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.MEDICARE REFORM
(CONTEXT AND EVOLUTION)

WEDNESDAY, APRIL 28, 1999

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convéned, pursuant to notice, at 10:04 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presidin%

Also present: Senators Chafee, Grassley, Baucus, Rockefeller,
Breaux, Conrad, Graham, Bryan, Kerrey, and Robb.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR,, A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please be in order.

First, I want to thank both the members of the committee, and
particuiarl our distinguished guests, for their interest in partici-
pating in this, the first office hearings on Medicare reform.

The purpose of today’s hearing is to help frame the issues of
Medicare reform within the broader context of the evolution of
American medicine and the evolution of the American health care
marketplace.

Since the program came into being, American medicine has gone
through some vexg' profound changes. The explosion of new medical
technologies and the greater role of prescription drug therapies are
but a few of the profound changes we have seen.

Medicare is a major health insurer in the U.S. and it is impor-
tgnt to see how well the Medicare program kept up with these
changes.

At the same time, the health care marketplace has changed dra-
matically. In 1965, the market was dominated by fee-for-service
health insurance plans, while HMOs were in their infancy.

The Medicare program represented state-of-the-art coverage in
1966. Since then, the rest of the health care marketplace has
changed signiﬁcantly. The fee-for-service indemnity model has al-
most vanished from the rest of the health care market, including
Medicaid.

Fee-for-service plans have largely been replaced in private health
insurance by other models, such as preferred provider organiza-
tions which allow beneficiaries a lower-cost alternative. _

Formerl{ restrictive HMOs have also develoged new point-of-
service options to allow beueficiaries a greater choice of providers.
/
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This continuum of options has only recently become available with-
in the Medicare+Choice program in certain areas, and is™not re-
flected at all in the traditional fee-for-service program.

Compounding the problem, the Medicare benefit package has not -
kept pace. Private health insurance plans feature prescription drug
coverage, stop-loss Bfotection for beneficiaries. These benefits are
not reflected in the Medicare grogram.

Employers, including the Federal Government, have moved to
improve their purchasing power through enhanced competition in
the health care marketplace. The Medicare program is still strug-
Eling to define its appropriate role as a major purchaser in the

ealth care marketplace.

Today’s expert panel will help move us through these thorny
issues, and I look forward very much“to hear what they have to

say.

Ywant to particularly thank Senator Moynihan, who was so re-
sponsible, both for this hearing and for bringing such a distin-
guished panel before us. I regret that he is unab%e to be with us
today because, as I say, he was key in organizing this hearing.

I ask all members of the committee to lj;oin in a bipartisan spirit
as we engage in this most important task. With that, I would call
my good friend, Senator Baucus.

OPENING STATEMENT OF HON. MAX BAUCUS, A U.S. SENATOR
FROM MONTANA

Senator BAucus. Thank you, Mr. Chairman. I appreciate the
panel, who in some cases have come some distance. I recognize the
panelists are people who know this area very well, and appreciate

their additional contribution.
We have heard a lot about the troubles facing Medicare of late.

Frankly, I think that's good news because, as a consequence, I
think people are starting to pay more attention to the problems fac-
ing Medicare.

he actuaries tell us that Medicare simply is not sustainable in
its current form and, although our day of reckoning has been post-
poned, the problems of Medicare will severely grow in the next 15
years.

Fifteen rylrears, though, is not a long time, when you think about
it. Since this is a hearing about the history of Medicare, I'd like to
give a little history lesson of my own.

Fifteen years afo, the first Apple McIntosh was developed, the
Olympics were held in Yuﬁoslavia, and scientists identified HIV as
the most probable cause of AIDS. Just over 15 years ago, Congress
changed the cost-based reimbursement system to prospective pay-
ment.

A lot has changed since then. The Internet has come, Yugoslavia
and the Soviet Union have gone, HIV and AIDS have exacted tre-
mendous human and financial costs throughout the world, but
Medicare is still in trouble.

It is hard to believe that these were the events of only 16 years
ago, but they were. I am reminded that in just another 15 years,
Americans will face the insolvency of Medicare.

" Over the next several weeks, the Senate Finance Committee will
hear testimony from experts on the history of the program and
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issues surrounding it. We will also hear thoughts on how we might
bestd reform it to ensure its viability 156 years from now, and be-
yond.

We have heard a lot of proposals, one offered by my very good
friend and distinguished colleague, Senator Breaux. President Clin-
ton has stated his intention to pose a series of reforms. I look for-
ward to looking at them. I understand he wants to also include pre-
scription drugs.

But history tells us something else as well. Major health care re-
forms are not enacted by one Earty or the other, only with the co-
operation of both. I very much hope that, in that spirit and also
listening very closely to providers and to beneficiaries alike, we are
able to come up with a bipartisan Medicare reform this year.

Thank you. -

The CHAIRMAN. Thank you, Senator Baucus.

I am going to ask the rest of the panel to forego making any
opening statements. One of the reasons, is Dean Roper does have
to leave early and I am anxious to have his participation for as
long as we can.

So, with that, we will include any statements, of course, as if
read. That is true of the witnesses as well.

We will now turn to our witnesses, beginning with Dean Roper,
who is an M.D., Dean of the School of Public Health at the Univer-

sits of North Carolina.
ean Roper, it is, indeed, a pleasure to have you here today.

Please proceed.
STATEMENT OF WILLIAM L. ROPER, M.D.,, DEAN, SCHOOL OF

. PUBLIC HEALTH, UNIVERSITY OF NORTH CAROLINA, CHAP-

EL HILL, NC

Dean RoprgrR. Thank you, sir. It is a pleasure to come before you
and the other members of the committee, and I commend you for
calling these hearings.

I was HCFA administrator in the late 1980s, and later I had the
privilege of serving as a senior manager of one of the Nation's larg-
est health care organizations. Those experiences have shown me
that the Medicare program can be a powerfully effective avenue for
providing medical care to millions of Americans, aged and disabled.

I would also say that I have great admiration for, indeed, affec-
tion, for my friends and former colleagues at the Health Care Fi-
nancing Administration. But I have also learned that Medicare can
be quite removed, quite separate from the larger changes occurring
in the health care environment today.

Consequently, as ﬁou have said in your opening statement, Medi-
care continues to reflect the fragmented, open-ended, fee-for-service
med(ilcal care environment that existed in 1966 when it was en-
acted.

I would suggest that, for Medicare to remain viable and effective,
it must be allowed to take full advantage of the innovations occur-
n‘x}ﬁ‘in medical care organization and delivery.

e movement towards accountable, organized and coordinated
systems of care offer real advantages, advantages for aging and dis-
abled populations especially who are living longer, but facing more
complex and chronic health care conditions.
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As you have noted, there have been important changes in Medi-
care structure and operations over the past years, PPS for hospital
payment, RBRVS for physician payment, but these remain adnin-
1stered price systems that do not, and cannot, take advantage of
the rapidly evolving market-based health care system.

Additionally, coverage for selected preventive services began in
the early 1990s and has lately been expanded, reflecting the
mounting evidence about the effectiveness of these services. But, as
Dr. Wennberg will shortly tell you, covering services in a fee-for-
service system is a long way from ensuring tgeir provision,

Total Medicare expenditures have grown dramatically, claims ad-
ministration has grown exponentially. A lot has changed about the

rogram, but Medicare remains an open-ended, fee-for-service med-
ical care program much like the one that existed in 1966.

Beneficiaries access care from providers on an episodic, ad-hoc
basis with very few safeguards in place to assure coordination of
care and active management of diseases and health outcomes. No
single caregiver is responsible and accountable for the health of the
individuals.

These are not the attributes of a modern-day health plan. As you
know, most non-elderly Americans no longer receive health care
through systems like this. Most Americans with private health in-
surance are served through organized medical care systems of one
type or another.

espite the (f)ublic’s anu.the media’s misgivings about managed
care, organized systems of care hold distinct advantages over the
unmanaged fee-for-service approaches of the past. They offer the
ability to follow patients across a continuum of care, to ensure that
the care received is alanpropriate, coordinated, and comprehensive.

They are also much more responsive to consumer and purchaser
demands, as witnessed by the explosion of flexible and open-ended
health plans being offered in the marketplace in response to de-
mands for greater choice. Medicare, by contrast, is simply not de-
signed to be nimble and it cannot be a highly-responsive program.

he Medicare+Choice program enacted 2 years ago under the
BBA promises to address some of these issues, but serious barriers
remain in the movement towards organized health care.

The Breaux-Themas proposal, which emerged from the work of
the National Bipartisan Commission on the Future of Medicare, of-
fers a promising set of improvements to Medicare+Choice by allow-
ing flexibility in price and reasonable variation in benefit design.
Medicare would be able to reflect some of the innovation and qual-
ity improvement that exists in the competitive private marketplace.

For these reasons, I urge the Congress to pursue policies that
will be responsible in reducing government roles in administering
prices and in setting standards for clinical practice.

These ideas are certainly not new. Indeed, I articulated some of
them myself 12 years ago when I was at the Health Care Financ-
ing Administration in a piece that appeared in the Wall Street
Journal entitled “Medicare’s Private Option.” These ideas are dif-
ficult, though, to implement within a program that has its frame-
work based in 1960s medical practice.

In summary, I want my 82-year-old father and the millions of
other Medicare beneficiaries to have access to the latest and best
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in health care. This access should exist not only for innovations in
technology, in drugs, and treatment, but also for innovations in the

or%anizatlon and delivery of care. _
hank you, Mr. Chairman, for the opportunity to appear before

you,
di:[:'I]‘he prepared statement of Dean Roper appears in the appen-

The CHAIRMAN, Thank you, Dr. Roper.
Now it is my pleasure to call on Herbert Pardes, M.D., vice presi-

dent for Health Sciences, and Dean, College of Physicians and Sur-

geons at Columbia University.
Dean Pardes, we thank you for being here today. Please proceed.

STATEMENT OF HERBERT PARDES, M.D.,, VICE PRESIDENT
FOR HEALTH SCIENCES, AND DEAN, COLLEGE OF PHYSI-
I?IYIANS AND SURGEONS, COLUMBIA UNIVERSITY, NEW YORK,
Dean PARDES. Thank you for having me, Chairman Roth and dis-

tinguished members of the Senate Finance Committee.

America has the highest quality medical care and biomedical re-
search in the world. Today’s innovative treatments are tomorrow’s
routine medicines. If changes to Medicare are contemplated, we
must preserve these great strengths.

Before describing some of the changes in medical care since the
inception of Medicare, I want to highlight concerns I have about
payment for health services. At this stage, we do not know the full
impact of the Balanced Budget Act of 1997.

My colleagues and I believe we may need to consider mid-course
corrections. Providers of service to Medicare beneficiaries are con-
cerned about their ability to provide care in the present environ-
ment.,

If one were to use premium support for all Medicare services,
preliminary data suggests that New York patients and providers,
and others, may suftfer and our glorious system of medical edu-
cation could be corupromised. Senator Moynihan's bill, S. 210,
would spread the cost of medical education across the board.

In the early 1960s, you recall the doctor’s little black bag. It was
little because there was little to put in it. Hospitals in the early
1960s did not discriminate between Alzheimer’s and other demen-
tias, assuming all people deteriorated in their late 60s. The pros-
pects were hopeless, so patients with such conditions were put into
disposition units with the expectation they would go to a nursing
home, or perhaps would suffer death.

For coronaries, we provided pain medication and 21 days of bed
rest. Add a little prayer, and you had the full prescription. In long-
stay psychiatric hospitafs, they were at one time 600,000 people re-
siding there.

The prospect of being diagnosed with cancer was feared as an al-
most definite death sentence. Going to hospitals was a cause for
great anxiety. By virtue of the limited therapeutic potential, it was
not unusual that anyone going to a hospital would not come home.

Today, we recognize Alzheimer’s as a separate disease. There is
increasing information about genetic contributions. There is evi-
dence that early administration of estrogen could delay the onset.
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There is evidence that memory may be malleable and responsive
to treatment.

Drug treatment has expanded greatly for all conditions. Patients
with syphilis of the brain, who used to populate psychiatric hos-
pit:ilq, utiire unknown today because of the etfective treatment with
penicillin,

Manic-depressive disease can now be controlled with lithium, al-
lowing individuals to function normally, whereas, they used to pop-
ulate those same chronic State hosFitals. The patient population of
chronic psychiatric hospitals has fallen from close to 600,000 to less
than 100,000 today.

Threatened coronaries can be prevented with rapid treatment by
TPA, and the use of techniques of cleaning out c?ots, bypass sur-
gery, anti-clot substances, and a host of other treatments have
radically changed our approach to heart disease.

While we have a long way to go with cancer, many patients are
experiencing, in some instances curative, in some instances life-cx-
tending, many treatments that relieve symptoms and improve func-
tion.

In a word, American medicine has so dramatically changed, it is
almost unrecognizable compared to the early 1960s. With these
new methods of treatment, sites of care are changing.

Across the United States, hospital occupancy rates have fallen,
from 64.6 percent in 1990, to 58.7 percent in 1995, despite a 7 per-
cent decrease in the potential availability of beds. There was a con-
tinuing decline in the use of hospital beds and hospital days.

More and more procedures are done in the clinics, reducing the
number of hospital days. Previously, a patient with a heart attack
was hospitalized for 21 days. Today, such a patient having bypass
can leave in five days. It is a record of which the United States can
be proud. American medicine, at its best, has no equal.

The wisdom underlying these accomplishments originates with
the American Congress and the government. Medicare has been in-
dispensable in permitting teaching hospitals and their affiliated
medical schools to claim real leadership in advanced patient care,
physician education, and research.

Whether I)?'ou read the list of the 50 best hospitals in U.S. News
and World Report, or learn about the latest innovative in Medicare,
the chances are, that work was done in an American teaching hos-
pital or medical school.

Teaching hospitals and medical schools fulfill valuable social mis-
gions. By virtue of the blend of their functions, patients are cared
for with the highest quality expertise and settings in which new
doctors can learn. Others can work with scientists to identify treat-
ment needs and steer research toward addressing those needs.

What do we see going forward? With the completion of the
human genome project, there will be new techniques for sorting out
th;el mechanisms and figuring out the genes relevant to specific dis-
orders.

Such increasingly specific genetic information will produce spe-
cific treatments for specific biological disturbances that cause dis-
ease. Our ability to examine the minute structure of proteins we
use for treatment will enable us to maximize those parts of the
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structure which give treatment and reduce those which produce
side effects.

The trend of reducing the kinds of conditions for which patients
are hospitalized and increasingly focusing on health care in out-
patient settings will continue. As we learn more about disease, the
value of educating patients with diabetes, asthma, and many other
diseases as to how to care for themselves will result in more reduc-
tion of hospital stays, reduction of acute crises, replaced by more
steady personal care on an outpatient basis, with more and more
effective prescriptions.

I am aware of the questions that some have about technology
costing more, but there are countless examples of technologies re-
ducving costs. Lithium has saved more money than all the money
ever spent on research at the NIH.

I would ask you, sir, in conclusion, number one, to continue the
effort to double the NIH research budget. Number two, to ensure
that the Nation's teaching hospitals thrive as they have in the past
decades. As we speak, there has been an acute downturn in their
ﬁnﬁncial portions. They are too valuable a resource to be put at
risk.

Finally, the social goods provided by medical schools and teach-
ing hospitals, including research, education, and delivery of care to
the neediest patients, be protected.

Regardless of how Medicare is structured going forward, there
has to be assurance that these social benefits can be achieved by
the institutions that know how to achieve them.

The little black bag of the 1960s would have to be replaced by
a very large bag today. Our ultimate intention is to have no condi-
tion for which we do not have an answer, whether it be a cure, a

reventive strategy, or new treatments that alleviate pain and suf-
ering.
q [’I]‘he prepared statement of Dean Pardes appears in the appen-
ix. ‘

The CHAIRMAN. Thank you very much, Dr. Pardes.

Our next witness is Professor Uwe Reinhardt, of Princeton. Pro-
fessor Reinhardt, we are delighted to have you. Please proceed.

STATEMENT OF UWE REINHARDT, PH.D., PROFESSOR, WOOD-
ROW WILSON SCHOOL OF PUBLIC AND INTERNATIONAL AF-

FAIRS, PRINCETON UNIVERSITY, PRINCETON, NJ

Professor REINHARDT. Thank you very much, Senator Roth. I am
honored to appear before this committee, especially because I iden-
tify with the rural constituents of so many of its members. As a
Princeton professor, of course, I prefer to be known as a humble
country economist from rural New Jersey. [Laughter].

My mandate in this testimony was to reflect npon the origin and
evolution of Medicare, to reflect upon the evolution of the private
health care system in this country, and to reflect on ways in which
Medicare can adapt itself to these changes.

Now, my written statement submitted to this committee dwells
particularly on the evolution of Medicare, and I have concentrated
- on an interesting paradox. It is this: among policy wonks and policy
makers, Medicare usually evokes such_adjectives as inefficient, ob-
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solete, cumbersome, moribund, and bankrupt. Those are the words
that are conjured up.

If you do surveys among the American people, in any surveys I
have seen for years—the most recent one, the Kaigser Family Foun-
dation—Maedicare beats any insurance product offered in this coun-
try in popularity. Any. That has always been so. I would argue, it
will remain for some time.

What is the reason for this? The reason is, Medicare is the only

ermanent, portable insurance product available in this country.
very other country has that, we do not. People like this. Therein
lies the popularity.

I mention in my paper that that is also the popularity of the VA,
It is also the other really Yermanent thing that we have.

For all their glory, I tell my students at Princeton, private insur-
ance contracts are a little bit like relationships with Monica
Lewinsky. They have their moments, but permanence is not their
characteristic. FLaughter.]

Medicare has its shortcomings, but it is important to inquire
what they are. Many of these are administrative. But I have served
on boards, and you have served on boards, and the rule among
board members is not to micro manage. That is a rule.

Could the Congress really look in the mirror, House and Senate,
and say, we have not micro managed Medicare to death? I think,
with all due respect, there has been too much micro managing, too
much shackling. It takes 3 years to change a Medicare rule. It is
much too cumbersome a process.

So I would urge you to review the oversight of Medicare and to
see whether that program should not be given the managerial flexi-
bility that the board of Aetna gives its management, and then see
what HCFA could do.

Second, if you were to propose to a private insurance company
like Aetna that you are to run this business with an administrative
budget less than 2 percent of total premiums, you would be
laughed out of court by the private insurance industry. But you ask
HCFA to do this year after year. Therein, too, you almost guar-
antee failure with these small administrative budgets.

Third, my colleague, Dean Roper, mentions fee-for-service as a
shortcoming. That is, of course, a shortcoming. However, Medicare
uses DRGs for hospitals. That is not fee-for-service, that is a highly
innovative approach.

The alternative in the private sector is per diems. That is, what
HMOs pay. The per diems have led the HMOs, in the end, to kick
mothers out of bed 1 day after the delivery. So, those payment sys-
tems in the private sector are far from perfect, nor is capitation
widely practiced or perfect. In fact, recently I read that many pri-
vate products are really best considered as fee-for-service in drag.
They are basically back to where they were.

So now on the evolution of the private markets, I shall submit
a paper I recently wrote: “Consumer Choice Under Private Health
Care Regulation.” That is, of course, what managed care is, it's pri-
vate sector regulation.

A central point in that dpa;fger is that the private sector has trans-
formed in this last decade from utter, total irresponsibility, open-
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ended, fee-for-service, no fee negotiated, toward something that be-
gins, hazily, to represent responsibility, but it is not there yet.

It is nice to hear talk about coordinated care, disease manage-
ment, and all of this. But much of that is just talk., There is very
little managed care in America. They are managed prices. That is
what we have had, not managed care.

So the question arises, t%o to any health care conference in Amer-
ica today, and speaker after speaker says, we have no idea where
this private system is going, who will manage it, doctors or insur-
ance executives. So you have something we do not really under-
stand. We do not know quite where it is Foing. The question should
come up, why would you adapt yourself to something you do not
yet know where it is going? '

So my point is, the adaptation. Certainly, there should be innova-
tion, and certainly even proposals like premium support are cer-
tainiy worth thinking about. But when something is not totally bro-
ken, you should not totally overhaul it. We have the leeway, by the
economy and by demography, to think about these issues.

I am glad there are these hearings. As sad as it was, I am happy
the Medicare Commission did not come out with a finished product.
It is much better that we have a longer conversation on this topic.

I think, when Nf'ou do, you will find that there is not as much
wrong with the Medicare program as the ac}iectives suggest, and a
lot is unknown about the private sector evolution that needs to be
learned before we visit that on 33 million American people. Thank
you.
d.['Iihe prepared statement of Dr. Reinhardt appears in the appen-

ix.
The CHAIRMAN. Thank you, Dr. Reinhardt.

Our final witness is Professor John E. Wennberg, M.D., M.P.H,,
director of the Center for Evaluative and Clinical Sciences at Dart-

mouth.
Professor Wennberg, it is a pleasure to have you. Please proceed.

STATEMENT OF JOHN E. WENNBERG, M.D.,, M.P.H., DIRECTOR,
CENTER FOR EVALUATIVE AND CLINICAL SCIENCES, DART-
MOUTH COLLEGE, HANOVER, NH

Professor WENNBERG. Thank you, Senator Roth. It is my great
pleasure to be here today.

My task is to comment on how Medicare varies from one part of
the country to another, and what might be the implications for
Medicare reform.

I think it is well now understood that per capita spending for
Medicare varies more than two-fold on a per enrollee basis from
one part of the country to another, even after one adjusts for illness
and for price differences.

I think we have to ask the question, do regions that spend more
have higher quality? I think if we pursue that question we have
an entry to a groblem that, if we pursue it, will lead from the ques-
tion of value back to the question of finance. What do we get for
the money we spend?

Now, the first thing we do not get, is the effective use of services
that work. What we see around the country is massive under-use
of immunizations, screening tests for cancer, and even the adminis-
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tration of lifesaving drugs for people with heart attacks. We are not
doing that correctly.

Now, none of these cost very much to do. The interesting thin
is, performance is uncorrelated with Medicare spending, indeed,
with the supply of physicians and resources. Our problem here is
the disorganization, or not the need to spend more money.

There 1s a second area in medicine, however, in which we see
massive over-use of services. This is epitomized by the spending on
terminal gatients in this country. In some parts of the country, up-
wards of 50 percent of Medicare enrollees will enter an ICU in the
last six months of their lives. In other parts of the country, it is
only 15 percent.

As you can imagine, this is associated with massive differences
in per capita spending in these regions. In fact, overall spendin
in the last six months of life is highly correlated with overa
spending, it is highly correlated with the supply of resources, and
moreover, in terms of return on money, our studies find no advan-
tage to populations living in communities with greater intensity of
care patterns. In other words, life expectancy is not improved in
any measurable way across the gradient here of spending of more
than two-fold.

Now, we have to ask the question whether the quality of life is
improved in these issues. I think there is a growing understanding
in this country that the quality of life in the last six months of life
is not quite what it should be. We over-treat. I am going to suggest
to you that, in addressing this problem, we can generate a massive
savings for reallocation to other purposes.

The third problem I want to identify and discuss with you, is the
variations in surgical procedures, such as low back procedures,
back operations, prostate operations, and so forth.

Here, we see a different kind of problem. We see here a problem
partly of medical science. That is to say, we simply have not done
the studies that clarify whether or not patients who have early-
stage prostate cancer benefit in terms of life expectancy because of
an aggressive, as opposed to more conservative, strategy. It is a
good theory, but it simply has not been looked at.

The second problem, however, which is much more fundamental
in terms of understanding geographic variations in surgical rates,
is the problem of patient preferences. That is to say, surgery, in
most examples, is a trade off. There are decisions to be made by
the patient as to whether or not the more aggressive strategy is the
one that individual patient prefers.

In our own research, which I have highlighted in my written tes-
timony, we have seen that, when patients are informed about treat-
ment options in the use of specific procedures such as benign pros-
tatic hyperplasia—or enlarged ﬁrostates—-—or back pain, they tend
to choose more conservatively than they do under the current sys-
tem in which suriery is allocated.

In fact, in benchmark studies we have seen that the rate that in-
formed patients choose for intervention in terms of surie is at
the bottom of the distribution of the rates of surgery in the United
States for some of these procedures, which suggests to me that we
have a large over-supply of procedures in excess of what informed

patients want.
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Now, the final kind of issue that the geographic variation seems
to raise for this committee, is the problem of geographic equity.
That is to say, why should we spend twice as much for the care
of elders in one part of the country than the other?

As in the fee-for-service zystem, this is largely a hidden problem.
Once you become a defined benefit or a price support strategy, it
is going to be clear that it is better, in terms of other kinds of %ne-
fits that can be purchased for you, to live in high-cost regions than
in lglw-cost regions. I think it 18 going to be increasingly a political
problem.

_ Let me just summarize my main points, then. First, more spend-
ing does not guarantee better quality health care. Second, more
money is being spent in the Medicare program than is supported
by scientific evidence. Third, more spending has not improved life
expectancy. Fourth, at least for some conditions, more elective sur-
gery is being performed than informed patients want.

inally, if this committee pays attention to these problems of
quality, our study suggests that enough money will ge saved to
maintain the solvency of the trust fund and, in fact, perhaps pro-
vide additional benefits without additional resources for the pro-

am,

Thank you very much.

d'[’Iihe prepared statement of Dr. Wennberg appears in the appen-
ix.

The CHAIRMAN. Thank you, Dr. Wennberg.

Dean Roper, as a doctor, a researcher, and a former head of
HCFA, do you think HCFA could be restructured over time to focus
entirely on the administration of the Medicare fee-for-service pro-

am with other functions shifted elsewhere in the executive

ranch?

Dean ROPER. I think that is one of the possible options to pursue.
There must always be, I believe, a residual option for Medicare
beneficiaries to stay in the fee-for-service system. So, it would
make sense for HCFA to continue in that role.

It probably is worthwhile to have a separate organization, wheth-
er inside HCFA as we created when I was there in 1983, to manage
the private options, or whether to do that entirely outside of HCFA
as some have more recently suggested. 1 think it is a different set
of processes, requiring a different set of skills, and doing it sepa-
rately makes sense to me.

The CHAIRMAN. If we have time, I would ask other members of
the panel to comment on these questions, but I am going to proceed
with a specific question for each of you at this time.

For Dean Pardes, given the siﬁniﬁcant clinical developments you
see on the horizon, do you feel that the Medicare program is ready
and able to identify and incorporate the most useful developments
on behalf of beneficiaries. Are we able to avoid incorporating the
more questionable?

Dean PARDES. I think we can do better, Senator. But my feeling
is that there is a considerable attempt to make available the most
advanced clinical techniques. There is a very broad system of com-
munication within the medical field. I share Dr. Wennberg’s con-
cern that we examine the reasons for inconsistency across the

country.
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But, by and large, the process b{ which providers become aware
of advances in clinical care and then try to implement them has
worked with some vonsiderable success. Not to say that it is a per-
fect system, but certainly one that has had some accomplishments.

The CHAIRMAN. Professor Reinhardt I served many years on the
Governmental Affairs Committee, and where I had the opportunity
to examine the Federal Employees Health Benefits Program. That
program is quite popular. It offers Federal workers and retirees
Eermanent and portable coverage through the use of competing

ealth plans. :

Are you saying that the current structure of Medicare is the only
form that can offer beneficiaries permanent and portable coverage?

Professor REINHARDT. I do not think the current structure is nec-
essary, but government is necessary. I do not think it is economi-
cally or structurally feasible for a private comFany to engage in life
cycle insurance products. It is simply actuarially impossible.

Therefore, some tasks only government can do, and only govern-
ment can ultimately guarantee an American the life cycle facilities
for planning that Social Security, and particularly Medicare, offer.

So you don't necessarily need the current structure of Medicare
to have it, even though the guarantee is really more the govern-
ment, that you will have some insurance product. But, under the
FEHB, a Federal emg}loyee might pick the Oxford Health Plan, and
the Oxford Health Plan might evaporate, simply through mis-
management.

So the insurance contract with a private carrier is still ephem-
eral. It will always be e?hemeral, It is simply the government that
guarantees that you will get some insurance, but no private insur-
ance carrier can guarantee you that.

The CHAIRMAN. Professor Wennberg, is it correct to conclude that
geographic variation is a shorthand way of describing wide and
questionable patterns of health service? It sounds like there can be
significant cost savifigs without hurting the quality of care seniors
receive. What might be done to ensure that Medicare does not over-
pag, or under-pay, for care in different parts of the country?

rofessor WENNBERG. That is quite a question. It surely is. I
have been stmgFling with that myself.

In the case of the under-use of services such as immunizations,
there is a fairly simple answer. The way that managed care compa-
nies do this, is they use their information systems.

They have records about patients, where they live, and they have
records about doctors who are treating them. They simply send re-
minders. It is a ﬁostcard kind of thing, like the dentists. There is
no reason why that could not be done in fee-for-service medicine
right now. It just has not been done. But it is simple.

think we could, therefore, cure, if you wish, the under-service
problem when we have a very specific issue at stake by some stra-
tegic interventions. We can do that tomorrow morning. The PRO
pr(:f-ram has already shown that it can move on the problem of
under-service with beta blockers. They have actually done som
positive things. So that is the part that is easy. :

The part that is more difficult, is the question about the intensity
of care, as I mentioned, in the last 6 months of life. That is sort

of a paradigmatic situation.
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This has a lot to do with the “more is better” assumption, the
general belief structure in this country that, “when in doubt, take
it out,” is what the surgeons used to say. But it is more than that
now. It is, “when in doubt, do all you can with all of the resources
you have got.” We have an armada of resources in some parts of
the country, and very few in other parts.

The irony is, as I said, that we can find no evidence of benefit
for this at the population level, which means it is safe and in the
public interest to look more like the practice patterns in a conserv-
ative part of the country than it is in the more liberal parts.

Now, how you move to that, that is a tough question. I think this
last 6 months of life issue, this treatment of terminal care, may be
the key to a good deal of debate.

Around the country, my antennae keep saying that the personal
experiences of enou%l Americans now with those problems is such
that they question the efficacy themselves. So there is beginning to
be some question about this particular part of life.

Now, how you would then move to effect the resource distribu-
tions in this country, if we were back in the 1970s, it would be very
easy to ask the comprehensive health planning groups to begin to
deal with this. At this point in time, you do not have much struc-
ture in place to do that, and I am sorry about that.

As to the surgical interventions, you have got to learn how to in-
form the patients. There is no reason why we could not do that to-
morrow merning either.

The CH~IRMAN. Do any others care to comment? Dr. Roper?

Dean RUPER. Not so much about that, but I would add another
comment. I do not think this is a useful debate between, is govern-
ment good or bad, or is the private sector good or bad. Having
Lfvonl'lke in both, my conviction is, there is an important role for

oth.

But we need to have an organization, whether it is HCFA or
however you choose to organize it, an organization that has the ca-
pabilities, the neople, the resources, et cetera, to operate the pro-
gram,

I am convinced that it is simply impossible to do the things that
need to be done to organize and coordinate and facilitate the care-
ful changes that Jack Wennberg was just highlighting, and to do
all of that inside the government.

Uwe mentioned the cumbersome regulatory process and all of the
strictures that are applied. I think that is simply not well done in-
side government. Surely we need government oversight, we need
gour presence, and others, making sure things go well and that

eneficiaries are protected, and so on. But I also believe that there
is an important role for private sector structures.

The CHAIRMAN. Yes. We will go down the line. Dr. Reinhardt,
then Dr. Pardes.

Professor REINHARDT. Yes. I want to stress, and I say it on page
12 of my testimony, my statements about Medicare are not an ar-
gument against reforming Medicare or offering wider choice in pri-
vate sector products. Not at all. In many instances, those are easier
vehicles for innovation or disease management, and that should be

explored.
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My point there would simply be, let us not be hasty, let us just
see what the private sector can produce when it can make it work.
At the moment, it really has not yet. Even managed competition
does not work in the private sector yet, except in very companies.

So it is just a caution to wait a little. I am not at all in disagree-
ment that it is very difficult to administer, through one govern-
ment bureaucracy, insurance for 33 million people.

The only thing is, I have been rather, frankly, disappointed in
how little has been achieved in the private sector. As we speak,
¥remiums there are rising again much faster than under Medicare.

think we should be cautious.

The CHAIRMAN. Thank you.

Dr. Pardes?

Dean PARDES. In a look at the private and government sector,
Chairman Roth, my concern with regard to the involvement of the
government is that, if you do not have the government involved,
will social-valuable functions be conducted and supported as they
should be?

There are many things of which this Nation can be proud. I
think one of the most extraordinary accomplishments has been its
record in medical research and advances in what medicine can do
for patients.

Whether one talks about the training of superb physicians, the

offering of care to the neediest of patients and madeg sure that
they have care which is as high quality as people who have the
means, or making sure that our research goes forward, I am con-
cerned as to whether those functions could be carried out without
important government involvement. So, it is not just oversight, it
is also ensuring the support of those critical social functions.
, The CHAIRMAN. My time is up. Next on the list is Senator Grass-
ey.
Senator GRASSLEY. Dr. Wennberg, a lot of members of this com-
mittee would welcome your comments about low-cost regions of the
country, in a sense, providing some sort of invisible subsidy to
high-cost regions, because we have dealt with that in almost every
Medicare bill that we have dealt with.

One of your Dartmouth studies showed Mason City, Iowa as an
example of the lowest-cost area to delivery health care in the
United States. I think that was two or three years ago, one of your
studies showed that. It may have not been your study, but at least
it was your university.

So Iowans ask me, when they retire, they get fewer Medicare
gervices, not only in managed care, but in traditional fee-for-service
programs. Your work makes it pretty clear that that is not because
they are any healthier or do not need the services.

here are voices, on the other hand, out there saying that all we
need to do is to preserve Medicare as it is now, that it is just basi-
cally fine.

So my first question is, what does your work have to say to those
who gay that we can stand pat with the existing Medicare pro-
gram?

Professor WENNBERG. A fee-for-service benefit system, you mean.
Well, from the point of view of health product, the production of
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health, I think you are doing as well in Mason City as they are
doing in Miami.

I do not know that in great detail, but certainly from the quan-
tities of surgery provided and the number of immunizations pro-
vided, you are gomi to find that your record is {ust as good, or as
poor, depending on how we structure the bottom line on this,

Obviously, the taxes that~are being paid in the low-cost regions
are being transferred to the high-cost regions, to some extent.
Under fee-for-service, we did not have a fundamental problem in
perception, because you bought the same benefit package. If you
went from Iowa to Florida, you did not notice any difference, al-
though you might have been going to the physician more often.

But when you begin to move to some form of defined contribu-
tion, whatever that might be and that is, of course, what has hap-
pened with the-current AAPC, is that people in Miami can get
much richer benefit packages than people in Minneapolis, Iowa,
and so forth because there is just much more money spent.

So by emulating the conservative practice patterns that exist in
Iowa or elsewhere, an HMO in Miami can realize a huge surplus
and convert that into benefits, or whatever else they convert it into.

There is no medical reason why an HMO in Miami cannot emu-
late conservative practice patterns, for example, seen in the area
of the Mayo Clinic, which is a very fine system of care, but it is
spending way below the national average on a per capita basis.

Now, I do not know if that addresses your question or not.

Senator GRASSLEY. It does, 1 think I am going to ask Dr.
Reinhardt to comment as well.

Professor REINHARDT. These enormous variations have been
known to us since Dr. Wennberg pioneered these studies. As a
member of the Physician Payment Review Commission, we had
hearings on the potential of mainly having volume performance
standards by State, saying we now have a volume performance
standard on Medicare for the whole country, which, theoretically,
cannot even work.

But some of us thought maybe we should have it on the State,
and tell, maybe, the State of Florida, here is a budget that seems
reasonable. We will give you 140 percent of what Minnesota gets.
See if you can make do with this.

If you bill too much against this budget, the fees go down. That
is how the buyer's group in Minnesota manages a fee-for-service
Erogram under managed care in the State of Minnesota. If the

udget is exceeded, the fees go down. We could have done this.

But, as Bruce Vladek points out in a very seminal paper in
Health Affairs just recently, in many ways the Medicare program
has been an income redistribution program as much as a health
care program, so the politics of that were difficult. The technolo
of having a more even payment would have been relatively simple.
Other countries have done it, and Minnesota is doing it.

Senator GRASSLEY. Dr. Roper, I understand your concerns that
Medicare is behind the times in terms of innovation and respon-
siveness to the advances of medical care. I would like to see this
program be modernized and improved as you describe in your testi-

mony.
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One area of concern to me, and I have expressed this to Chair-
man Roth, is how to apply some of these principles that are in
rural areas, where it is very difficult to organize the delivery of
care because there may be very few providers in the area.

I want to make sure that these Medicare reform hearings take
into account the geographic differences that exist, because one-size-
fits-all may not work for rural States like Iowa.

So I am curious to know how your vision of this program would
work for rural seniors.

Dean ROPER. You are right to point out the difference in rural
areas. I still believe it is possible to have organized systems of care
in areas where people live far apart from each other, but you need
to have individual practitioners who are accountable for the care
for their patient population. That is what I am arguing for, not a
particular plan design, but rather organization.

I had the privilege, when I was HCFA administrator, of appear-
ing before this committee once and said that I was from rural Ala-
bama. Senator Baucus told me that I did not know rural America,
so I flew around Montana with him on a little airplane.

And I do fully agree with your point that rural parts of the west-
ern country are quite different from urban south Florida, or New
York City, or whatever, and we need to have a program that ac-
commodates those differences.

Senator GRASSLEY. Senator Roth, thank you.

The CHAIRMAN. All right. Thank you.

Senator Conrad?

Senator CONRAD. Thank you, Mr. Chairman. Thank this distin-
guished panel for, I think, an excellent beginning.

Yesterday, I noticed in USA Today that they were reviewing
what happened late last year when we saw 400,000 seniors lose
their H coverage. They were dumped. The HMO industry quick-
}y ointed the finger at government and said it was Medicare's
ault; those bureaucrats over there have made it so that the regula-
tions are so difficult, that it forced us out of the business.

Interestingly enough, the General Accounting Office did a review
and released their report yesterday. They said, no, no, no. It was
not the bureaucrats at Medicare’s fault, it was the HMO industry
itself. They pointed out that it was their own poor planning and
their profit seeking that were the real reasons behind their deci-
sions to pull out and leave seniors in the lurch.

As for their claims that it was low payment rates and heavy reg-
ulations that caused the massive exodus, the report by the General
Accounting Office found that there was little su gorting evidence
for those claims. In fact, it turns out that the HMOs canceled con-
tracts in high-payment and low-payment areas.

They went on to diagnose, what were the fundamental problems.
They were basically market corrections in the HMO industry itself.
It kind of goes to the point, Dr. Reinhardt, that you were making,
that there is real risk here and that we ought not to jump, just be-
fauge we face challenges, without knowing where we are going to
and.

I can tell you, I represent a rural area. There is no area more
rural than North Dakota. As I look at some of these options, they
just do not work in a State like mine. They just do not work., We
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have got the lowest penetration of managed care of any State in
the Nation. There are no options.

You tell the guy out in Bowman, North Dakota who is on Medi-
care that he ought to seek a competitive model, he would laugh you
out of the hall. I have to go out there and be accountable in com-
munity forums, and people in my State recognize that we are head-
ed for a cliff, that we have got hanging over the horizon here this
demographic time bomb of the baby boom generation. If we dra-
matically increase the number of people reliant on this program,
- something has got to give. Something has got to give.

My question to each of these panel members would be, what do
you think needs to be done to address the long-term insolvency
that we face in Medicare, now, according to the best estimates, in
2015? Dr. Wennberg, what would be your advice to us?

Professor WENNBERG. Well, I think I will return to, sort of, my
challenge, if I made it that way, to the committee. I think if you
examine the quality problems and ask, is more better, and come to
terms with that question, then you will see that you can take ve
reasonable health care systems, such as those located in Portland,
Oregon, Utah, northern New York, Syracuse, some in the south,
and use those as projections forward on what your spending will
be, under the worst assumptions that were in the CBO sort of best/
lousy scenario—and this was actually in our latest atlas. We pro-
vide those projections.

Basically, simply taking the spending level—and we chose Min-
neapolis—and projecting it forward with an increase with which
the CBO had put onto it, it takes years before you cross the line
of the best assumptions under the defined contribution plan that
you are considering.

Senator CONRAD. All right.
Professor WENNBERG. So that tells you that this is not inevitable

because of medical progress or because of that part of the equation,
or patient demand.
enator CONRAD. So, distribution within the program itself.
Professor WENNBELRG. Exactly.
Senator CONRAD. Costs within the program itself differentially.
Professor WENNBERG. And against the background that we just
do not see evidence that spending more on a population base is
buying value.
enator CONRAD. All right.

Dr. Roper?
Dean ROPER. I would just agree entirely with what he said, and

take it further. If we want evidence-based medicine, like Jack has
pioneered, to guide the practice of medicine and thereby assure the
redistribution of the money in a way that allows Medicare to flour-
ish—not just survive, but flourish—into the future, my question is,
is that best served by attempting to overlay yet further and further
controls on top of a program that was basically designed 35 years
ago, or is it best to move incrementally—not hastily, not abruptly,
not totally—in every part of the country because it will not work
everywhere, but to move towards a greater reliance on the innova-
tions in health care organization that are occurring in the private

sector. That is my argument.
Senator CONRAD. Dr. Reinhardt?
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Professor REINHARDT. Well, there are two parts to my answer.
The first one, is I think the demographic proglem has been exag-
erated. We are a relatively young country, with Australia and
anada. And our population structure, in the year 2020, will be
that that Germany, England, and Sweden has today.

So if you want to know, what is it like in a country with an aging
baby boom, travel to Europe and have a look. They are spending
a lot less money than we do as a 1percent of GDP on health care,
and their people seem, as Jack would agree, as healthy as ours.

This suggests the point Jack made, and Bill, that we can do this
much more efficiently. If physicians in Florida could learn to prac-
tice as efficiently as people in the Dakotas or in Minnesota, I think
this would not be much of a problem. I am sorry, Senator Graham,
but that is just the case. We could do this more cheaply.

But there is another problem. We always worry about vouchers,
money, when we talk about Social Security and Medicare. But the
real question is, hands to lay on sick elderly people. We are told
there are only two workers per elderly in the year 2020. No matter
how many vouchers you have, there are still too few hands.

So I urge in my testimony that the best Social Security reform
and Medicare reform would be to increase the number of young
people in this country. We can do this. [Laughter.] We can actually
do it. I once gave a talk, “Making Love or Learning Spanish.”
Those are the two options. [Laughter.]

We either can procreate more, that is to be more grateful to
mothers who bring babies into this country and support them and
educate them, give them health insurance, do the things that you
would do if you knew that a child is a national resource, or if you
do not produce them at home, import them from Latin America,
which we are doing. [Laughter.] So I think demography is destiny,
and we should have a §>olic on that destiny.

Senator CONRAD. All right. You never know what you are going
to get around here when Kou ask a question. [Laughter.]

T]he CHAIRMAN. I will have to think this over carefully. [Laugh-
ter.
Dean PARDES. A quick, quiet poll indicated unanimity for Dr.
Rienhardt’s endorsement of making love. [Laughter.]

I just want to state that one can talk either in terms of polarized
situations, either stay with a very so-called stagnant system or go
all the way over to innovations with all the risk that is involved.

One of the things that I think has to be recognized is the extraor-
dinary variability, and that has already come out in our conversa-
tions.

Second, I think we should take a look at places where we are
making advances. If you look at the over-656 po%ulation today, and
look at what proportion of them are disabled, there is a far lesser
portion of d.sabled today over 66 than was true before. Now, there
are a lot of reasons, but that is true. One of them, is because we
have invested in a research enterprise which has provided foreign
new treatments.

One of the thiu;;s we also find, is that if people live to later and
later ages, the person who dies at 85 or 90 dies with the last 6,
12, to 18 months of lower health care costs than the person who
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dies younger. So, it is not as if one is simply keeping them alive
for more costly expenditures later on,

But some of the points made by all the other panelists regarding
attention to quality of care or trying to incentive the system, to pay
attention to where the quality of care can be better and learn some
various systems of the country, and also looking at the reimburse-
ment system so that one attends to prophylaxis.

If you, right now, try to mount a program, let us say, for the
treatment of diabetes, what you will find is the reimbursement
mechanisms do not necessarily provide for the nutrition services,
the nurse education services which have done well, maybe paid off
by far in terms of less hospitalizations and less acute situations of
diabetic care.

So it seems to me there is a lot that can be done with regard to
efficiency, quality, more in the way of outcome research, and then
using that evidence to determine what treatments we support and
do not support.

The CHAIRMAN. Senator Graham, please.

Senator GRAHAM. Thank you, Mr. Chairman. I am not going to
use my time to give a defense of health care in Florida, but I would
like to ask what I think is the predicate question.

