I hope this information can be provided to Members of Congress on both sides of the aisle as 
they review the significant changes in Medicare that are being considered so [hat Members 
can have a clear understanding of the facts. 

Sincerely, 

~'L>1~~ 
Robert E. Rubin 
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Me-v, 	~SO 
EFFECTS 	OF REPUBLICAN MEDICARE CUTS 

, II· Republicans ~re considering proposals that would cut Medi~an~ funding by $250 
billion between now and 2002 -- a 20% cut in 2002 alone. . 

Medicare managed care cannot produce the magnitude of savings being .• 
suggested by the Republicans. Claims that substantial savings can be achieved 
through Medicare managed care actually rely on capping federal contributions or 
on charging beneficiaries more to stay,in fee-for-service Medicare. 

Although Senator Gregg predicts that managed care could save $35 - $45 billion • 
between 1996 and 2000, there is no evidence that managed care can produce 
Medicare. savings of this magnitude. Even if one assumes the type of overly 
optimistic savings Senator Gregg suggests (extended for seven years), the 
savings would represent less than one-fourth of that targeted by Republicans. 

• 	 If the remaining cuts were allocated so that beneficiaries bore 50% of the 

burden and health care providers bore the remaining 50%: 


Elderly and disabled beneficiaries who were enrolled in Medicare 
between 1996 and 2002 would have to pay about $2,630 more for 
Medicare. 	 In 2002 alone, they would be required to pay about $680 
more. 

In 2002 alone, a $28 billion cut in Medicare payments to hospitals, 
physicians and other health care providers would be needed. 

Cuts of this magnitude would cause serious financial distress to the nation's 
medical system. Hospitals and other providers would still bear. the growing 
burden of uncompensated care. 

There are now 40 million uninsured Americans, and this number will 
continue to grow, particularly when the Medicaid cuts being 
advocated by the Republicans are considered. 

These unprecedented Medicare cuts, combined with the growing uncompensated • 
care burden, will force providers to shift costs to business. And because their 
disadvantage in the insurance market, small business will bear the brunt of this 
cost shift. 

• 	 Republicans are talking about combined Medicare and Medicaid cuts 
between $400 billion and $500 billion dollars -- and, by necessity, a 
substantial portion of the cuts will come from . payments to health 
care providers. Providers, in tum, will try to offset these cuts by . 

. raising their rates for private patients. 	 Even if only one-quarter of 
these cuts are passed on to private payers, businesses and families 
will be forced to pay between $100 billion and $125 billion more for 
health care between now and 2002 .. 



• 	 In the last Congress, bills sponsored by both Republicans and 
Democrats contained large Medicare cuts. However, unlike current 
Republican .proposals, the bills last year reinvested their savings into 
the health care system through subsidies to expand insurance. 
coverage. Reinvesting the savings would have reduced the 
uncompensated care burden on providers and businesses and 
mitigated many of the adverse effects of Medicare cuts. 

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 reductions 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 often 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. 

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

Despite the current rhetoric, Medicare expenditure growth is comparable to the • 
growth in private health insurance. 

.. 	 Under Administration estiIpates, Medicare spending per person is 
projected to grow over the next five years at about the same rate as 
private health insurance spending. Under CBO estimates, Medicare 
spending per person is projected to grow only about 1% 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. 



EFFECTS OF CAPPING MEDICAID 


MAGNITUDE OF THE PROPOSED CUTS 


Republicans are considering cutting (through the use of a block grant with a 6%• 
cap on growth) federal MediCaid funding by more than $160 billion between 
now and 2002 -- a 25% cut in 2002 alone. 

Though the Republicans claim that 'all they are doing is providing added • 
flexibility to states, what they are really suggesting is cutting $160 billion in 
critical health care services. . 

Managed care savings cannot offset even a small portion ·of these cuts. It is• 
unlikely that managed care can produce more than $5 billion in "scorable" 
savings between now and 2002. 

The remaining $155 billion in cuts proposed by the Republicans would have to • 
come from deep cuts in payments to health care providers, benefits and 
eligibility. 

EFFECT ON PROVIDERS, BENEFITS, AND COYERAGE 

Providers: Cutting provider payments by $155 billion would mean an 10% • 
reduction in revenues providers receive from Medicaid between now and 2002. 
In 2002 alone, the cut in provide~ payments would amount to 16% . 

. Benefits: Cutting $155 billion out of Medicaid by reducing. benefits· would • 
require the outright elimination of a long list. of critical services by 2002. Even . 
eliminating coverage for prescription drugs, home health care and other home 
and community-based serVices, and preventive and diagnostic screening services 
for children would not offset the cuts. 

Coverage: Cutting $155 billion by limiting eligibility would require, for • 
example, eliminating coverage for almost all children covered by Medicaid ,(over 
20 milli~n in 2002) or ·for over 3 million elderly or disabled people. 

Combination of Benefits and Coverage: Cutting $155 billion thJ;ough a• 
combination of benefit and coverage reductions would require: ' 

II> Elimination of coverage for prescription drugs, dental ·care, and 
preventive and diagnostic screening services for children, and hospice 
in 2002, and 

II> Elimination of Medicaid coverage for more than 5.8 million kids and 
for more than 800,000 elderly or disabled people. 

, " 



Combination of Benefits and Coverage: Cutting $155 billion through a • 
combination of cuts in provider payments, benefits and coverage reductions· 
would require: 

... 	 Reducing payments to hospitals, physicians and other health care 
providers by over $50 billion between now and 2002. The cut in 
2002 alone would be about $14 billion. 

... 	 Elimination of outpatient prescription drugs for the tens of millions 
of Medicaid beneficiaires in 2002, and 

... 	 EI~minating coverage for roughly 3.5 million children and over half a 
million elderly and disabled together would offset the remainder of 
the cuts in 2002. 



EFFECTS OF CAPPING 'MEDICAID 

IMPACT OF CUTS 

• 	 Medicaid is a safety net for over 35 million mothers and children, the elderly, 
and people with disabilities. 

• 	 ' About 60% of Medicaid spending is for elderly and disabled' people. 
(This includes both long-term care and acute care spending.) 

• 	 Republicans are considering cutting (through the use of a block grant with a 6% 
cap on growth) federal Medicaid funding by more than $160 billion between 
now and 2002 a 25% cut in 2002 alone. 

