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Medicare at 50: Reform Will Better

Serve Seniors’ Health Care Needs

Robert E. Moffit, PhD

Medicare, enacted along with Medicaid in 1965,
is 50 years old.! The program, which provides
health care services to seniors and some disabled,
has successfully provided its enrollees core hospi-
tal and physicians’ coverage and a strong measure of
financial security. However, fiscal and demographic
problems that are inherent in its outdated structure
threaten seniors’ future access to quality care and
impose massive burdens on taxpayers.

Nothing is inevitable, but Congress will need to
tackle these issues head-on if Medicare is to endure
for another 50 years. Congress should look to the
successful competitive models in Medicare to move
toward a future that will ensure security for seniors
while also protecting taxpayers.

Fiscal Problems

m Heavier Taxpayer Burdens. Total Medicare
spending will jump from $613 billion in 2014 to
more than $1.2 trillion by 2024.% As a share of the
general economy, Medicare spending will increase
from 3.5 percent of GDP in 2015 to 6.3 percent by
2040.2 Today, seniors’ premiums account for just
13 percent of total Medicare funding. By 2040,
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seniors’ premiums will increase to 17 percent of
total funding, with taxpayers funding 22 percent
of the cost out of their payroll taxes and almost 61
percent out of general revenues.*

Massive debt.Based on their mostrecent75-year
projection, the staff at the Office of the Actuary
at the Centers for Medicare and Medicaid Ser-
vices (CMS) estimates that Medicare’s stunning
unfunded liability—the dollar value of promised
benefits that are not paid for—will range between
$28 trillion and $37 trillion, depending on the
assumptions.®

Inefficient payment. Since 1966, Congress has
tried to slow Medicare costs by cutting payments
to doctors and hospitals. In the 1980s, Congress
created complex administrative payment for-
mulas combined with payment caps and price
controls. The results were predictable: cost
shifting, underpayment and overpayment for
medical services, and levels of complexity that
undercut the program’s efficiency. In his 2003
Senate testimony, former Medicare Adminis-
trator Thomas Scully summarized his agency’s
work: “[M]y agency fundamentally spends most
of its time trying to figure out what the right
price is to fix for family physicians in Anchor-
age or hospitals in Portland.”® Scully also agreed
that Medicare pricing was inflexible, unable to
foster innovation or reward performance, and
characterized by huge geographical disparities
in payments for the same services.
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CHART 1
Medicare Spending to Exceed $1 Trillion in 2024
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Source: Centers for Medicare and Medicaid Services, "2015 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal
Supplementary Medical Insurance Trust Funds,” http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/
ReportsTrustFunds/Downloads/TR2015.pdf, Tables I11.B4, p. 54; I11.C4, p. 86; 111.D3, p. 105; and V.B1, p. 178 (accessed July 24, 2015).
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m With the Affordable Care Act (ACA), Congress
enacted massive payment cuts and authorized
new “value-based” payment systems to secure
quality of care. Policymakers expect their cuts

to continue Medicare’s recently slower spend-
ing growth and hope that their “delivery reforms”
will have better results than previous experi-
ments in achieving programmatic savings.”

1. Medicaid and Medicare are distinct programs. Medicare is a federal program that provides health care services to seniors and certain
categories of people who have disabilities. Medicaid is a joint federal and state program that provides health care for certain categories of
low-income Americans and operates through a structure providing for federal funding and state administration.

2. Centers for Medicare and Medicaid Services, “2015 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal
Supplementary Medical Insurance Trust Funds,” http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/
ReportsTrustFunds/Downloads/TR2015.pdf, Tables 111.B4, p. 54; 1.C4, p. 86; I11.D3, p. 105; and V.B1, p. 178 (accessed July 24, 2015). See
also Alyene Senger, “Understanding the CBO's Changes in Medicare Spending Projections,” Heritage Foundation Backgrounder No. 2969,
November 6, 2014, http://thf_media.s3.amazonaws.com/2014/pdf/BG2969.pdf.

3. Congressional Budget Office, The 2015 Long-Term Budget Outlook, June 2015, p. 42, http://www.cbo.gov/publication/50250
(accessed July 28, 2015).

4. lbid, p. 45

Suzanne Codespote, Deputy Director, Medicare and Medicaid Cost Estimates Group, memorandum on Medicare Unfunded Obligation for the
2015 Trustees Report, July 22, 2015.

6. Thomas A. Scully, Administrator, Centers for Medicare and Medicaid Services, “The Medicare Challenge: It's Not Just About Prescription
Drugs,” testimony before the Special Committee on Aging, U.S. Senate, March 20, 2003, p. 27.

7. Previous efforts have been mostly disappointing. See Lyle Nelson, “Lessons from Medicare's Demonstration Projects on Value-Based Payment,”
Congressional Budget Office Working Paper 2012-02, January 2012, https://www.cbo.gov/publication/42925 (accessed July 24, 2015).