That is, what kind of a Medicare system do we want to have
available to American beneficiaries as we move into the 21st cen-
tury? As has been stated, we essentially have a mildly reformed
1965 model of Medicare today.

If you were to do a track of where Blue Cross/Blue Shield was
in 1966 and where Medicare was, they would be virtually on the
same dot, but Blue Cross/Blue Shief;i has made a number of
changes in its benefit package over the intervening 35 years. Medi-
care has not been stagnant, but it is much closer to where it was
in 1965 than most modern private health care systems.

So the question I have is, what do you think should be the prin-
cipal changes in the current Medicare beneficiary package as we
look towards the 21st century?

Professor WENNBERG. Would you like to start with me?

Senator GRAHAM. Yes. You happen to have the henefit of being
closest to us, so you get to start.

Professor WENNBERG. Right. Well, I have all these statistics
about care in Florida ready to go, but I see I do not need them.
[(Laughter.] But I do want to point out that, within Florida, there
is tremendous variation. So, it is not just that it is all the same.

Let me say that I think the most fundamental change that we
need to have happen is a cultural change. Those are the most dif-
ficult. I have to tell you that I have been studying the variations
in surgical Frocedures for a very long time.

And I will give you a statistic. In St. Petersburg, the chances of
having a radical prostatectomy are about 3.5 times higher than
th%y are in Tampa. That is like going across the causeway.

hat is associated with the practice patterns of the physicians
and the advice they give, the way they frame that decision. It is
not because people who live in Tampa prefer one form of treatment
over another.

We need, in these cases where there are discretionary choices, to
begin to inform patients in systematic ways which empower them
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to choose according to their own preferences, as long as it is in the
benefit package. I am not arguing that they can choose things that
do not work.

But, when there is genuine choice, we find, first of all, that pa-
tients do better and feel better when they are involved in the deci-
sion, They really do.

Second, they choose more conservatively than they do under the
current system. That is to say, there is a tendency for less-invasive
tre?tments, all of which works to the benefit in terms of the overall
costs.

But from the ethical perspective of what medicine is all about,
we really need to understand that there is a reason, there is an
ethical reason, basically, for getting patients involved in treat-
ments, because after all it is their own fate, it is their own bodies.

Now, that is not something you can change the benefit package,
necessarily, to do, although you could do one thing, I think. That
is, you could begin to make it possible for physicians who spend
time informing patients to achieve a benefit return for the time
they spend doing that that is somewhat commensurate with the
amount of time they spend if they do the operation. You have got
an incentive problem.

Second, I think if you could begin to make this an issue that the
Congress addresses. I was very disappointed with this whole busi-
ness about the Patient’s Bill of Rights. Never anywhere in the leg-
islative proposal was there anything about informing patients
about choice of treatment.

There was all this stuff about choice of plan, which was presum-
ably necessary for the macroeconomic model to work, but when the
ethical question—the variations issues in surgery really tell us that
patients are being treated very differently in one place in the coun-
try or another, and we know the preferences of the patient differ
on an individual basis, and we need to get information to patients.
That is what I would argue for as a change in the benefit plan.

Dean ROPER. Senator, if I may. If we were designing the program
today, we would not do it like it was in 1966. As you point out, the
Medicare program mirrored the private sector, largely Blue Cross,
model then. If we were to start today, we would surely not have
the arcane Part A/Part B deductibles, co-payments structured the
way they are, and so on.

So if that 1s what you -mean bﬁ the benefit design, those things
ought to be changed, including the limits on annual benefits, life-
time benefits, and so on. Clearly, the most recently discussed issue
is the addition of outpatient prescription drug benefits to the pro-
gram. Most all private sector plans contain that today.

However, and to come back to an earlier theme, adding all of
those improvements or sweeteners to the program in a time when
it does not have ways of aggregate constraint on the budget is
something that you are not going to do, or I do not think can do,
in a fisca g responsible way.

So the challenge is how to come up with a program that has lim-
its that are not arbitrary and capricious, limits and the incentives
to the people who manage the pmﬁram to do it in a scientifically-
based, rational way so that the dollars go much further than they

currently do. _
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Senator GRAHAM. I would like to hear, if I could, Mr. Chairman,
from the other two. But I would be curious as to, what have Blue
Cross/Blue Shield and the other private insurers done to gain some
efficiencies within their system which has allowed them to provide
things like prescription medication.

Dean ROPER. I would be happy to follow up.

Senator GRAHAM. Thank you.

Professor REINHARDT. Well, that is, in fact, the central question.
We do have some empirical track record. Have the managed care
companies actually been able to treat the elderly more efficiently,
moxt'e c!)meaply than the people who stayed in ‘)e old fee-for-service
system?

As far as I know, I was recently at a Congressional retreat and
I saw numbers that suggest, generally, the Os so far had bene-
fitted from favorable risk selection. So we really do not know
whether, if you took a random sample of 100,000 Medicare recipi-
ents and simply assigned them randomly to HMOs, that is the ex-
periment we need, whether they could do this more cheaply.

I personally harbor some doubts, for the following reason. Medi-
care burns less than two cents of every premium dollar on adminis-
tration. The rest goes to doctors and hospitals. That is a tremen-
dous advantage it has over private products.

Second, Medicare gets huge price discounts, and the private sec-
tor would have to get those discounts that Medicare gets. And
there would have to be these efficiencies. But I am not aware that
HMOs, say in the State of Florida, where the APCC is fairl}y high,
that they are thrivin% nor that they do, for the same type of elder-
ly, a much cheaper job.

That is the kind of information we need and I am not sure that

any other ﬁanel member here would look you in the face and say,
we know that the HMOs do this more cheaply. I am not aware of
the empirical research that would say that. I am aware of the oppo-
site.
Dean PARDES.' Senator, if I could just reinforce what Dr.
Reinhardt has said. I think one has to be verK careful, when one
gets suggestions of reduced costs with certain kinds of health care
systems, and one obviously has to look at the nature of the popu-
lation and how that compares to other populations, and if one cher-
ry-picks, one obviously gets lower costs.

I think you are hearing some themes, however, which I think you
may get some agreement on the panel with regard to, as to things
that should be focused on. They include a focus on evidence-based
medicine, an urging to try to get more consistency in the system,
and attempt to focus more on prophylaxis.

But I want to reemphasize that I do not think one can just look
at Medicare in isolatiun. There are also social functions that have
to be conducted. I think if you examine the overall benefit of our
Nation’s research effort on what we can do in medicine, it has been
extraordinary. There have been extraordinary costs saved, Who
knows what we would be spending if we did not have some of those
better treatments today?

So, I just want to make sure that, whatever system we come out
with, Medicare, et cetera, that there is support of those major func-
tions. For example, in the education arena, that we bring in other
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payors to help share some of the burden that Medicare now as-
sumes for medical education.

The CHAIRMAN. Senator Chafee?

Senator CHAFEE. Thank you very much, Mr. Chairman.

Dr. Reinhardt, you indicated that every poll showed that the
American public is very enthusiastic about Medicare. That is inter-
esting to me, because I was surprised to learn recently that, for
seniors, Medicare only covers 50 percent of their medical costs, the
‘ aest being in the deductibles, the Part B premium, or prescription

rugs.

So, it is amazing that a program would be that popular. Maybe
they do not realize they are paying 50 percent of the costs of their
health care out of their own pocket not being covered by Medicare.

The other thing is, we have been talking about efficiency here.
It is my understanding that 90 percent of the beneficiaries under
Medicare have some supplemental coverage.

In other words, that is an added expense that they have, a
Medigap policy. That does not make for efficiency; anybody who
goes to a doctor’s office, and the nurse or secretary is spending her
time trﬁ'ng to figure out how much of this is Medigap, how much
of it is Medicare.

But I would like to switch gears here a little bit. Everybody says
Minnesota is great. When you are comparing Miami, we will look
at Minnesota. at do they do in Minnesota that is so great? I am
not holding you responsible, totally, for Minnesota. [Laughter.]

Professor REINHARDT. Well, actually, Minnesota makes the case
and I want to state, I have actually generally been a defender of
managed care in print and in the media, and I think managed care
is }ll)ere to stay, and we will have to figure out what to do, but will
go better.

But Minnesota has had HMOs, I think, longer than other parts
of the country, with the exception of California, so they have a tra-
dition, I think, even under the fee-for-service program, you will find
that Minnesota physicians practiced a more conservative style of
medicine, which is the kind of information that Dr. Wennberg un-
earthed. So, it is really both. There was managed care, but there
is also a much more conservative style in treating medical . 8ymp-

toms; would you not agree?
Professor WENNBERG. I think it is all the Norwegians up there,

too. [Laughter.]

Senator CHAFEE. Well, Dr. Wennberg, you ended up your testi-
mony indicating that, if these steps were taken, and you discussed
reducing the expenditures in the last 6 months and if they practice,
I guess you could call it, proper preventative medicine with dif-
ferent immunizations and so forth, I think you ended on a very
high note, that the system would not go broke. Indeed, maybe we
could have money left over to do some additional things.

Could you repeat that again? I am not trying to put you on the
spot, but how do you get doctors to do the things that you say they
ought to do?

ofessor WENNBERG. Ah hal Now you have put me on the spot.
I can repeat. The analysis, basically, is that taking the practice
variation phenomenon as a huge number of natural experiments
that are going on around the country, we can understand those ex-
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geriments and we can be fairly firm in the statement that, if we
nd no benefit in community A compared to community B in terms
of mortality, the questions of quality of life have to be asked, but
th%lcan be addressed.

e general conclusion is, we do not see net benefit across the
spending gradient and, therefore, the lower communities become
benchmarks of efficient allocation. How to achieve those allocations
is complex, because it is not only a matter of the practice style, it
is also the sheer quantity of resources in the market and you have
to pay attention to both of those at the same time.

n other words, there is a very strong correlation between the ca-
Bacity of the acute care hosgltal system and the probability of
eing in an ICU, the probability of dying in the hospital, the
amount of money spent in the last 6 months of life. So you have
got to deal with the capacity problem. You have also got to deal
with a decision problem.

Senator CHAFEE. Right. But there are national rating organiza-
tions, are there not? For instance, I can remember Secretary
Califano testiyng before us here about, in one hospital in Detroit,
X number of deliveries of babies would be by C-section; in another
hospital down the street, it would be half of X, and no difference
in the mortality or success or survivability of the baby and so forth,

Now, are there not national organizations that the first hospital-
is taken under surveillance there because they are doing things so
vastly different?

Professor WENNBERG. Well, I think people have tried to pay at-
tention to this. There is a program in the State of Maine which
has, over the years, been effectively feeding information back to
Ehysicians that has seen some real change in behavior, but there

as been no national program to do that.

I mentioned in my testimony that one way of dealing with this
problem of the under-use of immunizations would be for the Health
Care Financing Administration, and maybe to partner with the
American Hospital Association or maybe with the AMA, to get re-
minders back to physicians and patients, It is just, no one has
taken the accountability steps forward on these things.

Senator CHAFEE. It seems to me that this is kind of a loosely-
run outfit. We point with pride that only two ;;ercent is used for
the overhead. Maybe we should not be proud of 2 percent. Maybe
it ought to be four percent, and get some of these things done that
we have been discussing here.

Dr. Roper?
Dean ROPER. Senator, if I could follow up on your point. We have

no way of holding the system accountable or individuals within the
system accountagle in a fee-for-service system. That is the point.
I believe it is organized systems of care, largely led by physicians,
who need to be given the incentives to change the way medicine is
practiced along the lines that Dr. Wennberg has indicated. That is
the only rational hope we have of achieving economies. That is
hard to do. Ten years ago, the Congress passed legislation setting
up the Agency for Health Care Policy and Research.

We has a cﬂ'eam then that evidence-based medicine outcomes re-
gearch would yield guidelines that would transform the practice of
medicine. There has been some help there, but largely that has
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gone unrealized. I think that the answer, ultimately, is holding or-
ganizations accountable. That is what I am arguing for.

Senator CHAFEE. What do you mean, an organization?

Dean ROPER. Others have talked about the Mayo Clinic and their
ability to manage care across a group of doctors or group of pa-
tients. Whether it is that particular model or another, I would be-
lieve private sector health care organizations can do a much better
job than can HCFA with whatever oversight, two percent, four per-
cent, or whatever, of its budget can do.

Senator CHAFEE. My time is up.

The CHAIRMAN. Your time is up. Dr. Reinhardt, briefly, if you
want to comment.

Professor REINHARDT. It is just, I agree with Senator Chafee. In
my testimony, I make the case that the two percent is too little,
that if it were four or five, we could do some ofp the things manage-
ment things that are not now done in the program.

Senator CHAFEE. Thank you.,

The CHAIRMAN, Senator Bryan?

Senator BRYAN. Thank you very much, Mr. Chairman. And
thank each of the panelists for their very thoughtful observations.

I want to pursue the elusive goal for the Rosetta Stone as to how
we translate to the language of Medicare into something that pro-
vides the meaningful solutions.

We have heard repeatedly, and I think Dr. Wennberg made the
point, that there is a wide disparity in terms of geo‘graphical rates
and practices among physicians for the same type of medical treat-
ment throughout the country.

Assuming that is a given, and if those of you to whom I ask this
question disagree, please disabuse me of that notion, two things
have specifically been suggested.

One, that we ought to structure the reimbursement for the pro-

am to provide some additional financial incentive for physicians
who take—and Dr. Wennberg, if I misstate your recommendation,
please correct me-—and spend some additional time explaining
what their options and what their choices are, your thesis being
that when patients are provided information about choices, they
tend to select more conservative treatment options. I think I have
got that one essentially right. That was one suggestion.

The other, was some type of a reminder for your annual check-
up, something I think you analogized to the experience that all of
us have when we get a notice from our dentist, it is time for your
six-month or annual check-up.

Dr. Reinhardt, you cautioned us. You said, we need a little more
flexibility. You said we ought not to throw the baby out with the
bath, that it is not as bad as, perhaps, people are saying.

So, on the one hand, we want to provide flexibility, and I gather
you would argue that we should not try to micro manage it. Every
time somebody comes with a suggestion as to how we ought to im-
prove the system, we are eager to enact a new piece of legislation
or direct HCFA to provide some new regulation.

Let me ask you, it seems to me that we are in somewhat of a
paradox there, flexibility, yet to do something to try to change
these wide variations and practice patterns in a lEeOf,rrta\phical dis-
parity. Any other suggestions that you could make specifically to



26

those of us who do not run the program? We simply provide the
legitimate framework. Maybe that framework itself needs some
specific changes, but we do not run the program. We are never
oing to be able to do that. We would do a poor job if we tried to
o it, your suggestion, specifically.

Professor REINHARDT. For instance, for Medicare to change any
rule, has to go through such a procedure that it takes about 3 years
to change reimbursement. I think Medicare, for example, might
have had the flexibility being given it, to say that in regions where
billing per capita exceeds the national average, that fees there
could be cut. An insurance company could do this, but HCFA could
never do this.

Medicare had, of course, experimented with Centers of Excel-
lence, but I am sure that is very difficult for Medicare to do be-
cause there are constituents who would complain if they lose busi-
ness. So, some of this kind of flexibility, I think, could be built in.

Again, I want to come back to, when I hear this coordinated care
in the private sector, other than Kaiser, that can claim to be ac-
countable for the cost and quality of the health care of its people,
I really can't think of any other private sector organization that,
at the moment, does a whole lot better in terms of accountability
than HCFA. HCFA could have, I believe, volume performance
standards should have been State-based. That would have given
HCFA a lot more clout. -

But look at the issue of competitive bidding for private insurance
plans. Look how every step of the way, when HCFA has tried to
implement the idea of competition in America, every time the
HMOs on the one hand, through the legislature, has wrecked the
attempt. So far, it has not been possible for HCFA to experiment
grit}) an Enthoven's design. I think that is alarming and sad-

ening.

Senator BRYAN. Dr. Pardes?

Dean PARDES. Senator Bryan, I just want to point out that I be-
lieve the ability to push for greater consistency in the way medical
care is delivered around the country is very heavily related to our
knowledge of what the right medical care is.

So that, as you see medical interventions becoming more specific,
becoming based on evidence, being subject to more in the way of
outcome research, one can say with a degree of confidence that we
expect the rates for X and Y procedure in one place to be analogous
to what they are in another place, which obviously argues for inno-
vation and for incentivizing those who use evidence-based methods.

But I believe what has happened today, is we are more able to
talk about insisting upon that kind of consistency than we were
when it was less known. There still is a lot of variability and a lot
of individuality in the treatment of any given patient by any given
doctor, but that is being reduced and, therefore, offers a handle for
us.
Senator BRYAN. Accepting your premise—and my time is out—
that when more knowledge is obtained in terms of, what is the
proper outcome, that the system will provide less variance in terms
of treatment modalities, what, if anything, is our role in terms of

drafting the legislation?

61-884 00-2
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What should we do, if anything, to facilitate that, or is there any-
~ thing? Or is this something that will ]just evolve on its own as this
information is provided in the medical community?

Dean PARDES. I think it is worth the Congress looking at ways
by which it can provide some stimulation for there being greater
consistency, and also to try to incentivize that. And I am not sug-
gesting that even the fact that there is knowledge being widely dis-
persed means that the consistency will be uniform.

So, I think that one could have some role, as perhaps Dr.
Reinhardt suggested, for setting some parameters by which there
would be an encouragement of medical people and medical systems
for paying attention to what the norms are across the country, and
being closer to them, or really at them.

Senator BRYAN. Is Dr. Wennberg permitted to respond? I know
my time is up.

The CHAIRMAN., Please.

Professor WENNBERG. Thank you. I wanted to mention one posi-
tive suggestion. I believe that, particularly in rural areas, we know
that the population density is not sufficient to support competing
in%grate health care systems. -

e have done some papers on that. I think about one-third of the
population of the United States live in such regions, where this
managed competition concept that Alan Enthoven articulated sim-
ply would not work because of demography.

I think that I would encourage you to consider asking HCFA to
undertake some demonstration projects for producing integrated
health care systems in such areas. It is quite possible to do that.

Our own conceptualizations in Vermont and New Hampshire
have approached HCFA with some ideas along that line that would
put the quality issues first, and would say that our system will
agree, as a point of accountability, to accomplish these goals of in-
forming patients about choice, dealing with excess capacity, and es-
sentially being able to manage better the process with which im-
munizations and so forth are given, if, in turn, HCFA, you will
agree that, if we generate net savings off the projected rise in per
capita costs in these regions, that we can realize those savings and
reinvest them in new benefits, such as a drug benefit. I think that
would work.

Dean ROPER. Can Igust add one additional point, Mr. Chairman,
to the point just made? HCFA strongly needs the ability to do dem-
onstrations, to try new things, whether it is Jack’s idea of a rural
area, or Uwe's notion of competitive bidding for services.

Unless they are allowed to test new ideas, the program will not
be able to improve. The system we have now is one with such pa-
ralysis, that it is very difticult to think outside of the box, or even
to try to do something unusual or different.

Senator BRYAN. Thank you very much.

The CHAIRMAN. Next, is Senator Robb.

Senator RoBB. Thank you, Mr. Chairman. I join others in thank-
ing this panel for a very thoughtful, and in many ways, provocative
presentation. I should observe, with Dr. Reinhardt, I had occasion
10 to 15 years ago, in my period between State and Federal service,
to work on another commission, and his input and testimony was
always very useful and passionate. I would say it has become even
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more colorful in the most recent incarnation, but 1 appreciate the
testimony. -

I am grappling with the same questions others are, and this is
my first time to grapple with some of these questions on this com-
mittee as a matter of initial jurisdiction.

But, Dr. Wennberg, your discussion of the lack of benefit, at least
in terms of extended life expectancy with respect to the last 6
months of life, with respect to the cost, at least, of the procedures
and benefits that were available, at least caught my attention,

But there is an even more fundamental question that I have
grappled with for a long time, and maybe you can clarify it for me.
Because in discussing health care costs, generally, for a very long
period of time I have frequently cited a statistic that related to the
costs that are involved in the last 6 months.

I have had extreme difficulty in pinpointing a verifiable source
with respect to exactly what percentage of, say, the total health
care costs of an individual over a lifetime, or the total health care
costs for the population at large, any comparative basis that is not
more anecdotal than based on some evidence.

Of course, this is made a little more difficult by the fact that you
have to wait until the end of life to find out, what were the last
6 months. With very few exceptions, you cannot predict that, as to
when those expenses are going to occur, and track them,

But is there a reliable, empirical basis for judging comparative
costs of medical services during the last six months of life that you
could just cite to me, or give me some sense of where to find it?

Because every time I have gone looking for it, I found that it was
citing some other study. I could never get back to an original
source, and I finally decided that this might have been one of those
myt:h?l that does not have the kind of empirical basis that you dis-
cussed.

Professor WENNBERG. Are you asking, what proportion of total
Medicare spending is——

Senator ROBB. I am not asking really so much just in the Medi-
care sense, because I want to broaden it in just a minute to com-
pare Medicare with respect to the total population.

Professor WENNBERG. Right.

Senator RoBB. But for right now, I want to pin down a place
where I can go to find a reliable statistic on the expense of pro-
viding patient care during the last six months. -

Professor WENNBERG. Yes. What we can give you is how much
was spent, in each region, in the last six months alive. What I can-
not tell you is what the proportion of the total lifetime spending
that represents. It is about a third, if I remember right, on the
total Medicare spending, is in the last 6 months of life.

Senator RoBB. All right. But Medicare spending, for most people,
would not kick in until they are in this higher expenditure range.

Professor WENNBERG. Yes. I do not have that information on the
tip of my tongue.

Senator RoBs. All right. Well, when we are looking at a compari-
son, right now the only plan on the table is one that has been put
forward by the commission, premium support based generally on
the Federal Employee Health Benefit Plans.

/
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I think we frequently lose sight, and I have, in making compari-
sons between the demographics of the population to be served by
the FEHB plan, which would have a normal- cross-section of
healthy and younger, as well as the aging and frail and those in
need of greater costs, is there some sort of a fundamental way of
comparing those two, i.e., Medicare-eligible costs and costs for an
other broader cross-section of the population that avoids the dif-
ficulty that we have encountered in having an apples and oranges
comparison, perhaps?
hProfesxsor ENNBERG. Do you have something? I have to pass on
this one.

Dean ROPER, I think the general notion, Senator, is most Ameri-
cang are increasingly uncomfortable with the fact that they look
forward to dying in a hospital, hooked up to all sorts of devices,
tubes, and whatever. That is what is driving the concern. I do not
know of an empirical study, as you asked for, that isolates the
amount of money spent in the last year of life. Frankly, I am not
sure that would be useful, because we do not have a way of pre-
dicting when that last year begins. What would we do, stop pay-
ments during that period?

The real question, again, I believe, is who are we going to lodge
the decision making with about those things; is it going to be the
government and the Medicare program, is it going to be doctors
and families? That kind of situation would be much more compat-
ible with most Americans’ beliefs.

Senator ROBB. Dr. Reinhardt?

Professor REINHARDT. If I could recommend, I would call Dr. El-
liott Stone of the Massachusetts Data Consortium. He does not
have exactly what you want, but I remember, I used to get from
him the costliest cases in Massachusetts in the last year. And they
were always Medicare cases that were very, very costly, and most
of those patients died. He may even have exactly what you want.

Dean Pardes. And if I could add to that, Senator Robb, you might
want to speak to Dr. Kenneth Manton, who is a health economist
from Duke University who is focused on costs at the latter stages
of, and just before, the death of an individual.

Senator RoBB. Thank you very much. My time has expired.
Thank you, Mr. Chairman.

The CHAIRMAN, Senator Kerrey?

Senator KERREY. Thank you very much, Mr. Chairman.

I am going to direct my question to Dr. Reinhardt, but only be-
cause he said something with which I disagree. I would like the
other panelists, if there is time after I have asked the question—
there may not be—to respond.

You said that the demographic problem is overstated and you
said we should compare ourselves to Germany. The trouble is, as
I see it, that is not a very apt comparison, because Germany has
a much different law. We are dealing with the law here. In Ger-
many, the law says, I believe, if you are a German citizen, and
Kroba ly a legal resident as well, you are eligible for the German
Sea\lth care system. But that is not the way it is in the United

tates,

In the United States, the law says you are not only eligible, but
you have a claim on other citizens' income to pay your bills if you
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reach a certain age, if you have a kidney, if you are poor and prom-
ise to stay poor, if you are like me and you get blown up in a war—
it is a pretty high standard of eligibihty; I would not recommend
you :hoose that course of action—or if you work for the govern-
ment.

Any government agency, school, city, county, State, Federal agen-
cies, the taxpayers pay your bills. Or if you work for the right boss
and have enough income that you qualify for an income tax sub-
sidy. The perverse system there is, the higher your income, the
greater your subsidy 1s.

The lower your income, if your income is $15,000 a year and you
are not paying income tax, you do not get any subsidy. If your in-
come is $100,000 a year, you get a 40 percent subsidy. So, it is an
interesting system. But the law does not provide people eligibility,
as Germany does, based upon simply saying, if you are an Amer-
ican or legal resident, that is how you become eligible,

So what we have, is we have people who organize to protect their
programs, veterans, seniors, advocates of the poor, though they get
the short end of the stick every single time. We have 23 million
Americans who are not a part of any group. They are in the work-
place, but do not have insurance.

That is my estimate of the number who are more at risk as a
consequence of not having children. They have no claim on any-
body’s income. The law does not give them a claim. They are not
entitled. I am entitled to have a claim on their income because I
am a disabled veteran. Anybody over the age of 656 has a claim on
their income because they qualifil: they are old at 65.

In fact, they have a 62-year-old claim for being old under Social
Security, a $400 billion a year program. I mean, Medicare, long-
term care, Medicaid, and Social Security will increase $40 billion
this year. You would think we were not allocating enough of our
resources.

If you look at the future trends, it is 11 percent of the budget
this year. There is a limit to how much we can take. We take 20
percent of U.S. income today for Federal spending. It is actually
20.6. It is at an historic high. It has not been that high since the
second World War.

There is a limit. It can only be 100 percent. We can only take
100 percent of income. So, we are at 20 percent, which I think is
bumping along towards the ugper limit. But we are taking 11 per-
cent just for Medicare. It will be 28 percent when the baby boomers
are fully retired.

So, if we keep Medicare as an intact program, then I believe, by
the way, there is no political will to make the changes necessary
to reduce those out-year costs. Any time you propose to make any
changes that reduce the cost of the program, you meet opposition,
whether it is allowing HCFA to be more competitive, whether it is
allowing or asking beneficiaries to pay more according to their in-
come.

I mean, I have volunteers that say, if I have $2 million worth of
income, for God’s sakes, I am a little uncomfortable having my sec-
retary subsidize my health care. But, no change in the law, because
that violates the spirit of what Medicare is.
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One of the things I do, I reached the conclusion that Medicare
cannot be fixed. There is no political will to fix it. There is the po-
litical will to have benefits, there is the political will to make it
more generous, but there is no political will to do the things nec-
essary to take this 28 percent figure—we spend 34 percent of our
budget today for the Army, Air Force, Navy, Marine Corps, NIH,
and everything else at the Federal level, and we are head'ing to
zero as a consequence of being unable to say to people over the age
of 66 today, or 30 years from now, that you have got to take a little
less. We cannot do that because we will immediately roll out charts
to show how miserable they are and how much suffering is going
on in their lives,

I am willing to spend more on low-income seniors, by the way
but that description of f)overty and foraging in the alley for food
ggrdly resembles what I see when I talk to people over the age of
But, anyway, I have reached the conclusion that, as far as chang-
ing the law to preserve Medicare as an intact program and solve
the problem of a growing number of uninsured Americans at a time
an economy grew by six percent real in the fourth quarter last
year, that you cannot do it.

My conclusion is, you have got to start with a clean slate and
make people eligible, as a result of being a citizen or a legal resi-
dent, then let us have an argument. We can have socialized medi-
cine, if you want it. If you want to argue that, argue it. You want
the market to do all of it? Fine. Let that argument fall.

But we are going to continue to see growing costs for this pro-
gram and growing uninsured Americans who have no claim on our
income and who have more illnesses and have lower health
statuses as a consequence, unless we can step back a bit here and
sa% that maybe we ought to do like-the Germans did.

rofessor REINHARDT. Well, Senator Kerrey, you will be shocked
to hear me say that I totally agree with you. I see these problems
always in two ways. First, I look at the real sector, which is the
real GDP. They are people who are work, hands, human beings
who create and produce the GDP. Then that GDP, once it is made,
at the moment, 47 percent of the American people produce GDP;
everyone else does not.

Once that GDP has been made, it is distributed to those too
goung to work and to those too old to work, and the rest is kept

y those who made it. That is so, and nothing will ever change
that. In that sense, I think, our problem in America is less than
Germany’s, Sweden'’s, or England’s because we will have more GDP
makers than they do, and we will be forever young.

Now, that is the real sector. How do the claims to this GDP get
transferred? Then you get into the financial sector, which is Medi-
care, Social Security, private pension,

There I would have to agree with you, if I got a bunch of Prince-
ton freshmen really drunk and said, at 4:00 in the morning, find
out a social contract that really is unaffordable, that really is un-
just, that really does not encourage or permit life cycle planning,
you would probably have these freshmen come up pretty much wit
what we have got in America today. [Laughter.]

Senator KERREY. I agree with you.
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Professor REINHARDT. That is, of course, your anger, 1 fully
share. I despair at some of the things that we, as a Nation, have
done. In Germany, people from youth on engage in life cycle plan-

ning.

Vghen I was an apprentice in Germany, I joined a sickness fund.
Then I vastly over-paid relative to my actuarial risk. But, because
of doing that, I built an estate and was entitled, as my mother is
now, to get health care half paid by her pension, half subsidized
by the young.

We have a system where many young people who could buy in-
surance do not, because there is ultimately charity care, When the
get to 65, they throw themselves upon the mercy of the State. It
18 a horrible social contract. I think it requires far more than tin-
kering. Even the premium support problem will not get rid of this
kind of weird entitlement, redistribution upwards, and so on. So,
I fully share your anger.

Dean ROPER. I will not say it as eloquently as he, but I agree,
we have plenty of money in the Medicare program and plenty of
money in the American health care system to deal with the prob-
len(ll %f the uninsured, and it is a crying shame that we have not
0 date.

The real issue is, how do we control—and yes, it is a matter of
controlling—the cost of the Medicare l;{n‘o am over time, those 30-
out years, whatever, and thereby make the resources society-wide
to deal with other pressing social problems? I do not believe the
current system, as it is organized, allows for that. I just do not
think we will do that. -

Senator KERREY. Thank you.

The CHAIRMAN. Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman.

I want to sort of return to kind of a basic matter here. This has
been a very tough year for me. I have been working in health care
for quite a lonﬁ time. And RBRVS and AHCPR, et cctera, that you
referred to, Bill, were things that Dave Durenberger and I worked
on. So, when I went on the Medicare Commission, I really saw an
opportunity to do some really good things.

nfortunately, the appointments and the chemistry of the com-
mission were such that it was, in effect, stacked from the begin-
ning. There was sort of no more revenue. The 15 percent that the
President, from the surplus, put on the table was taken off in the
beginning. With J)rescription drugs, 60 percent »f those who do not
have them would not get them under that plan. Some would, yes.

There are some good things in the plan, no co-insurance for pre-
ventive care, but, for the most part, it is not a good plan. It was
also not a debated plan. It was a plan where there was a lot of ne-
gotiating, up until the very last moment. Things were added in to
try and entice certain members.

Then people like myself, who care enormously about health care
and care enormously about the disposition of Medicare and what
its shape is likely to be in the future, were, therefore, put on the
defensive because we were faced, numerically, with almost a pre-
determined position to take the Medicare problem, in terms of fis-
cal responsibility but not in terms of making Medicare mature with
our population and looking at other factors in Medicare.
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Then it has extended beyond that. I speak personally, and per-
haps to my own self-detriment here. But it has been interesting,
as my staff has dealt even with staff on both sides of the aisle on
this committee, I have been stercotyped a bit as somebody who
does not want to see any change in Medicare because I was clearly
not for the Medicare Commission resolve.

That troubles me enormously. The Chairman of our ¢committee,
whom I am not only devoted to personally and we share enormous
interests, ranging from Japan to all kinds of things, said at a hear-
in%lthat, “Jay, we hope to get you to our side.”

ow, what is my point on this? My point is, there is a railroad
running on the only plan which has been put out on Medicare, and
it is the Medicare Commission’s plan, which is quite a bad plan,

I say that with respect, with some defgree of knowledge, and with
a lot of details that I will spare you from, but how a plan takes
85 percent of the counties in my State and puts them oft limits be-
cause there is no managed care option.

How does a plan take GME? We all agree that GME does not
have to be in Medicare, but if it is not in Medicare, there has got
to be some kind of a system so that you do not see the end of all
doctors trained at overseas facilities, and then finally our own, and
you turn it over to the appropriations process. Appropriators are
not necessarily schooled in health care and the intricacies of Medi-
care, or health care in general.

So I come at this with real angst because I can see a scenario,
I would say to the four of you, wherein this plan, the Medicare
Commission ?lan, will pass, that it will pass through this com-
mittee with, I would count, maybe three of four dissenting votes,
that it will pass through the Senate more easily, that it could pass
through the House, although the margin there is closer.

There are enough moderates that they could add on some low-
income stuff, in the same way as they tried to get our votes, you
add something on. Does that mean it is going to stay when the Ma-
jority is finished with it? Probably not.

But I can see that ha[:f:ening in the House. Then it goes to the
President. Will the President veto it? He would say that he would.
But Presidents, in their second terms, are interested in legacies.
And would he really, because this would be called Medicare re-
form? There is nothing else on the table. There is nothing else.

He has not presented a plan. He is obviously engaged in other
things. If he were not engaged with other things, would he have
delivered a plan? I am not sure. He has talked with me about doing
that, but it has not happened. We have not come forward with a
plan, people like myself, because we have been on the defensive for
the past year, trying to stop something, to do no harm, so to speak.

So mg question to you, with what I could go on for an hour with
the problems in the Medicare Commission plan, done in good faith
but with a tremendous ideological stamp and with great pre-
determination, almost genetic coding, is it not better, as you said,
Uwe, to say that this is the beginning of a very important debate
and that there is a lot of information we need to have? This is an
extraordinarily serious subject.

The VA health care system, which you referred to in your paper,
is $27 million. That is called socialized medicine. Medicare is not
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socialized medicine, but it covers 34, 35, 36, 37 million people in
the declining years of their lives.

Is it not better in that we now have, with a 2.3 GDP estimate,
an extension of another 7 years to the year 2015, to have hearings
like this which are deeply informative and which get real debate,
but not to allow this to become a series of hearings on the way to
a preordained result, that is, the passage of the Medicare Commis-
sion, simply because there is nothing else on the table? When there
is nothing else on the table, what is on the table being discussed
has to be deemed to be the preemptive approach.

So I would simply ask that, having already overrun my time.

Dean PARDES, Senator, first of all, I just want to say for myself
and for my colleagues, that we are well aware of your extraor-
dinary leadership in health for a very long duration. It has been
very much appreciated, and will be appreciated going forward. We
are happy to hear you raise the questions, many of wEich we would
raise in chorus with you.

I could not agree more that the notion of some preordained plan
kind of rolling through without a real look at both side effects and
unintended sidc effects, I think, would be catastrophic. I think it
would put in jeopardy some of the best elements of American medi-
cine. So, I would heartily endorse your calling for the agpropriate
scrutiny in bringing the various experts in to work on this and to
put some alternatives on the table.

Professor REINHARDT. Well, you spoke very much in the way I
would like to see it done, is proceed cautiously because nothing is
on fire. There is a very nice paper by Beth Fuchs, formerly of the
Congressional Research Service and now of Health Policy Alter-
natives, which she delivered at the Urban Institute two weeks ago.

I read it and I was amazed at how difficult it actually is to imple-

ment the premium support program. It is a very thoughtful, objec-
tive ﬁaper. It does not take an issue or stand, it just says, these
are the things you need to do.
I wonld urge this committee to have her present this to you, walk
you through it, and you will see, it is an idea of something that
should be, of course, discussed, but it probably requires consider-
able modification before you could make this work. That is an ex-
cellent paper. I found it instructive and was amazed at how much
more difficult it was than initially I thought a premium support
program would be.

Dean ROPER. Senator, I would say the American seniors deserve
your giving very thoughtful consideration to what you do in reform-
ing the Medicare program. And for you to accomplish successful
Medicare reform, it will take broad majorities and bipartisan sup-
port to really work. -

That said, Medicare passed in the spring of 1965, and the pro-
spective payment system for hosYitals passed in the spring of 1983.

e are at April here. You will not take final action until Sep-
tember, I would judge. There is adequate time to have a large-scale
discussion about this. I know a lot of people, myself included,
would like to be involved in that discussion with you.

Professor WENNBERG. I have to echo these comments. I see so
many structural problems in the current distribution of services
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that are going to impact on the feasibility of implementation of this
new strategy that I just urge you to take into account.

I am talking here about the transfer payment problem, unequal
suspending problem, the rural problem, and the question about ex-
pennmentation. Do we want to start with one huge change or do we
want to experiment?

We are a very empirical society. Unfortunately, in our legislation
we tend to make categorical shifts and changes that we really can-
not anticipate their full effects. I would urge caution.

Senator ROCKEFELLER. Thank you.

Thank you, Mr, Chairman,

The CHAIRMAN. Let me just point out that this is the beginning
of the hearings on this most important problem. There is no pre-
conception as to where we will finally land or resolve this issue. |
am a little surprised at the optimism of my distinguished friend
from West Virginia that one plan will go through that easily.

But, in any event, I do think it is critically important that we
move carefully. I urge anybody and everybody to come up with any
proposal that they think will move this program ahead.

I think we face a serious question. Do we try to reform it all in
one major step, or at least take a major step, or do we do it by in-
crements? My reason for holding this series of hearings, at Senator
Moynihan's urging, was to lay out the problem that faces us. I do
not think, to be honest, we could have a better panel than we have
had today. I just want to express my warm appreciation for all of
you.

I would like to, before we leave—it is almost 12:00; Dr. Roper,
I appreciate your staying—do you have any last-minute comments
or suggestions you would like to make? I would welcome any fur-
ther comment anyone would like to make.

Dr. Pardes? :
Dean PARDES. I just want to reiterate, first of all, my apprecia-

tion for the hearing, Senator Roth, but also a concern about what
a})pears to be a very substantial downturn in the financial fortunes
of teaching hospitals and the need to attend to the impact of the
Balanced Budget Amendment as we go into the out years, and en-
dorse Senator Rockefeller's focus on the attention that we reallg
have to protect a medical education system that has been super

and have some way of financing it.

So, I would like to recall attention to Senator Moynihan's bill,
which I think is a way of doing it, and provides a shared responsi-
bility for all the appropriate contributors.

The CHAIRMAN. Let me say, you have a very effective advocate
in Senator Moynihan, I think you can be assured, he will speak
loudly and forcefully on this issue.

Dean PARDES. We are very proud of him.

The CHAIRMAN. Dr. Reinhardt?
Professor REINHARDT. I would thank this committee. I am

cheered by the fact that there will be this series of hearings. The
commission made a good start putting something on the table, but
it was very much an unfinished product that needs more general

discussion. .
I thank you, Mr. Chairman, for having these hearings, and thank

you, personally, for inviting me.
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The CHAIRMAN. I would welcome any comments on any proposal
that comes up from this panel.

Dr. Roper?

Dean ROPER. I have enjoyed being with you, and I commend you
for holding the hearing today, and the series that lies ahead. This
is an important matter. The Medicare program is a vital one that
deserves to be strenFthened and improved over time.

What we are really discussing is, what can government do, what
is the appropriate role for government, how can we learn from the

rivate sector and build on things there? Those are challenging
18sues and deserve your careful scrutiny.

I recall, when I was HCFA administrator, I gave a talk once and
a gentlemen, in the question and answer period at the end, said
he was a physician who was tired of being messed with by the
Medicare program. He said, Dr. Roper, what I am trying to do is
tell you, get the government out of the Medicare program. [Laugh-
ter.] I said to him, sir, the government is the Medicare program.
That is the issue that is before you now, and will be in the future.

The CHAIRMAN. Thank you, Dr. Roper.

Dr. Wennberg?

Professor WENNBERG. Again, I would like to also thank you for
the opportunity to be here today. 1 deepl¥ appreciate the attention
this committee is giving to this problem. It is so fundamentally im-
portant.

If I have a last thought, it is this: do not forget the rural areas,
consider experimentation, and do not do it all at once if you are not
sure it is going to work. Thank you very much.

The CHAIRMAN. I appreciate that advice.

We would sort of like to have all four of you be ad hoc advisors
as we proceed. We need all the expertise we can obtain, and hope-
fully from people of differing points of view.

I think this has been an excellent panel. I think we are off to a
good start. I greatly appreciate your willingness to come and help
us, not only today, but in the future. Thank you very much.

[Whereupon, at 12:00 p.m., the hearing was recessed.]
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MEDICARE REFORM

(FINANCING—PARTNERSHIP OF TAXPAYERS
AND BENEFICIARIES)

WEDNESDAY, MAY 6, 1999

U.S. SENATE,
COMMITTEE ON FINANCE,
Washington, DC.

The hearing was convened, pursuant to notice, at 10:06 a.m., in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.

Also present: Senatcrs Chafee, Crassley, Mack, Moynihan, Bau-
cus, Rockefeller, Breaux, Conrad, Graham, Bryan, Kerrey, and

Robb.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-

NANCE

The CHAIRMAN. The committee will please be in order.

The purpose of today’s hearing is to examine the financing of the
Medicare program. The Congressional Budget Office Srojects that
Medicare spending will reach $440 billion btv year 2009. Medicare’s
share of the total economy will grow by almost a full percentage
point, from 2.5 percent of GDP in 1999, to 3.3 percent by 2009.

Medicare financing represents, I guess you could call it, a unique
partnership between taxpayers and beneficiaries. Social Security
payroll taxes, general revenues, and premiums, and cost-sharing
payments by beneficiaries all contribute to the financing of the pro-
gram. Today, with the help of these distinguished speakers, we will
examine those relationships.

Medicare financin ﬁlresents policymakers with a thorny di-
lemma: how to provide high-quality care for one generation without
creating a crushing financial burden on the next generation.

If Medicare spending rates could be slowed while continuously
improving quality, all the stakeholders in Medicare would benefit.
How we both improve quality and slow the cost growth rate of
Medicare is a major question.

Some experts suggest extending administrative controls over
what the program pays providers for specific services. Others sug-

est enhanced market competition between health plans seeking to
eep costs down, while offering high-qualit benefits.

In the end, improving quality and slowing the cost growth of a
program the size and complexity of Medicare will undoubtedly take
every tool the Congress can find in its tool chest.

_ (87
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As we struggle with these questions, we have the benefit of the
assistance and expertise of some of the best minds, Pat, in the
country, including the distinguished individuals who have joined us
today. I want to thank you, Senator Moynihan, for your interest
and your help in organizing this hearing.

I would appreciate any comments you may care to make,

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

Senator MOYNIHAN, I think I will just leave it there, sir, with
just one further comment on your remark. We keep speaking of the
increased cost of health care for the aged as if that were an option
that we could exercise, to do it or not. I do not think that is so.
Costs are going to increase.

The question is, at what rate? I think we have established over
the last few years in this committee, under your leadership, the
fact that the rate of increase is not out of control. It is fairly steady.

For every new practice and device that comes along, something
that adds to the cost of care, something comes along that reduces
it. We had that simple pill, Zantac, and some of its comparable for-
mulations, that cut the number of operations for ulcers in Amer-
ican hospitals by 75 percent in 10 years.

If we have a problem right now, it is that we have too many hos-
pital beds, some would say in some places, and all over. I think
probably in Massachusetts, they are finding that we can treat peo-

le out of the hospital. This is one of the changes since Medicare
egan.

I was here when Medicare began. I knew what we thought we
knew about medicine. What we mostly thought we knew, is that
you just take people into a clean, wholesome environment and see
whether they get well, and if they do not get well, bury them.
There was not much else.

We were just beginnin% to get medicines. Penicillin was not
scarce, but not abundant. It had just come on the scene. This is a
wonderfully exciting time. We find pharmaceuticals clearly playing
a role in medical care that -they did not in 1965, and we have to
adjust to that. We have a lot to learn. I look forward to hearing
}f::'om_ our distinguished witness, sir. Thank you for having this

earing.

The %HAIRMAN. Thank you, as I said, for your assistance, Pat.

Do you want to make a statement, briefly, please? '

OPENING STATEMENT OF HON. KENT CONRAD, A U.S.
SENATOR FROM NORTH DAKOTA

Senator CONRAD. I will, Mr. Chairman. I want to add my words
of thanks to you, Mr. Chairman, for holding this hearing, as I think
it is very important. Clearly, we do face a long-term problem, and
the long-term problem is, the baby boom generation, of which I am
a member, because when our generation starts to retire, we are

oing to have a dramatic increase in the number of people who are
edicare eligible. That is going to put enormous pressure on the
financing system. So, we all know we have got a problem.