Though the Republicans claim that all they are doing is providing added '. flexibility to states, what they are really doing is cutting $160 billion in critical 
health care services. 

.' . 	 Managed care savings cannot offset even a small portion of these cuts. It is 
unlikely that managed care can produce any more than $5 billion in "scorable" 
savings between now and 2002. The remaining $155 billion in cuts proposed by 
the Republicans would have to comefiom deep cuts in payments to health care 
providers, benefits and eligibility.' . 

Finding the remaining $155 billion.in Medicaid cuts without cutting provider • 
fees -- which are already much lower than in the private sector -- would 
require massive reductions in health coverage and services. The number of 
uninsured Americans, currently about 40 million, would increase substantially. 

To illustrate the types of cuts that states would have to make, cutting $155 billion through a 
combination of benefit and coverage reductions would require: 

~ 	 Elimination of coverage for prescription drugs, dental care, and 
preventive and diagnostic screening services for children, and hospice 
in 2002, and . ' 

Elimination of Medicaid coverage for more than 5.8 million kids and 
for more than 800,000 elderly or disabled people. 

Even these dramatic figures probably understate the true level of cuts under the • 
Republican proposals, since states, like the federal government, are looking to 

. spend less on Medicaid, not more. Under Republican block grant proposals, the 
. states, on an aggregate basis, could save money only after they cut more than 
$160 billion out of Medicaid. . 

,. 
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VARIATION ACROSS STATES 

An across-the-board 6% cap on Medicaid spending does not recognize • 
significant differences across states, leaving some states even harder hit than 
these numbers suggest. 

Growth rates vary significantly across states and over time in a given 
state. Across states, variation results from differences in population, 
regional medical costs, enrollment patterns, and service mix. Over 
time, a state's growth rate can change because of recession or other 
economic· factors. ' 

.. 	 When a recession occurs in a state, the number of people without 
work who qualify for Medicaid can rise dramatically, increasing 
program costs. With a cap on federal Medicaid payments, states 
would bear this burden. 

Ironically, states with the most efficient programs are most penalized 
by a 6% cap-- because it is hardest for them to find additional 
savings. 

.. 	 Retirement states with large numbers of elderly residents would bear 
a disproportionate burden as the population ages. 

., 	 An analysis of Medicaidblock grants conducted by the Urban Institute for the 
Kaiser Commission on the Future of Medicaid finds that a 5% cap on the 
growth of federal Medicaid payments would cost states over $167 billion 
between 1996 and 2002. [Note: This estimate is about $25 billion less than the 
CBO baseline estimate]. 

.. 	 New York, California, Texas, Florida and Ohio would lose the 
largest amounts. New York would lose $18.5 billion,California over 
$14 billion, Texas almost $11 billion, Florida $9.5 billion, and Ohio 
over $7 billion. 

States in the South and Mountain regions would have the biggest 
percentage reductions in federal payments. Reductions during the 
period would average over 20% in states such as Florida, Georgia, 
Arkansas, Colorado, Montana, West Virginia and North Carolina. 

NO EVIDENCE THAT THIS LEVEL OF GROWTH IS ACHIEVABLE WITHOUT 
SEVERE CUTS . 

Republicans claim that managed car~ can generate ·enormous ·savings . • 
.. 	 But, there is no evidence that managed care alone can achieve the 

level· of cuts they are proposing. 



.. 


.. 	 States already are aggressively pursuing managed care, but the 
populations for whom care can readily be managed -- children and 
AFDC adults -- account for less than one-third of total Medicaid 

. spending. And, over one-third of these recipients already are in 
managed care. 

.. 	 Applying managed care techniques to the services typically used by 
the elderly and disabled is largely untried, making the potential for 
savings hard to predict. 

• 	 The potential for managed care savings also varies tremendously across states. 
States that have already applied managed care broadly will be less able to 
achieve additional savings . .In rural states, where HMO coverage is not readily 
available even in .the private sector, efficient managed care is not a real option; 

• 	 Some may point to low Medicaid growth rates in certain states as evidence that 
ii 6% cap on growth is achievable. 

.. 	 While a few states may be able to hold growth down to 6% for a 
few years, no state has demonstrated the ability to sustain such a low 
growth rate for any significant period of time. 

Republicans justify these cuts by claiming that Medicaid spending is out of• 
control, but the facts show otherwise. The truth is that both the Congressional 
Budget Office and the Administration project that Medicaid spending per person 

. will grow no faster than health insurance spending in the private sector . 

. , 
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April 28, 1995 

The Hononble Bill Clinton 

The ~lhite House 

Washington, D.C. 


Dear Mr. President: 

I ",'lite to yO\! out of deep c.onc·em for the future of M.:;dicare, The most recent reports of 
the Medicare Hospital Ir.suranc~ 3.J."lG Supplementary Medical Insurance Trustees pai.'1t3. grim 
pictllre of6e ftlTIll"e of Medicare and make dear that immediate acton 1S needed tf) en~W"e, 

, MeJicare's survivaL 

The Tru ..ste~s· repO!~L$ predict dire results from a failure to :address the gro\V"th F.i!c io both 
parts 'Jf t.l:!e Me.dicf..re pi:ogram.. .Four of Llte TnlS\:ees are your ('o\vn Secretaries of the Tr~asu.ry, 
Labor. and Health tL"ld HlL."::'.Jill Sen"i(;e~ Dep<'..rtments and ilie CO!J1..missiGrrer of Social SecLI....rity. 
'fbe 'f'ro:;;tc:es ir:dicated,-: inboih Lheir 1994 and. 1995 reports that urgent action is necessary. 

" ... lhe P..l program it severely cut ofbalance and the T!U$t~s believe that Congress rnu::;( 

take timely action tt' fund~mentaay rd'orm the B1 prcgram and control rdated prograr.1 
expendittlre~," 

.-----~. 

TIli5; year, the Trustees \vCl.:.l1ing i5 even more· dire: 

"T(1 bring the I:-TJ progtfu'11 inte actuarial balt·nee evert for u1e first 25 yeatS'.,.f:ithc;:' 0utl;:lY~; . 

