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How the Medicare “Doc Fix” Would Add
to the Long-Term Medicare Debt

Andrew J. Rettenmaier and Thomas R. Saving

The House of Representatives will soon take up
legislation (H.R. 3961) to “fix” the Medicare physi-
cian payment update formula. The likely result:
huge new costs on taxpayers.

Background. In recent years, the Medicare trust-
ees have included a caveat when presenting the
forecasts for Medicare Part B expenditures. Specifi-
cally, the trustees’ forecasts are based on current law
(as is appropriate, since to do otherwise would be
an attempt to predict the specific form of new legis-
lation), but since 2003 the physician payment
reductions required under the Sustainable Growth
Rate (SGR) provisions of current law have been con-
sistently overridden by Congress.

The 2009 trustees’ report, like previous reports,
recognizes the persistent congressional reversals of
current law payment rate adjustments by noting
that their projected Medicare Part B expenditures
are significantly understated. In their words:

It is important to note that projected SMI
[supplementary medical insurance] expendi-
tures are significantly understated because
future reductions in physician payment rates,
required under current law, are unrealistic and
very likely to be overridden by Congress. !

As a result, the Medicare actuaries produce a
supplement to the trustees’ report that contains esti-
mates of Medicare Part B expenditures based on
three scenarios: (1) current law, which they say is
unrealistic, (2) physician payment rates that grow
with GDP, and (3) physician payment rates that
grow with the medical economic index (MEI).?
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Impact on the Long-Term Medicare Unfunded
Liability. Recently introduced legislation (H.R.
3961) would restructure the SGR formula and
increase spending by $210 billion over the next 10
years, according to a recent scoring by the Congres-
sional Budget Office.® But, as with any legislation,
the 10-year costs only scratch the surface, since
long-term impacts are ignored.

Consider the Medicare trustees’ estimates of
Medicares long-term unfunded obligations and
general revenue requirements as reported in the
2009 report:

Medicare's Unfunded Obligations

In Billions of Dollars

PartA  PartB PartD  Total
75-Year $134 $172 $7.2 $37.8
Long-Term Horizon $36.4 $37.0 $15.5 $88.9

Source: Boards of Trustees, Federal Hospital Insurance and Federal
Supplementary Medical Insurance Trust Fund, 2009 Annual Report,”
May 12,2009, Tables lIL.BIO, ILCIS5, I.C23, at http://www.cms.hhs.gov/
ReportsTrustFunds/downloads/tr2009.pdf (November 12,2009).The
values for Parts B and D are federal general revenue requirements.
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The transitional update for 2010 in H.R. 3961
sets the update as the percentage increase in the
MEI. We assume that the actuaries’ estimates using
the MEI as a base in their supplemental report pro-
vide a reasonable indication of the long-term costs.
The effect of this methodology on Medicare Part B
spending over the next 75 years can be seen in
Chart 1.
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Source: M. Kent Clemens, Joseph M. Lizonitz, and Suguna Murugesan,
"Projected Medicare Part B Expenditures under Two lllustrative
Scenarios with Alternative Physician Payment Updates,” U.S.
Department of Health and Human Services, Centers for Medicare
and Medicaid Services, May 12,2009, at http://www.cms.hhs.gov/
ReportsTrustFunds/downloads/AlternativePhysicianUpdate.pdf
(November 12,2009).
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Table 2 shows the unfunded Medicare obliga-
tions when Part B projections incorporate physician
payment updates equal to the percentage change in
the MEI in all future years.* Since the Medicare Part
A unfunded obligation is unaffected by any adjust-
ment in the physician payment updates, as are the
general revenues required to fund Part D, these col-
umns are invariant to any changes in current law
regarding physician payment updates.

Allowing the physician payment updates to
match the percentage change in the MEI increases
Medicares unfunded obligation by $1.9 trillion
using the 75-year horizon and by $4.1 trillion in the
long term.

Medicare’s Unfunded Obligations
Assuming MEI Adjustments for Part B

In Billions of Dollars

PartA  PartB PartD Total
75-Year $134 $19.1 $7.2 $39.7
Long-Term Horizon  $36.4 $41.1 $155 $93.0

Sources: Boards of Trustees, Federal Hospital Insurance and Federal
Supplementary Medical Insurance Trust Fund," 2009 Annual Report,”
May 12,2009, Tables [I.B10 and II.C23, for Parts A and B, respectively,
at http://www.cms.hhs.gov/ReportsTrustFunds/downloads/tr2009.pdf
(November 12,2009). Parts B is estimated based on the MEI adjusted
forecasts from M. Kent Clemens, Joseph M. Lizonitz, and Suguna
Murugesan, “Projected Medicare Part B Expenditures under Two
lllustrative Scenarios with Alternative Physician Payment Updates,”
US. Department of Health and Human Services, Centers for Medi-
care and Medicaid Services, May 12,2009, at http://www.cms.hhs.gov/
|ReportsTrustFunds/downloads/AlternativePhysicianUpdate.pdf
(November 12,2009).
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4. The estimates are made following the MEI update scenario as in Clemens, Lizonitz, and Murugesan, “Projected Medicare

Part B Expenditures.”
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Huge Costs on the Horizon. In sum, if the
MEI adjustments to Part B spending persist
indefinitely, then Congress will have to raise
$4.1 trillion more in general revenue than is
reflected in the 2009 trustees’ report. This addi-
tional funding requirement by itself accounts for
almost 3 percent of federal income taxes at his-
torical levels.
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The experience since 2003—with Congress
repeatedly overriding the SGR and disregarding the
general revenue funding warning—is instructive
when considering legislative promises of future
cost-cutting in Medicare.

—Andrew J. Rettenmaier and Thomas R. Saving are
scholars at the Private Enterprise Research Center at
Texas A&M University and Senior Fellows at the
National Center for Policy Analysis.

“Heritage “Foundation,

LEADERSHIP FOR AMERICA

page 3