We also know that that ciaroblem may be less severe than we pre-
viously thought. We looked to the re-estimates that have now been
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done from 1998 to 2002, pre the Balanced Budget Act. We are
down $179 billion from what the projections were for that time pe-
riod that were I;)n'eviously made.

So, we see the growth has not increased at the rates that were
previously anticipated. That is partly because of measures that
were taken in the Balanced Budget Act, policy changes that were
made there. It is partly because of fraud and abuse initiatives by
HCFA. Those things are having a real effect.

My own conclusion from all of this, Mr. Chairman, is that we
need, clearly, to reform Medicare. As Senator Moynihan so aptly
pointed out, pharmaceuticals now play a role that tﬂy did not pre-
viously. That has got to be entered into the equation. But, also, I
believe we are going to need more resources put into the pot, as
we see this dramatic bulge in the population numbers of those who
- were in the baby boom generation.

I think we are going to have to put more resources into the pot.
By that, I do not mean a tax increase, because I do not think that
is a (fropriate. I do not think that is what the American people
would support.

So, I think it is goin to take a combination of a very serious re-
form of Medicare. I salute Senator Breaux and the commission for
taking a serious stab at that. Then, in addition to that, to put some
more resources into the pot.

With that, I want to welcome the Governor as well. We certainly
look forward to your testimony.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Kent.

While today our attention is focused on Medicare, we all are
aware that it does not operate in a vacuum. Medicare operates in
close interaction with the Medicaid program. I think it is pretty ob-
vious that changes to either program can have a profound impact
on the other program.

So, we are very fortunate to have with us today Governor
Cellucci of Massachusetts, who I think can help us better under-
stand this interaction,

Governor, it is a real pleasure to have you here today. Your full
statement will be included as if read. Please proceed.

STATEMENT OF HON. ARGEO PAUL CELLUCCI, GOVERNOR,
STATE OF MASSACHUSETTS, BOSTON, MA

Governor CeLLuUcCl. Thank you very much, Mr. Chairman.
Chairman Roth, Senator Moynihan, Senator Conrad, and Senator
Robb, I am very pleased to be here today representing the National
Governors Assoclation on an issue that is very important in our
States, and certainly to our citizens. As policy makers, one of the
most important responsibilities we have 1s to protect and improve
the health and welfare of our Nation’s citizens.

To this end, the Medicare and Medicaid programs have been tre-
mendously successful. Together, these programs provide health in-
surance to 1 in 4 Americans, and are responsible for over one-third
of the Nation's health care expenditures.

Medicare has given seniors and adults with disabilities access to
mainstream medicine and has prevented many individuals from
falling into poverty because of their illness or disability.
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Moreover, Medicare has given American families assurances that
they will not have to bear by themselves the burden of illness of
their elderly or disabled parents, or other family members.

Despite Medicare's success, however, the proiram faces enor-
mous challenges on two fronts. First, the gaps which have always
existed in Medicare coverage for preventative care, outpatient pre-
scription drugs, and long-term care are widening. In fact, Medicare
now covers only about half of seniors’ health care costs.

Second, as you are well aware, Medicare expenditures continue
to rise faster than the rate of overall economic growth, and govern-
ment officials project that Medicare spending will surge over the
next quarter century, from 12 percent of Federal expenditures to
more than 25 percent.

I am here today because the challenges facing Medicare are as
important to Governors as they are to you. I specifically want to
address the issue of dual-eligible beneficiaries. These are people
who are eligible for Medicare and Medicaid and, in fact, receive as-
sistance from both Medicare and Medicaid.

For many of our low-income beneficiaries, Medicaid fills the gaps
in Medicare coverage and provides assistance for Medicare pre-
miums and cost sharing expenses. Medicaid serves not only low-in-
come Medicare beneficiaries, but some higher income individuals as
well who turn to Medicaid after exhausting their own resources to
pay for their care. The most evident connection between Medicare
and the States is for individuals eligible for both programs.

According to the Health Care Financing Administration, 16 per-
cent of Medicare beneficiaries are also eligible for Medicaid. These
dually eligible beneficiaries, however, account for 30 percent of all
Medicare spending.

Dually eligible Eheneﬁciaries are also an expensive population for
the Medicaid programs. Although they account for only 16 percent
of Medicaid recipients, dual eligibles account for 36 percent of Med-
icaid expenditures. Together, Medicare and Medicaid spending for
dually eligible beneficiaries averages a staggering $20,000 per per-
son per year, and. in 1997 totaled over $110 billion.

Our concerns at the State level, first of all, are relative to cost
shifting. In the years to come, the same factors that are driving up
lI:’va:idicax:& spending will place an enormous strain on State Medicaid

udgets.

For dually eligible beneficiaries, States are in the unreasonable
position of sharing responsibility for providing coverage without
any way to affect the policies that govern Medicare and, as a re-
sult, are susceptible to tremendous cost shifting from Medicare.

For example, the 1997 Balanced Budget Act has led directly to
increases in State spending for Medicare beneficiaries. In my State,
the number of home health visits covered by Medicare dropped by
26 percent in the year following the introduction of the interim

ayment system for home health, Medicare payments decreased
5130 million, and 15 agencies went out of business.

More important is the impact on the 10,000 individuals who lost
their coverage for Medicare home health as a result of these
changes. This was a 15 percent reduction. o

These cuts have had direct impact on the demand for Medicaid-
and State-funded home care services, which saw a 250 percent in-
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crease in the number of clients served. It will cost the State more
than $1 million a month to provide extra services that will allow
4,000 seniors to remain in their home,

Other beneficiaries will have to pay out of pocket for their care,
and many are expected to go without care. Inevitably, some of
these individuals will end up in nursing homes on Medicaid.

Efforts to redirect Federai) payments to low-cost areas, as well as
reductions in Medicare funding for the graduate medical education,
are also putting pressures on State budgets as providers turn to
the States to make up for the lower Medicare payments.

Teaching hospitals in Massachusetts and elsewhere have been
the vanguard o imfportant medical advances, and they continue to
provide an array of specialized services to Medicare beneficiaries.

Any reduction of Federal support for medical education would
compromise this important mission at the very time when teaching
hospitals must respond to the pressures of an increasingly competi-
tive marketplace and, I believe, will threaten America’s superiority
in health care. -

As States, we view these cuts as the tip of the iceberg and are
alarmed at the prospect that more extensive Medicare reform may
have many times the impact on State spending that the Balanced
Budget Act has had.

You must know that any time you change Medicare it affects
Medicaid and other State-funded programs, typically through a
combination of unfunded mandates and other forms of cost shifting.

So I ask that, as you embark on this difficult task of reforming
Medicaid, I urge that you not do so at the expense of the States.
I would also say that cost shifting is not our only concern. An
e?ually gevere problem for dually eligible beneficiaries is the lack
of coordination among providers and the lack of accountability for
health outcomes. There are many personal tragedies that illustrate
the human cost of beneficiaries ami) their families.

Along with my testimony, I am submitting a copy of an article
titled, “Saving Medicare: V},hy Medicaid Must Be Part of the Solu-
tion.” This article, which highlights many of the problems with the
current fee-for-service system, includes a story of an elderly woman
who, in her daughter’s words, “was bounced around like a ping
pong ball” until she finally lost her independence and was confine
to a nursing facility.

For the sake of all Americans, we can, and must, do better. More

effective coordination of acute and long-term care services must
occur if we are to serve our beneficiaries better and to prevent a
flecline in disability. States are in a strong position to take the
ead.
Unfortunately, a number of significant obstacles have arisen to
conducting effective coordinated care demonstrations. These obsta-
cles must be removed. I must point out also that, to the extent that
we integrate and coordinate these programs, the benefits of com-
munity-based services and preventative care and managed care can
be applied to these Medicare recipients. That means it will cost less
money.

So,yin conclusion, let me say that the National Governors Asso-
ciation supports Medicare reform in order to ensure the long-term
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solvency of the program, as well as to improve the quality of the
program for all beneficiaries.

As reform measures are considered, however, they must be as-
seased for their impact on dual eligibles and on Medicaid and other
State-funded programs. Medicare reform must not create unfunded
State mandates or otherwise shift costs to the States.

Also, we need a single, integrated system managed locally. Such
reform must also account for the fact that duaﬁy eligible bene-
ficiaries, who account for 30 ]percent of program expenditures, have
no incentive to select a health plan based on price because Med-
icaid programs gay their out-of-pocket costs and for services that
are not covered by Medicare.

I thank you again for this opportunity to be part of this hearing,
and this very important decision that has to be made for the coun-
try. I look forward to responding to any of your questions.

['I(‘il}e frepared statement of Governor Cellucci appears in the ap-
pendix.

The CHAIRMAN, Well, thank you very much for your opening
statement, Governor Cellucci. Let me ask you a few questions. Of
course, I talked about those that are eligible for assistance under
both programs. Let me ask you this. In an April 1999 report, GAO
tells us that States are still encountering real difficulties enrolling
qualified Medicare beneficiaries, and specified low-income Medicare
beneficiaries. Why is this?

Governor CeELLUCCI. Well, I think that part of the reason is that
there really is a lack of integration and there is a lack of coordina-
tion. I think that there would be real benefits to integrating the
care.

As I mentioned in my testimony, the case of this elderly senior
woman who was, basically, her daughter said, bounced around like
a ping pong ball. She lost her independence. The system is con-
fusing and expensive. She ended up in a nursing home, which ends
up obviously on Medicaid and is a very expensive form of health
care.

So when the care is not coordinated, no one is responsible. We
believe that this leads to cost shifting, it leads to shifting responsi-
bility. That is wh{ we believe what is needed is a single, integrated
system managed locally.

Then we can better use community-based services, we can use
managed care, we can use preventative care, seniors are involved
in their care plans, and the %uality of care is improved.

I can tell you, in Massachusetts, all of our Medicaid recipients
are in managed care except for those who are dually eligible. Be- -
cause Medicare is fee for service, we cannot put these recipients
into & managed care plan.

Prior to us doing this in Massachusetts, we used to call Medicaid
a budget buster because it was increasing at 15 to 17 percent per
year. Because of the reforms and putting people into managed care
systems, it is no longer a budget buster.

In fact, our Medicaid expenditures are growing at about 2 per-
cent per year. Not only are they growing at that low rate of growth,
we are actually expanding coverage. We applied for a waiver, re-
ceived a waiver, to expand Medicaid coverage to low-income fami-
lies under a program called Mass Health. We have signed up a cou-

—
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le hundred thousand people in the last 18 months who did not
ave coverage who now have coverage under the expansion of the
Mass Health program.

So managed care, with the preventative care, with the coordina-
tion, really has enabled us to control the escalation of costs in our
Medicaid program. And I am suggesting that, if we can integrate
those who are dually eligible, an integrated program of Medicare
and Medicaid, and we can put these recipients into managed care
I think, one, we can save some money, and two, I think they will
get better care and they will not be faced with the confusion that
they are faced with today.

The CHAIRMAN. Governor, you talk about better coordination of
these programs and doing it at the local level, Could you spell out
a little more what you have in mind?

Governor CELLUCCI. Well, we would like to take those who are
dually eligible and we would like to put them in a managed care
program. We did this, as I mentioned, with the rest of our Medicaid
po;mlation.

will just give you one example. Those AFDC recipients who,
when their child would get sick with a relatively minor illness,
would take their child to the emergency room of the local hospital.
That is where they got their health care. It was very expensive.

Now that they are in a managed care program, they have a pri-
mary care physician that, when the chilg is not feeling well, they
call up the doctor. Sometimes the doctor can tell them over the
telephone what medicine they should be taking, or they can go into
the office for a visit.

I think we have demonstrated not only in Massachusetts, but
around the country, the benefits of managed care. With managed
care, you are able to introduce preventative care. These are com-
munity-based Krograms.

Again, we think if we are able to integrate the dual eligibles—
Me icare-eligible/Medicaid-eliﬁible———into one of our managed care
plans, there will be less confusion, there will be better care, and
we can do it at a lower cost.

The CHAIRMAN, Let me ask you a question with respect to pre-
scription drugs. Have you had an opportunity to review the pro-
posal developed by Senator Breaux and Congressman Thomas to
subsidize access to drug coverage through the Medicaid program
for individuals with incomes up to 135 percent of poverty using 100
percent Federal funding?

Governor CELLUCCI. Yes. I think that prescription benefits are
long overdue in the Medicare program. I think Senator Moynihan
mentioned in his opening remarks that we are looking at a vastly
different health care delivery system.

Drugs are a big part of it and they are obviously an important
part of medicine. Seniors and other Medicare beneficiaries are the
only group now that is paying the full cost of drugs. They do not
get any discounts on price. So, [ do believe that Medicare should
provide catastrophic coverage. I know this is what the commission
recommended.

But, again, I would urge, as you consider this, that there be no
cost shifting to the States. In other words, Medicaid should ot



44

bear a new financial responsibility here. But I do think that a com-
bination would be good.

If you would consider this suggestion we have of this integrated
system where we can put these recipients who are now in Medicare
and getting Medicaid assistance as well and put them into man-
aged care, I think that is one of the ways we can generate the sav-
ings that will help us provide this catastrophic health care cov-
erage.

I would say, also, in my State we have stepped up to the plate.
With the expansion of Mass Health, we are providing Medicaid cov-
erage to more low-income families, We have also instituted a senior
pharmacy program that is providing assistance to senior citizens
with the high costs that they have with their prescriptions.

We have submitted, and hope that the legislature will approve,
a catastrophic plan for drugs for our senior citizens. Certainly, if
it is done at the national level, that will complement what we are
doing at the State level.

The CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. Well, just to continue on this. Governor, you
have been very helpful to us. I am sure you know that. At the risk
of driving the Chairman berserk and looking for a nursing home
or some refuge, I would like to tal:e up this issue of managed care
andlits relationship to the medical schools and the teaching hos-
pitals.

What we have seen in managed care, and it came on rather sud-
denly, was the rationalization of medical provision, costs and insti-
tutional arrangements. They have become a market. They have
market qualities and some of the risks associated with markets,
and so forth. All that has done well in keeping down costs and so
forth but has left out a singularly important aspect of our medical
system—our medical schools and our teaching hospitals,

You could speak with great confidence about that. You can sit
there on that hill in Boston and you look down on half the great
institutions in the world. There is increasing trouble.

If I were to look for one institution in the medical delivery sys-
tem right now, it is the medical schools and those teaching hos-

itals because they do not fit into a managed care arrangement.

hey are public Foods, as economists would say, and a profit-ori-
ented system will just not provide for them. That is why you have
governors.

But i/ou mentioned the problems of the reduction in graduate
medical education provisions in Medicare. Surely, if this continues,
it is going to end up a problem for the States and States alone, is
it};1 n(()it? «I,S it not the case that we have a problem here, growing by
the day”

Governor CeLLucCIL. Well, certainly it will be a problem for the
State, because, to the extent that we have public medical schools
as oiposed to private medical schools, that means that the State
will have to make up those dollars, if it can. Certainliy it is going
to have an impact on the private medical schools as well.

But I would suggest, Senator, that it is not just a problem for
the States, I think it is » problem for the country. What happens,
if, in fact, these medical schools are not able to stay at the van-
guard of technology advances, it seems to me that our superiority
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in health is threatened. I do not think there is any question that
_we have the best health care in the world.
- I do not think there is any question that it is the medical schools
and the research arms of those schools that have driven a lot of the
medical advances. In a State like mine, the Department of Public
Health put out a report, life expectancy in Massachusetts at the
turn of the century was about 49 years. Now it is about 78 years.
That is a pretty significant gain in life span for the citizens ot Mas-
sachusetts and for the citizens of this country.

To the extent that we do not support these medical schools, I
suspect that we will not stay on tge vanguard. That means the
l(iua ity of life for our citizens will not be what we all want it to

e.

Senator MOYNIHAN. Could I ask you, sir, would you then agree
lt)hat chis needs to be a matter higher on our agenda than it has

een?

Governor CELLUCCI. Absolutely. ~

Senator MOYNIHAN. Thank you very much, Governor. Honored to
have you here.

Governor CeLLUCCI. Thank you, Senator.

The CHAIRMAN, Next, we will call on Senator Robb.

Senator RoBB. Thank you, Mr. Chairman. Thank you, Governor
Cellucci, for being with us. I recall, it was about 18 years ago when
I was preparing to put together my first budget as a chief executive
officer of the State, and the singular challenge facing us at the time
was an outgoing difference between the Medicare dollars that were
programmed and the Medicare dollars that were now projected. .

e needed $122 million, and at that stage $122 million was still
real money. We spent more time trying to resolve that difference,
really, than_on any other matter in terms of putting a State budget
together. So, I appreciate the expertise you bring to this particular
equation.

Let me just ask one question, because I see at least two other
former governors, who had a chance to practice this from both sides
of the table here, have arrived and they have been working on this
issue from the federal perspective much longer than I have.

But, as I understand it, your principal recommendation to us is
to integrate the dual eligibles into the managed care system, to
make them eligible for managed care and not to do any cost shift-
ing to the States.

Is there anything else that you would make in terms of a funda-
mental recommendation from the State perspective as we consider
potential changes to Medicare, Medicaid, or the interaction be-
tween the two at this point?

Governor CELLUCCIL Sure. I mean, certainly the whole question
of graduate medical education.

Senator ROBB. I am sorry. I was assuming that.

Governor CELLUCCI. For those States like mine that have a lot
of medical schools, that is a very important factor, but, as I men-
tioned to Senator Moynihan, it is important, I think, for the coun-

try.
I would also suggest that, in addition to cost shifting in this inte-
grated system, I do think, as I mentioned earlier, that Medicare re-
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form has to address this whole question of drugs. This is what I
hear all the time from senior citizens in Massachusetts.

Senator ROBB. I think if there is any sir&gle element of potential
Medicare reform, it is the drug question. The question is, how do
we pay for that change, and do we cover everyone, or do we cover
those who are least likely to be able to afford them?

Governor CELLUCCI. Well, I think, one, it should be catastrophic
coverage. What we found with managed care and Medicaid in Mas-
sachusetts is, because we have deductibles, because we have co-
paiys that has had the effect of helping us control those costs.

do think, as I mentioned earlier, that the seniors are the onl
ones who are basically paying the full price of these drugs. Wit
these dual eligibles, we continue with this fee-for-service reim-
bursement system, -

It seems to me that there is potential for significant savings with
integration in allowing the States to use these managed care pro-

ams and these preventative care programs. I am not saying that
18 going to solve totally the problem of, how do you fund the drug
coverage, but I think it can provide some significant savings.

I mean, we have seen it in Massachusetts, where our Medicaid
budget was a budget buster and today it no longer is. I say the
principal reason for that is the ability to use managﬁd care.

Senator RoOBB. Thank you, Governor Cellucci. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you, Senator Robb.

Senator Breaux? -

Senator BREAUX. Thank you very much, Mr. Chairman. Thanks
once again for this meeting on Medicare.

Governor, thank you very much. It was a very articulate and
I\ngthought-out statement. I take it you gave it on behalf of the

Governor CELLUCCI. Yes, I did.

Senator BREAUX. There was a lot of thought on some really im-
portant points. I am glad you responded to Senator Moynihan's
question on graduate medical education. I can assure you that, in
all those institutions, that Senator Moynihan has been a champion
in protecting that program. I know how important it is in your
State, particularly, in Massachusetts. -

You raise some i‘eallﬁ' good points on the dual eligibles. I mean,
dual eligibles, and I know everybody understands this, are the
poorest of the poor who are not paying any premiums, who are not
aning any co-payments, they pay no deductibles, and most of them

ave some drug coverage. But, basically, all of that is coming out
of the State Medicaid program.

Governor CeLLuUcCCI. Correct.

Senator BREAUX. So your suggestion is, it is a better and more
efficient way to deliver their services throuih managed care options
other than the straight fee-for-service. Is that the essence of what
you are telling us?

Governor CELLUCCI. That is it. Yes.

Senator BREAUX. And it is your opinion that, in order to help get
these people into a more competitive, market-oriented system you
need some legislative changes in order to accomplish that to be

able to do it.
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Governor CELLUCCI. That is right. The only people in our Med-
icaid program who are not in managed care programs are the dual
eligibles, because we are not able to put them in because Medicare
is the primary coverage and it is a fee-for-service system.

Senator BREAUX. And it is your testimony and belief that, if they
were able to go into these new types of managed care programs,
what benefits would they and the States benefit from? Wﬁy 1s that
a good thing?

Governor CELLUCCI. It is a good thing for several reasons. One,
I think it would be less confusing. We would get rid of this bounc-
ing ping pong ball problem where responsibility is shifted.

n many instances, the fact that you are treated like a ping pong
ball, you lose your independence and you just end up in a nursing
home where the care is very expensive, when you might be able to
stay in your home with some assistance where the care would be
much less expensive.

So I think it is less confusing for the recipient. I do believe it
help us control the escalation of Medicare costs, which I think is
one of the principal objectives of the reform.

Senator BREAUX. Do you think the quality of services and care
that theg' would receive would be as good or on part with what they
get now!

Governor CELLUCCI. I think it would be better. You take out the
confusion, you take out the bouncing around, you enable us, with
managed care, to do the preventative things and the community-
based programs.

We have seen in our State, with the AFDC population, that the
quality of care is better now with managed care. You do not have
to rush to the emergency room and see a different doctor every
time your child gets sick.

You have a primary care physician who is assigned to your fam-
ily. That has, I think, made a very important and significant im-
provement in the quaiity of health care for those AFDC recipients
and their children.

Senator BREAUX. I appreciate that answer. The other point I
would just ask, briefly. On the QIMBies and SLIMBies, one of the
things we found out is a lot of these people are not involved in the
programs because they either do not know about it, they have to
go to the welfare office to enroll instead of doing it through Social

ecurity, and a lot of them are really hesitant to go to the welfare
office to become eligible for and qualified as a Medicare beneficiary,
and the specified low income, QIMBies and SLIMBies. There are
only about 50 percent that are eligible that are involved in

' QIMBies and only 20 percent on SLIMBies.

We said in the recommendation that those dpeople at that level
would have no premiums under Medicare, and also a prescription
drug benefit program paid for entirely by the feds, not putting
more burdens on you. What do you think about that?

Governor CELLUCCI. I mean, I think that is moving in the right
direction. Again, I understand the question of, how do you pay for
it. I think I am suggesting that, to the extent we take these dual
eligibles, we can get them into managed care programs and this is
integrated. It seems to me that we can hel% save money for Med-
icaid, which is 60 percent of State responsibility, but we can also



48

hfla)l;]) save money for Medicare, which is 100 percent federal respon-
sibility.

Senator BREAUX. Well, thank you very much for a very good
statement. -

The CHAIRMAN. Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.

Governor, I would like it if you could just give more examples of
how States pick up shortcomings in Medicare that is a transfer
from Medicare to the States under Medicaid or other ways that
gtgtgls pick up. If you could quantify it and just give a little more

etail.

Governor CELLUCCI. Well, obviously, I mentioned in my testi-
mony the reductions in home health. In Massachusetts, we have an
Elderly Affairs Secretariat. We provide home care services on a re-
gional basis. We think that this is a good thing to do because, to
the extent that people are in their homes, it is where they want
to be, they have more independence, and it is less costly.

If these senicr citizens end up in nursing homes they lose some
independence, and it becomes much more costly because eventually
most people who go to the nursing home end up on the Medicaid
budget, if not at the outset, certainly during their stay there.

So we have seen that there with the reductions in home health
visits under the Medicare program. We have seen a significant in-
crease in the demand for our State-funded home health care serv-
ices. So that is one example.

A second example, is on the whole question of drug benefits. We
did have a State law that required health maintenance organiza-
tions to provide unlimited prescription drug coverage to senior citi-
zens who were enrolled.

Inadvertently, the Balanced Budget Act superseded that State
law. So, we have just gone through this painful exercise of a lot of
seniors who had a drug benefit now no longer get it.

We have worked with these HMOs and they have, on a tem-
porary basis, put in some catastroghic coverage. We are working
with the State legislature to expand our senior pharmacy program
and to put in place a catastrophic coverage of our own.

Once again, this puts additional burdens on the State as a result
of actions that are taken at the federal level. The main thrust of
my appearing for the governors today is that this cannot continue
to happen because the States are not in a position to handle all of
this cost shifting. We are handling some of it, certainly, but if this
continues, we do not have the capacity at the State level to pick
it up. That is the point.

Senator Baucus. What about rural areas? And I mean very rural
areas. In imny State of Montana, for example, we do not have much
managed care. Most of it, by far, is fee for service. So how do we
tackle that one? -

Governor CELLUCCI. Well, certainly, we have to have flexibility
in the law to respond to the different needs of the States. In Mas-
sachusetts, we really do not have any areas that are very rural. We
certainly have rural areas, but not with the isolation that you have
in a big State like yours.

In Massachusetts, we have about 40 Kercent of our citizens that
are in managed care programs. I think it is number one in the
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country. We are not a big State, geographically. So, I understand
that that is a concern.

But, again, it seems to me that there have to be ways to intro-
duce the concept of responsibility on the beneficiary, whether that
is with a deductible, whether that is through a co-payment, and it
seems to me that there is more we can do, even in rural areas, in
terms of preventative care, some of the things that we are able to
do with these managed care programs.

Senator BAucus. Thank you.

The CHAIRMAN. Thank you, Senator Baucus.

Senator Chafee has to leave. He just wanted to make a quick
comment.

Senator CHAFEE. Yes. Thank you very much, Mr. Chairman. I
just wanted to greet Governor Cellucci, from my section of the
country where we come from. He is our next-door-neighbor, and we
are all very, very proud of what he has done and the leadership
he has given to Massachusetts. He has really been outstanding in
all respects. o, very glad to see you, Governor.

Governor CELLUCCI. Thank you, Senator. It is good to see you,
Senator.

The CHAIRMAN. I might say that pride goes beyond the imme-
diate region. We are delighted to have him.

Senator MOYNIHAN. I would like to join in welcoming my neigh-
bor. [Laughter.]

The CHAIRMAN. No more.

Senator Graham?
Senator GRAHAM. Well, I have three grandchildren who live in

Massachusetts, if that helps. I also want to congratulate the gov-
eruor for the leadership that he has provided, and particularly his
very helpful comments today.

Governor CeLLuccl. Thank you.

Senator GRAHAM. Let me ask two or three questions. One, what
has been your experience in getting waivers within the Medicaid
system in order to be able to do some of the creative things you
talked about, such as community care programs for the elderly so
that you do not have to excessively institutionalize? ,

Governor CELLUcCCI. Well, we have had success in getting the
waivers, but I would say that often it takes a little bit of time. We
just had one that was granted that took a couple of years.

It seems to me that, if we have a good idea at the State level
and seek a waiver, we should be able to get an answer much
quicker than that. In 1994, we did get that waiver to expand our
Medicaid coverage to low-income families, and that program has
been very successful. '

We have basically reduced the uninsured population in Massa-
chusetts from around 700,000 to less than 600,000. I believe we are
the only State in the country that has seen a significant reduction
in the last couple of years in the uninsured population. So, we have
- had success in getting the waivers, but in most instances it takes
longer than it should.

Senator GRAHAM. How have you integrated your Medicaid pro-
gram with those persons who were coming off of welfare? One of
the concerns of particularly single parent welfare beneficiaries is
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that, if they went off welfare, they would lose their children’s ac-
cess to Medicaid.

Governor CELLUCCI That is one of the advantages of this expan-
sion of our Medicaid program. One, when someone leaves welfare
for work-related reasons, which has been the whole thrust of our
effort in Massachusetts, as well as the national effort, and we have
basically seen our welfare rolls just about cut in half.

Most have left because the iricome for the family has gone up be-
cause someone is working, which is a fgood thing. It means there
is more income and a better standerd of living. But we do continue
with Medicaid coverage for 1 year. We have significantly increased
the number of child care slots.

We found, as we went around the State talking about welfare re-
form, that what we heard from welfare recipients was, we really do
not want to be on welfare, but we are worried about losing health
care coverage and we do need day care for our children.

So, we made the continuation of health care coverage and the
availability of day care part of our reform. Even after the 1 year
of additional Medicaid coverage, with this new program that is
available to low-income families, many of those families are then
still eligible for that Medicaid coverage.

The other thing we have done, is we have provided some tax in-
centives for employers to continue to offer health insurance, and
particularly for small companies who do not now offer health insur-
ance, to ofter it.

The hope is to get more of these people coming off of welfare who
get a job to get a job that has health care coverage. But, to the ex-
tent that it does not, this expansion of Medicaid to low-income fam-
ilies fills in that gap and ricans the family continues to have
health care coverage.

Senator GRAHAM. Going back to your principal issue, which is
the desire to be able to place dual eligible Medicare/Medicaid into
managed care, what proportion of your current dual-eligible popu-
lation has elected to join an HMO?

Governor CELLUCCI. We do not have any.

Senator GRAHAM. I assume that there are opportunities for Medi-
care beneficiaries in Massachusetts to elect to have their Medicare
delivered through a health maintenance organization.

Governor CELLUCCI. Oh, sure. Of those who are not dually eligi-
ble, we have a significant number of seniors who are enrolled in

HMOs. Yes.
Senator GRAHAM. Why have those who are dually eligible not

elected to use the HMO? _
Governor CELLUCCI Well, my understanding is it is because the
Medicare is fee for service, and that is the primary coverage. It is
just, you cannot integrate fee-for-service primary coverage with a
managed care system because they are two different things. That
is the point we are making here, is that we think they should be
ix?)tlegrated so we are able to make these kinds of programs avail-
able.
The other point is, they really have no incentive. If you have fee
for service with Medicare and you are eligible for Medicaid, Med-
icaid picks up all of your costs, all of your drug costs, all of your
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costs that are not covered by Medicare. So, there is really no incen-
tive for them to enroll in an HMO.

Senator GRAHAM. Thank you, Governor.

Governor CELLUCCI. Thank you, Senator.

The CHAIRMAN. Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman,

Governor, in that you are representing the entire NGA, that
causes me to want to ask a couple of questions, which I will do as
quickly as I can.

First, I want to mention what Senator Moynihan was men-
tioning, and that is about the enormous array of academic health
centers and teaching hospitals that you have in Massachusetts,
probably second only to New York and California.

You do understand, do you not, that the Medicare Commission,
on which I served, completely obliterates the funding for those hos-

itals in all respects and turns the funding over, $46 billion or a
ig amount a year, to the approgriations process in the Congress.
ow, there are two groups of Senators who more or less under-
stand something about health care: those that sit on this committee
and those that sit on the Labor and Human Resources Committee.
Those who sit on the appropriations committee may or may not un-
derstand about health care.

But one of the very first things I guarantee you that they will
do is to eliminate all physicians who are trained in foreign medical
schools. That will impact not only inner New York, inner Boston,
but much of my State. Every year, they will make the decision
about whether there will be GME, DME, IME, and the rest of it.

What I can alniost promise you, with the focus on Social Securit,
and Medicare, is that there will be no all payer system, there will
be no trust fund, there will be no guaranteed source of income if
we follow what the Medicare Commission came out with. Massa-
chusetts will have an economic and health care reversal the likes
of which it has never seen in all of its history. I hope that that is
very clear, when you speak for the governors.

Governor CELLUCCI. That is one of the reasons I am here, and
I did address that in my remarks, although that was not the topic
for today’s discussion, as I understood it. I was here to talk about
the dual-eligible situation.

Senator ROCKEFELLER. I am here to talk about more.

Governor CELLUCCI. I did take the opportunity to mention that.
In fact, I suggested not only will it have an impact-en health care
in Massachusetts and the economy of Massachusetts, I suggested
that it will have an impact on America’s superiority in health care
on this planet. Because if we are not going to make sure our med-
ical schools, which are at the vanguard of technological advance-
ment, are funded, then we will fall behind and the quality of health
care for all Americans will suffer. I am very much aware of that.
I have written to the Governors of several States, including New
York, California, Texas, Florida, and Illinois where we have these
medical schools, because it will have devastating impacts on the ec-
onomics in those States, and it will have devastating impacts, I be-
lieve, on the quality of health care for all Americans.

Senator ROCKEFELLER. Well, the reason I suggest that is—and in
your answer there was substantial passion, as there should have
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been—what we are really talking about here is the finances of
Medicare. -

Yes, we are talking about dual eligibles, but it is more than that.
We are talking about the clear possibility of legislation being intro-
duced in this committee, passing this committee, passing the Sen-
ate, passing the House. The President says he will not sign it. But,
on the other hand, are we sure of that, and can one he sure of that?

So the risk that one takes, whether we are discussing dual eligi-
bles or something larger for the Governor of Massachusetts, is ab-
solutely astounding, it seems to me, in this respect.

The second matter I would bring up, is in the Medicare Commis-
sion, in its financing, in that beneficiaries would have to pay a good
deal more and the so-called premium approach would save rel-
atively little money, about $76 billion. That is a lot of money, but
it is not, obviously, in Federal terms.

In that 1 out of 4 people in the year 2025 will be on Medicare,
1 out of 8 today, is the State of Massachusetts, and are the Gov-
ernors, prepared to take some of the cost shifting that will take ef-
fect if people go towards premium support and defined contribu-
tion, which are more or less the same thing in my mind?

That is, here is $5,1560, go out and find an insurance company
and good luck. They will not have good luck, particularly the older
and sicker ones, and it will fall upon the States in some way to
make this up in their emergency rooms, or however else.

So, I mean, it would be a little bit like if the Federal Government
were to suddenly change the formula on Medicaid funding and put
a great deal more responsibility on you, would the States and the
NGA be prepared to adjust to and accept that increased funding,
not only as a general proposition, but would they be able to do it
on an equal basis?

Governor CELLUCCI. One of the other points I tried to make here
this morning, is that it seems to me that the Federal Government
cannot solve the Medicare problem by shifting costs onto the
States. There just is not the capacity for the States to handle that.

But I have said, for example, that the monies that the State of
Massachusetts—my recommendation to the State legislature—will
receive under the tobacco settlement, I have recommended that all
gf those dollars be dedicated to expansion of health care in our

tate.

It seems to me that that is a significant amount of money that
will be coming to Massachusetts. I have é)roposed a trust fund so
that we do not spend it all, that we spend some of it but we build
up the balance so we have this mechanism for many decades to
come. I am prepared to dedicate that money to health care expan-
sion.

To some extent, what you suggest is already happening. I men-
tioned how we have expanded the Medicaid program to low-income
families. I mentioned how we instituted a senior pharmacy pro-
gram to help senior citizens who do not have prescription coverage
through Medicare with the cost of their prescriptions. We have ex-
panded home health visits as a result of cut-backs in Medicare.

So, to some extent, the States are already doing what you sug-
gest. But what I am here to say is that you cannot simply reform
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Medicare by shifting all of these costs to the States, because the
cagacity at the State level simply is not there to pick it all up.
enator ROCKEFELLER. I certainly agree. I would watch this very,
ve&closely.
vernor CELLUCCI. Believe me, I am, Senator.

Senator ROCKEFELLER. Thank you, sir.

The CHAIRMAN. Well, Governor, we appreciate your being here
very much today. We would ask that you continue to follow, to the
extent you can, our deliberations and give us the advantage of your
comments.

Governor CELLUCCI. I will. Thank you very much.

The CHAIRMAN. Thank you very much for being here.

Senator MOYNIHAN, Thank you, Governor.

The CHAIRMAN. It is now my pleasure to call forward Diane Row-
land, who is executive vice president of the Kaiser Family Founda-
tion; and H.E. Frech, who is professor of Economics at the Univer-
sitty of California, Santa Barbara.

t is, indeed, a pleasure to welcome both of you. Your full state-
ments will be included as if read. Please proceed, Dr. Rowland.

STATEMENT OF DIANE ROWLAND, PH.D., EXECUTIVE VICE
PRESIDENT, KAISER FAMILY FOUNDATION, WASHINGTON, DC

Dr. RowLAND. Thank you, Mr. Chairman and members of the
committee. I am Diane Rowland, executive vice president of the
Kaiser Family Foundation, and executive director of the Kaiser
Commission on Medicaid and the Uninsured.

Today, 1 in 7 Americans receives their health care coverage from
Medicare. I will focus in my remarks on these 34 million elderly
and 5 million disabled beneficiaries served by the program and the
challenges facing the program.

The 39 million Americans covered by Medicare are fundamen-
tally different than our non-elderly privately-insured lpo ulation.
By definition, they are either aged or permanently disabled.

Twelve percent of beneficiaries are under age 65 and disabled, a
population often excluded from private insurance; 11 percent are
over age 85, suffering from conditions that most private insurance
plans would never cover.

Second, the health needs of the population increase with age,
meaning that the Medicare population is substantially less healthy
than the general population. One in four of the elderly are in fair
or poor health, compared to 8 percent of those in the age 25 to 44

oup. Nearly one-quarter of Medicare beneficiaries have cognitive
impairments, and 1 in 5 have functional impairments leading to
long-term care needs.

edicare beneficiaries also have lower incomes with which to pay
for their health care needs. Forty-five percent have incomes below
200 percent of the goverty level, about $15,000 for an individual.

Most live on fixed incomes, with little abilit{ to earn extra in-
come. Two-thirds rel{‘ predominantly on Social Security, with an
average monthly check of $745 as their major source of income.

Medicare per capita costs are, indeed, higher than those for pri-
vate insurance, and that is because of the sicker population Medi-
care covers. Ten percent of all Medicare beneficiaries account for 76

percent of the expenditures.
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Medicare spends five times more for those on the program in
poor health than it does for those in excellent health: $12,000
versus $2,000. What Medicare spends on those in excellent health
is about the same as what we spend under private insurance for
the non-elderly population.

Despite the greater health needs of the population, Medicare cov-
erage is also less than comprehensive. It gas higher deductibles
and cost sharing in private insurance. As we. have heard so elo-
quently today, it lacks prescription drug coverage, and it has no
stop-loss protection to cap the maximum amount that someone can
have to pay out of pocket for covered services.

As a result, many of the elderly have supplemental insurance to
complement their Medicare coverage, One of the greatest fears of
our elderly population is that they will be unable to afford medical
care and become a burden to their families.

They seek supplemental coverage, not to defeat the market and
market forces, but to protect their families from the burden of their
medical expenses. Six in 10 Medicare beneficiaries have private
supplemental insurance: one-quarter purchase it directly through
so-called Medigap plans, and one-third receive it as one of the ben-
efits of their retirement, a retiree health benefit. Nine percent in
1995 enrolled in HMOs for additional protection, and that share is
growing. |

For the poor and the near-poor, Medicaid, as the Governor has
8o eloquently pointed out, plays a vital role, with additional bene- _

—fits, cost sharing, and payment of the Part B premium for 5 million
of Medicare’s poorest, frailest, and most disabled beneficiaries.

I would note, many of these people are in nursing homes, 1.5 mil-
lion, and many of them have very limited resources and limited
ability to make other choices in life. But I would also point out that
there are another 5 million beneficiaries on Medicare who rely sole-
ly on the program and have no supplemental coverage, the so-
called Medicare-only population.

These individuals are neither wealthy nor healthy. They have
tremendous health problems, yet they have to cope with paying for
these bills directly out of pocket. They have worse access to care
and use fewer services than other Medicare beneficiaries, mostly
due to the impediments to their care_that financial costs raise.

In the Medicare population, premiums, cost sharing, and lack of
prescription drugs take a heavy toll on the budgets of the elderly
and disabled. On average, 20 percent of their income goes to out-
of-pocket spending, though that is higher for those who are sick.

Prescription drug costs, so important in the treatment options
available today, especially for those with chronic illness, are a
major contributor, but one-third of Medicare’s beneficiaries lack
drug coverage and must bear the full cost.

In evaluating the future options for Medicare, it is important to
ensure that the protections that Medicare has brought to our elder-
ly and disabled populations are strengthened, not weakened, in the
future, and especially that the needs of the most vulnerable Medi-
care patients that I have talked about today, the low-income, the
sick, and the frail, are addressed.
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_Efforts to reform the program should as.: e that future genéra-
tions of elderly Americans have the affordable health care they
need. Thank you very much. I would welcome your questions.
d_['I]‘he prepared statement of Dr. Rowland appears in the appen-

ix,

The CHAIRMAN., Thank you, Dr. Rowland.
We will, first, hear from Dr. Frech.

STATEMENT OF H.E. FRECH III, PH.D., PROFESSOR OF ECO-
NOMICS, UNIVERSITY OF CALIFORNIA, SANTA BARBARA,

SANTA BARBARA, CA :

Dr. FRECH. My name is Ted Frech. I am a professor of Econ. mics
at the University of California, Santa Barbara. I am going to
s}geak, from an economic point of view, in terms of the basic design
of the Medicare benefit system.

So, I am going to stress how Medicare interacts with health care
markets and not the more macro economic issues, and I am going
to focus mostly on traditional fee-for-service Medicare because that
is where there are huge neglected potentials for reform and for sav-
ings.
ow, in the long run, managed care deserves the attention it
gets because eventually I think most Medicare beneficiaries will
move into managed care and that will be as good for cost control
and lgood for efficiency as it has been generally. But this movement
has been much slower than for the rest of the seople in this coun-
try, and it is going to be much slower for good economic reasons,
and I will return to that in a minute.

But, back to the fee for service basic design. It is a very ineffi-
cient design. It was not even state of the art in the 1960’s when
it was enacted. It was actually copied from early 1960’s Blue Cross/
Blue Shield insurance which, experience shows now, is a very poor
model. So, it was poorly designe from the get-go.

Now, let us think about what a good insurance design should do.
It should give good incentives for cost control basically through its
structure of co-payments for a fee-for-service system, and it should
give good risk spreading, especially for the big risks, the cata-
strophic risks.

Now, the Medicare design manages to do poorly on both counts.
First, in terms of the incentives, there is too little effective co-pay-
ment for most people, too little effective co-insurance deductibles
and balance billing, mostly because of the private supplemental in-
surance, which I will get to in a minute. So the incentives are bad,
in practice, for most people in Medicare. We &'ust heard that, for the
dually enrolled people, the incentives are bad.

Then in terms of risk spreading, Medicare's design is poor for
two major reasons. First, the benefit structure is upside down. It
covers the small risks better than the big risks.

I will point to the two most glaring problems here. One, is the
limits on hospital days, which no modern insurance would have.
The second, is the fact that there is no stop loss, so it is completely
open ended on what the out-of-pocket responsibilities can be. That
is the upside down structure.

The other part that leads to bad risk spreading on the part of
Medicare, is that so many services are completely uncovered. As we
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heard today, they are important services, and increasingly impor-
tant services.

Going back to the efficiency issue for cost control, the worst cost
control problem is the private supplemental insurance, group and
individual Medigap insurance. By filling in deductibles, co-insur-
ance, and even balance bills, in many cases, the supplemental in-
surance has ruined the basic cost controls that were built into
Medicare in the first place.

This has been allowed to grow to enormous proportions. Accord-
ing to the most recent numbers I have seen, 74 percent of Medicare
beneficiaries have private supplemental insurance. Another 16 per-
cent are Medicaid cross-over enrollees, which you heard about a
minute ago, leaving 90 percent of the population that has had the
basic cost controls originally built into the system destroyed. This
is the single biggest problem, and it is a huge extra cost to the pro-

am,

The Physician Payment Review Commission, in, I think, prob-
ably its last official report before it merged, estimated that utiliza-
tion was increased 28 percent by having private supplemental in-
surance, on the average. That is about $1,000 per beneficiary, and
it totals about 20 percent of the cost of Medicare.

This is a huge subsidy from the Medicare program to the pur-
chase of private supplemental insurance. This subsidy is especially
wrong-headed because the insurance that subsidized then destroys
the cost controls that were originally put into Medicare.

Further, it has very bad distributional effects. Those getting this
huge subsidy, on the whole, are much wealthier than the Medicare-
only population. Another bad effect that I think has not gotten
enough notice, is that this subsidy, through Medigap insurance,
makes fee-for-service coverage artificially attractive.

We actually heard about that a minute ago in the context of the
dually enrolled; none of them wanted to opt for an HMO because -
they have 100 percent coverage with no controls when they are eli-
gible for both, Well, the same principle works for private supple-
mental insurance.

In my submitted testimony, I have talked about options for fixing
that. I will not mention that right now, but will go on to talk about
the issue of, if you need to save money in the program, raise the
Part B premiums versus raisin co-gayments at the point of serv-
ice. 1 want to stress that the Part B premiums are not a co-pay-
ment at the time of service, so there is no good incentive effect
from raising the Part B premiums. It is just a plain tax, with noth-
ing particular to recommend it.

ereas, if you raise co-payments, you improve the incentives
for cost control. So if you have to raise a certain amount of money
by taking something out of the benefits or the package, I would rec-
ommend raising the co-payments rather than raising the Part B
premiums.