'J.auld have to be redl.h:ed by 30 p~,rCei.1t or income increased by 44 percent (or some 

cr)CI"i::,inarion !h.ere>,)t). .. the HI program. is: severely Oul offinat:ci;;1'! bab:mce and thE: 

Trl.l:-tees believe tha~ the Co;}gress must,take timely action to establish long-term 

ilna!1cial s~Hbitily fi:~r the prognuTI.·' 


1995 SJpplemer..tal M:tdica! Insurance Report from Secr.etaries Re.ich, Ruhin 
nl~d Shr~l~t~, CODli'.1i:>si.o£:f2:r Ch<.:tf::r, Pubtic T:-clstees S!Jmf....'rd G. R;)$s. and D,~vid 

http:p~,rCei.1t
http:Tr~asu.ry


L:\ lIliES DC1;):04 'a'2112 ~Si Hl500.1'28:95 

M. Walker~ and Bruce C. Vladek, Administrator of HCFA and Sec[(:.tary to the 
Beard of1 rustees. 

"...gro\\'U~ rates have been so rapid that outlays of the program have increased 53% in 
aggregate and 40% per ell.roUee in the iast tive ycars ... The Trustees believe that prompt, 
effective, a.."1d decisive action is necessary." 

.\ 

1995 Hospital Insurance Trust Fund Anrmal Report from Secretaries Reich., Rubin 
fu"'1d Shalala, Corl1missioner Chater, Public Trustees Stanford G. Ross, and David 
M. Walker; and B:uce C. Vladek, Admi.nistrater of HCFA and Secretary ttl the 
Board of T!'UStees. 

Pm B costs per beneficiary were £2,0.16.00 iL 1994. In the year 2002, the rear in which 
the Tmstees predi'.":l ba.'l~.:ruptcy for the Part A progr3J.U. costs per t't:neficlary are estimated to be 
$4.430.47. TIus is obvio:lsly ar. u....TJ.s~~.aEnatle rate of gr..)\vth.. yet your m.:J::'lt t<!cent budget, 
hOI,rever, c.G1.tamed no new proposals orner thaT} minor eXlensions of current !av .... to li..rnitthe 
grell/th. of t.~e Pan B progrem. 

In the suhr::"l.ission of your Healtll S,~c.urity Act last :lIeat', y!.m !toted thai iVfedicare refonn 
:;h,')(11d oilly be :;!;;complished in the context of coP.lpre'hensive health care refurm legislation. The 
public T rusWes ciearlyb~1icve such ~ction l1:lvtisc, in.iica.tillg in tl:tc 1995 report that M~dicare 
3c.'I.·ing::: should not be considered for :1..1Y o~tnr purpose: 

" .. .it is now clear t~a.t Medicare refoIlI! needs to be addressed as {~ distinct legislative 
initiative...The idea that reductions in Medicare expenditures sh~u1d be available for o't.'1er 
purpO;;eS, including even other health ('.are purposes, is mistaken-." 

Publi.c Trustee:; David Walker and Stall Ross, 1995 Hospital insurance Trustees 
Report 

Givea the urgency WiL~ which the Tr'..lstees have spoken, the Congress int~nds to addres::; 
the M~diCQ.,~ crisis this ~~ea::. We believe the A.merican people ex.peet us to work togeilier on 
iS~iJes as irnp<)rtant as L~t; l\·fediC<1.re progn:...l11. We t.Gk that /Oll direcr Secretaries Reich, Rubin 
<.n-i Shalata, Commissioner Ch5.ter, a:ad :e\,ciministrator Vladek to .make recornm~l1dations to the 
Congress 0.0 ia-;:er than '\1ay 15. i 995. Specific3!i.y, we believe t}'lese recommendat.ioru; should 
address u"'e$e con~emsand. questions: 

M~dicare b,~n....t.:.n.lptcy has ;)ften b~~::n pCdpC'.aed by U!.X i.nc!'~.ase The most !'ecem tax 
ir;cl'eas;c !Tierely postpon~d b;:;.I1k~pt-::;y by one or rNa ye-a.--s; the undedying growth mte 
'·e:ll<.;ms unaddressed 3ud the program is no closer to kmg term !)oive!1cy. The Trustees 
rec\)n~l.t..end two 25 y~a\ solvency tests for the HI Tr-J,St Fur,d. Flease present pmposal::; 
sJ"!!1t \':ollld make tv!edicare "leet uflth tests. It is obvio%ly inappropril4te th:i1l i.he 
r~::::)rn\Uer:dations cuncemi!:'"!g PaIts A merely shifts hs CQsts W Part 0, pfu"ticularly gIven 

2 
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the Trustees concems abou.t C()::1 increases in the Supph.:rnental Medical Insurance 
program. Does the A:iministration reconunend tax increases? fV';' ci 

The Public Trustees oflne Medicare Hospital rnsura.'1~~ Trust Fund have stated 
unambiguously tJ,at Congress should undertake Medicare reform independent of any 
other health care reform activities. Do you believe that the Public Trustees are v"Tong in 
this assessment? 

The Tru3rees recomrn~1d conrrolling the rate of gTo'wth fbi' the Supplemental Medical 
Inslln:1T!ee prograrrL P!e~e reC'):T;,1lcnd prof'OS.als to reduce the program'~; CO:its, 

The Ad..'1'li.nstration's laTest guidance on Medicare refoml remain~ their 1994 propc,sal~, 
\vhich would result i~ Medicare savings of about $118 billion. The Administration has 
indicated its support for iIicre.mental refonn. Do you continue to support these proposals? 

(V ,l \ U \).,,-( i (,/~1 (",",
';'; e wili provide a m ...::>re ciet-'!iied set of questions in a later com..'11unicatton; 


\Ve beJ.ievo:: th~re is no excuse to ignore the problem. elf Medicar;:;, a progrC'll'Tl t.'at vyill 
$pcnd ;n.'.;re tha.'1 it takes in next year, and wi11 be completely unable to pay benefits in seven 
)rears, 

Next week. you are convening tb,e Fourth Wbite Honse Conference on Aging, a 
nonprutis.."UJ event tha.t occ~ only one! every decade. Tne tical agend41 for the Confhenc.e 
indirutcs that health is L~e primary ·~ncern or the dcleg~ies. Surely, this is tne time W begin 
buildi..'I'l.g a natl:.:Jrla] '.::onsensu8 on how to make Medicare solvent. 