ISSUE BRIEF | NO. 4448
JULY 30, 2015

CHART 2

Longer Life Expectancy Means Longer Enrollment in Medicare
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Waste, fraud, and abuse. Medicare annually
pays more than 1 billion claims.® In 2014, the Gov-
ernment Accountability Office (GAO) reported
that Medicare’s “improper” payments—incorrect
or erroneous payments—amounted to $60 billion.’
Former U.S. Attorney General Eric Holder indi-
cated in 2012 that Medicare fraud alone ranged
between $60 billion and $90 billion annually.*

Federal authorities have been auditing, investigat-
ing, and prosecuting Medicare fraud for years while
also trying mightily to stop wasteful Medicare
spending. The problem is seemingly intractable,
partly because of Medicare’s sheer size and com-
plexity, as GAO officials have stated repeatedly."

Demographic Problems

= Flooding Baby Boomer retirement. The 77

million Baby Boomers—those born between 1946
and 1964 after the conclusion of World War 11—
are nearing retirement age. This will result in a
significant jump in Medicare enrollment. The
Congressional Budget Office (CBO) projects that
the number of Americans aged 65 and older will
increase by 76 percent by 2040.'?

Longer dependence and fewer workers. In
1965, when Medicare was created, the average
American life span was a little over 70 years of
age, but in 2030, it is projected to reach almost 81

U.S. Government Accountability Office, High-Risk Series: An Update, February 2015, p. 359, http://www.gao.gov/assets/670/668415.pdf

(accessed July 24, 2015).
Ibid.

Merrill Matthews, “Medicare and Medicaid Fraud Is Costing Taxpayers Billions,” Forbes, May 31, 2012.

Kathleen King, Director, Health Care, Government Accountability Office, congressional testimony, “Medicare Fraud: Progress Made, but More
Action to Address Medicare Waste, Fraud and Abuse,” April 30, 2014, http://www.gao.gov/assets/670/664381.pdf (accessed July 24, 2015).

Congressional Budget Office, The 2015 Long-Term Budget Outlook, p. 52.
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CHART 3

Sources of Supplemental Coverage
Among Non-Institutionalized
Medicare Beneficiaries

Traditional Medicare still doesn’t provide
catastrophic coverage. The program also has
complex cost-sharing requirements. That is
why 86 percent of beneficiaries enroll in
supplemental insurance.
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Source: Medicare Payment Advisory Commission, “Health Care
Spending and the Medicare Program: A Data Book,” June 2015, p.
25, http://www.medpac.gov/documents/data-book/
june-2015-databook-health-care-spending-and-the-medicare-
program.pdf?sfvrsn=0 (accessed July 23, 2015). Note: Data for
Medicare Managed Care and No Supplemental Coverage have
been excluded.
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years.'® In 1965, there were four workers for every
retiree.'* Today, there are roughly three workers

for each Medicare beneficiary, and by 2030, that
will decline to 2.3 workers for each beneficiary."”
Americans are living longer and longer in retire-
ment but are supported by fewer and fewer work-
ing taxpayers.

Structural Problems

= Metastasizing bureaucracy. Over the past 50

years, the Medicare bureaucracy has generated
tens of thousands of pages of rules, regulations,
and guidelines governing virtually every aspect
of health care financing and delivery. Medical
professionals have had to comply with increas-
ing regulatory requirements and paperwork,
thereby incurring higher administrative costs.
By the 1990s, the Medicare bureaucracy incurred
intense hostility among medical professionals,
so the Bush Administration changed the name
of the Health Care Financing Administration
(HCFA) to the Centers for Medicare and Medic-
aid Services (CMS), a more consumer-friendly
name. But the agency retained its wide-ranging
regulatory power. Enactment of the ACA further
expanded CMS’s regulatory reach, particularly
with new physician and hospital reporting and
compliance requirements.

Gaps in coverage. After 50 years, traditional
Medicare still does not provide protection from
the financial devastation of catastrophic ill-
ness. Historically, Medicare’s adoption of medi-
cal treatments and new technologies has been
sluggish; prescription drugs, for example, were
not covered until 2003.'* Medicare claims rejec-
tions have also been generally higher than rejec-
tions by private insurance. Not surprisingly, 86
percent of beneficiaries enroll in supplemental
insurance, which also routinely provides “first

U.S. Census Bureau, National Population Projections, Summary Table 10, 2008,
https://www.census.gov/population/projections/data/national/2008/summarytables.html (accessed July 24, 2015).

Social Security Administration, “Ratio of Social Security Covered Workers to Beneficiaries, Calendar Years 1940-2013,"

http://www.ssa.gov/history/ratios.html (accessed July 22, 2015).

Centers for Medicare and Medicaid Services, 2014 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and the Federal
Supplementary Medicare Insurance Trust Funds, p. 67, http://www.cms.gov/Research-Statistics-Data-and-Systems/ Statistics-Trends-and-
Reports/ReportsTrustFunds/downloads/tr2014.pdf (accessed July 24, 2015).