Then, just very 3uickly, the reason managed care growth has
been so slow in Medicare is we have offered the elden&y the wrong
kind of managed care. We have offered them tight HMOs, with no
benefits for going out of plan. .

For older people who have strong relationships with physicians,
that is the wrong kind of managed care. We need to offer them a
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broader array of managed care, especially preferred provider orga-
nizations that let them keep their longstanding relationships with
their physicians. )

The CHAIRMAN. Thank you, Dr. Frech.

Dr. Rowland, ﬁiven the information you have collected on bene-
ficiary out-of-pocket costs, can you tell who faces the greatest finan-
cial liability, the beneficiaries who stay in the traditional fee for
service or those in Medicare+Choice?

Dr. ROWLAND. There is not very much information available
today on the out-of-pocket liabilities for those in the
Medicare+Choice plans. Although, when we do look at the out-of-

ocket spending between fee for service and managed care for the
ow-income population, you find relatively comparable out-of-pocket
payments, although they may get a better benefit package in the
managed care plan,

The CHAIRMAN. Now, we know that sometimes a small percent-
age of beneficiaries have very high costs. You pointed that out in
your opening statement. When we hear that average beneficiary
costs are about $2,000 a 1}1'eaur, what percentage of beneficiaries ac-
tually have costs that high, do you have any idea?

Dr. ROWLAND. I am not really sure.

The CHAIRMAN. Let me ask you, Professor Frech. A key question
in considering possible reforms is the introduction of some type of
a prescription drug benefit. How do other health plans structure
their cost sharing for prescription drug coverage, and how might
that work for Medicare? What would be your recommendation?

Dr. FRecH. Well, there are many ways they do it. They often
have separate deductibles for drugs. Sometimes it is covered by an
overall deductible. They often have co-insurance or co-payments.
Many of them have restricted formularies, where the drug has to
be one that is on the list. Many of them have better coverage for

enerics. It seems to me, all those tools would be open to Medicare
rug prescription coverage.

The CHAIRMAN. Would you have any specific recommendations
beyond that?

r. FRECH. Well, I am a little bit nervous about formularies. I
think I like the other approaches better than the restricted
formularies. The evidence I have seen on restricted formularies in
Medicaid programs does not seem to be verfy ood.

The CHAIRMAN. Let me ask you this. If the fee-for-service pro-
gram were to adopt a more state-of-the-art cost sharing design,
would the traditional plan be in a position to compete effectively
with private health plans in a more competitive environment?

Dr. FrRecH. The traditional plan, as it is structured now, you

mean?

The CHAIRMAN, Yes.
Dr. FRECH. No. It is a terrible plan. It would not be able to com-

pete with any kind of sensible, private sector plan that would have
a unified deductible to cover lots of services and have a stop loss.
That would be much superior to the current design which, as I
said, was out of date in the 1960’s.

The CHAIRMAN. Senator Moynihan?
Senator MOYNIHAN, Yes, sir. That is a fascinatinf observation,
that we modeled Medicare on Blue Cross/Blue Shield, which was

61-884 00-3 -
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out of date, as you say, at the time. Could you just elaborate on
that? That is an important idea that has not been before us.

Dr. FRECH. Blue Cross/Blue Shield, since they were started, in
Blue Cross’s case, by the Hospital Association, and in Blue Shield’s
case, by the medical societies, they were oriented to just paying
hospital bills and physician bills.

That is the origin of the core coverage of other services, which
were already somewhat important in the 1960’'s, and obviously
have become much more important, and particularly drugs. So that
is the historical reason for those being focused on physicians and
hospitals.

8o, since they were started by the hospitals and physicians,
they were concerned about bad debts and raising demand for their
own services, so they traditionally had a very shallow coverage.
That is the origin of the limit on hospital days. By the early 1960's
the new commercial plans came in with what was originally called
major medical—sort of like the catastrophic idea—and had a com-
pletely different approach.

They covered, typically, all services with one over-arching deduct-
ible, so it was very integrated. They did not have stop losses in the
1960’s very commonly, but by the 1980’s that was very common,
and certainly it is very common by now. So, even within a strictl
fee-for-service world with no managed care aspects, there is a muc
different structure in terms of risk spreading and services that
were covered.

Senator MOYNIHAN. I think that is illuminating, if I may say so,
that the hospitals and the doctors, with their general aversion to
government involvement, produced a model of the great govern-
ment involvement.

You have remarked on something here, that predicting the future
of costs and such in Social Security is really pretty elemental. It
is just counting people and counting amounts of money you get
from them, or want to give to them. But Medicare, by contrast, is
a much more difficult matter.

How do you mean that? Is it because the future of medical
science is not known and not knowable?

Dr. FRECH. There are two reasons why Medicare is much harder
to 1predict; than the pension part of Social Security. One, is the tech-
nology that you just mentioned, ,that we may come up with some
fantastic cure for poor eyesight or something that is expensive to-
morrow, or all kinds of things could happen.

The other is, the future of innovation and how medical care is
delivered is also very wide open. We may move in a direction of
some structured PPO and HMO plan that controls costs pretty
tightly, or it may stay very open ended. That, itself, gives a wide
range of uncertainty. _

Senator MOYNIHAN. Would you agree, just finally—and this is to
the despair of the Chairman who does not disugree—but it is just
that he has heard it so often he has to find it disagreeable that,
with the onset of a certain rationality, cost rationality and struc-
ture that is embodied in HMOs, that the public good of the medical
schools and the teaching hospitals just is not provided for in such
a system and requires special attention, or clse we are going to lose
something of utmost value which we have taken for granted.
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Dr. FRECH. Yes. As the world gets more competitive, it is not

oing to be covered through regular insurance mechanisms, which
it has been in the past. In the past, it has been kind of cross-sub-
sidized, people paying their regular insurance and regular medical
bills. As it gets more competitive, that is not tenable. So it is going
to require separate attention, and I think that makes good sense.

Senator MOYNIHAN. T'he kind of attention that economists—and
do not let me tell you, but you tell us—will refer to as a public good
that the market will not provide for.

Dr. FRECH. Yes. That is true, particularly on the research side.

Senator MOYNIHAN. Yes.

Dr. FRECH. You get an idea, and it is not appropriable, so it gets
used by lots of people. That deserves separate attention.

Senator MOYNIHAN. Yes. Well, I hope we get it. I thank you, Doc-
tor. Thank you, Dr, Rowland.

The CHAIRMAN. Thank you, Senator Moynihan.

Senator Graham?

Senator GRAHAM. Thank you, Mr. Chairman. I am very im-
pressed with our two witnesses, in larfe part because they have ac-
tually got us talking about health-related issues. I have had the
sense that so much of our discussion about Medicare begins with
an accounting lesson on insolvency, not a happy beginning point.

You have helped remind us that we are fundamentally dealing
with an issue of government policy aimed at maintaining the
health of a significant part of our population.

Doctor Rowland, you gave some statistics about what is the sta-
tus of health of the Medicare population. Since Medicare was estab-
lished, what had been some of the principal changes that affect the
health of that population, beth in terms of changes that have oc-
curred within the beneficiary population, such as the extended life
expectancy after the age of 65, and the changes in the provider
community that relate to the potential to serve the needs of that
population?

r. ROWLAND. We clearly have seen over the histciy of the Medi-
care program a marked reduction in disparities and access to care
within the elderly population between those who are poor and
those who are non-poor, rural and urban residents, and minorities
and the white population.

So we have seen tremendous progress with this program in going
from, in 1965, one-half of the elderly population had no health in-
surance at all, to today where the elderly have among the best ac-
cess to care in the country. They have, as the fee-for-service system
has guaranteed in the past, access to the widest range of physi-
cians.

So, unlike the Medicaid program that has always had very bad
probfems with getting physicians to be willing to participate in the
program and had to turn to managed care in order to entice physi-
cians into the Medicaid program, Medicare and its fee-for-service
gystem has always given beneficiaries the widest choice of physi-
cian care. _

When you talk to the elderly and you talk to the non-elderly pop-
ulation, Medicare, despite all the gaps in its coverage, gets higher
ranked as getting choice of plan, satisfaction with the health plan,

and satisfaction with the care delivered.
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But I think the real progress of Medicare has been that, without
it, many of the elderly would have never gained from some of the
medical advances that we have had, when you just think about
something as simplée as cataract surgery and how many elderly
Americans today have eyesight because they have had the ability
to get their cataract surgery repair.

o I think the major remaining gap in the program continues to
be that it does not cover the prescription drugs, which are now be-
coming, as medical care delivery changes, a much more important
part of the Medicare benefit package, if you were looking at how
to treat the full range of illness for the elderly population.

Second, Medicare has moved a lot toward covering more home
health and in-home services, but we still do not provide, other than
through the Medicaid program, for the full range of long-term care
needs that many senior citizens have.

So we have seen improved health, improved functioning, and re-
duced disparities, but we still have some progress to go in making
those realities there for all of the elderly and disabled population.

Senator GRAHAM. Dr. Frech, I was interested in your discussion
about Medigap and how that has affected the Medicare program.
.Wl;at percentage of Medicare beneficiaries purchase a Medigap pol-
icy
Dr. FRECH. It is about 74 percent, in the latest numbers I have
seen.

Senator GRAHAM. And of those Medigap policies, the issues of
catastrophic costs, prescription drugs, are they generally covered in
the Medigap policies?

Dr. FRECH. Drugs are covered, I believe, about half of the time,
or a little more than half of the time. The catastrophic cars, par-
ticularly the hospital care after the very short limits that are in
Medicare, that is typically covered. :

Senator GRAHAM. What percentage of the non-Medicare popu-
lation, which has what you would describe as a modern health care
coverage program, also purchase a supplemental policy that would
be analogous to Medigap?

Dr. FRECH. It is not unknown, but it is very rare. I have not seen
numbers recently, but I would say on the order of 4 percent or
something like that. A very small percentage.

Senator GRAHAM. So if Medicare had a structure that was more
similar to that which is provided in the private health policies
available to the non-Medicare population, would you suggest it
would i)robably have a similar impact of reduction of the number
of people who purchased Medi%ap?

r. FRECH. It would go a long way in that direction. Plus, it
would be a good thing to do on other grounds, just giving much bet-
ter coverage.

Dr. ROWLAND. Senator Graham, if I could interject, though. Of
those people with what he is terming Medigap coverage, some of
those are purchasing it directly, which is about one-quarter of the
population, and about one-third are receiving that coverage as a re-
tiree health benefit.

I think there is a clear difference between the policies that are
purchased directly in which all of them do not include prescription
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drugs, and most retiree benefits, which tend to he more generous
and are awarded as a benefit of retirement.

Senator GRAHAM. So I would say from that last observation—and
I happen to be one of those people, because I am a retiree from the
State of Florida retirement system. I was surprised to find out
that, when I get to be 65, I will be eligible for a partial payment
of the Medigap policy throulgh my State retirement system.

So one of the issues would be that, if we were to move to an ex-
panded Medicare coverage that was more like a modern health pro-
gram and therefore reduced the need for 74 percent of the people
to have Medigap, we would have to look at the issue of how to inte-
grate those previous decisions, such as my State retirement ;‘glan,
which had been predicated on the permanent maintenance of the
old Medicare system that requires supplemental coverage.

Maybe you could, in some written comments, discuss how we
might make that integration of the old thing with a new Medicare
ex&anded policy that would reduce the necessity for Medigap.

he CHAIRMAN. Next, is Senator Kerrei.

Senator KERREY. Thank you very much, Mr. Chairman. I appre-
ciate, as well, the high quality of both witnesses. I would point out
at the outset that, in 1997 when this committee was hearing wit-
nesses and trying to decide what we were goingi to do to finally bal-
ance the budget and what we were %-(l)ing to do with Medicare to
make a contribution to that effort, we heard many suggestions.

At the end of the day, we were only able to control the increases
by giving the providers less. That has been so effective that we are
now told that, from 1998 to 2002, that 5-year period, we are going
to spend $200 billion less than we anticipated. That will come at
the expense of significant deterioration of quality in our teaching
hospitals. We will probably be, in Nebraska, closing several addi-
tional hospitals as a result.

One of the big debates that is going on right now is, do we loosen
that screw a little bit in favor of quality, or do we just spend all
that savings on a prescription benetit? I think one has to come into
this argument right now and acknowledge that that debate is going
on.

I personally favor loosening that screw a bit, because it is not
going to do me much good to expand and offer a new prescription
enefit if I get a deterioration of quality as a consequence of other
things that I had previously done.

Let me say, and I would just ask you both, one of the problems
that I have got, in general, with the current lay of the land with
a variety of programs that the government has to make people eli-
gible for health care and I am very impressed, Dr. Rowland, as you
are, with how Medicare has improved the quality of life. It has in-
creased the health care standinﬁ that people who are eligible, ei-
ther through disability or throuﬁ an age test.

But one of the things that I am concerned about is the inad-
equacy of the safety net. We had 6 percent real growth in the last
quagter of 1998. We have got 4.5 percent in the first quarter of
1999.

But we are creating another 150,000 per month of Americans
who do not have access to health insurance, which means they are
going to be less healthy. I mean, there is a direct correlation be-
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‘tween a person’s capacity to pay, either themselves or through a
third party, and their health status.

So we have a lot of Americans out there who are working that
have no legal claim on anybody’s income to pay for their heafth in-
surance or to pay for their health care spending. It seems to me,
as I look at Medicare, even with the good news that we have got
of decreased cost, it is still going to double up in 8 years.

When you look at the choices you have to make to get that done,
nobody wants to do anything, or a minority want to do anything,
other than take more money out from the providers, which I indi-
cated earlier, I think at some point is fool’s gold.

I am wrestling in my own mind with an idea that says, perhaps
it is time for us to rewrite the contract and change the law, and
change the law that governs the way people become eligible.

I am eligible. When I go get a prosthesis made at my prosthetist,
every taxpayer in America shares that cost because I am service-
connected disabled. That is a pretty high threshold to become eligi-
ble. I would not recommend it for most people, but it is how I be-
came eligible,

Medicare people are eligible for payment because the law says,
if you reach an age, Medicaid-eligibles, if they promise to stay poor,
we will pay the ills. Eve government employee and everybody
with an income tax deduction—over half of all spending is direct
tax expenditures today, and it is growing.

I am just wondering if, in your own thinking, as both citizens
and as policy makers, do you think it is time for us to rewrite the
contract and say, the way you become eligible, under federal law,
is if you are an American or legal resident, and then let us have
the debate about whether or not you are going to have a full mar-
ket system, or socialized medicine, or whatever option you have. It
is grobably going to be somewhere in between.

ut it seems to me, if we are going to have good trade policies,
ood education policies, and good immigration policies, you cannot
ave a growing share of ’geople who are in the work force without
health insurance. It was fine for me 30 years ago, fine for me even
25 years ago when my babies were born.

I could self-insure the cost of a delivery because it was a rel-
atively low cost. We have got half of the babies in- Nebraska hcing
born and paid for by Medicaid just because of the cost of delivering
and the risk associated with not being able to get those bills paid.

So I wonder if, in your own thinking, you have evaluated wheth-
er or not it is time for us to rewrite this contract, establish under
law that eligibility occurs as a result of being an American and
legal resident, and then let the debate begin about how we are
going to do it rather than continuing with this differentiated sys-
tem of eligibility that covers one organ, the kidney, and everybody
else has to become eligible as a consequence of meeting some other
preexisting test that we have established under law.

Dr. RowLAND. Well, clearly, I think having 43 million Americans
without health insurance is really a major problem. When I look
at Medicare, we have 40 million people on Medicare, 40 million
people on Medicaid, and 40 million uninsured. So, we have three

40 million issues that we are dealing with.



63

I think any way that one can improve and expand coverage to
the American population so that we do not have people going with-
out care is essential and important,

Senator KERREY. The red light is going to flip on here. Let me
R.;st ask dyou to reconsider that answer. The 40 million people under

edicaid and the 40 million people under Medicare are eligible be-
cause of a law. It did not happen by accident. The law specifies how
you become eligible for those programs.

Congress is not going to come up with a new program to say, you
are going to be eligible if you are uninsured. We are going to see
a growing number of uninsured people. Then every now and then
wl:a wél}thave a new program for kids, where we try to do something
about it.

My question is whether or not we should back off this a bit and
just rewrite the contract, folding Medicare, Medicaid, the VA, and
the income tax deduction into a single program so that you can do
life planning, so you can begin to consider what kind of expendi-
tures you want to make.

Dr. FRECH. I think the uninsured is a big problem, a bigger prob-
lem than Medicare, in my opinion. But the track record o I%Iedicare
in designing such an awkward system and then sticking with it for
so long makes me a little bit nervous about just wrapping it all into
one, particularly if it ends up having the politics and the i)olitical
economy that Medicare has had. That does not auger so well.

Senator KERREY. Well, sir, I would tell you, I have 240,000 bene-
ficiaries in Nebraska. They have many complaints about Medicare,
but, on balance, they love the program, They are not coming to me
and saying, gee, Senator, why don’t you get rid of that program be-
cause I do not like the way it provides me legal and guaranteed
access to be able to get health care.

Dr. FRECH. Sure. It is great for them.

The CHAIRMAN., Senator Bryan.

Senator BRYAN. Thank you very much, Mr. Chairman.

Dr. Frech, a question to you, if I may. I think you just shared
with us that 74 percent of Medicare beneficiaries avail themselves
of a Medigap Q{ohcy. —

Dr. FRECH. Yes.

Senator BRYAN. You may recall that, some years ago, one of the
problems that we faced was in the marketing of those Medigap
policies. Qur experience in Nevada was that the marketing was so
successful, that many beneficiaries were buying two, three, or even
four Medigap policies unnecessarily.

The Congressional response was to streamline the options that
were available to make them less confusing to Medicare bene-
ficiaries. Can you share with us whether or not we were successful
in that objective? Are there abuses? Are people buying more than
they need in terms of redundant or duplicative Medigap policies?

Dr. FRECH. My understanding is that, basically, you were suc-
cessful. There has been a bif improvement. There are less redun-
dant policies and there are less policies out there that are really
almost worthless, There used to be some like that.

There is a down side of what you did, though.

Senator BRYAN. Please share that with us. We would not want
to leave feeling we had done too much good. [Laughter.] Sober us
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up with a little bit of what we did that created the unintended con-
sequences.

r. FRECH. That is just what I was going to do. One of the things
that you did and that was required, was that Part B co-insurance
be covered by all of the plans that are allowed to be private
Medigap. That is very destructive of cost control. If there would
have been anything I would have done, I would have prohibited
Part B co-insurance from being covered rather than required it.

So that part was negative. But, on the whole, and particularly
in reducing fraud and redundant, silly policies, I think that has
really been pretty successful,

Senator BRYAN. We actually had circumstances where I think
some beneficiaries had actually like 9 or 10 Medigap policies. They
were 8o frightened that there was some gap that may not be cov-
ered, and some entrepreneurial salesman-type said, look, this pro-
tects you, and the abuse was quite substantial in our State. I am
sure that was reflected across the country.

Dr. Rowland, just kind of a question and an observation. We
have heard through a lot of testimony that the Chairman has ar-
ranged, through an array of very distinguished and able witnesses
that Medicare, based upon a 1965 private insurance model, is kin
of an old system, does not really get the job done, and that pre-
scription costs have risen enormously.

In 1966, it was kind of a marginal, almost a de minimis part of
one’s health insurance coverage. Today, and I think we all recog-
nize and accept it, the cost of prescription medications are stag-
%ering. Many elderly beneficiaries of Medicare take three, four, and
ive medications that cost hundreds of dollars a month.

I am alwz}ys struck by the tremendous sugport that the Medicare

population feels towards this program. I think I shared with the
committee an experience I had five or six years ago when we were
dfsbating a broader health care program, and I was at a senior com-
plex.
A woman got up and was quite impassioned. She said, please,
Senator, keep-the government out of our health care. I was bold
and perixaps should not have but I hope I was gentle enou%h, and
said, tell me, are you on Medicare? She said, I am, and I love it.
So, the disconnect is so obvious.

What is the great attraction there? I mean, it is clearly a won-
derful program. Fewer than half of the people over 65 or older in
1965 had any health insurance at.all. So my question does not sug-
gest a denigration of Medicare, but it is almost a mystical feelin%
that people have about this program. It is just incredible, with al
of its shortcomings.

Dr. RowLAND. Well, I think it is a number of thinﬁs. I think, one,
it is a known quantity that they get at age 66, so that they do not
have to worry when they are 63 or 64 whether they are going to
have health insurance in another year or two. They get it at age
65 and it is an entitlement, they have it forever.

So it is not like those of us in the work place that are not sure
who is going to be insuring our firm next year, whether our firm
is going to %e offering insurance, or whether we are going to be
able to afford it. Most people know that, when they turn 65, they
have Medicare and it is there as a benefit.
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So, in that way, it is like Social Security to them; it is part of
their retirement package and it is part of their ongoing ability to
meet their health care needs.

Second, I think there is a huge concern within the elderly popu-
latiom—of not being a drain on their children and their grand-
children.

I think Medicare has, for many, been a lifesaver. It has been the
program that means, when they need to go to the hospital, they
can go to the ho?ital and they do not have to worry about having
a pre-admission deposit, or about whether their insurance is going
to cover it or not.

So I think that the program’s popularity is because it is pro-
viding a basic and very stable means of coverage. Most Americans,
I do not think, know a lot about whether it is a fee-for-service, anti-
quated system or a modern, up-to-date system.

What they want to know is, when they get sick or their family
member gets sick, can they go to the doctor they need to go to and
can they go to the hospital they need to go to.

That has been a very real part of the Medicare experience for
most elderly Americans, and their families all know about it, as we
all do as we struggle with our parents to help them througim their
medical meeds,

Senator BRYAN. It is interesting, because we see more criticism
back here as witnesses testify about its shortcomings and acknowl-
edge it than you do out there. The biggest criticism that you hear
out in the States, I think, oftentimes, is that the difference in
terms of the Medicare options that are available in the urban areas
than that in the rural. In other words, 60 miles from a major popu-
lation center, the Medicare choices are much more limited.

Those are people who are focused on, at least in a State like Ne-
vada where driving long distances is not something that is an
atypical experience, why can-the folks in Fernley not have the
same options that the folks in Reno seem to be getting 30 miles
away? I thank you very much.

Dr. RowLAND. We also do a number of public opinion surveys. In
all of those surveys, even the non-elderly rank Medicare above pri-
vate insurance. I think part of that is its basic nature.

Senator BRYAN. Thank you very much.

The CHAIRMAN, Thank you, Senator Bryan.

Next, we have Senator Grassley.

Senator GRASSLEY. I am going to ask just one question and sub-
mit two for answer in writing.

Dr. Frech, this comes from your testimony where you discuss the
need for drastic and punitive regulation or price controls to be im-

osed on fee for service. I guess I asked the question because my
impression from most of the providers that I meet is that Medicare
already imposes a tremendous amount of price controls and regula-
tions. So, explain what you mean by that. I assume you mean in
addition to anything we already have.

Dr. FRECH. Actually, in context, what I was saying was that fee-
for-service was going to continue to be dominant for many years,
unless we had tﬁis kind of drastic regulation. I was not calling for
it. I was not recommending it. But I was saying, that is what it
would take to really, with the current structure and other ways, to



66

drive people out of fee for service. It would take something really
rough. I was not recommending it.

Senator GRASSLEY. All right. Well, then that answers my ques-
tion. Thank you-for the clarification. I will submit a couple of ques-
tions for answer in writing.

[The questions appear in the appendix.]

The CHAIRMAN. Senator Mack?

Senator MACK. In the interest of going to the next panel, I will
forego my 10-minute opening statement.

The CHAIRMAN. Well, thank you very much. We appreciate your
being here.

Senator MOYNIHAN. Very much.

The CHAIRMAN. Your testimony has been very illuminating.

Next, I will call Richard Foster, who is Chief Actuary, Health
Care Financing Administration; and the Honorable Dan L.
Crippen, who is Director, Congressional Budget Office.

Gentlemen, please proceed. We will start with you, Mr. Foster.
Your full statements, of course, will be included as if read.

STATEMENT OF RICHARD FOSTER, FSA, CHIEF ACTUARY,
HEALTH CARE FINANCING ADMINISTRATION, WASHINGTON,
DC
Mr. FosTER. Thank you. Chairman Roth, Senator Moynihan, dis-

tinguished members, thank you for inviting me to testify today
about the financial outlook for the Medicare program. I welcome
the opportunity to assist you in your efforts to ensure the future
financial viability of the Nation's second-largest social insurance
program.

I will briefly summarize the financial outlook for Medicare as
/presented in the 1999 annual reports of the board of trustees to
Congress. My written testimony, as well as the reports themselves,
have substantial additional detail.

You all know Medicare has two parts: hospital insurance, Part
A, and supplementary medical insurance, Part B. Part A is fi-
nanced by a portion of the FICA and SECA payroll taxes. In con--
trast, Part B is {inanced, about 26 percent, by monthly premiums
paid by beneficiaries, with the remaining 75 percent coming from
general revenues.

Let us take a brief look at the short-range financial outlook for
the hospital insurance trust fund, Part A, of Medicare. We have a
chart that shows income to the program, expenditures, and trust
fund assets.

During 1993 through 1997, the hospital insurance expenditures
were increasing at a faster rate than income to the program. That
resulted in deficits in 1996 through 1997 totaling more than $17
billion, and that situation, of course, helped directly lead to the
Balanced Budget Act of 1997 to correct the situation.

The Medicare provisions in the Balanced Budget Act substan-
tially slowed the expenditure growth rate during 1998 to 2002, as
you can see in the chart. In fact, we ran a surplus in 1998 for the

first time in 4 years.
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We estimate, under the trustees’ intermediate assumptions, that
these modest surpluses will continue through about 2006 or 20086,
but we would return to deficits thereafter. The assets of the trust
fund could cover those deficits, but only through about 2015, before
the assets would be depleted.

Now, this represents a significant improvement from the outlook
even compared to a year ago, and I would be happy to discuss the
reasons for that iml;‘)rovement in the questions.

_ Let us look at the long-range financial outlook for the hospital

insurance program. In the long range, we express tax income to the

i)rogram as well as expenditures as a percentage of taxable payroll.
t is easier to understand that way.

You can see that, in the past, the income rate rose in steps over
time as Congress adjusted the payroll tax rates. But notice the
minimal growth in income rates for hospital insurance in the fu-
ture, because the HI payroll tax rate is scheduled in the Social Se-
curity Act, and is not scheduled to change at any time in the future
under present law.

The cost rates for hospital insurance. You can see the marked re-
duction, in large part attributable to the Balanced Budget Act. But
notice that, after about 2002, the cost rate would then accelerate
again and even grow more quickly once the baby boom generation
begins to retire, starting in about the year 2010.

otice also that the cost rate after the baby boom has, shall we
say, moved on, does not come back down again. It stays up at the
higher level. .

enator MOYNIHAN. Moved on where, sir?

Mr, FOSTER. Passed on. No longer with us, sir. I still have not
found a polite way of saying that.

Notice that the gap in the early years between income and outgo
is relatively modest and could be addressed without too much dif-
ficulty, but by the end of the projection period we had a situation
where scheduled taxes would be sufficient to cover only about one-
half of projected expenditures.

Let us take a quick look at Part B of Medicare, supplementary
medical insurance. Again, we will look at the short range projec-
tion, income, expenditures, and assets. It is a lot like what we saw
for hospital insurance, but with two notable exceptions.

First, the income and expenditure curves are nearly indistin-
guishable in the future. That is because, every year, my office rees-
tablishes the monthly premium rate for beneficiaries and the
matching general revenue contribution to equal the next year’s es-
timated expenditures. So we refinance the program every year,
with the result that it is automatically in financial balance.

The other difference of HI is, we can maintain a much lower
level of trust fund assets as a contingency reserve because we refi-
nance every year; less can go wrong in a year than can go wrong
in several years.

So what is the problem with Part B? The problem is, basically,
that expenditure growth rates remain a concern. Expenditures

ew by 41 percent over the last 5 years. That is about 9 percent
aster than the economy overall. Now, that is a significant improve-
ment compared to many prior perioris, but it is still a significant

concern.
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Let me conclude by saying that we have clearly had a significant
improvement in the financial outlook for both Kospital insurance
and supplementary medical insurance. However, there is still a
substantial financial imbalance for Part A and the rate of growth
in expenditures for Part B remains a concern.

I thank you for this opportunity to testify and I pledge the Office
of the Actuary’s full continuing assistance to the efforts by the ad-
ministration and the Congress to determine effective solutions to
the remaining problems facing Medicare.

Senator MOYNIHAN. Even when we have moved on? [Laughter.]

Mr. FOSTER. As long as I can, sir. As long as I can.

[The prepared statement of Mr. Foster appears in the appendix.]

The CHAIRMAN. Dr. Crippen?

STATEMENT OF HON. DAN L. CRIPPEN, PH.D., DIRECTOR,
CONGRESSIONAL BUDGET OFFICE, WASHINGTON, DC

Dr. CRIPPEN. Thank you, Mr. Chairman. Senator Moynihan, it is

good to have you back, sir. I want to say at the outset that our
aseline deals with the next 10 years. That is about as far as we

know a lot of detailed cost estimates and other things.

While we do longer-term projections of budget implications, we
mostly rely on the good work of Rick and his fellow actuaries when
it comes to going out further than 10 years. So most of our analysis
is limited to 10 years. When we do more, we rely on Rick and his
associates.

Growth in Medicare spending has slowed remarkably in 1998
and 1999. SpendinF during the first half of the current fiscal year
is actually $2.6 billion less than during the comparable six-month
period in 1998.

That slowdown is unprecedented and contributes to the favorable
near-term outlook for the Federal budget. But we expect the budget
to face mounting pressures in the long term from both demographic
changes and rising health care costs, as reflected in Rick’s report.

The Medicare program (as other witnesses have said today and
as you know) pays for the health care of 39 million elderly or dis-
abled people in the United States at the moment. This year, spend-
ing for those 39 million will top $200 billion. That amount makes
Medicare the second-lar%est entitlement program, consuming about
12 percent of the Federal budget. «

istorically, Medicare spending has grown substantially faster
than both the economy and the spending of other major programs.
Despite the recent slowdowns—which, as I said, are unprece-
dented—CBO believes that Medicare spending will continue to in-
crease faster than the resources that finance it.

As we know from [[))ainful past history, spending on Medicare
benefits grew at double-digit rates during the 1980’s. It slowed
somewhat during the early 1990’s but still rose at an average rate
of almost 10 percent a year between 1993 and 1997.

In 1998, however, the growth of Medicare spending did slow
sharply, after increasing by more than 8 percent in 1997. Outlays
for benefits in 1998 rose by just 1.5 percent. Medicare spending has
actually declined, as I said, during the first 6 months of this year.

We believe the slowdown in Medicare spending that began in
1998 is related to three factors. First, the Balanced Budget Act of
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. 1997 reduced payment rates for many Medicare services and re-

strained the update factors for gayments through 2002.

Second, widely publicized etforts to clamp down on fraud and
abuse have improved providers’ compliance with Medicare payment
rules. We have heard from other witnesses about what is
euphemistically called reverse creep, or down-coding, in some of the
DRG coding and other things.

Third, the average time for processing Medicare claims rose dra-
matically in 1998. We surmise (although we are not certain) that
the increase resulted from two things: the need to make sure that
the comé)uters run after midnight of December 31 this year, and
the need to program the changes from the Balanced Budget Act
into these computcrs. Thus, the average time for processing claims
has stretched out.

As I think I said in earlier testimony here, Mr, Chairman, al-
though it makes sense, it is still surprising to think that a one-
week delay in payments actually reduces costs in that year by two
full percentage points. It does not take a lot of delay to diminish
a lot of Medicare spending. (Obviously, that is a one-time delay.

Those factors notwithstanding, we expect outlays for benefits to
grow by more than 8 percent a year over the next decade. If that
trend holds, Medicare will consume about 20 percent of the Federal
budget by 2009, and, as other witnesses have said, total outlays
will almost double.

In future decades, the Federal budget will face mounting pres-
sures as the baby-boom generation begins to draw benefits from
both Medicare and Social Security. A larger elderly population will
also have growing needs for long-term care, resulting in higher
Medicaid spendinF.

The substantial financial cushion that results from surfluses in
the near term will eventually disappear, even if the surpluses are
all saved—-something we have all commented on before.

The major factors in the rapid expansion of Medicare and Social
Security in the coming decades are simpl{ growth and enrollment.
Between 2010 and 2030, the elderly population will grow by 3 per-
cent a year, rising from 39 million people to 69 million people. So
we havc a virtual, or almost virtual, doubling of that population in
20 years. Because of increased lon?evity, the proportion of the pop-
ulation over age 75 will rise as well.

Medicare costs are likely to grow faster than program enroll-
ment, however. The cost per beneficiary of providing health care
services has risen dramatically since the program began in 1965.
It is expected to keep growing rapidly. That growth reflects ad-
vances in medical technology, as Senator Moynihan said earlier,
that-will raise health care costs, as well as continued increases in
beneficiaries’ use of services.

Medicare has not changed appreciably since its creation and re-
mains largely a fee-for-service grogram, whereas health care for
most of the working population has been converted to some type of
managed care, frequently with more generous benefits than Medi-
care currently has.

If Medicare is not reformed, changing demograghics and rising
health care costs will place greater demands on both the budget
and the economy. Currently, Medicare, Medicaid, and Social Secu-
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rity together account for about one-third of Federal spending and
8 percent of our total economy (GDP).

y 2030, when the last of the baby boomers will have reached
age 66, those programs will account for two-thirds of Federal
spending and 15 percent of GDP. The largest area of that growth
is Medicare.

The projection for Medicare spending based on the forecast of the
Medicare trustees assumes that growth and spending per bene-
ficiary will gradually decline to be more in line with growth and
higher earnings, even without a significant policy change.

Consequently, after 2020, Medicare spem?in is expected to grow
as a share of GDP only to the extent that N?edicare beneficiaries
grow as a share of the population. That is reflected in Rick’s report.

That assumption, however, could be unrealistic. If spending per
_beneﬁciari does not slow, Medicare’s share of GDP will be signifi-
cantly higher than even the estimates I just gave you.

—. In conclusion, a great deal of uncertainty surrounds these budget
projections beyond the next few years. As I have said in other fo-
rums, Mr. Chairman, the longer we project into the future, the less
we are doing so on fact and the more on assumption. These conclu-
sions are driven almost entirely by assumptions.

What is clear, however, is that Medicare must prepare for the
unprecedented demands that the baby-boom generation will soon
imgose on it. The Nation should expect to devote more of its income
to health care in the coming decades.

The ability to pay for goods and services, including health care
services, grows as the economy grows. Policies that enhance eco-
noinic growth, even those outside the Medicare program, will make
it 2asier to meet the needs of the retired population.

Finally, Mr. Chairman, some people have stated the policy op-
tions for Medicare succinctly, but I believe somewhat incompletely,
as being only two choices: raising taxes or cutting benefits.

However, at least part of the solution might be found in using
medical resources more efficiently. For example, hospitals now use
only half of their available beds. Shedding some of that excess ca-
pacity could help reduce costs. Similarly, estimates suggest that
there are too many physicians in certain fields.

The wide variation in practice patterns across the country sug-
gests room for improvement in either health outcomes or cost. The
millions of hospitalizations for ambulatory-sensitive conditions such
as diabetes and asthma, which could be prevented with proper
care, are clearly a situation in which health could be improved and
costs reduced simultaneously. ‘

There are other opportunities to increase the efficiency of the
health care system. Rather than belabor the goint today, I simply
want to state that there is a third way that has the possibility of
improving health while reducing costs or providing additional bene-
fits. Moving toward that goal requires adopting g{yoposals to fun-
damentally restructure the Medicare program. Thank you, Mr.

Chairman. . _ .
[The prepared statement of Dr. Crippen appears in the appen-

ix.
The CHAIRMAN, Thank you, Dr. Crippen.
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Let me ask you, Mr. Foster. Could you give us an idea of the
magnitude of fiscal effort necessary to save the Medicare trust fund
beyond the {ear 2020? Could you include in your answer as an ex-
ample how long the President’s proposal to transfer—I think that
is something around $690 billion—would have to save the trust
fund? How long? ’

Mr. FOSTER. Certainly. I would be happy to. Let us talk about
the President’s proposal, first, for just a moment. Under this pro-

osal, specified amounts would be transferred from the general

und to the Treasulg to the hospital insurance trust fund in each
year, 2000 through 2014, As you mentioned, the total amount is in
the ball park of $690 billion.

If this Yroposal were enacted, we estimate that that would ex-
tend the lifetime of the hospital insurance trust fund from 2015
under present law, to 2027 for a gain of about 12 years. So that
would be the impact of the President’s proposal.

You also asked what it would take, generally, how much in ben-
efit reductions or tax increases, to get through about 2020 for the
hospital insurance trust fund. If you start with the trustees’ test
of what we refer to as short range financial adequacy, the trustees
recommend that assets be maintained at the level of annual ex-
penditures, or 100 percent of annual expenditures.

So in the short range, over the next 10 years, if you wanted to
keep the HI trust fund assets, or first get them back up to 100 per-
cent and then keep them there through 2008, that would require
abott a $65 billion reduction in expenditures, or about a $75 billion
increase in tax revenues, or some combination. On a relative basis,
that is about a 4 percent reduction in expenditures, or about a b
percent increase in taxes.

Now, what happens thereafter? You said 2020, not 2008. The
baby boomers show up. It gets harder. So the amounts required in-
crease steadily in the future as the baby boomers shows up and be-
come beneficiaries,

Through 2014, for example, through the period for which the
President’s proposal would provide additional revenue, you would
have to have, if you did this through additional taxes, an additional
$235 billion to stay at this target trust fund level that the trustees
recommend. That is about an 8 percent increase compared to
present law. If you went through 2020, as in your original question,
it would take about $670 billion, which is about a 13 percent in-
crease.

These dollar amounts are fairly hard to interpret over longer pe-
riods, so I would recommend you focus more on the 8 percent and
the 13 percent.

The CHAIRMAN. Dr. Crippen, do you have any comment?

Dr. CRIPPEN. As I said before, most of our longer-term projections
are based on Rick’s good work. We do not really do anything on our
own beyond the 10-year baseline. .

The CHAIRMAN. Let me ask you to comment—and Mr. Foster,
feel free to join in as well—on the amount of time we have to make
changes to the Medicare program so that its solvency is secured for
the baby boom generation.

Dr. CrIPPEN. Well, at least in terms of the demographics, we
know that over the next decade the elderly population—and thus
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enrollment in Medicare—will only grow by about 1 percent a year.
But between 2010 and 2030, it will grow by 3 percent a year. That
is when the baby boom will hit in a major way for Social Security
and Medicare.

So in some sense you have that long if your goal is to have some-
thing fixed before the baby boomers retire. But, as we all know, the
longer you wait to do something, the more dramatic the change has
to be, particularly in these long-term programs. This is a classic
case of the sooner, the better, The longer you wait, the more dra-
matic the tax increases, the benefit cuts, the changes, the reforms
will have ta be. Whatever you choose to do, it will have to be more
precipitous.

The CHAIRMAN. Mr. Foster, do you have any comment?

Mr. FOSTER. I would agree with that. I would also echo the
theme that sooner is better than later. We have the situation now,
under the Balanced Budget Act, where the hospital insurance trust
fund is running modest surpluses for the next several years. That
is quite a turnaround from the situation only a year ago where we
expected to run modest deficits. That is wKat helped extend the
trust fund to 2016.

If something bad happens—a recession, health care costs return-
ing to faster growth—it is not unthinkable we could go back to the
small deficits and accelerate that depletion date. The trustees’ pes-
simistic projection shows a 2007 depletion date. So, the faster we
act, the better.

Also, the faster we act, the more time we have to sort of get ev-
erybody involved—providers, beneficiaries, taxpayers—a chance to
adjust their expectation, as necessary. Senator Moynihan well re-
members the 1983 Social Security amendments where, for example,
the increase in the normal retirement age was enacted with 20
years’ warning, and then on a very gradual basis thereafter. It is
gl;)od to give people warning and not to pull the rug out from under
them.

The CHAIRMAN. Dr. Crippen, could you discuss, with Medicare,
what is sometimes referred to as a taxpayer premium? That is the
amount taxpayers pay now to support general revenue transfers to
the Part B trust fund and the growth that this premium could ex-
perience in the long run?

Dr. CRIPPEN. The Part B premium, as currently structured, is 25
ﬁercent of total Part B costs. So its growth depends critically on

ow much the Part B total, grows on a per capita basis.

Thus, if health care spending and inflation grow faster than the
rest of the budget or the economy, you will have premiums increas-
ing faster than other sources of income. Most likely, for the elderly
and particularly those on fixed income, the increases would have
an even greater impact.

In the Medicare program at large, as the Medicare Commission
developed its proposal, tax contributions from current workers
cover about 88 percent or 89 percent of program costs, and bene-
ficiaries pay something like 11 percent or 12 percent. That is the
current split, roughly, in very gross numbers of how much tax-
payers, or current workers, are subsidizing the Medicare program.

he CHAIRMAN. Any comment?
Mr. FosTER. I do not have anything to add, sir.
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The CHAIRMAN. Senator Moynihan?

Senator MOYNIHAN. Well, Mr. Chairman, this has been impor-
tant and refreshinaetestimony. When you do not know the answer,
you say so. More often than not, you do know the answer.

I would make a comment to Mr. Foster. We do have a problem.
I wish HCFA would tell us more about why there is so littfe public
knowledge about projected changes in these systems, why there is
so little confidence. It is just like the Social Security Administra-
tion. Why do the majority of non-retired adults think they are not
going to get Social Security?

If you tell Americans, I believe, that the age of eligibility for So-
cial Security and Medicare is going to go up to 67 years in another
12 years’ time, they will be furious. That information never got out.
But I wish the organizations would get more information for us.

I would just say to you, Dr. Crippen, you said that the alter-
natives of raising taxes or cutting benefits, that there is a third al-
ternate of more efficient use. You mentioned that we now use only
about half of our available hospital beds. That is not inefficient use,
that is an advance in medicine.

Dr. CRIPPEN. Oh, I agree.

Senator MOYNIHAN. Yes.

Dr. CRIPPEN. But those are also overhead costs that are being
carried (not that you could get rid of 50 percent of costs).

Senator MOYNIHAN. But if you were running an automobile
Elant, you would have gotten rid of the press, or whatever. It is a
ittle harder. You could rent them out, or something.

Dr. CRIPPEN. Indeed. Many hospitals are trying to convert to
other forms of services that will be able to use those facilities.

Senator MOYNIHAN. Yes. On the idea that there are too many
Ehysicians, particularly specialists currently in practice. I would
ike to hear some counsel from physicians on thic matter. If med-
ical science is going to keep moving, you are going to have more
specialists all the time. Can you have too many of something so
rare and new? What is the metric for too many? Go and solve that
for us, will you, Dr. Crippen? [Laughter.]

Dr. CRIPPEN. Yes. What is the right measure?

Senator MOYNIHAN, Yes. Think about it a bit, will you not?

Dr. CRIPPEN. Yes.

Senator MOYNIHAN. Weruld you sort of give us something in writ-
ing? Do not spend the weekend on it. Thank you. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you, Senator Moynihan.

I am going to call Senator Mack. We have a vote, so we may
sneak away. Gentlemen, we appreciate your most helpful testi-
mony. Of course, we will continue to call on you.

Senator MACK. Well, ‘&)ssibly before I move on, I might be able
to get my question in. And by that, I mean go vote, not the great

move on. [Laughter.]
The CHAIRMAN. I was not sure.
Senator MACK. I really only have one question to raise, Dr.

Crippen. And Mr. Foster, if you want to comment, that would be
fine, too. You report that growth in Medicare spending has slowed,
but spending will continue to increase faster than the resources
that finance it. The situation we are in today, home health agencies
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oing out of business, nursing home companies moving towards
ankruptcy, teaching hospitals claiming huge losses this year.

Where I am going with this is, what do we need to know, or how
do we better predict, before we attempt to either restore the funds
or make cuts someplace else, what did we miss the last time? Help
me with that. How do we avoid making the mistake we made the
last time?

Dr. CRIPPEN. The biggest thing we all missed, I think, is the im-
pact of the very public crackdown on fraud and abuse. Not that
there was necessarily rampant fraud and abuse in the system, but
that people became much more reticent and careful about what
they were coding and how they were coding it. The contractors are
doing a better job before they say “this is a clean claim.”

We did not anticipate that happening, because we did not nec-
essarily expect it concurrently with the BBA cuts, the Y2K com-
f;;uter reprogramming, and other things. What we had was a con-

uence of events, not just policy changes, that caused spending to
be as low as it is, at least temporarily,

Senator MACK. Let me ask you this question. Do those expla-
nations answer the issue of what is happening to home health
agencies and nursing home companies?