Sincerely. 

/A~
~::~griCh , . 

.., 
J 
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.• May 1, 1995 
'.' . 

, • • l, ''M " -. .. 

The Honorable Newt Gingrich . 
Speaker 


. United States House of Representatives 

. 'WuhiDgton. I;).C~ 20515 . . 


. .' . . . . . ", " 

•... DciarMt...~: . . .... . ., 

., 'The :p~t has libel me to respond to 'your 'tetter of April it:J.i~~~:~:?~rrt);~'i;':~: 
Administration has sho~' over the last two and a half years, we are committed to mduciDg . . 

,the~efitiitan.'fac~~ ~~ Deaithcare zefOrm.::We cXmUnuctO .'~Pfl'glesS'(lI'l: ',,;~ ,: .. ,: ..; 
both ofthese ironts,whilealso making our tax system fairer and our~system of:inve.sting in, ':,\,,~.ie.:~".'~ ..; 

.' ed~~J.l.. and chilcJ,n,i'evcn~.nger: ,'. . ',.',... " ". "::>.. ::';~"::;::<": .,,:~. ?<,~:':':'/;:':';::,;::"::i7: ',' 
"", .," 

~, .: •.•.• t., ~. ",' < • ~,:~, ' , :'~. -.i' ~ _' .: 

. When this President took offiCe on January-20; 1993, he inherited an 'esealatiDs deficit,·". .. 
and a Medicare Trust Fund that was projected to be insolvent in 1999." Twenty-seVen days. ... 
1ater,he proposc:d, and then helped pass, a historic deficit reduction pIan that included 
several serious policies to stren&ilien the Tiust Pund. Indeed, these proposals,.pushed out the 
insolvency date by three full yean. 

Laat ytarI the President ,spoke directly to the nation about the need to reform our 
heilth Qfe system and made c1a.r that further federal halth savinls needed to take place in 
the context of sc:rious health care reform.'. In Dccomber 1994, the President wrote the 
Congressional leadership and made clear that he would work: with Republicans to control 
hcalthcarc spending in the context of serious health care n:form. 'I1lcPrcsid.cnt n:peated this 
offer'in his 199' State of the Union speech. 

Despite these repeated calls for sigllificant action on health care rcfoon, the reply 
from the Republicans' has been silence. Indeed, tim only propollll in the Contract with 
Ameriea that specifically aclclresses the Medicme Trust Fund would explicitly wtakm it by 
$27 billion over seven yeArS and undo some of the progress made in 1993. 

Moreover, the over $300 billion in Medicare cuts over sevc:a 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 seven-year $34' bi1li~n tax cut that goes 
predominantly to well.-off Americans. No amount 01 accounting gimmicla. 8'PartJI(! 
accoUlllS, dual budg~t resolutions or reconciUanons can hidi the reality thor you are 
we~ally calling [Dr t~ largesl Medicare 'cut in history to pay for tax CUlS /Or tlu! well-off. 

The President has long stated that making significant cuts in Medicare and Medicaid 
outside the context. of health care reform will n,ot work. Such dr8.matic cuts could lead to 

...............--~--~..-'--~~.~.-"~.~."~ 




.". .:. ... -. ~ - . 

less coverage an4'loWer quality', muchhiaher costs to pool and middle income Medicare 
c. .', -,~ reei.pients who cannot afford them, I. coercive Medicare program, and cost-shifting that cou4i 

~ lt2d to ahidden tax .onthe health premiums of averqe Americans. That is why it is 
essential to deal with the Medicare Trust Fund in the context of health care refonn that 
Pnrtects the integrity of the propaui, ~ands not reduces coverage, and protects choice as 
well as quality and affordabllity., " ',' . ,,', " " 

, The Medicare Trust Fund is an important issue that needs to be addressed in a 
bipartisan way in the context of larger health care reform. To do that. you must fint meet 
the requirements of tb~ bud£et ll.wtbat Conpa pa8I a budget resolution., The Apri11S 
deadline has ~ .. and ill@ American people arc still wai1ing ,to ., thencw Republican, ' 
~orlty fulfill this responsibility;, If you really want to'work topther on the Medicare Trost ' 

, Fund, you must' first pass a budget plan that fully specifies how you plan to balance, the ',,' 
"., ': J. 

, budket and pay for thep.roposed taX cu~. " " , " "" " ' 

, " , ,'. We hope that you' will work hard ,to respond to these issues. The Adminiatration and 
,:' the American people eontinue to a~t your proposals. , 

n E. Panetta 
Chief of Staff 

, . 
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I REPUBLICAN MEDICARE CUTS 
I 

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 vulnerable 
Americans -- the elderly and disabled. 

COERCION INSTEAD OF CHOICE: Managed care simply cannot produce anywhere near .I 

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 ~e 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 GROWTH 

• 	 Despite the current rhetoric, Medicare expenditure growth is comparable to the growth 
in private health insurance. 

.. 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 CBO 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 lil<ely 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. 

Rural hospitals are often the largest employer in their communities; closing these hospitals 
will result in job loss and physicians leaving th~e 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 ave·rage; Medicare accounted for a bigger 
share of net operating revenues for these hospitals than did private insurance payers. 



MEDICARE TRUST FUND SOLVENCY PROBLEM 


Unlike the Republicans, This is Not a Problem Democrats Just Discovered. The President, his 

Administration and the Democrats have been conceme:d about Medicare trust fund from the beginning. 

OBRA 1993 and economic improvements resulting from this legislation ha:ve 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. The' 

Republicans rejected each and every initiative that would have strengthened the Medicare Trust 

Fund. 


. . 
The Medicare Trust Fund is a Long~Term Problem that 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 the Democrats, the RepUblicans Have Just Discovered this 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. 

The Republicans are Using the Trust Fund as a SmokeScreen for Cuts. Let's be clear: Their 
proposals have nothing to do with the long-term solvency issue; they do not address 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. . 