While slow to add a prescription drug benefit, congressional action to create a universal prescription drug benefit was unwise and fiscally
imprudent. More than three out of four seniors already had drug coverage in 2003, and the universality of the entitlement crowded out private

coverage and added trillions of dollars to the program'’s unfunded liability.
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dollar” coverage of medical services."” This “dou-
ble coverage” arrangement, however, stimulates
excessive utilization and sharply increases Medi-
care costs for seniors and taxpayers alike.

Uncertain access. The ACA imposes new lay-
ers of heavy regulation. Today, 83.7 percent of
“office-based” physicians accept new Medicare
patients.'”® For Medicare Part B, doctors’ respons-
es to Medicare payment and the ACA regulatory
regime will affect seniors’ access to care. For Part
A, the health law’s huge payment reductions will
compromise that access. According to the 2015
Medicare Trustees report, “By 2040, simulations
suggest that approximately half of hospitals, 70
percent of skilled nursing facilities, and 90 per-
cent of home health agencies would have nega-
tive total facility margins, raising the possibility
of access and quality of care issues for Medicare
beneficiaries.””

Restricting personal freedom. Medicare’s
original language forbids federal officials from
supervising or controlling medical practice in
any way.?° In 1997, however, Congress restricted
the ability of doctors and patients to contract
privately outside of Medicare for Medicare-cov-
ered services, despite the fact that no Medicare
claims would be submitted for reimbursement.

The law says that a Medicare patient can con-
tract privately with a physician only if the doctor
signs an affidavit to that effect, submits that affi-
davit to the Secretary of Health and Human Ser-
vices, and refrains from billing Medicare for the
treatment of any other Medicare patient for two
full years.?! As Mark Pauly, professor of econom-
ics at the University of Pennsylvania, observes,
“In contrast to people with private insurance,
people on Medicare cannot pay with their own
money for something that is more medical-
ly valuable to them than it is to the Medicare
bureaucracy.”?*

Looking Ahead

While traditional Medicare Parts A and B is the
fountainhead of Medicare’s recurrent problems,
Medicare Parts C and D, which are based on a com-
petition, hold the solutions. With modernized fund-
ing of health plans and drugs, “Competitive Medi-
care” shows the potential of defined contribution
financing to secure a comprehensive array of servic-
es at competitive pricing with high rates of patient
satisfaction.?®

Congress can build on the best features of these
programs and create a modern defined contribution
(“premium support”) system for the entire program.*
Such a reform would reduce bureaucracy, eliminate
centralized administrative payment, control costs
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Juliette Cubanski et al., A Primer on Medicare: Key Facts About the Medicare Program and the People It Covers, Kaiser Family Foundation, March
2015, p. 18, http://files kff.org/attachment/report-a-primer-on-medicare-key-facts-about-the-medicare-program-and-the-people-it-covers

(accessed July 24, 2015).

Esther Hing, Sandra L. Decker, and Eric Jamoom, “Acceptance of New Patients with Public and Private Insurance by Office-Based Physicians:
United States, 2013," National Center for Health Statistics Data Brief No. 195, March 2015, p. 1,
http://www.cdc.gov/nchs/data/databriefs/db195.htm (accessed July 28, 2015).

Centers for Medicare and Medicaid Services, 2015 Annual Report of the Boards of Trustees of the Federal Hospital Insurance and Federal

Supplementary Medical Insurance Trust Funds, p. 192, http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-
Reports/ReportsTrustFunds/Downloads/TR2015.pdf (accessed July 28, 2015).

42 USC §1395.

For a broader discussion of this issue, see Robert E. Moffit, “Congress Should End the Confusion Over Medicare Private Contracting,” Heritage
Foundation Backgrounder No. 1347, February 18, 2000, http://www.heritage.org/research/reports/2000/02/congress-shouldend-the-

confusion-over-medicare-private-contracting.

Mark Pauly, “What If Technology Never Stops Improving? Medicare's Future Under Continuous Cost Increases,” Washington and Lee Law

Review, Vol. 60, No. 4 (Fall 2003), p. 1250.

| am indebted to Walton Francis for the distinction between “traditional” (or “original”) and “competitive” Medicare. See Walton Francis,
Putting Medicare Consumers in Charge: Lessons from the FEHBP (Washington: AEI Press, 2009).

For an account of the steps necessary for such a transition, see Robert E. Moffit, “The Second Stage of Medicare Reform: Moving to a Premium
Support Program,” Heritage Foundation Backgrounder No. 2626, November 28, 2011,
http://www.heritage.org/research/reports/2011/11/the-second-stage-of-medicare-reform-moving-to-a-premium-support-program/.




ISSUE BRIEF | NO. 4448
JULY 30, 2015

through intense competition on a level playing field,
ensure catastrophic protection and broader benefit
options, and stimulate innovation and clinical advanc-
es in care delivery. Real reform would thus secure
genuine value for Medicare dollars.

—Robert E. Moffit, PhD, is Senior Fellow in the
Center for Health Policy Studies, of the Institute for
Family, Community, and Opportunity at The Heritage
Foundation.