Dr. CRIPPEN. On}y in part, because some of them reacted some-
what irrationally, i 'Iyou will, to the new policies and the way they
were administered. They did not adapt very quickly.

As I think you will recall, we had growth in home health care
of 35 percent one year, and an average of 20 percent over several
years. It was clearly an intention of the Congress to reduce that
rapid expansion of costs, whether it was a rapid expansion of serv-
ices or not. You had that effect, so it was a desired outcome in that
sense. As a result, you are going to see some capacity go away.

Now, whether it was too much or too little, I do not know. But
certainly we think some of these cost reductions are, in a pure out-

lay sense, going to return quite quickly. Your question suggests
- that we do not know what the aftermath will be when that ap-
} 2ns, but this is a very temporary phenomenon, we are quite cer-
tain.
Senator MACK. wir. Foster, maybe you want to respond to that.

Mr. FosTER. I would just add, Senator, that you could think of

our question in a slightly different way. Let us take ourselves
gack to 1997 and suppose that at that point in time we knew how
the economy would do, we knew that inflation would be low, we
knew that we would do the fraud and abuse more effectively.

Suppose we knew all the things we knew today back them. Then
the question is, would you have felt like doing something different
for t]hg) Balanced Budget Act? Could you have done far less, for ex-
ample?

he answer to that is, basically, no. If you go back to 1997, under
the conditions we thought we would have or the conditions that
turned out to come true, we had a very serious financing problem
for the hospital insurance trust fund. It took fairly substantial solu-
tions to address that problem.

So, even if we knew back then what we know today, we still
would have had to have something very much like the Balanced
Budget Act in order to keep the hospital insurance trust fund from
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going broke in the relatively near future, Could we have done it
somewhat less? Maybe a little bit, but not lots.

Senator MACK. Well, I thank you both. Again, there is a vote on
and I need to go cast that vote. So, the hearing is adjourned. Thank

you very much.
[Whereupon, at 12:17 p.m., the hearing was recessed.]
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NANCE

The CHAIRMAN. The committee will please come to order.

I have an opening statement and then I will be very pleased to
call on Senator Baucus. We, I think, will have-a vote no later than
10:30, so we want to proceeci as rapidly as possible.

Now, the purpose of today’s hearing is, of course, to continue our
examination of the key differences between Medicare and other
public and private health insurance programs.

These comparisons help us form a picture of what will be re-

uired to modernize the Medicare program. It is increasingly clear
that we face challenges and decisions regarding every facet of the
prgiram.
edicare is a critical program for the well-being and financial se-
curity of the Nation’s aged and disabled citizens. However, testi-
mony to date suggests that the Medicare program has become ex-
cessively centralized and bureaucratic in its management.

The benefit package is simultaneously insufficient in some areas
and excessive in others. There are inadequate plan choices for
beneficiaries. Finally, there are-virtually no structural competitive
incentives for cost control, or crucial benefit and quality improve-
ments. r

Reforming Medicare involves real ideological differences that can-
not be ignored. Despite its importance, this committee must build
a consensus on essential and enduring reform.

As we struggle with these questions, we have the benefit and as-
sistance of experts and distinguished individuals who have joined
us today. We welcome you and appreciate your being here today.

} P
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Senator Baucus?

OPENING STATEMENT OF HON. MAX BAUGUS, A U.S, SENATOR
FROM MONTANA

Senator BAucus. Thank you very much, Mr. Chairman.

I want to thank our distinguished panel for their willingness to
work hard and prel!)are for this hearing and give us their thoughts.

In this series of hearings on Medicare reform we have had an op-
portunity to discuss the history and evolution of Medicare, as well
as the changing demographics and health care needs of bene-
ficiaries.

Today, we address aspects of the program related to special pay-
ments, support programs that are public goods, such as graduate
medical education, health care for the poor, the uninsured, inad-
equate access to care in rural areas.

Graduate medical education payments have allowed academic
health centers to establish residency in fellowship training pro-
grams that are second to none. Many of medicine’s greatest ad-
vances have been developed at academic health centers that rely on
GirME payments to support their research and patient care mis-
sions.

With the number of uninsured Americans now exceeding 43 mil-
lion, disproportionate share payments have become a critical source
of revenue for hospitals and physicians that provide cure to the
poor and uninsured.

In addition to GME and DSH payments, we will have an oppor-
tunity to hear testimony about the needs of rural areas in the
Medicare program. I have introduced legislation that addresses
these needs, and I am especially looking forward to today’s testi-
mony.

As we proceed with the debate on reform proposals, we must re-
member the imsortance of the public good Frograms that are cur-
rently supported by the Medicare program. If we believe that these
programs are important—and I believe that they are—then we
must ensure their viability throughout this reform process,

Jus;;ﬁyesterday, I spoke with a constituent who is a chief execu-
tive officer of a major hospital in my State. He told alarming sto-
ries about the negative impact of the Balanced Budget Act on his
hospital. The unexpected consequences of the Balanced Budget Act
should serve as a red flag, warning us as we move ahead.

Do we need to ensure the solvency of the Medicare program? Ab-
solutely. Should we consider market strategies to improve the effi-
ciency of health care delivery in Medicare? Of course. Can we af-
ford further unexpected consequences for providers and bene-
ficiaries who rely on GME, DSH, and rural health programs in the
current system? I do not believe we can,

Mr. Chairman, I very much hope that today’s testimony will
allow us to move ahead with appropriate foresight to protect these
important programs. I expect that the expertise and insight of our

b

panelists would very much help us:

Thank you.
The CHAIRMAN, Thank you. I would like to proceed with our first

anel, because of the lateness of the hour and the interruption we
now will come. g
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On our first é)anel, we are vecz?r pleased to welcome four experts.
Dr. Harry P. Cain II, of Blue Cross and Blue Shield; Tony Ham-
mond, of the Institute for Health Policy Solutions; Cixri_stine Fer-
guson of the Rhode Island Department of Human Services. Nice to
welcome {‘ou back. And Dr. Paul Ginsburg, of the Center for Study-
ing Health System Change.

1 of your statements will, of course, be included as if read. We
w%lld éis' ;hat you keep them to five minutes,

r. Cain

STATEMENT OF HARRY P. CAIN II, PH.D.,, EXECUTIVE VICE
PRESIDENT, BLUE CROSS & BLUE SHIELD ASSOCIATION,

CHICAGO, IL

Dr. CAIN. Mr, Chairman, thank you. I am Harry Cain. I am per-
sonally honored by the invitation to come here and speak. I should
emphasize that I am not speaking as an official of the Blue Cross/
Blue Shield Association, but rather as a long-term observer of the
Washington world. T

In my view, this committee has two basic problems in trying to
reform Medicare and bring it into the 21st century in a heaﬁhy

’W?H"Oneﬁfthe problems is philosophical, the other, structural.

e philosophical problem is the one that I discuss in the article
that is attached to my testimony. I will say a couple of things about
it. If you would turn to the next-to-final page in that article, what
you will find is a chart and an exhibit which tries to {)ortray two
very different views of the health care world: what I call the public-
Kaiser view, and the private-Kaiser view.

Here on the chart, I have chosen a few of the examples in that

exhibit just to illustrate the distinction between the two points of
view.
I will only make one other comment about it. It is clearly a cari-
cature of two different views of the world. I do not mean, for exam-
ple, to suggest that public Kaisers are not interested in efficiency
and effectiveness, and I do not mean to imply that privatizers are
not interested in equity. What I am trying to do, is to highlight the
driving motivations for both schools of thought.

Medicare is perhaps the prototypical public-Kaiser program in
this government. To change it, to make it more accommodating to
the 21st century, is going to run against nearly everything the pub-
lic-Kaiser philosophy holds dear. So, that philosophical challenge,
which probably is not a surprise, is a huge one.

Turning for a moment, now, to the structural problem, what I
argue in the testimony is that the decision making process for
changing Medicare is a major problem. To try to bring that home,
I contrast Medicare and the Federal Employees—Health Benefits
Program.

It seems to me to be a fair comparison because both programs
are authorized by Federal statute, both of them involve the Con-
gress and the executive branch, both of them effectively create enti-
tlements for the beneficiaries served.

But one of them has created a structure, somewhat by accident,
that has allowed it to remain very current with what is happening
in the health care industry. It is very well-positioned to move into

the 21st century.
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Medicure, on the other hand, because of its structure—which I
certainly dv not have to describe to this committee—has an enor-
mous problem coming to the same kinds cf conclusions or decisions,
and I tried in the testimony to spell out what they are,

So what I argue is, you are going to have to change the structure
of Medicare in order to make it the kind of program that you are
after, and I wish you well.

[The prepared statement of Dr. Cain appears in the appendix.]

The CHAIRMAN. Thank ﬁ)u very much, Dr-Cain.

Next, I will call on Mr. Hammond.

STATEMENT OF P. ANTHONY HAMMOND, A.S.A. SENIOR ACTU-
ARY, INSTITUTE FOR HEALTH POLICY SOLUTIONS, WASH-

INGTON, DC

Mr, HAMMOND. Thank you, Mr. Chairman.

My name is Tony Hammond. I am a senior actuarial fellow with
the Institute for Health Policy Solutions. I am also an independent
actuarial consultant. I have been chief actuary of Blue Cross/Blue
Shield plans and a multi-State HMO, and I was also a vice presi-
dent of Empire Blue Cross/Blue Shield in charge of individual and
small group, including senior care products and child health pro-
grams.

My testimony is concerning, mostly, the difference between what
private insurers and conventional insurers might offer through
t}fl‘fgir conventional employer-sponsored plans versus what Medicare
offers.

Now, if you took a very big perspective and looked down on this
from above, you would see that mostly Medicare and most em-

loyer-sponsored Flans cover pretty much the same benefits. At
east 80 percent of what you are looking at is all the same. The dif-
ference starts showing up when you look at certain details.

It is those details that, when you start talking to seniors who are
switching from their employer-sponsored plan to Medicare, or to
Medicare with supplemental, or some Medicare risk plan, it is
those details that are going to be surprising to the beneficiaries
when they change.

The first, and most obvious, I do not-think is any surprise, the
lack of a drug benefit under Medicare, but there are other, less ob-
vious, differences. I think dvou guys have looked at the drug benefit
enough that I do not need to go into a whole lot of detail here on
what that is.

But I will mention one thing. If you look at most employer-spon-
sored plans, over 90 [percent of employers, whether you are talking
about conventional fee-for-service, HMO, or PPO, or any of the
other alphabet soup that you are looking at, they all pretty much
have drug plans associated with them, certainly far above the ma-

jority.

W]Ynen you then go on to Medicare, when someone switches from
their employer plan to Medicare, they then go from a plan that
more than likely had drug coverage to one that now, even if you
have a supplemental plan, often does not cover the full amount of
your benefits and your drug benefits. Even if it does cover some of
that, maybe $600, $1,000, with some kind of cost sharing, what-
ever, for someone who reafly needs those benefits, that is not much.

/
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The next thing that you might notice, is that for someone who
has a conventional fee-for-service plan for someone who has a PPO
plan, for someone who is using out-of-network benefits under their
point-of-service plan, they generally have combined deductibles.

You have got one deductible, you get your $100, your $250, your
$300. Then t e(ir might pay 20 percent on any benefits after that de-
ductible is paid. Then they reach a certain limit, and they do not
have to pay anything more.

Normally, we call this an out-of-pocket limit. You spend $1,000,
you spend $1,600. Generally, that is when people start really going
into the hospital and who are really sick that they start reaching
those levels. That is the 26 percent of people that incur the 75-80
percent of the cost.

Those are the people that, once they reach that point, then they
do not pay anything more. Medicare does not really do that. They
have certain limits and, for the most part, your true cost for some-
one who has a catastrophe is virtually unlimited under Medicare.
Obviously, there is a limit. That is just that you can only do so
much. But there is not an out-of-pocket limit that says you are
going to pay $1,000 and that is it.

Now, when you are talking about how many plans have the co-
insurance that I was mentioning, where you provide your deduct-
ible and you then have a co-insurance. Over 80 percent of conven-
tional plans and most of the plans that have, like, PPO or the out-
of-network portion of a point-of-service, most of them have some-
thing that looks like a deductible, and then co-insurance. But,
again, they also have these out-of-pocket limits,

Now, some HMOs may have out-of-pocket limits too, but when
you are paying $6 every time you go to the doctor, it is going to
take you a while to hit a $1,000 limit. So, it really is less above
point when you are talking about HMOs.

One other major difference that someone switching from their
employer coverage to Medicare coverage might notice, is not all
conventional or PPO-type plans may cover 365 days of hospital cov-
erage, but most of them do.

While in some ways this may be more psychological or appear-
ances than reality, when someone sees, wait a minute, my plan
covers 90 days and my old plan covered 365 days, what is the dif-
ference here? It will be rare, granted, that peoK/}e might have a pe-
riod of illness that goes over 90 days such as Medicare covers, but
it still happens. When it happens, those are the people that most
need their coverage.

So you are looking at Medicare coverage, which now says, well,
we will cover 90 days and we have a flat deductible for that. But
I used to get 365 days, so we are not quite having the same benefit.
Those are probably the major differences. There are some others
that are mentioned in my written testimony that you may want to

take a look at. —.

Thank you. .
[The prepared statement of Mr. Hammond appears in the appen-

ix.
The CHAIRMAN, Thank you, Mr. Hammond.
Now, Ms. Ferguson, It is a pleasure to have you here.
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STATEMENT OF CHRISTINE C. FERGUSON, DIRECTOR OF THE
ggggE ISLAND DEPARTMENT OF HUMAN SERVICES, PROVI-
E, RI .

Ms, FERGUSON. Thank you, Mr. Chairman.

It has been four years since I saw the backs of your heads.
(Laughter.) —

The CHAIRMAN. My best side.

Ms. FERGUSON. That has given me a very different perspective
of the world, one of which is that five minutes up there is a lot
slower than 5 minutes down here.

So I am going to hit the highlights of the written testimony and
zhen discuss a little bit more philosophical issue, if I have some
ime. -

At the end of the written testimony that you have from me, you
have three recommendations. One, is to reexamine the implemen-
tation of the home health care cimanges in the Balanced Budget
amendment,

The reason that we put that in, is because the impact of those

changes, at least in our State and I know it is true in others, is
that there are home health care agencies that are going out of busi-
ness.
And, while that may be a good thing or a bad thing, I am not
sure which, what is happening is that access for Megicaid bene-
ficiaries who are entitleg to home health care services is being cut
off at the same time, with no changes in Medicaid.

So there is an interaction there that you need to be alert to and
aware of. I would urge you to, at the minimum, repeal the 15 per-
cent cut that goes into effect if HCFA does not come up with the
prospective payment system, or the equivalent of a prospective pay-
n}llent system, for home health so at least we can try to stabilize
this.

From our perspective, it is costing us money. We are going to
have to go in and raise rates and do a series of other things to keep
?ksu%ly at least at a minimum. Otherwise, we are at something
ike

is going to be filled with these folks on Medicaid, not havinf had
anything to do with Medicare. So, it is something that I woul urge
you to look at.

The second thing is, you have a list of technical revisions to the
Social Security Act to streamline fpro ams for the dually eligible.
Those are folks who are eligible for both Medicare and Medicaid.
I know that Governor Cellucci addressed this in his testimony last
week, but I want to reemphasize it.

In Medicare, in 1997, §62 billion, or 30 percent of spending, was
spent on elderly individuals who were eligible for both Medicare
and Medicaid. That is 30 percent of total spending and 15 percent
of the beneficiaries eligible for Medicare. '

At the same time, in the Medicaid program, those same people
were $68 billion worth of expenditures nationwide, 35 percent of all
expenditures in Medicaid, 16 percent of the beneficiaries in Med-
icaid. That does not count SLMBies, QIMBies, Q-1s, Q-2s, and
whatever else you did the last time around.

Because of that, because of the extensive percentages, there are
some things that we could be doing on an incremental basis regard-

percent occupancy of nursing homes. That other 30 percent -
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less of what happens with Medicare reform at the State level to
help manage the care and quality outcomes, as well as the cost.

I think that the staff has that, actually. It was done by a coali-
tion of New England States and grantees from the Robert Wood
Johnson Foundation, and a couple of other groups. I think staff has
that. It has not been officially introduced as a bill.

The third recommendation, is to provide clear HCFA authority to
allow States to sarticipate in your recently-enacted Medicare Co-
ordinated Care demonstration projects. What that is, is the same
idea. I think ycu entered into it with the concept of having a pri-
vate sector HMO or managed care entities performing that work.

We would like to be able to at least go into some sort of a dem-
onstration that would allow a State that was interested in doing
both to do the same thing. Because what you will do when you get
the HMOs into this mix, is you will then have not only Medicare
and Medicaid cost shifting to each other, but you will have the pri-
vate sector cost shifting to both of those programs.

What ends up happening, is everybody points like this, and the
beneficiary is sitting in the middle trying to get the services that
th%y need, and we are all fighting about who is ?oing to pay.

o give you a blatant example, at the risk of sending CyBO esti-
mates for your proposals through the roof, what I could do, and ac-
tuall%l at one point considered doing, was to take the 30 percent
cost folks, the 15 percent of the population on Medicaid that is also
eligible for Medicare who do not enroll in HMOs and who HMOs
do not seek out because they are more COSﬂKfI I could aggressively
go after all of those folks, enroll them in HMOs, and then assign
a case worker to them to ensure that those HMOs were covering
every single thing that those folks were entitled to, aggressively,
and then managing my care of those folks through the Medicaid
program to only cover the gaps.

If we were to do that, it would potentially break the back of the
private sector involvement in this program. That is how inter-
twined the Medicare and Medicaid issues are.

I have a series of examples of some of things in my testimony.
From a philosophical Eerspective, one of the biggest problems, and
it is highlighted on this chart, is highest value does not include
health outcomes.

When that is included, when you look at it from the perspective
of, the highest value is the health outcome, the issue is, can we get
Medicare, Medicaid, all of the other programs, all of the committees
of jurisdiction, HCFA, OMB, our legislature, and our budget offi-
cers to understand that the outcome we are seeking is a better
health outcome, better health status, in a cost-effective way?

Because, absent that, we can all do our jobs beautifully and per-
fectly, fit within all of the requirements that we have to fit within,
do everything we are supposed to do, and the end result is, we will
have worse health, not improvement, for the beneficiaries, and
higher cost. But everybody will have done their job perfectly.

he CHAIRMAN. With not very good results. Thank you, Ms. Fer-
guson. It is a pleasure to have you back. I do not like your mes-
sage, but that is all right. [Lauﬂxter.] Just kidding.

he prepared statement of Ms. Ferguson appears in the appen-

dix.]
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The CHAIRMAN., Dr, Ginsburg?

STATEMENT OF PAUL B. GINSBURG, PH.D.,, PRESIDENT, CEN-
TER FOR STUDYING HEALTH SYSTEM CHANGE, WASH-
INGTON, DC

Dr. GINSBURG. Thank you.

My organization, the Center for Studying Health System Change,
performs research to inform decision makers about how the organi-
zation of health care is changing and its impact on people. It does
not make policy recommendation. It is funded entirely by the Rob-
ert Wood Johnson Foundation.

When the Medicare program was designed and implemented in
the 1960’s, many aspécts of it were modeled after the leading pri-
vate insurance plans. But the two have diverged over time. Medi-
care, which has had the market power to pay providers on the
basis of administered prices, developed sophisticated mechanisms
to determine payment rates for different classes of providers.

Some clements of the administered pricing systems were oriented
towards influencing the delivery of care. For example, the encour-
agement of shorter hospital stays. These payment policies have
been fairly successful, especially in limiting payments per unit of

service.
Private insurers, which have had much less market power, devel-

oped mechanisms to purchase service competitively through lim-
iting provider panels. Althoufgh most payment initiatives have fo-
cused on discounts from fee-for-service rates, capitation—paying a
fixed amount per enrollee—is being used a substantial amount, es-
pecially for primary care physician services.

Private insurers have done much more than Medicare in the use
of administrative mechanisms to influence how care is delivered.
For example, private insurers routinely require authorization for
hospital admissions and for major procedures.

anaged care plans often require enrollees to see a primary care
physician for referral to a specialist. None of these tools are used
extensively in Medicare. Managed care now is in a period of wide-
spread experimentation with respect to influencing delivery of care.

The most innovative plans identify persons with certain chronic
diseases, such as diabetes, and prescribe a regiment of preventive
services, education, and self-care. Often referred to as disease man-
agements, these secondary prevention activities have also been ap-
plied to asthma and congestive heart failure.

But other plans have not gone beyond the standard utilization
control systems that I described before. Medicare has done lees in
the areas of selective contracting with providers and administrative
tools for care management for two key reasons. First, government
programs operate according to different rules than private enter-
prises, limiting flexibility and making changes more slowly.

Second, in many areas of the country, Medicare beneficiaries
have few, if any, alternatives to the traditional Medicare program.

The inability of beneficiaries unhapgy with administration in
this prog'ram and unable to go elsewhere if they are unhappy
leaves the traditional plan with the responsibility to attempt to

meet the needs of all beneficiaries.
;
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Congress can pursue two courses to bring additional care man-
agement activities into the Medicare program. One, is to encourage
greater enrollment in private health plans. Congress took steps in
this direction in 1982, and again in 1997. Proponents of premium
s;xpport proposals seek to further encourage enrollment in private
plans.

The other, is to take steps to make it easier for the traditional
Medicare program to incorgorate innovations in care managements.
The National Academy of Social Insurance panel that I chaired de-
veloped a series of recommendations to encourage and facilitate in-
novation in the traditional Medicare program,

Many on our panel favored private health plans, but were also
interested in improving the traditional program because it will
serve large numbers of beneficiaries for many years, even under
tllle most optimistic assumptions about the growth in private health
plans.

In sum, the Medicare structure has led to valuable innovations
in provider payments, but much less in the way of innovations in
care management. The program needs to innovate in order to con-
tain costs and to pursue opportunities to improve the quality of
care for beneficiaries. Additional enrollments in private plans and
more innovation in the traditional Medicare program are both via-
ble options to accomplish this important goel.

Thank you,
d.['l;he prepared statement of Dr. Ginsburg appears in the appen-

ix.

The CHAIRMAN, Thank you, Dr. Ginsburg.

Incidentally, I know I have several questions and probably will
not get an opportunity to ask all of them. So I will keep the record
open until 7:00 this evening for those who want to submit written
questions, and I would ask that you respond quickl}y.

Dr. Cain, if we went to the FEHBP model, one of the competitive
options would be traditional Medicare run by HCFA. Do you think
that is a good idea?

Dr. CAIN. No. It is a very good idea to have fee-for-service options
available to the Medicare beneficiaries all over the country. But to
have HCFA or any other federal agency run the program, I think,
would not be very sensible, for about three reasons.

One, if HCFA ran as it does today and continued with its current
regulatory authorities, it would be an unfair competitor. Second, if
it were shorn of its authorities, it would be a very poor competitor
because it would have the very unwieldy decision process which I
describe in my testimony.

But, third, even if you could get by both of those problems, I
think HCFA would discover that, in order to remain competitive in
the future, it would have to do what Erivate players do, which is
to discriminate among hospitals and physicians and to decide that
some are preferred and some are not, which private actors do all
the time.

But, for a federal agenci; to get into the business of deciding, who
are the good guys and who are the bad guys, I believe, would be
an inappropriate federal role. We all want our government to be at
least an impartial ruler of the world.

The CHAIRMAN. Thank you, Dr. Cain.,
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Mr, Hammond, if we should consider a drug benefit for Medicare,
are there aspects of the benefit design that could be used to help
finance a drug benefit in a cost-efficient manner?

Mr. HAMMOND. Yes. Yes, there are. The first thing you have to
keep in mind, is there is a phenomenon called induced demand,
which, when you are looking at it directly, means that if I offer a
new benefit to someone under an insurance plan, there is going to
—. be more utilization under that benefit than there would be if it was
not being paid for by someone else. -

There is also an indirect aspect of it, which is that, when I offer
a drug benefit, for example, to a plan that did not have it before,
I am going to get probably more utilization under the other bene-
fits provided by the flan.

So when you are looking at this, you not only have to do things
to account for the increased cost of just adding the drug benefit,
but if gou do not do things to account for the increased cost in the
other benefits, too, the sum is going to exceed the sum of the two
pieces.

So you have to actually go further than just cutting the cost for
the drug benefit. You have to look at ways to also reduce for in-
duced demand. There are ways to do that. The simplest way would
be, I am only going to cover a certain dollar amount. That would
limit your costs.

There actually is some drug benefit under Medicare today. It is
very slight. It only covers very specific benefits. But you could go
in and say, well, certain high-cost drugs, or certain high-cost med-
ical conditions, or things like that, we might cover the drugs for.
You can put very high cost sharin%.

For example, a $1,000 deductible, or something like that, and
only cover half of the cost up to that point, or do not even cover
the cost until you get to that point.

So you could, in effect, phase in a druilcoverage, so to speak, and
see what is going to happen, see what kind of utilization and cost
Kou get because, except for retiree health plans, we do not really

ave a good idea of what drug utilization and cost is going to be
for the elder}‘y f)opulation because no one has been covering that
or providing full benefits except in some of the retiree populations,
which some feople could argue is a little bit biased compared to
what we would see when you cover the entire population.

But, to answer your question, in short, yes, there are ways to do
it{- Use some form of cost sharing or some form of limits on the ben-
efit.

The CHAIRMAN, Thank you.
Ms. Ferguson, in an April 1999 report, the GAO tells us that

States are still encountering real difficulties enrolling qualified
Medicare beneficiaries and specified low-income Medicare bene-
ficiaries. Why is this?

Ms. FERGUSON. I cannot speak nationwide. But I can tell you
that, in Rhode Island, one of the things that we see is that the re-
source 1tieet that has to be applied affects abilities of elderly folks
to enroll.

It was also one of the things that affected children, not being
able to onroll in child health programs in the Medicaid program,
was the resource test. A lot of elderly people might have a stash
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of $10,000 or $20,000 that thef/ cannot disregard, that is not dis-
regarded in determining eligibility. So, that is one of the problems.

here are probably also some issues regarding applications. We
still have an application. It took me 4 years to change our child
health application from 28 to 4 pages. We still have an application
that asks elderly women if they are pregnant.

The CHAIRMAN., Why can those not be changed faster? Do they
have to be approved, or what?

Ms. FERGUSON. No. If you go back and do a review of the lit-
erature of all of the management gurus, Drucker, Peter Sengey at
MIT, James Champy, all of those folks, what the common theme
ig, is that you have to have a clear outcome, clear goal, that you
are trying to achieve, a clear vision, for those private sector compa-
nies that operate well.

Clearly, their first goal is profit, Their second goal, is whatever
it takes to make that profit using the company’s resources and the
service they are trying to provide, TQM, all of those techniques.

The problem is, over the years, Medicare, Medicaid, all of these
grograms have not articulated clearly what the goals are. So you

avel BoT‘fe people thinking that the goal of the program is to keep
people off.

I think if you went throu%hout the country, Is)/ou would find that
there are more folks on the budgetary side of the house who would
sa% that the goal is to prevent people from getting on the program.

here are others who would say that the goal is to improve the
health status of a Karticular population, in this case, the elderly.
There are others who would say that the goal is to simply contain
the costs for those things that we are now eligible for.

So what you have in a bureaucracy at both the federal and State
level, are people who have conflicting goals. No attempt has been
made to force those folks to look at it from any other perspective
than the goal that they think they have. It may be 30 years old.

So one of the things we did in Rhode Island from the beginning
was to try to begin to separate out all of these programs by popu-
lations served and to focus on what the outcome was. We found
that we were actually able to control costs, manage programs, and
get better health outcomes all at the same time without any major,
m%’or changes.

ut it took, as I said, four f'ears to get the application down be-
cause, again, going back to all of the management gurus and what
works in the private sector, you have to have your line staff on
b}c;ard and they have to understand what the gnals are and buy into
them. .

Until that happens, until they feel secure that they are not going
to be punished because they have a ?\uality error or because they
have an error on the application with regard to disregards, they
are not going to make that change, regardless of what the Gov-

ernor says, or the director says, or the secretary says, or their su=—

pervisor says. The bottom line is, they want to make sure that they
are doing their job.the way they perceive their job is to be done.

This sounds very simplistic. 1 was very reluctant to even talk
- about it here. Having sat behind you, I understand how simplistic
this is, and the fact that you want solutions that will make changes

right away.
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But, if we are trying to replicate what is going on in the private
sector in government to some extent, we have to take those man-
agement techniques and begin to apply them. You can do that

thout costing any money, but it takes time. That is usually what

we do not have very much of.
The CHAIRMAN, Of course, in Congress, we think four years is

fast. Thank you, Ms. Ferguson.
My time is up and there is a vote on. I guess we will have to
recess the committee so we can vote in the next 4 years. The com-

mittee is in recess.
[Whereupon, at 10:48 a.m., the hearing was recessed.]

AFTER RECESS

The CHAIRMAN. The committee will please be in order.

Dr. Ginsburg, the Bipartisan Commission chairman’s proposal
provided HCFA with broad, new authority to modernize its oper-
ations. However, these broad, new powers were only available with-
in the context of a premium support model, and HCFA would be
expected to compete in a premium-based system.

o you agree or disagree with the linking of new powers for

HCF“,A to participation in a competitive system like premium sup-
port?
Dr. GINSBURG. For the most part, I disagree with that, I believe
that many of the potential innovations in care management for
HCFA and Medicare, I believe, should go on whether we have a
premium support system or a continuation of our Medicare+Choice
system.

In a sense, if, say, HCFA can engage a contractor in an area to
perform disease management for diabetics-that volunteer for this
system, I do not see that we should hold back on pursuing that be-
cause of issues about competition, the nature of competition with
private plans.

I think the one exception that I could see is that authorities
which are strictly to get lower Krices as opposed to innovate or use
package prices, I can see some hesitancy about giving HCFA unbri-
dled authority to, say, use a competitive bidding system for a par-
ticular service as opposed to contracting for a bundled service,
which I would see more of an innovation in care management.

The CHAIRMAN. My time is up. I think, Senator Grassley, you are
next. ‘

Senator GRASSLEY. I thank you very much.

My first question is going to be to Dr. Cain. But I wanted to com-
ment just on something Ms. Ferguson said. That is about home
health care. You mentioned that, if we do not have a Kros ective
payment system ready by late 2000, there will be a further 16 per-
cent automatic cut. You are right on that.

In order for PPS to be ready, HCFA needs the information from,
the OASIS survey. The Aging Committee I chair will hold a hear-
ing on the problems that HCFA is having with OASIS. That will
be on, I think, May 24.

I hope it will help make sure that PPS is ready on time, because
I agree fully with what you said about the necessity of that work-
ing or not being able to withstand those further cuts.
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I will start with you. Obviously, you gave very thought-provoking
testimony, and very few witnesses before this committee get done
before their 6 minutes are up like you did.

But, from your written testimony, very thorough. I agree that the
Federal Employee Health Benefit Program represents a radically
privatized end of the spectrum. I am not sure of that. I think the
end of the spectrum was pre-1966, when seniors were on their own.

I would like to describe the federal employee program as really
a mix of both approaches. It is true that it does rely upon consumer
choice among private plans, but I think the range of choices is pret-
&v narrow, and kept so by the Federal Government. In fact, OPM

ictates minimum benefits that plans must provide, and provides
enrollees with standardized, comparative information.

My point is, there is a major federal role there and no one is say-
ing that there should be less of a federal role in a reformed Medi-
care program,

So my question is, is the federal emgloyee plan not already pret-
t{‘ close to being a middle ground between two extremes, and
should that not tell us it is worth considering importing at least
some of its features into Medicare?

—- Dr, CAIN, I think so, Senator Grassley. The FEHBP and OPM,
the agency that administers it, I would not argue, are perfect by
any means., We all could find some ways we would think to im-
prove it. But, compared to Medicare, it has major advantages.

And, as I indicated earlier, because the FEHBP is a federal pro-
gram, it is not a private program, it does have to grapple with all
the same kinds of issues that Medicare does. In my view, it is just
set up to handle them more easily. But I think that you could char-
acterize it as a middle ground, which is very worth pursuing.

Senator GRASSLEY. All right.

I would go to Dr. Ginsburg. In your testimony, you refer to Con-
gress’ under-investment in the administrative budget of Medicare,
the operational costs. I have heard similar comments from other
witnesses who have been before this committee.

So I would like to have you comment on how we should deter-
mine the budget for the administrative costs of running the Medi-
care program. In addition, could you comment on how those addi-
tional funds would be used? .

Dr. GINSBURG. Sure. I think the goal would be to develop a deci-
sion making structure in the Congress where the spending for ad-
ministrative activities was dealt with at the same time as the pro-
jected spending for the benefits, so that if there were administra-
tive activities that had the potential to reduce spending on benefits
such as by reducing fraud or by achieving more efficient delivery,
that in a sensethose extra administrative dollars were not com-
peting with NIH grants and could be, say, scored as not costing the

overnment anything because we are saving more in the way of
enefit payments than we are spending for administration.

So I think it is linking the two aspects of the program together
in one decision making process that is the goal.

Senator GRASSLEY. All right.

Ms. FERGUSON. Senator Grassley?

Senator GRASSLEY. Yes. T
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Ms. FERGUSON. Can I just add to that? This is a problem at the
local level as well, at the Medicaid level. We have a $1 billion—
which is small for other States, but for our State is very large—
insurance company, basically, that operates on much-reduced ad-
ministrative costs than the private sector would. An example of
where that becomes a problem is, we can go through and look at
high utilization of emergency rooms.

f we had the staff, the Medicare program could do somethin
very similar. You could go through the data and look at where hig
utilization of emergency rooms were on an individual basis, and
then go and talk with that beneficiary about why that emergency
room use is happening. It has been our experience that frequentl
it is because their doctor died. When we can hook them up wit
another primary care doctor, their emergency room visits go down
to zero.

So those are the kinds of things that none of us at the State or
Federal level are doing right now because all of our work is in
verifyin&,, and accounting, and trying to work and do budgets year-
round. We do not focus on those other .hings which are longer term
investments, but which pay off in spades in terms of management.

Senator GRASSLEY. I am going to submit one more question for
answering in writing, and I would like to have all of you respond

to that.

Thank you, sir.

[The question appears in the appendix.]

The CHAIRMAN. Thank you, Senator Grassley.

Next, we have Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

I am not really quite sure what I want to ask here, But I had
the CEO of an extremely large—I guess I will do this to you,
Paul—insurance company in my office the other day, and I had just
finished reading what he had posted in the business section about
enormous profits, and the reason for those profits. In other words,
he was speaking to the business community.

He said, we are able to do this because of a variety of things. He
said, we also pulled out of a number of Medicare programs. We
pulled out of those plans because they were not profitable. He said,
we were also able to—and I forget what the phrasing was—sort of
control the costs, or reduce the amount of, or whatever it was, pre-
scription drugs.

Then in our conversation I said, but you are one big insurance
company. So there must be, as there are in so many other things,
kind of cross-subsidization. He said, no, that is not what we do.
Every profit center has to pay for itself. It has to make money on
its own,

That raised an interesting céuestion to me in terms of the effects
of plans and how they make decisions, and what kind of decisions
they are forced to not make. Then I come back, as I always do, to
rural America. In our State, I think there are 42 or our 656 coun-
tries that are completely unserved by any plan whatsoever.

When I asked him, does this not mean that those counties really
have nothing that they can look forward to in the way of managed
care—and this is quite beyond the point of the Medicare Commis-
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sion wanting to see managed care go from 50 to 76 percent of all
beneficiaries by the year 2020, 2025, whatever it is.

So then you can imagine what happens for fee for service, the
costs, and what they would have to do to premiums and benefits
to survive, if that came about. I do not think $hat will come about,
but it migi'nt.

- But I would like to get you to reflect, and anybody else, too, to
reflect just on the sort of philosophical dilemma of what he put to
me. On the one hand, what he said to the business community,
profits were up 33 percent over the previous quarter. So, it was
pretty hefty. I mean, I would have said it to the business commu-

nity, too.

gn the other hand, part of the reason was that they were cutting
off M~dicare beneficiaries. I would like to hear sort of the philo-
sophical approach to that that any of you might have.

Dr. GINSBURG. Sure. One thing I can say is, even though we have
national companies in health insurance, they do business market
by market. A particular com{)any may find that it is in a very good
position in some markets relative to its competitors, if it isri’:arger.

In the state the insurance industry has been in in recent years
where, on the whole, they have actually done very poorly in the
last four years, they have responded to that by withdrawing from
the markets that they are not doing well in and they do not see
the potential of doing better in the future. Actually, all types of in-
surance have their own cycles. We call this an underwriting cycle.

Now, the problem in health insurance, though, is it is one thing
if a company pulls out of the property and casualty insurance mar-
kets in an area because what other companies offer is very similar.
But, in health insurance, there is this potential that some of your
enrollees are going to have to change physicians and be very dis-
ruptiv them.

So, in a sense, it can be overly shortsighted on the part of a com-
pany to go in and out of markets, and I think this is a problem for
the beneficiaries if there is rapid entry and exit. It just is not con-
sistent with what they want, which is stability.

Now, the other part of your question you are asking about, will
private plans ever come to these counties in West Virginia—

Senator ROCKEFELLER. And elsewhere.

Dr. GINSBURG. And elsewhere. I think the main reason that you
do not find them there, is that the costs in the Medicare program
of the fee-for-service program are very low in those areas, probably
because of the very limited medical resources.

Private managed care plans, which have an orientation towards
managing care somewhat in the same way in different areas, find
that there is probably a much less expensive standard of care being
delivered in these rural areas than they are used to providing, so
they just do not see an opportunity there.

Senator ROCKEFELLER. But it is a fee-for-service standard of care.

Dr. GINSBURG. That is right.

Senator ROCKEFELLER. So, again,miat gets into the balance. If
managed care participation increases very substantially and the
sicker and the poorer and the older reside more and more in the
fee for service, what you are also describing then puts even more
pressure on fee for service, does it not, in those rural, non-competi-
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tive counties in terms of either premium increases or benefit cuts?
It is almost mathematically inevitable, it would seem to me.

Dr. GINSBURG. Well, I think, in the current system, if these rural
areas are left with sicker and certainly older people, then the
AAPCC will reflect that. If they are left with just sicker people,
then the mechanism would not reflect that and that would really
limit the prospects of a managed care plan going into those areas.

Senator ROCKEFELLER. Mr. Chairman, I apologize for going over
my time.

The CHAIRMAN. Thank you, Senator Rockefeller.

Senator Graham.

Senator GRAHAM. Thank you, Mr. Chairman.

I would like to talk about a subject that I heard a couple of you
talk about while I was watching the discussion on television. That
is the fact that Medicare has been a slow-to-change institution in
terms of its hasic coverage, that we have not moved nearly as far
from the mid-1960’s models as has the typical private insurance
company.

What are the decision making processes within the private insur-
ance sector that has allowed it to stay more contemporary with its
patients’ needs that might be instructive as to how Medicare could
modify its change mechanisms to do likewise?

Dr. GINSBURG. Sure. Well, in private insurance, most of it is em-
ployment-based. If employers tell insurers, we want a new benefit
and we are willing to pay for it, then insurers scramble to be able
to deliver those benefits quickly.

So I think what has evolved in the benefit structure in private
insurance over the years is just changing demands by employers.
There was no drug coverage in private insurance in the 1960’s.
Then, when its value became more apparent as drugs became a
greater part of medical care spending, the benefits were offered. It
cost the companies more to pay this.

In Medicare, the mechanism has been that the benefit structure
is set by Congress. Throughout all the years when the Federal

“budget was in large deficit, it was always, oh, we cannot con-

template this change because it would be too expensive.

Ms. FERGUSON. I think, Senator Graham, also, one of the issues
is that the Medicare agency is moving from a fee-for-service men-
tality, the 1930’s Blue Cross/Blue Shield that everybody knew—in
Rhode Island, we still know it—to a purchasing mentality.

When you make that shift, you are producing on behalf of a
group of beneficiaries. That is very different than in the old fee-for-
service world, trying to figure out how to control costs. You are not
purchasing on behalf of beneficiaries, you are really trying to con-
trol the flow of claims coming in.

That shift is profound. It is the shift that a lot of Medicaid agen-
cies still have not made. It gets to some of the issues that Senator
Rockefeller addressed. We tend to think of things in black and
white.

If we are geing to contract out and buy health insurance for peo-
ple, then we buy the whole thing. We buy an insurance company
taking on the risk that we used to have, as well as the benefit
structure for the beneficiaries. We had terrible problems in Rhode
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- Island initially with Medicaid managed care because we looked at
it that way.

What we shifted to was saying, when an actuary comes in and
tells us that X benefit is going to cost $1 billion and we do not
think our experience in fee-for-service shows that, what we say to
them is, we will take back the risk on that piece, but you will still
manage it for us. So we are no longer buying risk from them, we
are only buying man%gement from them.

What has happened in benefit decision after benefits decision, is
that it did not cost anything. When you go into a rural area as a
private sector company and your goal is to make a profit, and you
are making a profit on the delivery of the benefits, the manage-
ment of the care, and your ability to manage the risk, those are the
things that you are looking at, if you can, as an on-the-ground enti-
ty or at the Federal level somehow share some portion of the risk
and the rates are adequate, then you have an opportunity to exper-
iment with some things that use some of theé private sector man-
agement techniques and benefit structure techniques, but do not
require them to take a huge risk. Because why should they? Our
rates probably are not adequate in a lot of places in the country,
including Rhode Island, on the Medicare side.

It does not make any sense for them to get into it. It does not
make any sense for them to charge private sector businesses more
to cost shift over. But we can work with them to manage risk and
manage benefit structures.

We do not tend to look at it that way. We tend to look at it, ei-
ther you are buying everything or you are buying nothing. You are
either buying risk and benefits, or you are buying fee for service,
and that is it. There is nothing in between.

But what we are seeing, is that there are some things in between
and they are very interesting, and they lead to some really inter-
esting findings that may help your cost estimates in the long run.

Senator GRAHAM. Yes, Doctor? ,

Dr. CAIN. Senator Graham, the way I would respond to your
question, is you do not have to just look at entirely private sector
models. That is the advantage of the government employees’ pro-
gram, because it is similarly a publicly organized and run program.

But it has managed to remain very current with industry. Why,
or how? I would say it has a lot to do with, what is the decision
making role of the Congress and the executive branch in the two
programs. In the federal employees’ program, the Congress very
seldom gets very involved in the kinds of issues that come before
the Senate Finance Committee, which turns out to be a huge ad-

"vantage.

Senator GRAHAM. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Graham.

I would call, next, on Senator Kerrey, then Senator Bryan.

Senator Kerrey?

Senator KERREY. Thank you, Mr. Chairman.

Christine, I am going to ask you the question since you have
been on this side of the bar as well. It is nice to see you back with
the committee, at least momentarily.

You heard Mr. Hammond earlier describe the differences be-
tween Medicare and private insurance. One of the reasons people
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like me are drawn to using an FEHBP and premium support model
is those differences: prescription drug coverage, combined hos-
pitalization, and medical deductibles, which is a very important
part of the proposal we had, consistent co-insurance policies, ex-
plicit out-of-pocket limitations, 90 versus 365 days a year of hos-
pitalization coverage. I mean, you can see why people are drawn
to trying to use the FEHBP model.

You have got a lot of experience with the dual eligible, and that
is the other end of the spectrum. It is very difficult to make that
work in a market environment, just because the substantial cost
per patient is there. It is hard to underwrite that if we do not have
a large risk pool that reduces the unit cost in some fashion.

What I am wrestling with myself, though, is we seem to have
two courses of action that we can take. One, is to try to make the
Medicare program better, which I am fully committed to do, espe-
cially the problems in rural areas that both Senators Grassley and
Rockefeller talked about. Medicare is an enormously important
part of the Nebraska health care system, especially in rural com-
munities.

We need to try to improve it, which is probably the course we are
going to take in the next few years. We recognize that there is a
growing share of taxes that are being used to pay for people’s
health care anyway.

We already have an individual mandate. I am mandated to pay
taxes for somebody else’s health care. I do not become eligible un-
less I meet some special category under law—age, disability, pov-
erty, veteran status, work for the right employer, work for the gov-
ernment—and then I have got a claim, under the law, on other peo-
ple’s incomes to make me eligible.

In my own mind, although I do not have it figured out, by any
means. I keep coming back to the idea that we would be better off
making every American eligible as a result of being a citizen or a
legal resident, putting everybody in the same system, using the
premium support model.

I mean, I like the premium support system. That would require
some pretty wrenching change in the way we think about health
care, but at least we would have an American system. We think
of ourselves as part of an American system.