When they Finally Put Forth a Detailed Budget and Commit to Dealing with Medicare in the 
Context of Serious Health Care Reform, the 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 detaiJed and makes clear they p're 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 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. ' It also 
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-tenn 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 enonnous 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 other health care providers. If the Republicans were to cut $160 
to $190 billion between 1996 and 2002 and those cuts were divided evenly between 
eliminating eligibility for elderly and disabled beneficiaries, eliminating eligibility for 
children, cutting services, and cutting provider payments, that 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; illld , 

• 	 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." (February 11, 1995) 

Eastman Kodak says: 

"My message to you as you wrestle with the growing costs of the Medicareprogram is that 
greater use of managed care and aggressive purchasing of care on the part o/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." (March 21, 1995) 

American Hospital Association·says: 

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

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

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

American AssociatiQD-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 ofpocket." (March 6, 1995) 

"... fT]he total number of Medicaid beneficiaries in need who would lose long-term care 

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




... . . 

The National Council of Senior Citizens says: 

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

"The 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." (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. II 

(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. " 
(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) 
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TH E WH ITE HOUS E 

WAtJHINOTON 

May 1, 1995 . 

The Honorable Newt Gingrich 
Speaker 
.United States House of RepresentatiVC8 
Washington, D.C. 20515 

. , 

. Dear Mr. Speaker: 

The President has ukcd me to respond to your letter of April 28. 1995. As' the 

Administration J:w shown over the lut two and a haJJ years, we rae comnilited to reducing 

the deficit and achieving meaningful health care reform. We continue to seek pro~ on 

both of these' fronts, while also making. our tax system Wrcr and our system at 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. histonc deficit reduction plan that included 
several serious policies to stren&then the Trust Fund. Indeed I these proposals,.pushed out the 
insolvency date by three full Yean. 

l..a:It year, the President ,spoke directly to the nation about the need to reform our 
health 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 
Con&ressionalleadership and made clear that he would work with RepubliC'.1Uls to control 
health care spending in the context of serloushealth care mfonn. The President mpeated this 
offer'in his 1993 State of the Union speech. . 

Despite these repeated calls for sigiillicant action on health care reform, the reply 

from the Republicans has been silence. Indeed, the only proposal in the Contract with 

America that specifically addresscil the Medicare Trust Fund would explicitly 'Wtakn it by 

$27 billion over seven years and undo somc'ofthe progress made in. 1993. 


', 

Moreover t the over $300 billion in Medicare cuts over seven years - the largest 
Medicare cut in history -- you are reported to be. considering would be completely 
unnecessary if you did not have to pay for a seven-year $345 billion tax cut that goes 
predominantly to wcll--off Americans. No amount of accounting gimmicks. stparau 
accountS, dual budg~t resolutions or reconciUartons can hick the reality that you are 
wentially calling for lhe largest MedicCll'e cut in history to pay for tax cUts for the well-off· 

The President has long stated that Making significant cuts in Medicare and Medicaid 
outside the context.ofhealth care reform willl1,ot work. Such dramatic cuts could lead to 



less coverage an410wer quality, much 'higher costs to 'poor and middle income Medicare ' 
recipients who, cannot afford them, a coercive Medic.are program, and cost~sh.ifting that could 
lead to a hidden tax on the health premiums of aVeIi1Ee 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 red~ coverage, and protects choice aJ 
well as quality and affordability. 

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 dothRt, you must flnt meet 
the requirements of the bud·;etlaw that Congress pal! a budget resolution. The April 15 
deadline has passed, and tlg~ American people am still waiting to sec the new Republican 
majority fulfill this l'flSponlibillty I 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 
bU<Jket and pay for the proposed tax cu~. 

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

n B. Panetta 
Chief of Staff 
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April 28, 1995 

The Honorable Bili Clinton 
The V/hite House 

Washington, D.C. 

Dear l\1r. President: 

I ~;rite to yo~ out of deep c.or.:c.em for the future of M~dicare. The most recc.nt reports of 
the !v1cdicaro::. Hospitallnst:rauc~ aad Supplementary ~,{cdic[.J Ins:.rrancc: Trustees pai..."'lt 3. grim 
pictl!r~ of 6e rurure of I'vfedicar~ arid ~1tike dear ,that immediate actor. : s rlf:ed.ed El en?ure 

MeJica.re's survivaL 

'fbe Tm.stf:~S; ;"epo!~cS predict dixc re.sutts frOl:l a fail:1rc t.') uidress tbt gro\vth rate in both 
parts of the Mcdicr..re pl"ograiTL_ .F om d t.l-te Tn.Gtees are YOlE 0\",-;:;. Secretaries of the T reas:..:ry, 
Labor, :m.d Health i.!..'1C HLL~n Ser-.·ii;e~ Dep<'.r'till~nu; and i.b.c. Co!:mn1s~ilJaer 8f Soci31 Se<:\.L';ly. 

'(be Tr~tce5 i~dica~ed.~ i;} beth Lheir 1994 and 1995 reports that urge::;t aerier is ne-ce".os::rr:"·. 

"-.lhe 1-1.1 progr-~ i~ seve!:"ely C<.!t of balance. 2.!id the Trm;tees believe lhClt ConE;Le~s rm;Sl 

take tunely 3.c:ion tc ft::ndpIIleilblty r..:.foil.l fbe HI ptcgram ~'Itd COl1U"ol re-bted p:-ogr2.r.1 
expenditures... 

I.r<1St ;'ecr, yet! a.g:·e.ed!hai: program expc!"lditures should be slo'xe;i, <L'ld you FCoPJsed t·-:", 
J 

:due::: lEe LC'.t!:: of g:-nwth by S 1 ] 8 ti~;..io::-~. C)I'Lgres3 .ij,-{ uet eL~ct these re[,'JfTr;s due to (heir 

er;!ur:gkm-~at ia y0Clr teaith ~~fotm :c.ropcsaL 

Thi:-: ye::u, th~ Tnlstcc5 w(lITling: ~s eyen n~~orc dire: 

.... I. t' Hr " h,' t· , -" .cc -I ·~c ',' tj 1':', oilng Y.2 _ p:-Clg.a.:.-n ,n,c aC~t.!s.rl21 ;:Ja.!2.t,(;2 even Ic,r t'Le: L~rSl .c.., :,·e;:.1i~ ... ~llfl<-;;' OU. 8y~i 