But every time I think about this, I worry about the potential im-
pact upon the lower income and sicker citizens. I am wondering if
you can give me your own thoughts about whether or not that kind
of thinking could be done in a way that would work for the dual-
eligible population.

Ms. FERGUSON. Well, I think that one of the issues is the premise
that low-income, sick people are too costly. I know that that sounds
like what you are talking about. But when we went into Medicaid
managed care—oh. Sorry.

Senator KERREY. You do not need-to apologize. I am the one that
is interrupting you. But we have six million dual eligible, and thiy

cost about $110 billion a year.

Ms. FERGUSON. Right. 4 )
Senator KERREY. That is where I come up with, from where I sit,

it looks expensive.
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Ms. FERGUSON. It is expensive because it is not managed. When
I say managed, I do not mean managed from a cost perspective, I
mean, managed from a health perspective. I used to think this
when we were having all of our very interesting discussions about
health reform the last time around. But I could not prove it, and
CBO certainly did not believe it.

What we have done in Rhode Island, is to test out a whole series
of premises that we used in health reform, medical necessity defini-
tions, the cost of poor people versus the cost of commercial people.
We have gone through and tested a lot of that stuff out.

What we are finding is, it is not that expensive, it is not more
expensive, and, in fact, the longer they are in, the better health
status they have. They do not have children unless they are read
to have children. There is a whole series of things, which I will
send you. ~

But if you take that experience and you move back to the dual
eligible experience and you look at some of the examples that I
gave in the written testimony, what we have, is two systems—
three, when you start to include the Medicare HMOs—all maxi-
mizing the reimbursement streams.

The reimbursement streams do not talk to each other, so we end
up spending a whole lot of money on people who, number one, do
not want it spent on them. They want their care managed and inte-
grated in a way that they cannot manage themselves with all of
those three entities involved.

So, even though it looks like it would be an expensive propo-
sition, in fact, I think what vou would find is that you could actu-
ally reduce costs substantiaily if you combined the management,
not all of the funding streams. You do not even have to do that.

What we are thinking about doing in Rhode Island, is attaching
a case manager with each of the dual eligibles, which is, after all,
30 percent of our case load—if I had the staff, I would do it right
away—and having that person work with them on the funding
streams, and then also have a medical case manager that might be
a primary care doctor, or it might be somebody we contract out
with who would work with them on the medical side.

My premise is that the end result of that is going to be that the
continuum of care will be better used, we will not be so focused on
the institutional side, whether it is nursing homes or hospitals.

Today, when you make a cut in Medicare and you save mone
in Medicare, we end up paying it at the State level in Medicaid,
and so do you. Those cost interactions do not get reflected in the
budget directly, and they often do not get reflected in your cost es-
timates.

But when you go back and you look at the rates of inflation in
Medicaid and you actually track the data—which, by the way, we
tried to get the Medicare data so that we could do a cross match
with Medicaid. One of the things that happened in the midst of
that was that the administration thought that it had to change-the
way it did business, so that that particular portion of HCFA would
have to earn money. So we were not able to get the data right
away. But when you look at that data cross match, that is where
all the money is, and the care can be managed much more effec-

tively than it is.
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I am sorry, Mr. Chairman.

The CHAIRMAN. We are running out of time, so I would ask ev-
eryone to be as brief as they can in their questions and answers.
We will have, as I mentioned earlier, written questions as well.

Now we have Senator Bryan, then Senator Baucus and Senator
Chafee.

Senator Baucus?

Senator BAucus. Thank you, Mr. Chairman.
- Dr. Cain, I would like to ask your view of the degree to which,

in rural areas, there is a way to provide for competition and choice
of plans. As you may know, recently in the last several months, 120
rural counties have discontinued managed care plans. It just did
not work. That affected about 56,000 beneficiaries, and I think
there were 15,000 with just no option whatsoever.

How do we do it? Is there a way to have competition and choice
of plans in rural areas?

Dr. CAIN. Senator Baucus, that clearly is not a simple question.
I would make a couple of comments on it. One, is in my view, the
Medicare problem that we have had recently, HMOs pulling out of
many places, can be traced back very heavily to the way the Medi-
care HMOs are paid.

If you stand back from it very far, it does not make a lot of sense.
Individual companies figure out whether or not they can survive in
some areas, and often decide they cannot. So, I would argue that
you have to come at the way Medicare pays for managed care in
rural areas.

The other thing to offer, however, is it is very hard to establish
managed care in rural areas.

Senator BAucCUS. Risk pools are so small, for one thing.

Dr. CAIN. Interestingly enough, the Federal Employees Health
Program solves that problem by making available at least five or
six choices to everybody in the country, including many hundreds
of thousands in rural areas. The choices available are not heavily
managed care plans, but those people do have many choices and
the care provided tends to hold up pretty well.

Senator BAUcCUS. So does that mean the only solution is a na-

tional plan?
Dr. CAIN. Again, I would not have one of anything. I would have

choices.

Senator BAucuS. But the question is how you provide for those
choices. As I have mentioned, 120 counties in the last several
months have discontinued managed care plans. They just did not
work. They were too expensive, inadequate coverage. That is the
main problem that a lot of us in rural parts of America have with
the movement toward management care. Also, low reimbursement
rates for managed care Medicare patients.

Dr. CAIN. Well, if Medicare were going to offer fee-for-service op-
tions all over the country and put out an RFP to the private sector
and had several demands in it, one of the demands would be that
you have to be able to provide care across the country, including
in every rural area. It is feasible to do that. I just would not choose
only one carrier to provide those services.

Senator BAucus. Do you think that requirement would be advis-

able and appropriate?
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Dr. CAIN. Sure.

Senator BAucus. Dr. Ginsburg? —

Dr. GINSBURG. I think that, in rural areas, we have to talk about
the potential of managed care to deliver care in a very different
way from fee for service. I mean, I think one way to go would be
to provide Medicare with the authority and wherewithal to intro-
duce some of the innovations in care management that are appro-
priate for rural areas that can work without a lot of competition.
I think the other way to do it, is to—I am not sure. I have a lot
of concerns about a competition between a national plan and lo-
cally-based plans.

My sense of the Federal Employees Health Benefit Program is
that we have distortions there, that we find in expensive cities, for
health care, that there is a disproportionate number of federal em-
ployees in the national plan because it is rated based on the aver-
age in the whole country. '

In the lower-cost areas, you have a disproportionate number in
local managed care plans. I am not sure whether we would be
happy with that phenomenon in the Medicare program. It is some-
thing we would have to think through. We are moving slightly in
that way.

In 1982, when Medicare set up its risk contracting with HMOs,
the payment for HMOs was based on the Medicare fee-for-service
experience in the county, actually. We are moving away from that,
I think, to the benefit of rural areas:I can see some real distortions
il} the market, having a national plan competing with locally-rated
plans. ,

Senator BAucus. Thank you very much. Appreciate it.

The CHAIRMAN. Senator Chafee, and then Senator Breaux.

Senator CHAFEE. Thank you, Mr. Chairman. ,

Ms. Ferguson, why is it that the Medicaid beneficiaries would
suffer from the fallout of the reduced access to home health serv-
ices?

Ms. FERGUSON. Because home health care had been primarily
paid for by Medicare and Medicaid, and some private-pay as well.

Senator CHAFEE. Now, I understand that we cut Medicare under
the BBA. ‘

Ms. FERGUSON. A home health agency basically uses all of those
funding streams to support each patient that they have. So, you ba-
sically have cost shifting going on between funding streams. So
when you yank one funding stream, not only cut it but also limit
the ability of a beneficiary to access it, you did two things: you cut
back on what the benefit looked like and you cut back on the rates.

So the combination of those two things is that, for a company
that is operating, say, in the southern part of the State or the
northern part of the State, you have got a group that is funded by
all of those funding streams. Now, a quarter of the funding gets
cut, and they are no longer able to provide the visits under Medi-
care, and Medicaid ends up coming in and taking up the slack.

Senator CHAFEE. Now, you said something about, there is a 30-
percent vacancy in your nursing homes, if I understood it correctly.

Ms. FERGUSON. It is something in that neighborhood.
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Senator CHAFEE. Are you suggesting that, as a result of inability
io get;hmm; health care, that they are going into the nursing

omes

Ms. FERGUSON. Absolutely.

Senator CHAFEE. Well, that is a loser.

Ms. FERGUSON. On an anecdotal basis, we know that that is hap-
pening. ~

Senator CHAFEE. Well, now, the difference in cost is substantial.

Ms. FERGUSON. Substantial.

Senator CHAFEE. So, truly, it is a loser, this cutback in the home
health care benefit.

Ms. FERGUSON. Absolutely. I think you will see that reflected ~
over the course of the next couple of years in the rate of increase
in Medicaid.

Now, those States that do not have as many nursing home beds,
that is not going to happen because there is no available place-
ment. There, I think you are going to see some increased hos-
pitalization, which we are also seeing: dehydration, diabetics not
under control, a whole series of reasons for that.

Senator CHAFEE. Then on top of all this comes, as I understand
it, what, a 15-percent additional cut?

Ms. FERGUSON. Yes. My understanding is that people do not real-
ly believe that HCFA is going to be able to come up with an ade—_
quate payment methodology by the time frame tgat they have
placed on themselves, or you have placed on them. The 1&-percent
cut is probably going to go into effect.

Senator CHAFEE. Wow. All right. Thank you.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Senator Breaux?
Senator BREAUX. Thank you, Mr. Chairman, for continuing these

hearings, which are most important, and for the panel’s testimony
and their assistance.

We have this huge problem with this wonderful system that we
have, in the sense that we found out in the commission that Medi-
care only covers about 53 percent of the cost of an average senior,
and means 47 percent is not covered. The average senior under this
program spends over $2,000 a year out of pocket to buy things that
Medicare does not cover.

The trustees tell us that, in addition, if no changes are made,
that the premiums that beneficiaries pay under the current system
are going to double by the year 2007. If that is not bad news
enough, it is all going broke by the year 2015.

So for those who sit around and discuss why we should not do
anything, it is not a reasonable alternative. To do nothing is to in-
vite total chaos and disaster for a system that serves 40 million
Americans. So, I certainly appreciate your recommendations and
your suggestions.

I am sorry my good friend, Jay Rockefeller, is not here because
we have engaged in these discussions for a year.

But I would like to ask Dr. Cain. One of the criticisms of what
the commission recommended in the premium support model was
that, well, it is a voucher system. If there is any criticism you could

make against what we reported, it is not that.
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I mean, what we did was based how we pay on this new proposal
on what the Federal Employees Health Benefit Program pays,
which is 75 percent of the cost of the plan. The federal employee
picks the plan. The government pays 75 percent and the person
pays 26 percent. We su%%ested that, under our proposal, that the
Federal Government would pay 88 percent and the beneficiary 12
percent, which is about the ratio we have now.

Can you give me any kind of a comment as to whether what we
had recommended in any way constitutes a voucher?

Dr. CAIN. Senator Breaux, I do not know how one would define
a voucher. I think what you have just described is essentially accu-
rate. In the federal employees’ program, the government will pay
up to 75 percent, depending on t}‘:e plan chosen.

Senator BREAUX. I think it is about 72 percent, on average, is
what they pay.

Dr. CAIN. That is a very important feature. It really improves
consumer behavior.

But, unless one would define what the federal employees have as
a voucher, I do not believe that the same would apply here.

Senator BREAUX. All right. I agree. I mean, it is not a voucher.
A voucher is when you give a person X amount of money and say,
go buy a health plan. I mean, good luck. That is not what we rec-
ommend by any stretch of the imagination.

Let me ask Mr. Hammond. You had a typical employer-sponsored
health insurance plan and had a number of cost sharing features
in a typical plan. We had recommended in the commission a com-
bined deductible of $400 instead of the $100 deductible for Part B,
and the $768 current deductible for the hospital Part A, and also
a 10-percent co-insurance for home health care and lab services,
and also stop-loss plans so no one would have to pay more than a
certain amount in a year.

There are other things that you could add to sort of rationalize
cost sharing for the beneficiaries in a fee-for-service plan. What do
you think about some of these suggested changes that we had as
far as cost sharing?

Mr. HAMMOND. I think it is totally consistent with what I said
before about putting on an out-of-pocket limit, putting on some of
the cost sharing, particularly the aggregate deductible that goes
across.

I often hear it described as, you have got a balloon here, and
viiherever you start pushing on it, it is going to pop out somewhere
else.

The only way you can really deflate the balloon is to put on some
kind of cost sharing provisions. It does not mean those costs are
not incurred, it means that the beneficiaries themselves would end
up paying for them.

~But what it does do, is it gets at the fee-for-service side of con-
trolling utilization. The purpose of having any cost sharing benefit
is to avoid the low medical cost/high administrative cost services
from running through your insurance program.

And, to the extent that you can do that, some higher cost sharing
up front with a cap on it later on will help control costs. So that,
if I have to go to the doctor, and I know I have got to pay $50 if
I take my kid to the doctor, I am not going to be running in there
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if they have just got a cold. If they have got a fever, maybe I will
go. But if I only pay $5 every time I go in, then I am going to start
acting differently.

Senator BREAUX. Let me ask one final question. I am concerned
that the administration, in developing their recommendation on
Medicare—and anybody can take a shot at this—is going to come
bladck with—hopefully not—what I would suggest is same old, same
old.

In mean, in the sense that we are all guilty of this. We fixed
Medicare in BBA 1997 by cutting providers’ reimbursements. Then
the next year we came back and put the money back in. The next
year, we make more cuts. Then the next year, we come and put
money back in. This is the year we are putting it back in from last

ear, while at the same time the administration is proposing $20
illion more of provider cuts to Medicare programs wﬁich affect
beneficiaries.

So it is a cycle. You can just write it out. You know what is going
to happen: 1 year we cut, the next year we put it back because of
all of the com?laints. The next year we cut again, and the next
year we get all the complaints and we put a little bit of it back.
It is a vicious cycle that is leading us off of a cliff.

My question is not that. My concern is about the administration
coming back saying, well, let us just do some more demonstration
programs. That is what Congress does when we do not want to bite
the bullet; let us think about it, let us have a few demonstration
programs.

If you look at what has happened to demonstration programs, in
places like Baltimore it failed, in Denver it failed, it is not doing
well in Phoenix and Kansas City and is going to fail there, too. It
fails because nobody wants it in their backyard. It is the NIMBY
symbol: not in my backyard.

Can demonstration programs be made to work? Their history is
nothing but failure. If we come back with more demonstration pro-
grams, I will tell you what is going to happen: it is not going to
work. We are going to come back, and the next Congress is going
to be debating the same thing this Congress debated.

Any comments on why demonstration programs have had such a
history of failure?

Dr. GINSBURG. I think, Senator, you have really explained the

reason.

Senator BREAUX. You do not disagree with me. I thought so.

Dr. GINSBURG. It is actually one thing to have a demonstration.
Some of the successful demonstrations are when an organization
approaches HCFA or the government and says, we would like to
try something and it looks like it has possibilities, so everyone
wins. But the most important demonstrations for policy change
have to involve the home markets. There, they are going to be los-
ers, and you really pointed out why it does not happen.

My perspective, from watching this for many years, is that policy
moves forward when we enact legislation and take chances and fix
it later, and perhaps phase it in slowly. It is not the best way to
do the job, but it seems to be the only one that works.

Mr. HAMMOND. Could I add a brief comment to that?

Senator BREAUX. Yes. -
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Mr. HAMMOND. This is exactly the reason why health insurance °
companies and other insurance companies hire actuaries, because
they cannot afford to go out with a product in one little area, or
another area. So they basically hire us to tell them what is going
to happen when you do something. You go out, and then you have
to live with it for a while.

Ms. FERGUSON. And I would simply add that you probably want
to think about doing a combination, because I think that Dr. Gins-
‘burg is correct. In those places where they come to HCFA and say,
we think we have got something that would work, it is worth in-
vestinf in,

I will tell you that the dual eligible project, as well as if you took
a city State like Rhode Island and tried to do some of this where
we have laid some of the ground work, I think you would have the
possibility of proving a lot.

There are some demonstration projects that have led to signifi-
cant change. In our case, Medicaid managed care has been a boon
for our populations. That is not true in other places, but what we
have done has been extraordinary.

Senator BREAUX. Under Medicare+Choice?

Ms. FERGUSON. No, on the Medicaid side. We can do the same
kind of thing with Medicare if there is a linkage between Medicaid
and Medicare because of the way that the population demographics
are in our State.

Senator BREAUX. Thank you.

The CHAIRMAN. I want to thank the panel for their participation.
It has been excellent. We will probably have a number of written
questions. In any event, we will continue to consult with you.
Thank you very much.

It is now my pleasure to welcome the witnesses for our second
panel. The first, will be Murray M. Ross, doctor of philosophy. Dr.
Ross is the executive director of the Medicare Payment Advisory
Commission here in Washington.

He will be followed by Dr. Keith Mueller, the director of the Ne-
Brasll:a Center for Rural Health Research at the University of Ne-

raska.

Then Dr. John W. Rowe, the president and CEO of the Mt. Sinai-
New York University Medical Center and Health System in New
York City, will testify.

Then we will conclude with the testimony of Dr. David
Blumenthal, the executive director of the Commonwealth Fund
Task Force on Academic Health Centers, and the director of the In-
stitute for Health Policy at Massachusetts General Hospital in Bos-
ton.
Gentlemen, it is a pleasure to welcome you. I would ask you to
limit your testimony to 5 minutes. Your full statement will be in-

cluded as if read.
We will be happy to begin with you, Dr. Ross.

STATEMENT OF MURRAY N. ROSS, PH.D., EXECUTIVE DIREC-
TOR, MEDICARE PAYMENT ADVISORY COMMISSION, WASH-
INGTON, DC

Dr. Ross. Thank you, Mr. Chairman. Good morning. I am Mur-
ray Ross, executive director of the Medicare Payment Advisory
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Commission, and I am happy to be here with this hearing focusing
on differences between private health plans and Medicare.

My assignment for this hearing was to look at Medicare’s so-
called special payments that are not directly linked to patient care
for beneficiaries. As I was preparing the testimony, I realized this
is not an easy exercise because there are a number of different
classes that one might look at.

First, there is a set of payments that are commonly asserted to
be for things other than patient care but which may, in fact, cover
patient care. An example of this would be Medicare’s payments for
direit medical education. I will come back to all of these in a mo-
ment,

Second, there are other payments that are linked directly to pa-
tient care services in the way we pay them out, but which, in fact,
cover some services unrelated to patient care. Something in this
category might be Medicare’s payments for the cost of indirect med-
ical education that gets attached to payments for inpatient hospital

stays.
Finally, there are a number of situations where Medicare pays

more than the average costs of care for its beneficiaries. Examples
here include disproportionate share payments to hospitals, certain
provisions for payments to rural hospitals and other providers, and
the payment floors that are applied in the Medicare+Choice pro-
gram.

Let me, briefly, go through each of these sort of classes that I
have talked about, and then talk a little bit about how they might
fare as one thinks about restructuring Medicare.

Medicare’s graduate medical education payments reflect salaries
and benefits for residents, supervising physicians, office costs, and
other overhead. Many observers have viewed these as subsidies to
hospitals and ultimately residents that are unrelated to the costs
of care for Medicare beneficiaries.

But economic theory suggesis that, in fact, the training costs are
borne by residents who receive lower salaries. If this is correct,
then the direct costs we actually observe are for patient care. This
is an idea that our commission has been discussion at length re-
cently as it prepares for its August report on graduate medical edu-
cation, so you will hear more from us in the future on it.

In addition to the GME payments, Medicare also increases oper-
ating payments to hospitals to compensate them for factors that
raise tﬁeir costs but which cannot be separately identified as a cost
of teaching.

These factors might include having a more severe case mix, the
presence of special capabilities such as trauma units or burn cen-
ters, unsponsoved clinical research, and, of course, higher quality
of care related to developing or being early adopters of new thera-
peutic techniques and diagnostic techniques. -

To the extent they reflect a more severe case mix, Medicare’s in-
direct medical education payments clearly represent payments for
patient care. To the extent they compensate for other factors, such
as either a different product produced by teaching hospitals or fi-
nancing social missions other than patient care, policy makers can
ask whether Medicare’s payment formula in current law is appro-

priate.
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Again, I would note that our commission is looking at a couple
of different options here to try and get at whether you can better
measure the more severe case mix in teaching hospitals.

As I mentioned, there are a number of Medicare payment policies
intended to maintain access to care and foster choices among dif-
ferent providers in types of private health plans: the DSH pay-
ments to certain hospitals, the provisions for special payments to
hospitals and other providers in rural areas, and the floor pay-
ments.

These policies may be justified in a number of ways. DSH pay-
ments compensate hospitals that provide above-average amounts of
care to low-income patients. Special payments to rural providers
and the floor payments under the Medicare+Choice program have
a slightly different rationale. .

Basically, they stem from the fact that, in thinly populated areas,
providers cannot exploit economies of scale and, thus, have higher-
than-average costs. If Medicare paid only the costs of an average
efficient provider, its rates might not be sufficient for low-volume
providers.

How might the activities supported by Medicare’s special pay-
ments fare in an environment that relied more on market forces?
It is not possible to provide a definitive answer, but I think anal-
ysis suggests that the less closely tied payments are to patient
care, the more vulnerable are the activities they support. If the
Congress wants to continue supporting these activities, it may need
to explore new mechanisms for doing so.

With respect to payments to teaching hospitals, I think the an-
swer hinges, in part, on whether beneficiaries can observe and
value the differences in what those hospitals provide.

Just as we observe consumers willing to pay for higher quality
in a wide variety of other markets, from automobiles to college edu-
cations, we can reasonably suppose that Medicare beneficiaries
would choose plans that contracted with teaching hospitals. Wheth-
er that would provide the same level of support-that we have under
current law, of course, is hard to tell.

With regard to disproportionate share payments, it is likely that
support would decline under a more market-oriented program. In
the past, hospitals could upset the cost of uncompensated care by

charging some payors more. But, as health care markets have be-
come increasingly competitive, plans have resisted from paying the
costs of any but their enrollees. Making Medicare more competitive ~

would reinforce that trend.
Finally, support for providers and health plans in rural areas

would depend, in large measure, on what the program looked like.
On the one hand, policymakers, the Congress, could provide greater
support for beneficiaries living in areas where low volumes meant
high average costs, just as we do for beneficiaries living in areas
now where costs are higher for other reasons, such as high wages.

On the other hand, policy makers could choose not to recognize
the higher costs attributable solely to low volumes. In that case,
market forces would encourage providers to increase volumes by

expanding service areas. That would likely reduce premiums for

beneficiaries, but require them to incur greater travel costs in ex-
change. I will stop there. ,
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Thank you.
[The prepared statement of Dr. Ross appears in the appendix.]

The CHAIRMAN. Thank you, Dr. Ross.
Dr. Mueller?

STATEMENT OF KEITH MUELLER, PH.D., DIRECTOR, NE-
BRASKA CENTER FOR RURAL HEALTH RESEARCH, UNIVER-

SITY OF NEBRASKA, OMAHA, NE

Dr. MUELLER. Thank you, Mr. Chairman.

My comments today draw on research and analysis that has been
conducted by the Nebraska Center for Rural Health Research and
the health panel of the Rural Policy Research Institute, or RUPRI.

The Medicare program is based on a promise to our Nation's el-
derly population that theg will have access to health care services.
Services must be available before any insurance benefit makes
them financially accessible. This committee and members of Con-
gress have acted to affirm the principle of access by using Medicare
payments to help assure availability of services.

Any dialogue about the future of Medicare payment policies must
recognize that spending on behalf of rural beneficiaries today is
low, payment to rural providers is low, and Medicare payment will
heavily influence the fiscal health of rural providers.

Without adequate Medicare payment, the rural health care infra-
structure, particularly in small-town rural America, cannot survive.
There are supporting numbers in the written testimony.

Medicare’s commitment to access is met by investing in rural
health systems through payment policies. This approach is sensible
for two reasons. First, it links investments to services being de-
manded by the beneficiaries. Second, it links provider revenue to
services rendered. Further, this approach allows Medicare policies
to define the specific providers who warrant the additional pay-
ments.

The following are examples reflecting Medicare investment in
rural health care delivery: sole community hospitals that provide
access to ecsential hospital services; rural health clinics that pro-
vide access to primary care; federally-qualified clinics, including
community and migrant health centers that are the safety net pro-
viders; Medicure-dependent hospitals, institutions with more than
60 percent of inpatient revenue coming from Medicare; physicians
practicing in rural and under-served areas; critical access hospitals;
and telemedicinc services.

These payments help assure that primary care, emergency care,
and short-term hospital stays are available in close proximity to
the beneficiaries needing them. With that in mind, this committee
may want to impose a rural test on Medicare payment policies as
they are enacted, and afterwards, as they are implemented.

How will changes in Medicare payment policies affect rural
health care delivery systems, especially in those communities
where rural providers are most financially vulnerable? The rural
test would help monitor changes currently unfolding in the pay-
ment streams that include premiums paid to Medicare+Choice
plans, hospital inpatient and outpatient payment, skilled nursing
and home health payments, bad debt, and disproportionate share,

and transfer payments.
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The RUPRI-health panel, and others, are monitoring impacts of
these changes on rural health care delivery systems, and thus far
the trends seem negative, with impacts not yet fully realized.

If this committee and/or others decide that, for reasons of general
Medicare policy change, the current system for rural providers
needs to be replaced with a different strategy of investment in
rural health care delivery systems, I would suggest you use thes:
guidelines to be sure that different approaches retain the achieve-
ments of present payment policies.

One, the investment support of all essential appropriate services
for rural beneficiaries. Two, that the investments are sustainable
and thereby secure over time for the providers. Three, that invest-
ments have a positive impact on services for all rural residents.

Finally, Mr. Chairman and members of the committee, I offer
two frameworks for use in monitoring current Medicare policies in
considering any changes.

The first, is a set of criteria used by the RUPRI health panel in
our work, and there are three. One, what is the impact on rural
consumers, in this specific case, Medicare beneficiaries? In our
work on Medicare policies, this includes out-of-pocket payment,
benefits available, and availability of choice.

Two, what is the impact on the rural infrastructure? Specifically
included are availability of rural health services, effects on efforts
to coordinate or integrate those services, and rural involvement in
decisions about what the health care system will look like in rural
communities. Our third criteria, is what is the impact on the local
rural economy?

The second framework is a more subjective one and includes a
series of principles I offered to the Bipartisan Commission on the
Future of Medicare a few months ago.

Medicare policies must: (1) Help sustain the rural health care de-
livery infrastructure; (2) Help sustain the safety net in rural and
under-served areas; (3) Contribute to the overall quality of life in
rural communities; and (4) Include comparable opportunities that
improve Medicare benefits and choices for rural, as well as urban,
beneficiaries. . —

Thank you again for this opportunity to speak to rural interests
in Medicare policy. I would welcome any requests to work with this
committee and your staff as you continue to improve the Medicare
program.

[The prepared statement of Dr. Mueller appears in the appen-
dix.] —_ ,

The CHAIRMAN. Thank you very much, Dr. Mueller.

Now it is my pleasure to call on Dr. Rowe.

STATEMENT OF JOHN W. ROWE, M.D., PRESIDENT AND CHIEF
EXECUTIVE OFFICER, MT. SINAI-NEW YORK UNIVERSITY
MEDICAL CENTER AND HEALTH SYSTEM, NEW YORK, NY

Dr. ROWE. Thank you, Senator Roth, Senator Graham. I serve as
the president and CEO of the Mt. Sinai-NYU Medical Center,
which is one of the Nation’s largest academic health science cen-
ters, and also as president of the Mt. Sinai School of Medicine.
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- ‘I am a geriatrician and I serve as a member of the Medicare Pay-
ment Advisory Commission, which Dr. Ross serves as executive dy -
rector of. :

Four years ago this week, I testified before this committee as it
began consideration of changes in Medicare. I ended my testimony,
as I would like to begin in this time, with a recommendation that
you honor the first principle of medicine: Primum Non-Nocere,
which Senator Moynihan liked. I think he is an aficionado of Latin.
I am sorry he is not here today. Above all, do no harm. I think,
for the most part, the provisions of the Balanced Budget Act re-
flected this principle.

But, in recent months, it has become clear that, in a few critical
areas, there have been some unintended consequences of the Bal-
anced Budget Act that need to be corrected.

Just as the treatments prescribed by the best of doctors can have
unintended adverse effects, so too can the best legislation. Just as
I was taught in medical school that it is best to stop the offending
treatment sooner rather than later, I am here to urge you to make
some critical changes.

Senator Roth, you said 2 years ago on the Senate floor that your
intent was to slow Medicare’s rate of spending growth rather than
to achieve reductions in Medicare spending. But absolute reduc-
tions in Medicare spending have, unexpectedly, indeed, been the re-
sult of the Balanced Budget Act.

For the six months ending March 31, Medicare spending was
$2.6 billion less than was spent in a similar period of a similar
year, according to the Treasury Department.

The Center for Health Economics and Informatics has identified
several unexpected fiscal BBA effects. The first, was that the BBA
actually reduces Medicare spending on hospital services by $17 bil-
lion more than CBO’s initial estimate.

These estimates are never absolutely accurate; sometimes they
are under, sometimes they are over. In this case, the estimate was
somewhat under, we believe. The finding of higher than expected
Medicare savings from hospital-based acute care services is cer-
tainly in line with the recent Treasury report. B

The second finding, was that the BBA actually cut Medicare pay-
ments to major teaching hospitals and would reduce the aggregate
bottom-line margin of major teaching hospitals to a negative level,
the only group of hospitals to be so affected.

In addition to the update and capital cuts, which have a signifi-
cant effect on all hospitals, cuts that have a disproportionate effect
on major teaching hospitals include the IME cut, the outpatient
cut, the PPS cut, and the DSH cut. I will comment on each of
these, very quickly.

The IME cut is a 29 percent reduction. The IME adjustment pays
for the higher costs associated in teaching hospitals resulting from
the teaching missions such as a higher acuity level of patients
treated by the hospitals, development and testing of new tech-
nologies and treatment protocols, cost of maintaining expensive
services such as emergency rooms, ICUs, et cetera.

The outpatient cut represents a conversion from cost-based reim-
bursement to a PPS. The major reason teaching hospitals bear a
disproportionate impact from this cut, is that HCFA did not include

~———
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an IME or DSH ad{"ustment to the cut and these hospitals tend to
serve the highest share of patients with co-morbidities and severe
acuity.

The PPS-exempt cut threatens service delivery from the point of
view of, it is a national 75 percentile cap on cost-based payments
for discharge for three services: psychology, rehabilitation, and long
term care. :

Because the variation in the cost does not reflect differences in
efficiency but in actual costs, the TEFRA caps are having the unin-
tended effect of crippling important, high-acuity services.

Finally, the DSH cut. This is a reduction in payments for hos-
pitals that serve a disproportionate share of indigent patients.
There is typically a high degree of overlap between these institu-
tions in major teaching hospitals.

Thus, I would recommend for your consideration that you: (1)
Halt the phased 29 percent reduction in IME payments; this would
cost approximately $3 billion over 5 years; (2) repeal the phased re-
duction in DSH payments, which would cost only—you can only say
only in the U.S. Senate with this—$600 million over 5 years; (3)
provide IME and DSH adjustments to new outpatient PPS. This
would allocate roughly $90 million a year; (4) repeal the TEFRA
cap provision, which would cost about $700 million over 5 years.
Lastly, provide direct payments of Medicare DSH funds to DSH
hospitals on behalf of Medicare managed care enrollees.

I believe that these changes would go far to mitigating the dis-
proportionate effect on one class of hospitals that has been the re-
sult of the Balanced Budget Act. .

Regarding IME and DSH, some have said only Medicare pays for
these things, as if that statement indicted the Medicare program.
I believe it is an indictment of the rest of the payor community. If
Medicare stops paying for these public goods, you will find senior
citizens and others losing access to teaching hospitals and hospitals
in their urban and rural communities.

Thank you very much.

[The prepared statement of Dr. Rowe appears in the appendix.]

The CHAIRMAN. Thank you, Dr. Rowe.

Dr. Blumenthal?

STATEMENT OF DAVID BLUMENTHAL, M.D., M.P.P.,, EXECUTIVE
DIRECTOR, THE COMMONWEALTH FUND TASK FORCE ON -
ACADEMIC HEALTH CENTERS, AND DIRECTOR, INSTITUTE
FOR HEALTH POLICY AT MASSACHUSETTS GENERAL HOS-
PITAL, BOSTON, MA "

Dr. BLUMENTHAL. Thank you, Mr. Chairman and members of the
committee. My name is David Blumenthal. I am executive director
of the Commonwealth Fund Task Force on Academic Health Cen-
ters, and also the director of the Institute of Health Policy at Mas-
sachusetts General Hospital and Partners Health System in Bos-
ton. ‘

I greatly appreciate the opportunity to appear before you today.
I am going to focus my remarks on graduate medical education pro-
visions of the Medicare program.

The first thing I would like to do is point out, as others have,
that the very term “graduate medical education” is really a mis-
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nomer for these provisions, and a confusing one. These provisions
are really, historically, about paying for the extra costs of academic
health centers and teaching hospitals.

The question before the committee, with respect to these extra
costs, is whether, and how, the Medicare program should continue
to pay for them, and whether and how we, as a society, should con-
tinue to pay for them.

On the question of whether, I think it is, first, important to be
clear on what the sources of these extra costs are. There are really
two basic sources. One, is the extra-patient care costs that derive
from the nature of the services and the case mix of patients that
are treated in teaching hospitals and academic health centers. Dr.
Ross and Dr. Rowe have both made reference to those.

The Commonwealth Task Force believes that there are, in fact,
major differences in the case mix between patients cared for in
teaching hospitals and academic health centers and other institu-
tions, and that there are also good studies showing differences in
quality of care as well, and technical quality of care.

Differences in the value of services received and in the cost of pa-
tients care for are legitimate patient care costs of the Medicare pro-
gram, and arguably should be paid for by the Medicare program.

There is another contributor to the cost of teaching hospitals, and
those are the cost of the so-called public goods, things that have
value and deserve financing, but cannot be priced and sold in pri-
vate markets.

These include things like the cost of clinical research, the cost of
indigent care, the preservation of access to certain rare and highly
specialized services, and innovation on an ongoing basis in patient
care. These things go on in academic health centers and deserve
public support.

Now, in the past, society has chosen to pay for a significant por-
tion of these by allowing academic health centers to charge higher
prices and subsidize the cost of these goods by transferring money
from patient care services into the support of these public goods.

To the extent that these extra costs of teaching hospitals do, in
fact, represent public goods, they are legitimate expenses for the
Federal Government. They may also be legitimate expenses for the
Medicare program, to the extent that Medicare beneficiaries benefit
along with the rest of society from these services.

One may even argue that, given the higher costs and the disease
burden of Medicare beneficiaries, that they benefit more than many
other populations from the production of these public goods.

These are legitimate expenditures of the Medicare program if we
as a society continue to pay for these as we have historically, out
of patient care costs, allowing academic health centers to collect
more money and cross subsidize these goods.

The Commonwealth Task Force has proposed an alternative way
of financing both the quality and case mix-related expenditures and
the public goods related expenditures that teaching hospitals incur.
That is the creation of an academic health services trust fund.

This could be financed in a variety of ways. It could be financed
out of appropriations, or could be financed out of an all-payor con-
tribution which legitimately should include contributions from the
Medicare program as one of the Nation’s major payors.
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The key thing about the financing of these services, of these
extra costs of teaching hospitals, is that they be stable, secure, and
predictable over time. Those are the criteria that I think the com-
mittee ought to apply in considering alternatives to the current

system.

Let me make one final point before I close. The premium support )

approach would be a radical change and provide a radically new
premise for financing the extra costs of teaching hospitals.

It is not at all clear how premium supports would assure support
for the additional case mix or the added quality of care that teach-
ing hospitals provide and that are legitimate extra costs of these
programs.

I think, until we have better measures of quality and better
measures of case mix, the adoption of a premium support model
would place in jeopardy some of the provision of these extra costs.

Mr. Chairman, members of the committee, thank you very much

for the opportunity to appear before you and share my thoughts. .

I would be glad to answer any questions you may have.

[’I“il}e ]prepared statement of Dr. Blumenthal appears in the ap-
pendix.

The CHAIRMAN. I wonder, Dr. Rowe, would you care to comment
on tltlg testimony of Dr. Blumenthal as to alternate methods of pay-
ment?

Dr. ROwE. I would accept David and the Commonwealth’s view
of establishing, and I think Senator Moynihan has discussed this
as well, an academic trust fund that is separate from Medicare as
a reasonable provision.

Our concern has always been that it be stable, secure, and pre-
dictable and that, if it becomes subject to annual debates with re-
spect to appropriations, that it is not the kind of stable, secure,
predictable financing that is needed to maintain the capacity of the
academic infrastructure. So, that is really the major issue, from my
point of view. I would otherwise support it.

I would also say that I would agree with David and Murray’s
comments with respect to the fact that the DRG system does not
fully capture the costs associated with many of the patients seen
in teaching hospitals. I know this is of interest to some people on
the committee, and I will take a second, if I can, to respond.

All three of us have said that there have been measurable costs
in teaching hospitals that are not measured fully by the DRG sys-
tem, which you would think, superficially, should have done that.
The reason is, people’s illnesses vary even though their diagnoses
may be the same.

I could give you an example, Senator, of a man who is 75 years
old and has a history of a heart attack, diabetes, and hypertension.
That is common, 75 years old, hypertension, heart attack, diabetes.
You cannot tell me whether he is in a nursing home or in the Su-
preme Court of the United States with those diagnoses because
there is a big difference in illness.

It is some of that unmeasured difference, that lack of adequate
risk adjustment, which is covered with these IME payments. So,
they are really not graduate medical education payments. It is a

bad term. :
The CHAIRMAN. Dr. Ross, do you have any comment?
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Dr. Ross. Let me just comment that, again, in raising these
issues, there are a number of avenues that the Medicare Payment
Advisory Commission is pursuing in developing our report that is
due up here in August, and we will bring those to you at that time.

The CHAIRMAN. Let me turn back to you, Dr. Blumenthal. While
it is clear that the social goal is worthy, some people believe Medi-
care payments for GME may be poorly distributed relative to the
genuine health care the work force needs for the future. ~.

How would you envision adding accountability to GME programs
to ensure that the future health care needs of society are tru%; ad-
dressed? How could we implement standards for GME programs

that would assure payments are more appropriate for the future

work force needs than they appear to be today?
Dr. BLUMENTHAL. Well, that is a very important question. I think
the task force is actively addressing that issue, so let me just spec-

ulate a little bit. These represent my own views, not necessarily

‘those of-the-task-force.-

There are clearly needs for redistribution within our work force
as to the specialty of the physicians and some of the other health
professionals we are producing. I think the task force would sup-
port the idea that more primary care physicians ought to be
trained and that the payments to teaching institutions ought to re-
flect that priority. In fact, they do already. Not always very suc-
cessfully, but there is already policy in place to that effect.

The other thing that I think we have not done a good job of is
training residents, young physicians, for the changes in the health
care system. We need to provide more outpatient alternatives and
more experience in managed care settings. I think that the Medi-
care program has, and should, continue to push in that direction.

The question of, once we actually allowed the extra costs of
teaching hospitals, if we could, into different buckets, the bucket
for the case mix, a bucket for quality, a bucket for teaching, a buck-
et for research, and I do not know if that would be possible. It
would be technically very difficult.

But if you could identify a teaching component, then the oppor-
tunity would arise to look in some way at the quality of alternative
teaching settings and the content of education and to use the
teaching payments in some way to emphasize quality, as well as
distribution and the nature of the personnel.

The CHAIRMAN. Anyone else care to comment? Dr. Rowe?

Dr. RowE. No, sir.

The CHAIRMAN. Dr. Ross?

Dr. Ross. No, sir.
The CHAIRMAN. Let me ask you a question, Dr. Mueller. Your

testimony outlines a number of guidelines and criteria to consider
when addressing rural health care policies. Could you elaborate,
please, on these concepts and identify challenges faced under cur-
rent payment policies, as well as considerations for reform?

Dr. MUELLER. Yes. The criteria tend to focus around two major
areas of concern, the beneficiaries and the delivery systems. Let me
take those in order, with some illustration.

If you look at Medicare beneficiaries and any suggestions to
change the way in which Medicare is financed so that you might
create a different premium structure for beneficiaries to which gov-
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ernment contributes, or you might try to emphasize the
Medicare+Choice options in the Balanced Budget Act, it is impor-
tant to recognize, what will the financial burden be on the bene-
ficiaries in a rural area? So if you tried to go with a national aver-
age rate, for example, what will that do in rural areas?

It might pull up the contribution that beneficiaries have to make
because, as I said at the beginning of the testimony, historically,
payments are lower, cost to the beneficiary is lower in a rural area
if they are paying a percent of the premium, because the overall
expense is lower.

If you average rural in with national in setting a premium to
which the beneficiary contributes, that would increase the out-of-
pocket expense for the rural Medicare beneficiary.

If you look at the institution side, or provider side, I think what
is really important in rural areas—and I will play off of Dr. Rowe’s

testimony for a moment—is to think about the multiple payment

streams that affect the same providers..

Dr. Rowe’s example was the case of teaching hospitals. There are
examples in my testimony in the supporting documents that
RUPRI has developed that apply to rural hospitals, where the same
institution is home health, nursing, hospice, inpatient and out-
patient in the community.

If you adopt policies like we did in the Balanced Budget Act that
affect all of those payment streams, no one payment stream may
look critical, but combine them and it does.

Analysis by Ernst & Young, for example, shows that there is a

second group of hospitals that will have a negative margin at the

end of the day when the BBA is fully implemented, and it is the
small rural hospitals that will have that.

So any change in payment structure needs to be examined from
sort of the bottom up, beneficiary up, to see, what is the effect on
the beneficiary, the providers up to see, what is the total effect on
rural providers.

The CHAIRMAN. Well, the hour is late. I appreciate you gentle-
men being here today. Again, I am sorry it was so late, but we had
votes and it could not be avoided.

There will be written questions and we would appreciate your
answering them. Thank you very much for being here. {

The committee is in recess.

[’I(‘l}}e ]prepared statement of Senator Moynihan appears in the ap-
pendix.

[Whereupon, at 12:29 p.m., the hearing was recessed.]
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MEDICARE REFORM
(PERSPECTIVES)

WEDNESDAY, MAY 26, 1999

U.S. SENATE, -
COMMITTEE ON FINANCE,
Washington, DC.

____The hearing was convened, pursuant to notice,-at-10:03-a.m.; in
room SD-215, Dirksen Senate Office Building, Hon. William V.
Roth, Jr. (chairman of the committee) presiding.
Also present: Senators Grassley, Hatch, Gramm, Lott, Jeffords,
Mack, Thompson, Moynihan, Baucus, Rockefeller, Breaux, Conrad,

Graham, Bryan, Kerrey, and Robb.

OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-
NANCE
The CHAIRMAN. The committee will please be in order.

This is our fourth hearing on Medicare reform, which of course
is a very, very critical program for the financial security and well
being of our Nation’s aged and disabled citizens.

I believe that Medicare has significantly improved the health and

uality of life for these Americans. However, testimony taken by
this committee in recent weeks has made it clear that the Medicare
program has lagged behind improvements occurring in the private
sector and needs significant modernization. '

There is disagreement on how best to achieve a more efficient,
higher quality Medicare program.-Some are more confident in ap-
proaches that rely on the marketplace, others are more confident
in approaches that rely on the government.

Today, we are privileged to have two very distinguished legisia-
tors appear before us. Through their work as chairmen of the Bi-
partisan Commission on Medicare Reform, Senator John Breaux
and Congressman Bill Thomas have, in my judgment, materially
influenced the Medicare reform debate.

Their ideas about a %remium support system have captured the
imagination of many who are wrestling with the deep issues about
how to secure and improve the Medicare program for the next gen-
eration. It is a generation that will look very different from today’s
retirees in terms of education, income, employment experience, and
familiarity with both choosing and navigating through different
health plan models. This will be particularly true of women, man
of whom have spent a lifetime of working outside the home, as well
as raising a family.

(113)
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I am very pleased that Senator Breaux and Congressman Thom-
as have agreed to come and share their ideas and perspectives. We
are also very interested in the views of the administration, and we
had invited Secretary Shalala to also testify this week. Unfortu-
nately, the administration is not prepared to testify on these mat-
ters until they have released their plan. -

I strongly prefer that the committee have sufficient time to con-
sider the administration’s i)lan prior to a committee mark-up on
Medicare. Hopefully, we will have that opportunity soon.

Finally, I also want to thank the other distinguished experts who
have agreed to share their perspectives on Medicare reform with
this committee. ‘

Senator Moynihan?