'.'. ;)u:ci haVe te, t>e ;'cdu;:.td b;' 30 pC'rce~1( or income i::c'reased by ~4 ;xrcenl (or 50rne 
(.:-'::T,'-J~flZiri(;~ ~!:E'.re,,')t)th~ HI p:og:r'tIT'.. is scve,eJy Cul of flr!3r:ci8~ l:J~il,~~:.:-e illlJi ~h.2.. 
~"'[1J::tees b~;ie~/e ~b.a~ ~he C:o:1g.ress fTi1.15: ~ake ~irnely aCIron to E;Sl~.blish !i)ng-tt;l~ 

j~;1Z:C1r:;i::d ~~Llbiliiy k., j1e pwsnll~" 

19'i 5 S J Pi-! 1e:T\cr~~l ~..1t:di cal Insurar~c.e Rep~)~ f:~Or.Ti S':;c~etdr~.e:; r(~ich, P.. l!C1 in 

~ll:'~~ S~[~l::~~~:: C:)[TlIni~:-;j.0r_e;- ChL:t~r: Publi~~ l':':'l~~lees St~~,fl.)r(! (~ F,<':~s. ~ind L):~"f.;id 
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M. Walker, and Bruce C. Vladek. Administrator of HeFA and ~eC[('lary to the 
Beard of Tru."rees. 

"...grov:th rates have been so rapid that outlays of the program have increased 53% in 
aggregate and 40% pcr.enwike in the last t1ve ycars._.The Trustees bdieve tha~ prompt, 
effective, a..,d decisive a(;tion is nec(!ssary." 

J 995 rto!;yital Lnsu::ancc Trust fund A.nrwal Report from SccretaJ.ies Reich, Rubin 
a.id Shalala, Corrtmissioner Chater, Public TL1..Citees Stanforc O. Ros~, ar;.d David 
1....1. \"i/atker, and B:uce C. Vladek, Administratc;r ofHCFA and Secre!2(,)' to the 
Board ofT!UStees. 

p3.[":: B costs per benerlcia..j' were 5;2.,046.00 if: 15:.94. !:o the year 200:2, the y:::ar in which 
the. TmS!ee5 preJ~:~i ba.'1krupi.cy for ~h~ Part A program, costs per bcnefici&rY are esrin:ilted to b~: 
S4A3C.47.This is obvio:1Siy an !.L11.Sus:a!Latle rate of gnwtlL :iet your m:i::;t r,~cer..l budget, 
hQ"'eVI.:!I, ccntained r;o new proposals other than minor ';::ner!si(lus of current Jav,: to Emit the 
grm'!th of t~e Part B program. 

In the. sahr::1.ission of yuur He.altl.l S.:;curitj Act hst J'8<it, Yl)U !lot~d th~t ;\fedicare refon~l . 
,.1., '''«'d "'1 ( 1..... ~.~ r: li<·i r-A; th·' ".~ f 'f ~ ~ ·h l'"I,' b I-\.. ~- -' rp':: I -.' -r-: -, T' =..A ••_",0:"11 • o~.: ~.,,,, _·XOL!p "·ll,,,u .D " Vvn ..e".l C COUple.•(:,._'VI; eru~l Q_.e . ~lorm egH;ldL.lIJn. _ r..... 
;JUblic Trustees dearly believe such f-ction U1lwise, iudir<.';iing !il t.~c J995 re~;)!1 dIal Medicare 
5a'..ing::: sh,)uld not be considered for 1.<"1Y o~h:;.r pt.:.rp8se: . 

. . 

., , . .it is now clear that t·..1eciicarc reforn: needs to be addressed a~ (~ distinct legislative 
initiative ... Tnt:: idca that redactiors in Medicare expenditures sbuld be a\'ai!3.ble for other 
pUIpo::es, in<i!udir:g eVeu other health (".3re purposes, is mistaken-. " 

Public Trustee:; David \\'alker and Stan Ross, 1995 Hospilal fnSl.!rance T[U!;tecs 
Report 

Givea the urgency v,.iL~ which the Trustees ]lave spoken, the CO!'1g:ess intends 10 addres:; 
the ~,,1~dicc...~ crisis this )~ea:. We believe the Americ3.:'1 p~0ple ej~pect 'JS to work !oge'ili::r on 
issues as irnp<)rtarH as Li-te 'i\,'1ediC'«ue p!ogn::....rrl_ We i.:.Sk that lOLl direc[ Secr-:;l:Lrj~s Reich, Rubin 
end Shalllla, Corrrrnlss;0::ler C21iittL 811d Adminisu'a~or Vhdek to ;:nake rc:~o;::""'1i';l1datio:ls !O me 
C.ongre~s no la~er thaG ~.1ay IS, 1995_ SpecificallY, we believe th~se recomm:::nd.Clioill: should 
address tJ:-le~e conc~ms Clnd questions: 

JAe-di:::are b''!rLl,up~(:y)ftenb.:~~n pcdpc:-,ed by Ic...~ !.nc:.~.a$e ill:; mcsl :-ccem tax 
~i-!cr:,:i.isc ::-lerdy pcsq)on;;~ bc:.Tl.k:12pLy tJ~· 0[:(; 0:- 1'.·\'G th(:'c!nderiyi,~g g,,:;m'tn mte 

";:;m;ins u!1~d:ir::ssed 2nd ptograr.l ~s :10 ci.)str I.V i<)ng tt.rtT; SQ;ve-:lc),' The Tru:;;lees 

.) 

http:ba.'1krupi.cy
http:5;2.,046.00
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the Trustees concerns about eo~:~ increase.c; in the Supnkner::tal Medical Insurance 
program. Dues the ~imir.istra:ion reconunend ux i~creases? /,/. . 

The Public Trustees oflhe Medicar::: Hospital Insur~'1';~ Trust Flmd hS\fe stated 
una..'11biguously L~at Congress should undertak(; Medic;rre reform independent of any 
other health care reforr.:: aeti \'it!es, Do you !:>elieve that the Public T r;Jstees are \\Torig ii: 
this assessment? \/! { . .J:0 

The TrU3tee~ rec:ornm-::,d conTroHing the [Ole of gTuv.1:h for the Suprlerrter:~l iv-1edic-a} 
Insl1IBI"!c,e program, Pfea::e rec'):)',:~'ltnd pr(\F--oS.lls to ;educ~ tl1.~ prngra'll\ co~~s 

The. Acir.'linstr2.tiau's laT~s! guid<ir.ce on t\1edicare reform rema..i;::::; their 1994 pre;pcsals, 
which would result in, r:1eciiure s,wing::: of about $11 S tiniot~, 'i'he Administrati:)ll has 

.indi.cated its snpport for in(;Rmen:ui reform. Do you continue to support these propos~ds;? 
{'-'J . \ ) ...... \ J ;.( .,.' 