OPENING STATEMENT OF HON. DANIEL PATRICK MOYNIHAN,
A U.S. SENATOR FROM NEW YORK

. . Senator- MOYNIHAN. Yes, sir.-I-would simply hope that-we do; as
you suggest, move forward without waiting for the administration.
I mean, we have had five years of this now and that is enough.
Thislis the first of our hearings in which we will hear actual pro-
posals. ,

So, we are honored to have our colleague and friend from across
the way, Chairman Thomas, joining John Breaux, and Bob Kerrey,
who took part in that large and important undertaking. I look for-
ward to hearing more about it.

The CHAIRMAN. Thank you, Senator Moynihan.

We will now call upon our distinguished colleagues. Tradition-
ally, it is our practice not to pose questions to othér members of
Congress. But Senator Breaux and Representative Thomas are
really invited here as chairmen or leaders of the commission. They
have indicated their willingness to answer questions, and we will
open the panel for that purpose. :

So we will begin with our good friend and colleague, Senator

Breaux.

OPENING STATEMENT OF HON. JOHN BREAUX, U.S. SENATOR
FROM LOUISIANA

Senator BREAUX. Thank you very much, Chairman Roth and
Senator Moynihan, for your comments. I thank you, Mr. Chairman,
for your leadership, number one, in even having these hearings. It
takes a great deal of courage even to have hearings on the subject
of Medicare.

The real test of courage for all of us, however, is whether we can
follow through with the hearings and actually get something done.

I have a prepared statement and ask that it be made part of the

record.
[The prepared statement of Senator Breaux appears in the ap-

pendix.]

Senator BREAUX. I want to acknowledge my colleague this morn-
ing, Bill Thomas, who served with me as a statutory chairman of
the Bipartisan Commission. I want to publicly congratulate him for
his efforts and his contributions, and particularly for the indica-
tions that I have read that he is planning to bring forth a Medicare
reform recommendation to the full House. That takes a great deal
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of political courage, and I commend him for it, and his willingness
to work in a bipartisan fashion to make it work.

I want to acknowledge the fact that three members of our com-
mittee served on the commission for over a year, working on this
very subject every week, almost every day: Senator Jay Rockefeller
and Phil Gramm, who served with us on the commission. While we
did not always agree, they made valued contributions to our effort.

I want to particularly recognize colleague Bob Kerrey, who la-
bored long and hard to try and bring together what we needed in
order to get a super, super majority to make an official rec-
ommendation. Bob’s contributions and efforts continue today in this
effort with us to try and bring forth a package that can really ac-
complish what we are trying to do.

It is interesting to note that we had 17 members on the commis-
sion. We had a majority that recommended this plan. We had 10

_ . _of the 17 that agreed on this plan. That is -more-than a-simple-ma------ -
jority. In fact, it is a super majority. But it was not the super,

super majority of 11 out of 17 that had to agree to make a rec-
ommendation. -

The conventional wisdom, Mr. Chairman and my colleagues, is
that you cannot reform Medicare this year because next year is an
election year. Then, of course, you cannot do it next year, because
next year is the election year.

If you follow that logic, you can never reform Medicare because
it is either an election year next year or you, in fact, are in the
election cycle itself. If you follow that conventional wisdom, we
would never get anything done in this area.

Mr. Chairman, I think it is time to disregard conventional wis-
dom into the trash can of political obsolescence. The question is,
why should we be bold and try and do something about it?

Well, the first chart tells us why, and you have it before you.
First of all, Medicare is not as good as it should be, nor as good
as it can be. I think it is a popular misconception that it is a won-
derful program. It has done wonderful things. But, in 1999, it is
not as good as it should be, nor as good as it can be.

_ Number one, beneficiaries pay over $2,000 a year, on average,
out of pocket for things that Medicare does not cover. Medicare
barely covers half of what the average beneficiary needs as far as
health care. It covers about 53 percent. That means 47 percent. An
average of over $2,000 a year comes out of their pocket because
this great program does not cover it. 3

In addition to that, we all know what it does not cover in terms
of services. It does not cover prescription drugs, it does not cover
long-term health care, it does not cover dental, it does not cover
eyeglasses, all the things they have to pay for out of their pocket.

In addition to that, the actuaries tell us that if we do not do any-
thing by the year 2007, right around the corner, the premiums they
pay for this program are going to double. If that is not bad enough,
add all of this up and the final note is that actuaries tell us that,
by the end of the year 2015, it is going to be bankrupt.
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So you have a program that is not nearly as good as it should
be and it is going to be bankrupt by the year 2015. And that is as-
suming a 2.8 percent inflation growth, which is not very likely to
happen, so it could be even seuner than that.

Every year, Congress, in the past, Mr. Chairman, has basically
addressed this problem the same old, same old way: SOS approach.
We cut benefits and payments to providers, doctors, and hospitals.
The last Balanced Budget cut it $115 billion. The President’s budg-
efdrecommends we cut it another $20 billion. SOS. Same old, same
old.
We cut it 1 year, and the next year we come back and put it back
in. Every one of us right now is being besieged by everybody who
provides services saying, you cut us too much; give us back some
of the money.

So we are going to probably give them back some of the money,
then next year we will come back and cut it again, followed by the
fiext year when we put it back in again. You just cannot continue
to do that and have a program that is going to make sense.

Now, some Democrats, quite frankly, will argue, well, let us not
do anything. We can blame the Republicans for the failure. Repub-
licans, scmetimes, some of them, say, do not do anything about re-
forming it. Just blame the Democrats for mismanaging it. That is
the blame game. Nothing gets done. We argue about failure and
whose fault it is as opposed to arguing about success and who did
it, which is a much more legitimate argument.

The President told us as recently as this week, and Senator
Kerrey was in the meeting, that we should try and pass Medicare
reform this Congress, that we are all better off if we do it.

He said we need to try, and that he would have a detailed plan
available, Mr. Chairman, after the recess when we return. I think
that is good news. I congratulate him for doing it. I congratulate
him for rejecting the “do nothing and blame others” approach to
Medicare. That is old politics and it does not work.

My colleague will go into more details about what we have. The
second chart indicates the essence of the plan, which is based on
what all of you have, and everybody behind you has as Federal em-
ployees; the Federal Employees Health Benefits Plan.

It guarantees an entitlement for benefits that are at leasi as
good as the current Medicare fee-for-service program. It guarantees
statutorily that the Federal Government will pay 88 percent of the
cost of the average plan, the beneficiary will pay 12 percent, which
is about what they pay now.

We made some major changes in providing prescription drugs for
low-income seniors up to 135 percent of poverty, which would get
a drug package free of charge and no premiums at all that they
would have to pay. That is very progressive. We reform Medigap
policies that say that every one of them has to offer prescription
drugs in order to lower the prices. I personally am willing to do
more than that.

We worked very hard, Bill Thomas, Bob Kerrey, and I at the
very last to try and see if we could not come up with additional
subsidies for the fee-for-service plan. But, by and large, they said
that we would save $800 billion by the year 2030 with this ap-
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proach. That is real savings, it improves the program, and it gets
us aw:l); from the SOS, same old, same old type of an approach.
Thank you very much, Mr. Chairman. )
The CHAIRMAN. Thank you, Senator Breaux.
Now, Congressman Thomas, we look forward to your comments.

STATEMENT OF HON. WILLIAM M. THOMAS, A U.S.
REPRESENTATIVE FROM CALIFORNIA

Representative THOMAS. Mr. Chairman, thank you very much. I
would ask unanimous consent that my written testimony be made
a part of the record.

he CHAIRMAN. Without objection.

[The prepared statement of Representative Thomas appears in
the appendix.] : ~

Representative THOMAS. It is a privilege coming before the
Chairman and the Ranking Member of this committee, especially
since those of us who deal with committees and subcommittees
have to deal with jurisdictional limits.

I am rather envious of this committee’s jurisdiction regarding
Medicare versus the cooperative structure that has been present,
but not always historically, but I am pleased to say, most recently
in the House.

Out of my recent experiences, there are a couple of points that
I would like to make. One, I do not think people appreciate how
extraordinarily difficult change is in a politically charged environ-
ment, especially fundamental programs, no matter how much they
might need change.

The second factor is that this experience has been, personally,
very rewarding in terms of creating what I believe to be some long-
lasting bipartisan relationships which wil! overcome those political
difficulties.

I just have to tell you that I knew Senator Breaux in his former
life as a member of the House. We had worked together then, and
it was a renewed pleasure to work together with him on the com-
mission.

I did not share a House experience with the Senator from Ne-
braska. I had observed him more from afar. But, working with him
and other Senators on this project, it really did allow us to build
a relationship which I believe will produce a quality product.

On the House side, the bipartisanship has been there. In fact,
the nucleus on the House side for the 1997 changes in Medicare
was forged when the gentleman for Maryland, Ben Cardin, and I
sat down and wrote a basic preventive care and wellness package,
long overdue for seniors, which required us to actually spend
money because of budget rules.

But that forged then, I think, the nucleus on the House side to
begin to talk about other changes that we were able to make in
1997. Certainly not the kind of fundamental change that I think
we now, most of us, agree needs to be addressed.

The current system, I guess, is fine, if you do not care that sen-
iors are not allowed to get health coverage as we know it today,
especially as members of Congress and the Senate get it, as most
Americans get it, especially in the area of an integrated health care

program dealing with prescription drugs.
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And 1 guess today’s system is fine if you really do not care about
seniors in major portions of the country that do not have the kind
of choices that they ought to have, notwithstanding our attempts
to modify payment structures of the bureaucratic administered
price system that we currently have.

I guess, most frustratingly, the current system is fine if you do
rot care if seniors do not get new and innovative programs of deliv-
ery and technology when they should get it, as soon as it is avail-
able, rather than waiting years for the political process to deter-
mine, as the Senator rightly corrected, all of the stars are in align-
ment for changes in Medicare. That is the wrong way to go about
not only ensuring health care for seniors, but making sure it is
there for seniors who are not seniors today. -

So, basically, I would like to say, and it has not been said
enough, that our proposal is more a change in our approach to
change than anything else. This idea of using a negotiated plan
structure is clearly not new. In fact, it was the preferred choice of
most of the experts that we brought before the commission to offer
new ideas in changing Medicare.

I might, for the record, indicate that the American Academy of
Actuaries, in a news release today, indicated that, in a poll that
they took, nearly two-thirds of Americans favor Medicare changes
to give individuals a fixed amount of money to purchase their own
private health insurance, basically the premium support model.

More significantly, Generation X respondents, those under age
35, responded 70 percent favorably. Those that we keep worrying
about looming on the horizon, the soon-to-be seniors, the baby
boomers, supported the restructuring of Medicare to a system of
premium supports by 71 percent. It is an idea, in our opinion, that
1s overdue.

The bipartisanship, I am pleased to say, continues on the House
side, notwithstanding some folks’ efforts to wait until after the next
election to deal with policy ehange in Medicare.

I have a letter which I would like to place in the record, although
it is a work in progress. It is a letter to the Speaker of the House
and the Minority Leader from eight members of the Minority on
the House side urging that both the Speaker and the Minority
Leader bring up Medicare reform embodied in the proposal that
was offered by the commission, although they say in the letter, as
you will read, the report that was offered is not perfect. They want-
ed to focus on additional suhsidies for prescription drugs and are
concerned about, or have serious reservations, as the letter says,
about raising the eligibility age for Medicare.

I would hasten to add, if you do not think eight signatures is
very important in a bipartisan effort, my party is currently gov-
erning on the over side of the Capitol with a five-vote majority, and
the %peaker would think eight would be a luxury. It is a significant
number.

[The letter appears in the appendix.] _
Representative THOMAS. The key to what we want to do, is pro-

vide a structure that offers solutions. We can go through in any
particular area that you would like to talk about how this system

might bring about change.
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But one of the really positive things about the commission’s jour-
ney—notwithstanding the fact that we did not get the 11, although
clearly in the testimony of 12 of the commissioners, they thought
a market-based structure was the most appropriate—offers a solu-
tion not just to reforming the seniors’ health program, but I think
also a structure that might be available for those Americans that
we are all concerned about who, although not seniors, currently do
not have health insurance. ‘

So, with that, Mr. Chairman, I would like to thank you and the
committee for your willingness to go ahead and begin to investigate
these options. The bipartisanship that was evidenced in the com-
mission is alive and well on this committee, since there were five
Senators, four of them on this committee, and three of them sup-
ported the model. We are building a bipartisan coalition on the
Hollise side; you already have one, and of that, I am envious as
well.

I thank you very much.

The CHAIRMAN. Thank you, Senator Thomas.

Representative THOMAS. Well, thank you for that. [Laughter.]

The CHAIRMAN. Congressman Thomas. I just downgraded you.

— Representative THOMAS. In defense of the other House.

The CHAIRMAN. It is a pleasure to have you here.

Let me say, Senator Kerrey has to go to the floor to offer an
amendment. So, with the indulgence of everyone here, I would like
to yield two minutes to you right now.

Senator KERREY. Yes, sir. I will not ask any questions, but I just
want to state for the record, Mr. Chairman, and I appreciate your
allowing me to do it, that I do join with both Senator Breaux and
Congressman Thomas in this effort and appreciate their courage
and willingness to take the lead on this thing. I hope that we can
get a mark-up. I hope we can, in the Senate, move a piece of legis-
lation modeled on the premium support plan.

I like it. I would not argue that premium support is necessarily
going to save money, because we just do not know. There are other
changes in there that offer considerable savings. I like it because
it modernizes the system along the lines of where customers are al-
ready going. HCFA already has lots of private insurance that it is
managing already. This is not a new concept.

But I like it. Further, Mr. Chairman, the question I was going
to ask, is that I see this as a way to not only solve the growing
share of our budget that is being allocated to mandatory programs, .
decreasing the amount of money we have got for discretionary
spending, but I see it as a way for us to solve another problem,
which is a very inadequate safety net for health care for Americans
today.

We have a growing number of uninsured, and I believe premium
support can be a way to solve the problem of uninsured Americans
who are working, paying taxes, and subsidizing others.

- So, I appreciate very much, Mr. Chairman, your holding this
hearing, and appreciate the testimony of Senator Breaux, Con-
gressman Thomas, and others who will follow them as well.

The CHAIRMAN. Thank you, Senator Kerrey.

We will now open it up to questions of our panel.
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ﬁénator Breaux, in your opening comments you said your plan
would pay for prescription drug coveraﬁe for beneficiaries through
135 percent o ﬁoverty. Then you in

more. Why stop there?

Senator BREAUX. What we attempted to do, Mr. Chairman, was
to improve prescription drugs for seniors. About 65 percent of the
beneficiaries already have access to prescription drugs through
Medigap insurance and other ways of getting it.

But we need to do more than that. What we said, were two
things. Number one, that everyone up to 135 percent of poverty
would get their Medicare with prescription drugs free of charge,
and also they would pay no premiuims for the 12 percent.

That cost about $61 billion over 10 years; $31 billion for the
drugs and $30 billion for the premium subsidy. That takes care of
a large number of seniors which we are helping who need the most
help, have the greatest need. .

The second thing we did was say, all right, you have about 11
Medigap plans now that people have to buy to cover things that
Medicare does not cover. Notably, it is prescription drugs. But only
three of the plans offer prescription drug insurance.

So we said that if you offer a Medigap plan, you have to offer
prescription drugs, requiring them all to do it. If everybody did it,
it would lower the cost of purchasing prescription drug insurance.
Those are the two basic things that we said.

But I think that also it is legitimate to consider even doing more
for that, doing more for people in the traditional fee for service.
Having prescription drugs is part of the general fee for service in
a new and reformed HCFA, not one that is price controlled. If you
could do that, you could consider adding some assistance, a sub-
sidy, to those people as well.

We had talked and debated, and Bill and Bob Kerrey know this
very well, of something up to maybe 25 percent additional subsidy.
-But that was not recommended because we could not get sufficient —
votes to do it. But that is something that we should explore.

Representative THOMAS. M:ght I respond, briefly?

The CHAIRMAN. Yes, Congressman Thomas.

Representative THOMAS. In hearings that we had before the
Health Subcommittee over on the House side, there was virtually
unanimous agreement that when you began subsidizing above 175,
and especially 200 percent of poverty, you begin driving out dollar
for dollar private dollars. So, your question focused on the 135 per-
cent.

When we discussed the most economical way of delivering pre-
scription drugs to the most needy, the low income, we decided that
the current structure that is already in place for those who are
below 135, especially 100 percent of poverty, would be a structure
that could deliver this program at a much cheaper rate than in-
ventinﬁ a new one. So we redirected, up to 135 percent of poverty.

As the chairman indicated, we were willing to discuss additional
assistance between that 135 and somewhere, when you begin driv-
ing out dollar for dollar private dollars.

I will underscore the letter of my colleagues on the other side of
the aisle who want to work with us in the House. They said, “The
proposal embodied by the Breaux-Thomas report is not perfect. We

icated perhaps something
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believe it should also include support for drug coverage and that
the support should go beyond the 135 percent above poverty
threshold established Ey the authors.”

Obviously, if we are going to have a harmonious and cooperative
working relationship, we are going to have to sit down and talk
with them about a subsidy beyond the 135 percent, what might be
appropriate, where it would be applied, and the structure.

So, we will be engaging in examining the potential for support
of a prescription drug, high-option, integrated program with our
colleagues on the other side. Hopefully, that will bear some fruit
f_o that your question will be answered in the product that we de-
iver.

The CHAIRMAN. Let me turn to the Medicare board. Your plan
would set up a new board, as I understand it. Why not let HCFA
administer the premium support system? Either one can answer.

Senator BREAUX. Well, I think both of us could comment. I think
the concept is that we are looking at a new delivery system, a new
philosophy, moving away from micro managing and price fixing ev-
erything we do, which is what HCFA has attempted to do since
th%y have been around.

he new Medicare board would operate much like the Office of
Personnel Management does under the Federal Employees Health
Plan, which basically solicits from other private companies; their
submissions to ensure the 40 million beneficiaries. _

So the reason is, the new Medicare board is not micro managing,
price controlling, and price fixing everything we do. We cannot con-
tinue to do that. So tﬁe new Medicare board was created. I think
we suggested seven, appointed by the President, confirmed by the
Senate, which would basically run this new-style program like the

Office of Personnel Management.
Two reasons I can think of we did not let HCFA do it, is because

.HCFA will still have a fee-for-service plan which they will run.

They will continue to fix prices. If someone wants to go into that
program, if that is the best, they can still do it. The second reason,
is this is a new philosophy so a new board is essential in order to
run the program. :

Representative THOMAS. I would only say, briefly, Mr. Chairman,
that part of the reforms that we have tried to bring about in the
Balanced Budget Act of 1997, having HCFA reorganized to try to
integrate the managed care part was not nearly sufficient. There
needs to be a reculturalization as well. We have embarked on that
in a kind of not-so-successful way.

I would like to submit for the record a letter that I sent to the
administrator of HCFA on May 21, reviewing the recent draft of
the proposed Medicare and You handbook. This is our second effort
to try to provide an educational program for seniors about their
choices in Medicare, the long-overdue information and educational
program.

But in the three pages, and I will only give you a couple of exam-

les, we find that the reculturalization has been less than success-
fPul, especially when you compare it with other programs that spell
out options and satisfactory or quality comparisons, most notably
the Office of Personnel Management, especiallly; in not dwelling on
the obvious. For example, I indicate to them that “one final exam-

61-884 00- 5
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ple of wasted space is the listing of phone numbers one can call to
get additional information.” '

In addition to numerous references to phone numbers spread
throughout the text, a full seven pages are devoted to nothing but
describing government phone numbers where seniors can get more
information. Yet, approximately 75 percent of this material refers
seniors to the same 1-800 Medicare number. This could easily be
condensed into two pages at most, and three additional pages for
more information.

I might indicate that there was a six-month running battle to get
them to realize that adding the “E” on the 1-800-MEDICARE did
not make any difference when seniors dialed, but they would un-
derstand that it was for Medicare. That is the kind of gureaucratic

~. inertia that we do not need to overcome. A Medicare board would
solve that problem.

The CHAIRMAN. My time is almost up, so I would ask you to be
very brief in your answers, if you could. ,

Could you give the committee a bit more detail on how your plan
could serve beneficiaries in the rural areas where, at present, the
traditional fee-for-service program is the only plan choice available?

Senator BREAUX. Well, one of the things that was raised in the
discussion, and Senator Rockefeller raised it many times, is a ques-
tion about, what happens in a rural area, which many of us rep-
resent, where you do not have a lot of competition? The only thing
you have is fee for service. That is a legitimate concern. ‘

What we said in our recommendation is, if you live in a rural
area and the only program you have is traditional Medicare fee for
service, that in no circumstances could the cost of your fee for serv-

~ice be more than the national weighted average for fee-for-service
plans around the country in order to protect rural areas. We do not
want all of the older, sicker people in a rural area to remain in fee
for service with no other choice and have their prices go up sub-
stantially.

So we said that, if you live in a rural area, that the beneficiary
who lived in that area with no private plans to be offered would
be limited to 12 percent of the fee-for-service premium or 12 per-
cent of the national weighted average, whichever is lower.

So, they get the benefits statutorily of having the lowest 12 per-
cent, whether it is for the national average, or if their plan and
theirdState orarea is lower, they get the lowest one. They are pro-
tected.

Representative THOMAS. Just very briefly, also, in terms of the
managed care, we are all frustrated with the so-called AAPCC pay-
ment structure, artificial administered prices county by county,
which create not only great discrepancies between States, but with-
inSa State, and sometimes not easily explained between counties in
a State.

What this provides is an opportunity to negotiate a real-world
price which I believe, especially in those counties on the margin
now who will have to wait years for the blended price, to adminis-
tratively provide a price that would work, an opportunity to nego-
tiate a price which, in fact, would deliver service and over the long
haul actually produce the cheaper price because beneficiaries coul
choose a structure which was a zero cost premium.
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The CHAIRMAN. Finally, let me ask you, are there reform options
you could support, short of premium support, but would not pre-
clude future action in that direction?

Senator BREAUX. I think the real danger, Mr. Chairman, is try-
ing to micro manage reform in the sense that, let us add a little
bit here. You really have to do a whole package, because if you just
do a little bit in one area it causes something else in another area
to go haywire. :

For instance, just say, well, we are going to fix Medicare by offer-
ing free prescription drugs. That does not fix it. I mean, that is
easy to do. We all would love to say, free prescription drugs for ev-
erybody and we reform Medicare. Well, it really has not.

I mean, there are other things to look at. This is not the only
idea in the world by any stretch of the imagination. We spent over
a year looking at all of these options and came up with the fact of,
let us model it after something that already works.

That is what you have, I have, and all of these people behind you
have. It works. It brings in competition, it has kept down prices,
and it has offered us more choices. That is one of the reasens why
we picked something. We did not reinvent the wheel here. This is
a proven type of concept that works very well.

Representative THOMAS. Just very briefly. The old structure,
which was originally established for a lot of reasons, does not make
any sense any more. Between hospitals paid under one fund, other-
than-hospital physicians, skilled nursing facilities and others paid
in another fund, and that we can continue to try to patch it to-
gether.

But what we need to do is provide a payment structure and a
delivery structure that reflects today’s health care market. As I
said at the beginning, Mr. Chairman, our proposal is more a
change in our approach to change than anything else. That is what
Medicare needs, a structure that will allow for change in the fu-
ture, not, as the chairman is fond of saying, same old, same old.

The CHAIRMAN. Senator Moynihan. :

Senator MOYNIHAN. Thank you.

Mr. Chairman, you probably got a copy of this. This week, the
Merck Pharmaceutical Company, which Euts out that wonderful
annual Merck manual, sent us a copy of the original, first manual.
Here it is, all 70 pages, full of tests for tuberculosis and guaran-
teeing the efficacy of Merck cocaine as against Bayer heroin. If co-
caine did not work, opium would. There is opium to be had here,
too.
A hundred years go by, and you get this extraordinary document.
I mean, the amount of medicine that has been acquired in the cen-
tury, there cannot be an equivalent in learning after so long a pe-
riod. Three thousand years got us to where we could diagnose most
things, but could not do anything about them. Now we can.

You have described it very well, and the proposals you have
made. Chairman Thomas spoke of the health care market. Senator
Breaux spoke of, we have to move away from price fixing. This is
the rationalization that has come into medicine in the last half cen-
tury since Medicare began.

The one thing, however, which markets will not provide, and this
is classic economics, is the public good. In this case, the medical



124

schools and the teaching hospitals. The world is full of public goods

that. benefit everybody and no one has any incentive to pay for

them. That is one of the reasons you have government, actually

fS'rolll'n lWhite Houses, to George Washington University Medical
chool.

One of the great issues is, how do we continue to provide for the
medical schools and teaching hospitals that have been so extraor-
dinarily creative in this period of Medicare, and the pharmaceutical
companies which have brought pharmaceuticals to a role in medi-
cine they did not have 50 years ago? Could either of you discuss
how you are thinking about this?

Senator BREAUX. Well, very briefly, Senator Moynihan—I know
Bill is going to want to comment on this—the committee looked at
how we paid for graduate medical education, which you are the
resident expert in.

What Congress decided years ago, is we pay for it out of Medi-
care because graduate medical education is in the national interest.
Here is a program that pays hospitals. We should pay teaching
hospitals more to teach the medical professionals in their institute
out of Medicare. I think we just picked Medicare because it was a
large amount of money that was available to do something that
was important.

We initially recommended in the commission, that does not really
make a lot of sense. Let us just recognize that we should teach doc-
tors in this country and say that it is going to be a guaranteed en-
titlement, that Congress will look at it and appropriate the money
for the program.

That was our original recommendation. After talking to some
members of Congress who had strong feelings about this, I am will-
ing to negotiate on this and try and figure out, what is the best
way to do it? If it is Medicare, so be it. If it is something else that
we can guarantee, let us do it that way. It is important. I recognize
it is important. We should pay for it. The question is, what is the
best way to do it? I will tell you, I am just as open for your sugges-
tions and anyone else’s as I possibly can be.

Senator MOYNIHAN. Thank you very much.

Mr. Chairman?

Representative THOMAS. Yes. I want to underscore that medical
education is a public good and that, because it is, we really ought
to look at a broader revenue base in support of it. The idea of at-
taching it to a Part A hospital fund may have made sense when
hospitals were the cornerstone, in fact, almost the be-all of the
health care structure. They are not anymore. The current system
is not sustainable. Notwithstanding the desire to want to protect,
which I share with you, we might be able to preserve and protect—
in fact, enhance—if we look at a broader revenue base.

Fully 25 percent of the pediatricians trained in this country
today are trained in haspitals that do not get the kind of medical
education support that other hospitals get, because they are chil-
dren’s hospitals. That does not make a lot of sense. They do not get
Medicare money.

So what we tried to do, under the guidance of Senator, Doctor
Frist, is to open up the dialogue, perilous as it may be, that per-
haps we need to find a better way—as sure a way, but a better
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way—of funding medical education, because it is a public good that
deserves a broader revenue base.

Senator MOYNIHAN. I could not ask more. Let us just keep this
debate going. Thank you very much, both.

Representative THOMAS. Could I just briefly comment on your
prescription drug question?

Senator MOYNIHAN. Yes.
Representative THOMAS. Because not only is that book already

out of date, by the end of the year it will be amazingly out of date,
given the kinds of drugs, more than 200 this year, that are coming
on line far more rapidly than anyone even anticipated, fully 50 per-
cent of those drugs designed to help seniors. :

Government should not, in my opinion—and in this instance,
cannot—regulate the need to mix and match and provide to seniors
the prescription drugs that are available. For that reason alone, we
should examine this model which would integrate prescription
drugs into seniors’ health care in a way that no other model that
currently has been presented can do.

Senator MOYNIHAN. I thank you very much. I just would like to
make the point that we probably need a broader base for graduate
medical education, Medicare, and other programs. Your point is,
too, that at the end of the year, that is why we will have a new
edition next year.

Representative THOMAS. Exactly.

Senator MOYNIHAN. They have not got cocaine back, but it goes
on. [Laughter.] ’

The CHAIRMAN. Next on my list is Senator Breaux. Do you want
to a\]sk yourself any questions, or of Congressman Thomas? [Laugh-
ter.
Senator BREAUX. No. I probably could not answer them.

. The CHAIRMAN. That comes as no surprise.

' Senator BREAUX. Thank you. [Laughter.] It is because I ask good
questions.

The CHAIRMAN. I think, next, is Senator Jeffords.

Senator JEFFORDS. I do not want to pursue the questions length-
ily. I am also deeply interested in the medical education problems,
as well as the prescription drug problems, which I think we all are.
I do not know whether you have any enlightenment as to what
your suggestions are. I have not read your report as to how we
could broaden the base for medical education. I think that would
be my question.

Senator BREAUX. Jim, I think what we had.suggested originally
is that, well, look, let us recognize it is a national obligation, let
us appropriate the money for it, make it an entitlement so that
there is a guaranteed flow of the money. I mean, the argument is,
we fund NIH and we have been doing it very well lately, and it is
through an appropriations process. ,

Could we not look at that as a means of doing graduate medical
education? Could you take it a step further and make it an entitle-
ment? Some would argue against that, but some would say that is
the right thing to do. But take it out of the general pot of money,
out of income tax revenues, instead of just taking it out of Medi-

care.
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We did it because the money was there back in 1965, but I argue
that that does not make the greatest amount of sense in 1999, Let
us take it out of a larger pot of money and make sure they get it.
I mean, there are a lot of ways to do that.

Representative THOMAS. Let me say also that the debate that, we
just want to stay below the radar screen, leave us alone, we like
the current structure, is, in my opinion, not sustainable. We have
already seen an attempt in the 1997 legislation to argue that cer-
tain kinds of health delivery do not utilize the teaching hospitals
as much as they should and, therefore, there should be a pass-
through of money that otherwise would have been spent that these
folks are not spending. That is what happens when you get in and
try to jury-rig a system that needs to be rethought.

The other thing that I am amazed with is, just as the Senator
from New York, and I, and virtually everyone else, believes that
medical education is a public good, one of the greatest benefits this

" society has provided to its citizens.

To say that you cannot take the combination of academic institu-
tions and medical institutions and create a lobbying structure—I
mean, one of the reasons the defense industry oftentimes has been
successful with particular weapons systems it that they build a
piete of it in virtually every State, even possibly every county, to
create a constituency that wants to support it. Well, you have a
ready-built constituency out there in academic institutions and in
medical institutions.

Were they to have what I believe should be the courage of their
convictions presented publicly, you could not only get the money
that you are getting now out of this structure, you could get more.

It is just an opportunity that is there, and our job is to convince
these folks that, once they begin communicating with us in a way
that we fully understand and appreciate their benefits, that flying
above the radar, visible, with all of your support in array is a far
better way to fund this system than to try to stay below the radar
in a system that is not adequately funding.

Senator JEFFORDS. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you.

Next, we have Senator Rockefeller.

Senator ROCKEFELLER. Thank you, Mr. Chairman.

Let me just ask a couple of questions and make a philosophical
statement.

On the GME question, you went back to a tactic which was used
a great deal: I am willing to negotiate, we are willing to talk. Nev-
ertheless, what we are discussing here is what the Medicare Com-
mission plan was. You both said, and others have said, that you
want to drive it through Congress. So I have to deal with the Medi-
care Commission, not this sort of willingness to negotiate.

The fact was, on GME, what the Medicare Commission suggested
was that it ‘be completely left up to the appropriations process on
a year-by-year, annual basis, which would, first, eliminate all doc-
tors trained in foreign countries, which are fundamental to us, to
New York, Louisiana, and many other places as well. That is what

you said. That is what was written down, that it was left up to the

appropriations process on a year-by-year basis.
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Now, when you say, I am willing to negotiate, that says two
things to me. One says, well, we have got to keep this thing alive.
Then it also makes me ask the question, are you talking about
what you are talking about, and that is what we did, or are you
talking about just sort of keeping the ball in- the air so that you
can adjust? .

As another way of saying that, you talk about guaranteed bene-
fits. John and Bill, as you know perfectly well, I was on the com-
mission. Every time we met I asﬁed, what are the benefits, what
are the benefits? There was always talk about, we are going to
have hospital %hysicians and other services, et cetera, but there
was never anything listed. There still is nothing listed.

Now, you may have something that you are drawing up in the
way of legislation. Neither I nor my staff have seen that. So I have
to go on the assumption that there are no guaranteed benefits. You
sa(iid that they will get the same benefits as they do in Medicare
today.

Well, we never saw those. We asked, we asked, we asked. We
never, ever saw those. I do not know how we discuss something
like this without having a standardized, guaranteed benefit pack-
age. A 10-percent variation. We talked about that. Well, what does
that come to? '

I guess another thing I would want to say, is I never really un-
derstood why it was that the majority of the commission so clearly
wanted to leave the 15 percent lock-down on Medicare money out.
I think that has something to do with the paucity of the prescrip-
tion drug proposal.

I really cannot imagine doing Medicare, both in terms of solvency
and in terms of relevancy, in terms of health care, without a pre-
scription drug benefit. We cannot do a prescription drug benefit
without the 15 percent lock-down on that surplus.

And I never understood why it was the Medicare Commission
sort of completely took that oft of the table, unless that is also up
for negotiation, in which case I am glad to hear that, but then
again, I have to deal with what it was that we voted on, which was
the “final product,” which is what you said that you want to put
through Congress.

So I guess, John and Bill, what I want to say is, number one,
I enormously respect the effort that you both made. I know, John,
you better than I know Bill, so I can talk more directly to you on
this, because we sit side by side on all committees that we serve
on. You really wanted this thing to work.

The problem was, when you say, we do not want the same old,
same old, I agree with that. I do not want that. But I also, rep-
. resenting, as we all do, seniors across this country—and the whole
FEHPB thing is a whole other series of questions.

I mean, the differences between FEHPB and the Medicare Com-
mission report are just overwhelming, the nature of FEHPB, how
it is performed, what it is meant to do, income, knowledge, edu-
cation, and all of the rest of it. It is very, very, very different.

But when you reform Medicaré you just do not have this feeling
that anybody who does not want to do what the Medicare Commis-
sion suggested, which is highly unclear to me, that they are some-
how stuck in the sand and they do not want to do anything, same
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old, same old. I have been around here 15 years and have done a
lot of things in health care which are very much un-same old, same
old. I am not in that category.

But when you are driving a plan which has so little specificity
to it, as a Senator, I am obligated at least to be cautious, to be re-
spectful of you both in your work but to be cautious, that what we
are doing is, in fact, for the general benefit of the Medicare popu-
lation in terms of solvency and in terms of health care relevancy.

I just fundamentally, totally; sincerely, honestly, unpolitieally be-
lieve that. I do not think there is an effort to politicize Medicare,
on either side. I am certainly not a part of it. I do not think either
of you are.

But when we do something in Medicare, we really have to make
sure, spending $207 billion as we did last year, that we do what
is right, what is good, and, frankly, what is also understandable for
the senior population in reference to catastrophic health care.

Now, I apologize for that. Mr. Chairman, if either of the wit-
nesses want to respond, or if you will allow them to, I would be,

obviously, happy.
The CHAIRMAN. Well, I would ask that the comments be brief be-

cause we do have a long ways to go.

Representative THOMAS. Mr. Chairman, in regard to the grad-
uate medical education, I do have to take exception to the Senator’s
statement that what the commission proposed was an annual ap-
propriation.

On page 4 of the document which was voted on by the commis-
sion where it refers to Medicare special payments and premium
support system, it says very plainly that, “Since the Part A and
Part B trust funds would be combined in the traditionally-separate
funding sources of payroll taxes and general revenues would be
blurred, Congress should provide a separate mechanism for cortin-
ued funding of direct medical education through either a manda-
tory entitlement or a multi-year discretionary appropriation pro-
gram.

On the other hand, indirect medical education presents a unique
problem, since it is difficult to identify the actual statistical dif-
ference in costs between teaching and non-teaching hospitals.

Therefore, for now, Congress should continue to fund the indirect
medical education from the trust fund as an adjustment to hospital
payments. That was what the commission proposed, either an enti-
tlement or a multi-year discretionary appropriation program, and
that is what we advocate today.

Senator ROCKEFELLER. I stand uncorrected.

Senator BREAUX. Mr. Chairman, let me comment on the benefit
package. On the language we voted on in the document, I would
make two points. '

Number one, says as follows: “The standard benefit package in
the new proposal specified in law would consist of all services cov-
ered under the existing Medicare statute.

As under current law, private plans could establish their own
rules on how the benefits would be provided. Board approval would
be required for all benefit design offerings and changes, but all
plans would be required to offer, at a minimum, the same benefit
package beneficiaries are entitled to under current law.” :
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I cannot be much clearer. I could not write it any clearer. The
same benefits that they get under current Medicare law, at least.

The second point, I would say, is it is important to separate now
the commission, whicll no longer exists. We are talking about now
a new recommendation which will have some things that are dif-
ferent from what the commission voted on. That is what we are
trying to reach, some type of an agreement on graduate medical
education. How we handle prescription drugs. Those are going to
be different from what the commission recommended. That is what
we are saying.

The CHAIRMAN. Thank you.

Next, we have Senator Bryan, then Senator Robb.

Senator Bryan. Thank you very much, Mr. Chairman. Thanks to
each of you for the important contributions you have made in your
recommendations in this debate which sometimes engenders more
heat than light, as we know.

Senator Breaux, you anticipated the question that I was going to
ask with respect to the benefit package. We do hear out there that,
under the proposal that you have advanced, there is going to be un-
certainty.

Now, the language that you read seems to me to be pretty pre-
cise. That is an assurance that the current benefit structure, at
least in terms of the services offered, if I am understanding you,
remain. That is the minimum, the base level, that is provided.

What is the basis of this concern that has been voiced out there?
Obviously, for some people, I suspect, they do not want to make
any change at all. But what is the basis? Your argument seems to
be that there is no basis in fact for that, John.

Senator BREAUX. I think I would say, Senator, that whenever you
begin talking about changes, two areas are always foremost in
most people’s minds: whether you had a defined benefit or defined
contribution package.

What we are saying is, you have a guarantee on our proposal
that the Federal Government would pay 88 percent of the national
weighted average, you would pay 12 percent of a package that is
at least as good as what you currently get under Medicare.

Now, the Medicare board’s function is to make sure that every-
body meets that requirement. If they do not, they could not bid.
They can vary on how it is delivered. I do not think we can go
down and say that every plan has to be exactly the same number
of hours and minutes in a hospital bed, or the exact number of as-
pirins or Tylenol that they are going to pay for. But have the area
that they are going to cover be at least as good as what is currently
available under Medicare.

I do not think Congress can spell out the minute details of each
one, but make sure that the plan that is offered is at least as good
as that which is being offered under the current Medicare. That is
what we are saying, that is what we are trying to reach.

That says that some plans will vary how the services are deliv-
ered, just like we have under our fee for service under the Federal
plan. Different plans offer different variations, but all cover the
same basics. That is what we are trying to accomplish.

Senator- BRYAN. Well, as you know, much concern has been
raised about the impact in rural America. Let me say at the outset
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that I agree with the observation that Chairman Thomas made,
that it makes no sense to have the Part A and Part B.

I think we all have an understanding that Medicare, as enacted
in 1965, which probably at that time paralleled the private sector
offerings, that it is a different world today and that, clearly, Medi-
care has a number of deficiencies. One that is most frequently
called to our attention as we travel around our State is the absence
of ttﬁxe prescription coverage, which is what you are trying to deal
with.

We provided a couple of years ago a number of choices out there.
That sounds fine. I am for that; I think most of us support that.
But, in point of fact, in rural Nevada, those choices are illusory.
Ours is a State that has a highly concentrated urban population.
But 30 miles from those major population centers, the only real op-
tion that they have is fee for service.

What does your plan or proposal do that changes that? In effect,
for those people out there, they are not talking to me about, gee,
thank you for the choices you provide. They are very frustrated
that they live 30 miles from Reno and they do not have the choices
that their neighbor 30 miles in the west.

As the two of you know, that is just a stop to the grocery store.
We are not talking about 400 or 500 miles away. There are those
more remote areas as well. But there is just not really any choice
out there. *

Senator BREAUX. Well, I think it is clear that if you are in a very
rural area where there are no hospitals, almost nothing works. I
mean, fee for service does not work, private insurance does not
work. That is another, larger problem for society.

But what we have said, in answer number four we tried to ad-
dress this and explain what we have done in the questions that you
have in front of you. It says, “What would happen to beneficiaries
who live in areas where there are no private plans?” Well, first of
all, every one of those seniors would have access to Medicare fee
for service. That would continue. Every one of them would have ac-
cess to fee for service.

The answer is, the beneficiaries premium for those who live in
those areas with no other private plans being offered, the premium
would be limited to 12 percent of the fee-for-service premium in
their area, or 12 percent of the national weighted average nation-
ally, whichever is lower, to guarantee them that they would have
fee for service, yes, and that it would not be so expensive that they
could not afford it.

It would be 12 percent of the national weighted average, or 12

percent of their local plan, whichever is the lower. That, I think,
is a very major guarantee that people in rural areas would still be
protected by Medicare fee for service.

Representative THOMAS. Might I respond, briefly?

Senator BRYAN. Sure.

Representative THOMAS. Since for more than a decade my east-
ern boundary was, in fact, the State boundary between Nevada and
California and there was not a whole lot of difference, there were
not any people on either side of the border out in the Enio County

area.



131 T~

What we really have in our area, Senator, is frontier medicine.
It is not rural medicine. There are hundreds of miles between
locales. There is just not a lot of opportunity, not just for seniors,
but for regular health care delivery.

The one advantage other than the point that the Senator made
that I see that this would provide would be the point that Senator
Rockefeller mentioned, the 10 percent variation. One of the things
we are hopeful for is that there will be a degree of innovation. We
do see some opportunity in our area in the telemedicine area and
in other areas that allow for remote evaluation.

It seems to me that a Medicare board, reviewing proposals with
a degree of leeway for change, rather than waiting for Congress to
legislatively change, could promote over the next decade changes
that will create a movement toward different kinds of health care
deliveries.

That is not a firm promise or guarantee, but I think you will
agree, the opportunity for change brought about by this model
gives us a better chance for providing decent health care for rural
Americans than the current system, waiting for a political debate
and a vote of Congress to change the system.

Senator BRYAN. My time is up. Thank you very much, Mr. Chair-
man. Thank our two witnesses. '

The CHAIRMAN. The Majority Leader is here, so, with the indul-
gence of the panel, I will call upon him, next..

Senator LOTT. Thank you, Mr. Chairman. I will be brief because
I know there are a number of other Senators who have been here
longer that wish to make comments.

But I wanted to make a particular effort to be here to thank the
members of the Bipartisan Commission for their work. The chair-
men that are here, Senator Breaux, put a lot of time and ideas and
innovation into the process that the commission considered. He
made it truly bipartisan, and I appreciate his effort.

And Congressman Thomas, my old friend from the House. As
usual, he knows the subject and he has hung right in there. The
two of you have worked together very closely, and that is the way
commissions are supposed to work. So, I thank you.

Also, the members of this committee, Senator Gramm, Senator
Kerrey, were involved and they have shown courage in this in-
stance, as in other instances, in votes we have had in the past. I
note that commission member Deborah Steelman is here, too. So,
I want to thank all of you for the good work that you have done.

Also, I must say, Mr. Chairman, that you and your Ranking
Member, Senator Moynihan, have also shown a history in this com-
mittee of working together, being bipartisan, and showing courage.
I was very proud of this committee and, in fact, the Senate, when
we voted three tough votes in 1997 that would have made a real
difference: the means testing of Part B premiums, proposing a $5
co-payment for home health caré, and matching the Medicare eligi-
bility age to Social Security’s age.

We stepped up to the plate, we cast the tough votes, we got it
done. But, for reasons that I guess are understandable, we could
not get the support we wanted and needed from the administration
and we could not get it moved in the House of Representatives. 1
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hope we will show that kind of courage again. We will try to come
together on a package.

Some people look at me and say, well, what are you going to do
with it? Are you really going to try to do something? Well, it begins
here in the Finance Committee. If we can come together in the Fi-
nance Committee in ‘a bipartisan package in the area of what the
commission did and move that out, then it would be a marker for
everybody else to consider, the President, the administration, the
House of Representatives, and we could then see, what are the
chances of really addressing this problem?

It needs to be done. Medicare is over 30 years old. Not many of
us drive a 30-year-old car. It is time we look at Medicare and up-
grade this car, get a little better model. And I think this commis-
sion has given us some direction.

The future of Medicare is the kind of system, a premium support
system in which Medicare helps seniors by high-quality health in-
surance rather than directly dealing with providers on behalf of
seniors.

I think we need to look at the innovation, the choice that the
committee came up with, the way the commission dealt with the
question of prescription drugs. It may have to be modified one way
or another. But I think you have given us real direction, and I ap-
preciate your effort and look forward to being able to work with
you in the future. I thank the Chairman and the Ranking Member
for having this hearing, and I hope we can get something done in
this area. I yield the floor.