'Pe \\~11 pro'.'ide am0re det~iitd :,ct of questions in a later COm.'11Ul~·:at;o.G. 

\Ve bt);evo::. th~re is TIO exc.us:: to ignore the probte.cn (;f ivb3.icar::, a p~og:arn ~"l2.~ v,iU 
'>peLd ;11')re tha..'1 it take::: JD 2e~j year, c,Ild w'ill be complete!), t!nabl~ to pay beneEts ill seven 

years. 

Next week, you are convening the Fourth \\Illite Hou::;e COhler0uc,e on Aging, a 
nor:pa.r1.isan event that occurs cr.'y once eve:)' dechlie. Tnt flC.al agend,'l for t.h~ Conr(.~ren~e 
irdicutes that he<il~h i~ L~e prim~ ·:oncem 01::- til'; dcleg(lies. Surely, this is tile time re! begir. 
bi.lU.:!~l1g anatl::lli3.! ~O'.Een::.U3 on hov; to ma..'r(e tvfed!care solvent. 

Sincerely, 

«!~ 

http:O'.Een::.U3
http:probte.cn
http:guid<ir.ce
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Re~ublican Policy Committee 
Don Nickles, )ChBirman Ooug Badger, Staff Director .347 R.u:ssell Senarc Office Building (202)224-2946 

July 28, L995 

De-bunking. Clinton 'sMedi-scare Tactics 

The President's Medicare Rhetoric 

[NOTE; This paper includes estimates of Medicare ipeMin8prepared by the Office of Management and 
Budget (OMB),. OMB estimates of Medicare speriding are u.sed only 10 underscore the fact chat the White 
House's own eSlimales of the PresidelU's proposed Medicare spendin.g are strikingl~ similo:r co CBO's esrimares 
ofproposed Medicare spending under die budgel resolution adopted by Congress last month. J 

President Clinton has' repeatedly attacked Congress for adopting a budget resolution 
that spends too little on Medicare. What the President has failed to point out: and would 
evidently like to ignore, is that. according to his own Office of Management and Budget' 
(O:MB), he wishes 10 spend little mpre on Medicare over the next seven years than Congress 
will. 

According to OMB. President Clinton proposes to spend $1.697 trillion on Medicare 
over the next sev~n years. That figure is amazingly close to the $1.622 trillion that the 
Congressional Budget Office (CBO) says will be spent on the program under the budget 
resolution. a difference of less than a nick.el on the dollar. 

) 

Little Difference in Medicare Spending 
Medicare Spending Under President's Proposal and Budget Resolution 

[Fiscal Years '996-2002) 

" 

Gross Medicare Outlays in Billions 
$ 2,000,._..--------------------. 

$ 1,697 

s 


s 


.-$ 

FAX (202) 224-1235 Internet: nickJes@rpc.sena[~.gov 
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Reality versus Rhetoric: The Numbers Tell the Tale 

The President's confidence in OMB's estimates is not shared by Congress. which relies 
on figures supplied by CBO. But if we take the President at his word. then there is very linle 
difference between the President's proposal and the plan set forth. in the budget resolution. 
Both proposals plan: . 

. • to spend in excess of $1.6 trillion and less tha.n $1.7 trillion over seven years. 

• . to increase spending in every one of those seven years. 

• to spend at a rate less than the currently projected rate of growth. 

The President's panisan attacks on proposed Medicare spending under the bUdget 
resolution are hardly justified. if he in fact believes the estimates prepared by his own budget 
analysts. When the comparison is done. the difference between Clinton and Congress is a 
scant$75 billion (or. taking out the effecrs of inflation, it's $60 billion) spread over seven 
years and over a total spending figure of more than $1.6 trillion, a difference of just over 4 \ 
percent. That's less than a nickers difference on rile dollar - a small price to pay for saving 
a system that won't be worth a red cent in seven years if we don't act now. 

From the Clintoh' Kitchen: Overheated Rhetoric and Half-baked Proposals 

On the subject of Medicare savings. the President ~tarts $56 billion in the hole. That's 
the amount he took out of Medicare when he used it purely as a vehicle fpr deficit reduction 
as pan of his 1993 budget - a partisan budget that also faXed Social Securiry and that no 
one outside his own party in Congress supponed. ~ , 

.. 
Nor has the President been consistent on Medicare. He has spun around like a weather 

vane in a whirlwind. Starting with his plan last year to put the entire American health. care 
system under government control - essentially putting everyone's health care under the 
oversight of a White House that only now recognizes the Medicare system is facing inutJirient 
bankruptcy - heihas had three widely divergeilt Medicare proposals' in just over a year. 

In hi~ fIrst budget this year, released in February (Clinton I), he claimedS1.181 
trillion in gross Medicare outlays for the FY 1996 to FY 2000 period. Just four months la.ter 

. in June, the President submitted his second budget (Ointon m - and his third proposal for 
Medicare in just over a year. This time President Clinton claimed Medicare spending over 
the original five·year period of his first budget of 51.131 trillion [see attached table]. The 
White House's own estimating agency, the OMB, in its July 14 supplementary summary of 
his cuuent budget, concluded that the White House would spend 51.697 trillion on Medicare 
over the same seven·year (FY 1996 to FY 2002) period. that encompasses Congress' balanced 
budget [see attached table]. 

o 

2 
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And what would that balanced congressional budget spend? According to estimates 
by (he CSO - the same estimating body that the President promised to use when he began 
his presidency but has since abandoned - the budget agreed to by Congress would spend 
${.622 trillion over the same seven years. That's a $75 billion difference with OMB's 
estimate of the Clinton plan. Despite all the White House's Medi·scare tactics, that amounts 
to less (han a nickel's difference on the dollar between the two budgets on Medicare spending. 
If yOIl cake out the effect of inflation using CBO's most conservative estimate OVer the next 
seven years of 3.2 percent, that comes out to a $60 billion difference in 1995 dollars spread' 
out over seven years. 

In fact, if one compares the Medicare spending over the five-year period in all three 
budgets (Clinton I. Clinton II. and the congressional budget), it i'sevident that Clinton II 's 
Medicare spending is closer to that of the congressional budget (a $45 billion difference over 
five years) than it is to Clinron'l's (a $50 billion difference). In other words, according to the 

, White House's own numbers, there js a greater difference between Clinton and Clinton man , ' 
b'etween ~linton and Congress over Medicare spending, ' 

By the numbers, Congress' proposal will: 

• 	 increase Medicare speilding in each of the next seven y~ars [source: CBbJ; 

• 	 increase total Medicate spending at an average rate of 6.3 percent [source: CBO]. By 
comparison, underOMB's estimates Clinton IT spending only grows at an average rate 
of about one 'percent more; , 

• 	 increase Medicare spending per benefi(.iary by $1.900 -- from $4,800.in FY 1995 to 

$6,700 in FY 2002 [source: CBDJ; and I ' 


• 	 ' : allow seniors to receive a'larger portion (42.3 percent) of a realistic, bal~ced budget 
than under Clinton's budget-that-never-balances (39 percent) [Source: Comniittee for a 
Responsible Federal Budget], ' 

Medicare's Looming Btinlaupt&y: Even the President Aclmowledges It 
" 

Despite what the White House would like to claim. Congress' budget is being balan'ced, . 
neither on the back of the Medicare program nor on those of the seniorS who rely on it. The ' 
congressional budgetwiU Mt cut but increlUe MecUcare sp~DdiDl annuaOy. In fact~ the ,,' 
federal budget deficit has only an indirect effect on the need to refonn Medicare. The factS 

, are, according to the Medicare Trustees' report on April 3, 1995. ,the Hospital InsUrance trust ' 
, f~nd (commonly known as Medicare Part A, which covers the inpatient hospital and relateq. 
care for 36 million elderly and disabled Aniericans) will be bankiupt within seven years under 
the most likely economic scenario. Thus, in COQtrast to White House fiction. the facts are: 

, .
• If the federal budget were balanced today, Medicare would still be banknipt tomorrow . 
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• 	 The April 3. ,1995, report of Medicare's Board of Trustees -' three of whom are' 

members of the Clinton cabinet -- examined the system's financial security under a 

variety of ,different economic scenarios. Their conclusion was: ' 


"These projections clearly demonstrate that under a range of plausible' 
economic and demographic assumptions the program is severely out of 
financial balance in the short range. .. .. 

• 	 According to the Trustees' ~port. Medicare wi1l begin running a deficir as early as 
next year. 

• 	 By law, once the system goes bankrupt ir will be unabJe to issue af:1Y benefits for 
anyone for any reason. 

The prOblem is. the system itself: 

.., 	 Quoting from the Medicare Trustees' 1995 report, Medicare "is finailced 
primarily by payroll taxes, with the taxes paid by current workers and 
their employers used mainly to pay 'benefits for current beneficiaries." 

.. 	 Again quoting from the Medicare Trustees' 1995 report. "Currently 
about four covered workers support each enrollee. This ratio will begin ' 

" to decline rapidly early in the next century. By the middle. of that 
century.oruy about two covered workers will support each Jenrollee. 
Not only ate the anticipated reserves and financing of the program 
inadequate to offset this demographic change.' but under all the sets of 
assumptions. the truSt fund is projected to become exhausted even 
before the major demographic shift begins [0 occur." " 

1 

.. The average two-income couple retiring in 1995 will receive SI17.000 
. \ more in Medicare benefits than they paid in. 

.. 	 Rather than being a victim of tile federal budget~ Medicare has been and 
will" continue to be a beneficiary. 

,~ 

. This system cannot be sustained; after 2002, according to the Trustees, it won't be. 

The Responses: Nero vs. Hem 
I 

Even President Clinton recogn~es the Medicare· problem. On lune 11 he stated: 

"We cannot leave the system the way it is. . . . When you think about what the 
baby boomers, require . .. that's going to require significant long term. 
structural adjustmelll.We'll Mve to look at wMt we can do there. Butthe 
main l}zing we can't do - we can't have this thing go brolce in th« meanwhiie. " 

[RematU 3C the semor cilizen picnic by President Cli.uoll and Spealccr Gingricb at 
C\an:mon~. New HiII!lpshire on JUDI! 11. 199',) 

4 
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Yet. to date the President has nO[ responded to the crisis. The absence of a realistic 
proposal to save Medicare or even a willingness [0 work with Congress to develop one casts 
President Clinton in [he role of the Roman emperor. Nero who, according to legend. was 
content to fiddle while Rome burned. The President's only concerted effort on Medicare has 
been rhetorical: to cry and portray Congress as cutting Medicare. 

. . 
Congress in contrast. with its balanced budget passed. has begun to work to solve [he 

CriSIS. Just as the White House had not issued one . word about Medicare's problems until 
three months ago. they have ignored repeated calls to join with Congress to work to save 
Medicare. Without changes, we are not only consigning Medicare' to bankIllptcy in seven 
years but confining seniors in a second-class health care system that offers little choice and is 
rife with fraud and inefficiency. It is safe to say that the most important savings in Congress' 
balanced budget resolution will be the Medicare system. 

Reform is the Difference 

According to the President's own numbers, there is little real - 4% - difference 
between what Congress and the White House plan to spend on Medicare over the next seven 
years. The only real difference between Congress and the White House is reform. Congress 
is pursuing it; President Clinton is not. 

The President bas produced a budget that on one hand doesn't balance in :any of its ten 
yeats. and on the other does not refonn Medicare. In effect it's all pain and no gain. Under 
the' President's budget. in 2002 America will still strain under a $210 billion deficit when it 
could have a balanced one under Congress' plan. Under any of the President's proposals 
(take your pick), America's seniors will still be facing imp-:'nding bankruptcy of their healtb 
system, when they should be looking forward to the prospects of one that will deliver more 
choice, more quaJity, and on whicb they can depend. . l . 

.' • • 1 • 

In contrast to the President. Congress believes that we must not only. pr~serve 
, Medicare but strengthen it. Congress believes saving Medicare is worth a nickel on the 
dollar, because if we it we don't, Medicare's promise to seniors won't be worth a nickel. 

Staff Contact: IT. Young, 224-2946 
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