The CHAIRMAN. I would just say to the Leader that it is the in-
tent of the Chairman, and I believe the Ranking Member, that we
once again come forward with a bipartisan approach. }

Senator MOYNIHAN. It surely is.

The CHAIRMAN. I think that is doable, and we should work very
hard to make it a reality.

So it is now my pleasure to call upon Senator Robb.

Senator RoBB. Thank you, Mr. Chairman. I join the distin-
guished Majority Leader in thanking the chairman and vice chair-
man of this commission. This is the kind of thankless task that re-
quires strong will and perseverance simply to come to a conclusion.

‘You are guaranteed going in that no conclusion that you reach
is going to be ideal and, indeed, improved by every group that
might have an interest in it, whieh is understandable.

But I think you have done an important service simply in putting
the time in and putting something on the table. The old adage
about “something beats nothing,” at least for a place to start, is
ever present.

Several of the questions that I was going to pursue have been ad-
dressed already, so let. me ask a little broader question that still
concerns me as someone both new to this committee and new to
grappling with this issue in more detail.

I look at it in two ways. Number one, the modernization question
which the Majority Leader and others have addressed. Second, the
whole question of financial solvency, in the long run. I must confess
to you that, as soon as the announcement was made, the solvency,
as we figure it, had been extended for a number of years.
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It occurred to me that we might, in using military terminology, -
“take our packs off” and decide we can kick this particular chal-
lenge down the road. I appreciate the fact that there are many that
want to move forward in trying to find some long-term structural
reform.

But to get back to the solvency question, I continue to worry
about the big picture, if you will. You have already addressed the
question of graduate medical education and the fact that that is
taken out, under the current proposal, from under the Medicare
plan and put in the general authorization/appropriations process.

That saves money if you look at the smaller picture, but it does
not save money if you look at the big picture. Shifting funding be-
tween Part A and Part B does the same thing. Other provisions,
that if you take certain responsibilities out of a particular com-
. mittee jurisdiction and put them in somebody else’s, then you have
more money to spend on other priorities.

That is really my concern here, is that, in terms of looking at the
long-term financial solvency, that we are not always pulling all of
the disparate pieces of medical care or medical funding for the el-
derly together, to include Medicaid and its impact.

That is a fairly broad, general question. But can you attempt to
reassure me that this has been taken into consideration or that the
savings that appear on paper are not somewhat illusory if you are
concerned about the big picture and paying for all of the programs
for which we clearly have responsibility toward those who are the
beneficiaries of these programs?

Representative THOMAS. That is an excellent question, Senator,
and one that the commission grappled with, and that we will con-
tinue to grapple with. The first statement that I think needs to be
made should not shock anyone. That is, we are going to spend more
money on this program in future years. '

The question is, is the money going to be spent in a way that the
taxpayer believes they are getting value for dollar? We, as in es-
sence the trustees, are getting the best health care purchase for
those seniors.

As we looked at the old Part A, Part B, hospital and then other
services, what has happened since 1965 is that more and more of
the costs of health care are over in the other services. What we
have as surrogates for long-term care—which is an issue that we
did not address in the commission and which the Congress has to
address—skilled nursing facilities and home health care, are the
fastest-growing portions of Medicare.

Now, the difficulty in talking about solvency is that, historically,
it has only been viewed in the Part A, dedicated payroll trust fund,
when almost 50 cents of the dollar is currently coming out of the
general fund and projected growth in the kinds of services funded
by these two structures means that ultimately more money will be
coming out of the general fund than would be in the trust fund. So,
solvency is not a test that makes a lot of serse.

One of the things the commission did was focus on the portion
of the general fund that was going to be consumed by Medicare,
and to what extent did we want to talk about creating a Governor,
or at least an early warning system, about that amount.
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But, clearly, by combining Part A and Part B, by creating a sin-
gle deductible and removing the discrepancies between those two
pieces, we at least have a clear picture of what our financial obliga-
tions are, notwithstanding the fact that the old three-legged stool
that funds it, the dedicated trust fund, the general fund, and the
beneficiaries’ premiums, are all still going to be part of the mix.
Our job is to understand that mix and to create a system that best
spends that mix.

We thought that going to a negotiated, integrated medical deliv-
ery system for a standard plan, which is your basic benefits as they
will be enhanced over the future years, and a high-option plan
which incorporates prescription drugs, gives us an ability to pro-
vide a health care package to seniors that could be monitored and
adjusteil between any one of those three areas of funding in a far
more responsible way, where Congress becomes the policy board
and the day-to-day structural decisions would be made by the
Medicare board. .

It is still going to be a very difficult problem. It is going to be
a growing expense to society, but society ought to determine where
the money comes from. By making it clear, we think we have a bet-
ter chance of producing a debate in the future that will be less po-
litical and more based on policy because the program itself would
- be integrated. ,

Senator BREAUX. Let me make just one quick comment on the
savings.

The CHAIRMAN. I do want to say, we are running out-of time. So,
I would ask that everybody try to be as concise as possible.

Senator BREAUX. The commission analysis showed, Chuck, that
the premium support would slow the growth of Medicare spending.
The estimated savings were roughly in line with those used by
CBO in their debate and testimony on various reform proposals.

They said that was between 1 and 1.5 percent per year reduc-
tions in the annual growth. Over time, this results in huge savings,
$800 billion in the year 2030 alone, a year, because of the move-
ment towards premium support. Those are huge savings.

Senator RoBB. Thank you, Mr. Chairman.

The CHAIRMAN. Next, I will call on Senator Graham.

Senator GRAHAM. Thank you, Mr. Chairman. :

He has left, but I want to compliment Senator Lott for the state-
ment that he made. I think his expression of the desire to move
forward on this issue and to do so on a bipartisan basis and to
challenge the committee to live up to the sort of standards that we
set in 1997 were very constructive comments and, I am certain,
have sent a clearly understood signal to all of us.

I would like to ask a question about Medigai. Some of the most
interesting statistics that we have had in the hearings in the last
few weeks, to me, have been the fact that, whereas less than 5 per-
cent of the general population, including those of us who are cov-
ered by the Federal Employees plan, feel it necessary to purchase
supplemental insurance, that almost 75 percent of the Medicare
population do. )

What that says to me, is it is a commentary on the deficiencies
in the basic benefit package and it is a comment on the fact that
people recognize and are willing to pay out of their pocket for a
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modern structure, albeit one that is sort of X + Y = a modern struc-
ture. - R

My question is, did the commission look at that interplay be-
tween the 75 percent of Medicare beneficiaries who were pur-
chasing Medigap and the possibility of integrating those into a sin-
gle, modern benefit package?

We would feel it very unusual, as members of the Federal Em-
}S)loyees package, if we had to send one check off to Blue Cross/Blue

hield and another check off to insurance company X and have dif-
ferent kinds of coverage, deductibles, et cetera, from two different
gackages. But that is exactly what three out of four Medicare bene-
ciaries have to deal with.

Senator BREAUX. Well, I would just make a brief comment; I
know Bill wants to get in on this.

I mean, you are exactly right. The average beneficiary pays over
$2,000 a year out of their pocket for things that Medicare does not
cover. Medigap insurance is part of those payments.

I think, and I think all of us who supported this concept believe,
that through premium support and competition the plans will start
covering more than is currently covered under Medicare.

Because of competition, it is going to force them to offer better
benefits and more benefits, in order to get the business, and
through the competition system. We statutorily say that the plans
have to offer at least the same benefits as traditional Medicare, but
they.can offer more, and they will in order to get the business.

The only other thing we did on Medigap was to say that they all

have to offer prescription drugs, which they do not do now, and
thereby lower the cost if someone wants to still buy it. Hopefully,
they will not have to because the new policies being. offered will
cover the things that are needed by the seniors in this country.
. Representative THOMAS. Senator, you hit on an excellent exam-
ple of the problem we have with the current system. The advan-
tage, as Senator Breaux said, would be that the Medicare and the
integrated model would provide the standard benefits and then a
high option that would provide prescription drugs, like most of us
understand it. But Medigap is a legislated insurance package; it is
told what it provides. _ ,

In the 10 plans, interestingly enough, the A plan, which is the
bare bones, provides you the ability, if you are risk averse, to avoid
co-pays and deductibles, the very thing that leads a number of ex-

erts in front of the commission to say that people over consume
Eecause they do not have the moderating factor of a co-pay.

Yet, you have got to go up to the high end, the 7th, 8th, 9th, and
10th models. The J model, for example, which finally gives you pre-
scription drugs, costs $2,400 a year.

If we could require all of those plans to have prescription drugs,
. and in the first plan, or A plan, only prescription drugs, you would

find that, at least in today’s market, if that change were made, sen-
iors could spend between $700 and $900 and get a prescription
drug plan.

But it still would not be integrated in terms of the health care
delivery structure. It is still piecemeal and add-on, plus, plus, as
you indicated. That is why, to really get it integrated, you move to
the Medicare model of premium support.
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I guess that concerns me in a couple of ways. One, the fact is

that 80 percent of the Medicare beneficiaries are still in fee for
service. That number has not changed very much. In fact, in some
areas, with the withdrawal of managed care entities, it has gone
up.
If you start, as you did, from your statement that the baseline
would be the current Medicare package of benefits, then fee for
service is going to be locked into where it is today and we could
assume that 75 percent of 80 percent are going to continue to have
to buy a Medigap policy to get a modern benefit structure.

Would it not be better to start from the first step that we are
dealing with a health program here, not essentially an accounting/
financial plan, and let us figure out what is the most logical health
plan, including benefit structure? I think that means integrating
Medigap into base Medicare and then figuring out how we are
going to allocate the costs. '

Senator BREAUX. I agree with you. I think that is what we are
trying to accomplish. When they offer the plans, they are going to
offer some of the things that are now covered by Medigap -to make
it the most attractive dplan. People will buy the most attractive plan
at the best price, and it hopefully will cover a lot of things. Now
people have to buy Medigap insurance in order to have coverage.

Representative THOMAS. I would say that the Senator is perhaps
even bolder than we are, because there are folks who want certain
things. We are trying to create a choice structure. If we could take
a clean sheet of paper and reinvent the senior health care structure
today and impose it, a number of changes could be made.

But what we have to do is create a system in which people volun-
tarily choose what we believe to be a program that offers better
benefits, and we believe, in the long run, they will because the
numbers do show that they are migrating.

The statistics on the poll, which I thought was very interesting,
the baby boomers and Generation X overwhelmingly supported. As
more and more seniors retire, this model will look more like the
health care that they got when they were working rather than the
old separate structure, which seniors remember as their health
care structure when they were working.

The CHAIRMAN. Senator Gramm?

Senator GRAMM. Thank you, Mr. Chairman. First of all, let me
say that it was a great privilege for me to serve as a member of
the Medicare Commission. I want to congratulate our co-chairmen
for the excellent job they did. I was proud to be able to vote for the
final package. I hope that we can refine that package in this com-
mittee and adopt it on a bipartisan basis and make it the law of
the land.

I want to take my time, since I spent months and months with
our two witnesses today and I have figured out what answers they
would give if I could figure out good questions to ask, let me just
try to address three issues that have been raised.

First of all, I am a strong proponent of the premium support sys-
tem. I think it has a very strong argument to make. It puts each
of us in a position to say to those who question how good it is, we
can simply say, would you like to have as good of insurance as the
Chairman of the Senate Finance Committee has?




137

I would submit that there might have been, during the oil boom,
some people in my State who would have said no. But those days
are long past. I think 99.9 percent of the people would say yes, and
others would have been.confused about the question.

Second, in terms of GME, let me make clear what the concern
is. There are two States in the union that have more medical
schools and more medical training than Texas does: California and
New York. It is close. I have got many medical schools, and no poli-
tician in my State could be reelected that was hostile to graduate
medical education, nor should they.

But here is my problem about GME. First of all, GME is funded
by a payroll tax that does not tax rents or profits and, thereby, it
is taxing only about 80 percent of the production by the country.

Second, it is clear to me, at least, in looking back historically at
why we funded graduate medical education here, is because we
were running big surpluses in these accounts. This was a vital pub-
lic need. It was strongly supported on a bipartisan basis and it was
a convenient place to fund it.

The problem is now that the trust fund is broke, and now trying
to fund both graduate medical education and fund disproportionate
share, which is basically an indigent care program, the idea of
making Medicare pay for those things rather than the general tax-
payers is, I do not think, sustainable.

The second problem, is that because it is an entitlement, it is on
automatic pilot, and we are now producing, by general consensus,
more physicians than we need, more specialists than we need, and
as many people on this committee are aware, we are now paying
some graduate schools in health education not to train doctors.

I mean, we are basically .back in the old soil bank program,
where we have an automatic pilot program paying people to train
doctors. Yet, we have had for about three or four years, is it not,
Bill, a program whereby we are paying people not to train doctors.

So what I want to do is come up with a funding source. But I
want to also review the programs to be sure we are funding at a
level that meets the market demand.

A final point on this. I hear people talk about great fear about
appropriated aecounts. But look at what has happened to the Na-
tional Institutes of Health under appropriated accounts. I person-
ally do not believe that the political base for the National Institutes
of Health is stronger than the political base for graduate medical
education. ‘

So, quite frankly, I understand concerns people have, but I do
not agree with the concerns. I think that there is a strong base in
Congress to fund graduate medical education. To me, it is some-
thing we ought to debate how we do it. The old system, I do not
see how we sustain it. As people go to more competitive medicine,
there is no money for graduate medical education anyway, so it is
being eliminated right before our eyes. -

A final point about drug benefits. Everybody would like for there
to be drug benefits. Everybody knows that people go to the hospital
and we fund conspicuous consumption, for lack of a better name.
But yet, when they leave the hospital, they often take half of their
prescription drugs because they cannot afford it.
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Now, obviously something is crazy with that system. I would say,
I am willing to submit any drug benefit system that, one, is ration-
al, it has co-payments. And I remind people that, when the govern-
ment pays 100 percent of your pharmaceuticals, people are spend-
ing $711 a year, on average, on pharmaceuticals. When it pays
none, they are spending about $350. Now, you can guess why.

So -the key point is, however, the purpose of this whole effort is
to save Medicare, which means saving money. If we are going to
add a drug benefit, we have got to save enough money to save
!\:’Iedicare and to fund the drug benefit. If we can do that, I am for
it. ~

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley.

Senator GRASSLEY. Thank you, Mr. Chairman.

First of all, I think that you folks deserve a lot of credit for put-
ting up with all of the attacks that you get. I, for one, want to ap-
plaud you for actually making such a proposal. The proposal might
not be perfect, but at least it is a very important starting point. We
are off to a race with the work that you have done.

It is a lot harder to put a proposal forward than to sit back and
find fault. I notice that a number of my colleagues have found time
to propose a new prescription drug benefit without broader Medi-
care reform.

So my first question, is whether any of the other commission
members ever proposed an alternative plan to your plan. If so, I
did not ever hear about it.

Senator BREAUX. Senator Grassley, I would just point out that
there were discussions within the commission about how to handle
prescription drugs. What we have, as you know, a free drug pro-
gram of up to 135 percent of poverty, and some changes in the
Medigap policy to offer drugs. The short answer, is yes.

Senator GRASSLEY. Were there any other comprehensive plans
put before your committee? That is my main point. The point is,
you cannot hardly have a new benefit like this without having
some overall reform, it seems to me. :

Senator BREAUX. There was nothing that was offered like some
of the current legislative efforts that are ongoing that have been in-
troduced by some of our colleagues in the House. None of that was
proposed.

There were arguments that we ought to have prescription drugs
made part of the regular fee for service and subsidize it up to, say,
25 percent. But there was no overall offering like we have in some
of the legislative packages.

Senator GRASSLEY. All right. It seems that this discussion of pre-
mium support has a lot of the critics of your proposal now, all of
a sudden, very concerned about rural health issues.

For those for whom this is a new interest, I welcome them be-
cause obviously we d§\have a lot of problems out there. Yes, I agree
that we need to give ¢qreful scrutiny to the effects of premium sup-
port on rural America.' But, while we are at it, it seems to me, we
ought to take a look at how Medicare is treating rural areas right

now.
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This is not a success story, as many members of this committee
have very eloquently stated today, and every other time we have
a meeting on Medicare, and rightly so.

On the other hand, rural federal employees seem to be happy
with theirinsurance. So my question is, if it is completely impos-
sible for premium support to work in rural areas, then why 1is it
possible for federal employees’ plans to work in rural areas today?
As far as I know, they are working very well. ,

Senator BREAUX. I would just make a short comment.-It does
work well. It is a different type of population, of course, but it
works. There is competition. I know that Senator Rockefeller and
I have talked about this issue a lot because of his rural State. But
there are about 23 different FEHPB plans available in West Vir-

inia. It is a different poEulation, no question about that. But it

oes work in those areas that are very rural in nature.

The other point is, no matter how rural your area is, you will al-
ways have access to traditional Medicare fee for service at a rate
and a payment level that is the lower of the national weighted av-
erage in the whole country. So, you are protected if you have noth-
ing offered other than traditional Medicare fee for service.

Representative THOMAS. I would just tell the Senator that, as he
well knows, no one is more responsible for raising the current
Medicare+Choice or risk plan basic rate than he in making sure
that the absolutely ridiculous amounts, for example, in your State,
of a county getting $220 a month, is now at least up to about $380.

But what frustrates me about all of the difficulty that we went
through in bringing about change and now blending those county
payments between national and county, is that we are still looking,
in my State and yours, at a decade of blending before we get a
structure that possibly could support a premium support model.

In this arrangement, you get to negotiate on real labor costs, not
imputed labor costs, against other real plans willing to offer that
benefit package and not an arbitrary model created by bureaucrats.

In that sense, I think, we have a better possibility—still difficult,
but a better possibility—of bringing choice to rural areas.

Senator GRASSLEY. I would like each of you to comment, if you
would, on Dr. Vladeck’s assertion that it is very hard to make long-
term projections, so then consequentially we should not attempt to
reform Medicare substantially anytime soon.

My question is, is it really that hard to forecast the Nation’s de-
mographics? What is the cost of simply waiting to see what hap-
pens, and then react to what has already happened?

Senator BREAUX. Well, of course it is hard. That does not mean
we should not try and do it. I mean, these are difficult problems.
That is why we are here. We just cannot say, well, it is pretty dif-
ficult to project what the future is going to look like, so we are not
going to do anything. We do it all the time in Social Security, we
have to do it in Medicare. Actuaries can give us the make-up of the
future generation of Medicare beneficiaries.

What is uncontested, is the fact that it is going broke. In 2015,
it is going to be in bankruptcy and the premiums are going to dou-
ble by the year 2007. I do not think there is any disagreement with
that. So the short response to do nothing is not an answer. We will
be without a program if we do not do something to reform it.
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Representative THOMAS. In fairness to Dr. Vladeck, I think you
do have to understand that, if you are just looking at demo-
graphics, it works on a plan like Social Security, which is a dollar
amount applied to an age profile.

When Alan Greenspan was in front of the commission, he indi-
cated that, back in the early 1980’s, in looking at Social Security,
it was offered to that commission that they could look at Medicare
as well. As he said, they politely declined.

The examination not only of the demographics of who is going to
be the population, but what is going to be health care as defined
at that time and what are going to be the costs, are far more dif-
ficult to determine.

The key point that I think I would like to leave you with, is that
the old system, which was slower in changing and in which per-
haps a government-modified structure could keep up with the
changes, is no longer possible.

The idea of a premium support model is change brought about
in a way that change can occur more easily in the future. That is
really what the fundamental point is, allow for change in a respon-
sible, meaningful way rather than the current way of making
changes in the program.

The CHAIRMAN. Senator Hatch?

Senator HATCH. Well, I want to compliment both of you for the
work that you have done here and those who have worked with you
on the commission. It has been a really tough job.

One of the issues we face under the current Medicare system is
with respect to the ability of the Health Care Financing Adminis-
tration to make rational and efficient decisions concerning coverage
for new and innovative medical products and procedures. Clearly,
the experience regarding these so-called coverage decisions has
been poor, and this has been a major problem for the Medicare pro-
gram as well. .

Now, medical technology is changing so rapidly, with improved
products and procedures that will clearly enhance and save lives.
Yet, these products are not getting to the beneficiaries in a timely
fashion because Medicare does not pay for them.

I am not aware that you had any specific recommendation on
this issue from your work on the Medicare Commission, but I
would appreciate any thoughts ypu may have as to how we should
address these various problems. .

Representative THOMAS. Senator, just several weeks ago in the
Health Subcommittee of the Ways and Means Committee, we held
a hearing on coverage and appeals process. It is interesting to note
that, while there is some concern about non-seniors and their abil-
ity to get an appeals process in today’s managed care world, that
in the Medicare world it is twice as bad, up to 700 to 900 days in
working through the appeals process.

Senator HATCH. Now, that is pathetic.

Representative THOMAS. One of the things that I made sure, was
to examine the areas that the commission did not specifically ad-
dress—we could not be that encyclopedic in examining the prob-
lems of Medicare; we wanted to put a basic reform structure in
place—was that I believe shortly we will be moving legislation in
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a bipartisan way that covers changes in the coverage and appeals
process, both at the national level and at the local level. _

I do want to make sure that I compliment Nancy Ann Min
DeParle, the current administrator, because when we brought to
her attention that the coverage process was, in fact, illegal, it was
a closed-door process, she immediately canceled that process and is
going through the building of a new, more open process. But, clear-
ly, coverage and appeals in a bureaucratic, administered price
structure is always difficult.

One of our goals was, as we streamlined the process, as the
Medicare board negotiated with different plans, it was the plans
competing with each other that will bring about the innovation far
faster than a bureaucratic structure approving a new model, some-
times months, sometimes years after it is developed.

Senator HATCH. I think she deserves some credit as well. I am
glad to see that. A

One aspect of reforming Medicare was, to what extent should the
Congress get involved in the details over Medicare benefit and cov-
erage issues? One of the witnesses from a previous hearing made
the analogy that Medicare can be viewed as a giant insurance com-
pany overseen by two boards of directors, the Senate Finance Com-
mittee and the House Ways and Means Committee. I thought this
was a very perceptive comment, and I tend to agree.

But, in some respects, I think Congress does micro manage Medi-
care. But, in our defense, we do so because we hear so many com-
plaints about the Health Care Financing Administration’s manage-
ment of the program. ' .

Now, I am not so sure that micro managing is a good policy. I
am just not sure how to fix it. Should Congress be less specific or
more specific when passing Medicare policy?

Should Congress give the Health Care Financing Administration
broader authority and flexibility in implementing statutory laws?
Should Congress designate a new agency, in part, to run the pro-
gram as provided for under the Breaux-Thomas proposal?

Quite frankly, I hear as many complaints about the Health Care
Financing Administration as I have about the IRS, and that is say-
ing something. So, maybe we need to reform the Health Care Fi-
nancing Administration first before we reform Medicare. Do you
agree or disagree with that?

Senator BREAUX. Senator Hatch, the comparison you make is -
well thought. Medicare has about 132,000 pages of regulations, the
IRS has about 45,000. We thought that that was a bureaucracy? I
mean, Medicare is 132,000 pages of regulations, in minute detail,
saying what is paid for, what is not paid for, how much we pay for
everything that is ever provided.

How many times have you had people come to your office, and
all of us, saying, we want you to introduce a bill to make sure
Medicare covers this or that, or that they pay more for this or that?
We are truly micro managing a bureaucracy that is engaged in
price fixing everything that we sell as health care. That cannot con-
tinue to work. '

No other system has this in this country in the area of health
care except Medicare. It is deficient. If we do not change the whole
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system, we will continue to do the same thing. That is why our
package is fundamental reform.

We give Jools to modernize HCFA, but we also give a ‘whole new
alternative where the marketplace and competition that the Medi-
care board would oversee can solve these problems in the market-
plac:has opposed to doing it before the Finance Committee every
month.

Senator HATCH. Well, as you know, I am concerned also. Go
ahead, Bill. I did not mean to interrupt. -

Representative THOMAS. I just wanted to tell you, Senator, that
there are excellent professional people at HCFA.

Senator HATCH. I agree with that.

Representative THOMAS. They are asked to do an impossible job
today, given the rapidity of change and the degree of change. Ten
tho}t;tsand administered prices in 3,000 counties, you cannot get
right.

I thought the lowest point of the 1997 debates was when we were
in conference and we spent six hours, as members of the House and
the Senate, debating whether the oxygen reimbursement should be
reduced by 10 percent or 20 percent. That should be a supply item
determined to be used by medical professionals, when appropriate,
charged to some structure that pays for that sort of thing.

Senator HATCH. There you go being practical again. It is a ter-
rible thing. [Laughter.]

Representative THOMAS. But your question goes to the heart of
change. How do we do it? Trying to put more people in, get more
dedicated people, give them more money to administer more prices
tliat are changing faster is not, in my opinion—and I assume in
yours—a solution. What we are offering is a new way that we think
could help.

Senator HATCH. Well, thank you both. I appreciate both of you.

The CHAIRMAN. Senator Baucus, please.

Senator BAucus. Thank you, Mr. Chairman.

I want to congratulate, and do congratulate, both of you. You
have worked very, very hard. You have advanced the debate very
significantly. I think all of us who think a bit about this problem
recognize the good work that you have done. I mean, it is very good
and I commend you for it.

As we work through this, I would hope that we also pay atten-
tion to quality assurance. My sense is that, as important as it is
to restructure Medicare, including managed care plans, because of
the demographic changes, that perhaps we are losing some sight of
the quality side.

Senator Graham touched on this and suggested maybe looking a
little more at beneficiaries’ satisfaction as well as quality assur-
ance, as opposed to so much emphasis on cost. To a large degree
around here, policy is budget driven. We have balanced budgets,
and we appreciate that. But I think too often we do not pay enough
attention on the policy side and what, really, we are trying to do
here in addition to the economics.

I have two questions and I will just ask them both. What
thoughts do you have as we work through this as to how to provide
for incentives for more quality assurance, a system that includes
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process measures as well as patient satisfaction? I think we should
spend a little more time on that.

The second question really gets to a fundamental problem, where
10 percent of the beneficiaries consume 80 percent of the costs of
the program. So the real question is, how do we devise a system
where managed care plans, et cetera, compete for the sickest and
the most expensive beneficiaries? That is the heart of the problem
here, at least in one respect. In traditional fee for service, if a plan
is left with a lot of these people, I am just wondering whether a
premium support system will work.

The 12 percent guarantee for fee for service. I understand and
I appreciate your effort there to help provide some satisfaction in
rural communities. A question arises, though, but what happens
when a managed care plan comes in, then leaves? Beneficiaries’
premiums will go up and down, theoretically, and will be quite un-
satisfactory and dissatisfying to a lot of folks.

That has happened in my State. A mental health managed care
lan came into Montana, and all kinds of problems arose and they
ave now withdrawn. In my State, there are no managed care

plans for seniors. There just are not.

So if you could just talk a little bit about both of those, I would
appreciate it.

Senator BREAUX. Let me try the quality thing first, maybe, be-
cause it is obviously very important. If you have a new plan that
does not have quality, you do not really have anything.

The reason why the Medicare board is established in our pro-
posal is to provide information to the beneficiaries on the plan, to
give them comparisons of which plans have worked and which ones
have not, to oversee the quality of the plans that are being offered,
to prevent plans being offered that only try and cherry pick healthy
seniors, not letting them bid if they are going to only have a plan
that is devised to go after healthy seniors.

So the whole purpose of the Medicare board is not to fix prices,
but to ensure that the information on how the plans work is made
available, to -ensure that the plans meet financial criteria when
they are offered, to make sure that they do not cherry pick the
healthy as opposed to the unhealthy, and to make sure that seniors
can make this selection with the number of choices that will be
available to them. So, that is the role of the Medicare board.

Through competition, you are going to improve the quality of the
product, because if you have a poor-quality product, people are not
going to choose it. It is just that simple. If you have a good-quality
product, with a good history behind it, they are going to go to that
plarll. That is what the board would function as, as to guarantee the
quality. '

Representative THOMAS. I would just say, briefly, that the prob-
lem for seniors is also the problem for most of Americans in the
health care area because, through no fault of their own, we devel-
oped a system which did not require them to become knowledge-
able. They simply ask, does my insurance cover it?

. So the question of education of consumers is a really important
one, especially for seniors. There are a lot of models in the private
sector that are assisting in education. We have begun to develop

those.
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But the question of quality is also the ability to measure; you can
at least determine on a relative basis. There are other committees
on the Senate side that are wrestling with collecting data to allow
us to measure quality.

We are doing that on the House side as well. It is a question of
confidentiality, the ability to provide statistics. That collection of
data can be used far more beneficially than we currently use it to
assist seniors in making choices.

In addition, the question of 80 percent near the end of life, I am
very pleased to say that the changes that we made in the 1997 bill,
which we will have to continue to develop in the area, for example,
of hospice treatment for seniors, is a growing area.

The whole question of geriatrics is a new and involving health
care delivery area and we have to continue to work, not only with
decisions that we make as societies, but as individuals in terms of
the relative quality versus quantity of life. That decision is not
going to be made in a committee hearing, or even on the floors of
Congress. It is being made today by people in the society discussing
the medical technology choice versus the quality of life. That is
going to be a continually changing debate.

But the development of hospices, the providing of information,
and the assistance in making decisions, I think even in the last 5
years, has changed significantly. Over the next decade, we will try
to make sure that seniors who want to make a choice, heavy tech-
nology or no technology at all, is available to them.

Senator BAucuUs. Well, I appreciate that. I would hope that we
would, in addition to your plan, frankly, look at other plans, other
ideas, and the way other countries deal with this question. We do
not have much time to solve this. We do-have a little time,but not
much time. I urge you and the great work you have done, as well
as others of us who are working on this, to address that.

I am also a little concerned about too much choice. In this Infor-
mation Age, so many of us are bombarded with so much informa-

tion and so many choices. There is going to come a time when peo-

ple start to tune out with respect to trying to choose and decide
what is better, this, and that. I think that also has to be addressed.

Representative THOMAS. Could I respond, briefly? You mentioned
another item on your list, and that was what you do between plans
where choice is made. One of the tools that we desperately need
and we are trying to develop is a risk adjustment mechanism so
that people can make choice with a comfort level that, whichever
choice they make, we are able to adjust it so that there is not the
cherry picking, as the Senator mentioned, or that if you make a
mistake you have an opportunity, in a timely fashion, to correct it.
But that your comfort level, through education, is there and that
the plans can sustain providing it because there has been an ad-
justment based upon risk. That tool is crucially needed and we are
trying to develop it.

Senator BAucus. I appreciate that. I thank the Senator for turn-
ing the light out for a couple of minutes there.

The CHAIRMAN. Well, gentlemen, I want to thank both of you for
the excellence of your testimony. I think it shows without question
the strength of your leadership in this matter. I may never let Sen-
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ators again be asked questions, because it is almost 12:00. But, we
appreciation your contribution.

Representative THOMAS. Mr. Chairman, I want to take back this
bell. We do not have it in the House.

The CHAIRMAN. No way can you have it! .

Representative THOMAS. And some folks do not watch the lights.
The bell is a good idea, and I am going to steal it, - .

Senator BAucus. We have got a five-minute rule which we go by.

The CHAIRMAN. We must proceed. Thank you.

Our second panel will consist of experts who both support and
oppose the premium support model, as well as others who have ex-
plored a range of Medicare modernization options.

Two of the panelists were members of the National Bipartisan
Commission, attorney Deborah Steelman of Steelman Health Strat-
egies, and former-Health Care Financing Administration adminis-
trator, Bruce Vladeck. ) :

The other panel members include Dr. William Scanlon from the
GAO, who will describe for the committee the range of reform op-
tions; Dr. Dan Crippen, Director of CBO, who will discuss the
budget implications of various reform options. David Kendall, of
the Progressive Policy Institute and Dr. Ken Thorpe, professor of
Health Policy at Tulane, will both add their perspectives to the dis-
cussion.

Gentlemen, your full statements, of course, will be included as if
read. We will start, if we may, with Dr. Scanlon.

STATEMENT OF WILLIAM J. SCANLON, PH.D., DIRECTOR,
HEALTH FINANCING AND SYSTEMS ISSUES, GENERAL AC-
COUNTING OFFICE, WASHINGTON, DC

Dr. ScaANLON. Thank you very much, Mr. Chairman. I am happy
to be here today as an observer of these various proposals, and am
pleased to respond to your invitation to summarize the array of op-
tions that have been proposed to reform Medicare.

While there has been a multiplicity of these options that have
been both proposed and discussed, and they reflect a diversity of
approaches to solutions, there is clearly growing consensus, as we
have heard, on the problems.

The current Medicare program, without improvements, is ill-suit-
ed to serve the future generations of seniors and eligible disabled
Americans. Today’s Medicare benefit package contains gaps in cov-
erage and the program’s incentives and mechanisms for cost control
are not adequate to keep spending sustainable in the coming years.

As you can see from the figure at the front of the room, and as
well as on page 4 of our written statement, the reforms that have
been proposed and discussed align themselves along two dimen-
sions. One, expansion of the Medicare benefit package, and second,
financing and other structural changes aimed at better control of
costs. -

In considering benefit package reforms, we need to ask the fun-
damental question, what should Medicare pay for? We have, and
we expect to continue to have, a system where the cost of health
services are shared between beneficiaries and the program.

The two commonly discussed benefit expansions are prescription
drugs and some form of catastrophic or stop-loss coverage for ex-
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traordinary, out-of-pocket costs. We recognize the importance of
prescription drugs, in particular, because today, relative to 1965,
they have become a much more important portion of medical care.

We also recognize the substantial burden that they and other
service costs can be for beneficiaries with serious illnesses. Yet,
considering benefit modifications raises many questions about the
potential costs, the options for targeting coverage to selected serv-
ices or beneficiaries, the opportunity for cost savings through sub-
stitution of services, and the potential displacement of existing non-
Medicare coverage.

Critical to the consideration of modifying benefits, but even more
essential because of the unsustainability of Medicare expenditure
growth, are reform options to modify how services are purchased
and financed.

A substantial number of such reforms have been proposed and
discussed. The underlying objective of them all is to alter incen-
tives currently in place to make beneficiaries more cost conscious
and providers more efficient.

A useful way to organize a discussion of these reforms is to array
them in essentially three groups: fee-for-service modernizations,
Medicare+Choice modernization, and a premium support system
fashioned after the Federal Employees Health Benefits Program.

We have listed many of the major options in each group on the
second chart that is in the front of the room, as well as on page
6 of our written statement. There are too many options and too
many variances of options to discuss in any detail here today. I
would like to make a limited number of observations, however.

First, you will note we have divided this chart into two rows,
pending reforms and potential reforms. The pending reforms en-
compass some of the elements of the Balanced Budget Act that are
currently being implemented. As we discuss reform, it is important
not to overlook “the significance of the reforms of the Balanced
Budget Act as initial steps in modernizing Medicare. -

Second, there are two themes that transcend many of the re-
forms. One involves moving away from paying for each item or
service to purchasing packages of services, and the other, to rely
less on administrative pricing or rate setting and more on supplier-
provided prices.

Obvious examples of the former include the Home Health Pro-
spective Payment System based on episodes of care rather than
paying per visit, or the encouragement of enrollment in
Medicare+Choice where a single payment will cover all needed
services. _

Purchasing a package of services does encourage providers to be
more efficient and employ only necessary resources. It, however,
imposes a considerable burden on the program to ensure that it
knows what the packets contain and that it has received value for
its dollar.

Provider-supplied prices can be more beneficial than adminis-
tered prices if providers have incentives to truly restrain their of-
fered prices. That will occur only when the system is structured so
that providers compete to serve Medicare beneficiaries and their

costs are part of that competition.
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The last observation I would make about these reform options is
that the premium support system incorporates many of the ele-
ments of fee-for-service or Medicare+Choice modernizations. To
have a viable, self-sustaining public fee-for-service plan, it will
need to be modernized to set prices sufficiently and to manage uti-
lization.

To maintain equitable and efficient plan participation and com-
petition, we need to be able to do a very good job of risk adjusting
rates. We also need very good information about plans’ perform-
ance so that competition is based heavily on quality.

In conclusion, I would note that with the BBA introducing sev-
eral significant reforms into the program already, we have a nat-
ural laboratory which is providing us some sobering observations
about the difficulty of undertaking reform.

For one thing, we are learning very well that specifying the de-
tails of reform is extremely challenging and hugely important. We
are also discovering that the implementation of reforms also leads
to disruptions for beneficiaries and providers.

We are appreciating the vital importance of comprehensive and
valid information about those disruptions, to understand that they
involve desired changes in the historical status quo, or some unin-
tended consequences of reform that we would like to undo.

Given that such insights are not immediately available, we also
appreciate the need for prudence and deliberation in refining the
reforms already enacted.

Mr. Chairman, thank you very much. I would be happy to an-
swer any questions that you or members of the committee have.

4 [T]he prepared statement of Dr. Scanlon appears in the appen-
ix.
The CHAIRMAN. Thank you, Dr. Scanlon.
Next, we will call on Dr. Thorpe.

STATEMENT OF KENNETH E. THORPE, PH.D., VANSELOW PRO-
FESSOR AND DIRECTOR, INSTITUTE OF HEALTH SERVICES
RESEARCH, TULANE UNIVERSITY, NEW ORLEANS, LA

Dr. THORPE. Thank you, Mr. Chairman, members of the com-
mittee. I am pleased to be here today to share my views on Medi-
care reform.

My testimony will focus on two sets of issues. First, a little bit
about the savings necessary to ensure the future of Medicare, and
focus on four specific recommendations to strengthen the program.

The provisions of the Balanced Budget Act, combined with reac-
tions in the provider community, have slowed substantially the
growth in Medicare spending. Table 1 of my written testimony dis-
plays the relevant figures and highlights the fact that federal Medi-
care spending per beneficiary is expected to grow 2.5 percentage
points slower than private health insurance over the next three
years, and 1.5 percentage points slower than private health insur-
ance over the next 10 years.

Yet, despite these trends, Medicare will rise as a share of the
budget and as a share of GDP in the foreseeable future. We have
heard a lot about potential future reforms this morning. I think, as
Dr. Scanlon mentioned, perhaps the most important future reform
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that we need to keep our eyes on is the full implementation of the
Balanced Budget Act.

None of the scenarios that I talked about in terms of the 10- or
20-year projections will come to fruition unless we continue to focus
our efforts on implementing the remaining provisions incorporated
in the BBA.

These include several prospective p: yment systems for post-acute
care benefits, a risk adjuster for Meuicare+Choice plans, ard the
implementation of the competitive bidding demonstrations, as rec-
ommended by the Competitive Pricing Advisory Committee. Future
savings in the Frogram are largely contingent on the successful im-
plementation of these provisions.

Though the BBA resulted in several critical changes in the pro-
gram, several areas of additional reform are required. The first
concerns the movement towards the use of competitive bidding in
the Medicare+Choice program. Competitive bidding offers several
advantages compared to the current system. First, premiums and
service would be based on a plan service area rather than on a
county-by-county determination currently made by
Medicare+Choice plans.

Second, it wouﬁl establish a process similar to that using the
Federal Employees Health Benefits Program. In the FEHB, com-
munity-rated managed care plans establish their premiums in each
service area independent and separate from the premium-setting
process employed by the national plans, such as the Blue Cross
standard option. A separate bidding process for the
Medicare+Choice plans is similar to the current FEHB program.

Three, competitive bidding could result in slower growth than
the projected growth in private health insurance, and I underscore,
could. The extent will cfepend on several key and unspecified de- —
sign choices. Whether competitive bidding would have saved more
than the Balanced Budget Act, however, I think is quite debatable.

The second area to focus on, is modernizing the traditional Medi-
care program. I think at least four changes are needed. One, is that
we need to look seriously to combine deductible, look at an out-of-
pocket cap, perhaps set at $5,000 to $6,000 per year, and third, and
perhaps most importantly, a modest outpatient prescription drug
benefit phased in over a 5- to 10-year period, starting with the low-
est income beneficiaries not currently eligible for Medicaid.

These changes in the program could be financed through several
means. One, is by out-year savings beyond 2002. The projected
growth in Federal Medicare spending between 2002 and 2009 is ex- -
pected to rise at 6.1 percent per beneficiary, compared to 4.7 per-
cent per beneficiary between 1999 and 2002.

These changes could be made and, in part, be financed by reduc-
ing the out-year growth to 5.5 percent per beneficiary. This rate of
growth is similar to the growth in total Medicare spending today.
Some of these savings could also be devoted to assuring the long-
term viability of the program past the year 2015.

A second area where savings could be generated could be through
competitive bidding in the Medicare+Choice program I talked
about. A third area I think we need to put on the table, is prescrip-
tion drugs in both the Medicare+Choice program as well as the fee-
for-service program with contributions from beneficiaries.
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I know this committee has passed an income-related premium. I
think we should look at that again in the context of providing a
Medicare prescription benefit package phased in over several years.

I think the issue is going to be at what income to' start the con-
tributions and when to phase out the general revenue subsidy of
the program. The program should also probably be indexed to make
sure that the savings do not deteriorate over time.

A final area I think that would be important to look at, is that
a lot of the discussion today is focused on the insurance part of the
Medicare program.

However, Medicare is much more complicated than that. It is not
only an insurance program, it provides social goods for graduate
medical education, it provides care to the poor through the dis-
proportionate share adjustment, and it provides for long-term care
services.

Reform is needed across the board, and I think we need to spend
careful attention focusing on the long-term care provisions of the
program, really the area where, when you look at the demographic
changes expected over the next 30 years, the biggest demand for
services is likely going to happen in the program.

On that front, I think it would be wise to rethink the way that
we fund long-term care services, both through Medicare and Med-
icaid, as well as the way that we deliver services to those pro-
grams. -

I thank you for the opportunity, and would be happy to address
any questions you may have.

[The prepared statement of Dr. Thorpe appears in the appendix.]

The CHAIRMAN. Thank you.

Next, we will call on Dr. Crippen.

STATEMENT OF DAN L. CRIPPEN, PA4.D., DIRECTOR,
CONGRESSIONAL BUDGET OFFICE, WASHINGTON, DC

Dr. CripPEN. Thank you, Mr. Chairman. I thought I was going
to get to bat clean-up. It is something I never got to do as a Little
Leaguer because I could not hit. Anyway, I am now back in the
lineup, where I belong.

One of my colleagues at the Congressional Budget Office (CBO)

has this irritating habit of looking at a nasty piece of work, Mr.
Chairman, and declaring that it is really an opportunity. Then he
smiles. But that is true for us today. Genuine reform of Medicare
can free us of the mentality we often apply to government pro-
gfz:ams, that we have only two options—raising taxes or cutting ben-
efits.
We may eventually have to do some of both but not exclusively,
probably not predominantly, and maybe not at all, at least in the
short run. There is plenty of room for improvement before we get
to those two old options.

It is not simply a matter of money. We have an opportunity to
significantly improve the health care of our elderly and create a
system that will survive for the next generation.

You have heard this morning of several options for reform. I do
not propose to expand on the list so much as to suggest criteria by
which you might judge these reform alternatives. In so doing, I pro-
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pose to return to some “first principles” that I believe will suggest
those criteria. :

One of the manifestations of the genius that is the United States
is its success in developing systems that efficiently collect and re-
spond to very diverse individual preferences and choices. That role
of our economy, embodied in our private sector, is obvious.

But our political system, our unique form of representative de-
mocracy, also officially collects individual preferences for public ac-
tivities. The health care delivery system is one place where the pri-
vate sector and government meet, and it is not always a friendly
encounter. Nonetheless, with reform, Medicare can have the best of
both of those worlds. .

But any reform must keep in mind several things. First, the sta-
tus quo is untenable. Many of the witnesses today have spoken
about that. Second, the size of the economy is important. The abil-
ity to pay for goods and services, including health care services,
grows as the economy expands. Policies that enhance economic
growth will make it easier to meet the needs of the elderly popu-
lation, particularly in the future.

Third, improving efficiency will augment reform and expansion.
Fourth, we have to keep in mind that the changes to Medicare will
have profound effects on the private system of health care delivery
in this country.

Fifth, the key to improving Medicare lies in the payment system.
Sixth, plans and providers must bear some financial risk. For com-
petitive systems to be viable, Medicare’s payment methods must
adequately compensate participating plans and providers while giv-
ing them incentives to control costs.

Seventh, financial exposure is also an important component in

“the decisions by individuals to utilize medical services, something
members of your Committee have reminded us of this morning.

Finally, Medicare’s traditional fee-for-service plan will be a major
part of the program for the foreseeable future. Consequently, ef-
forts to referm Medicare cannot ignore it.

These principles suggest several avenues of analysis, some of
which Dr. Scanlon has already covered. I want to make a couple
of_observations, however, about both Medicare+Choice and fee-for-
service, observations that I intend to be illustrative and not exclu-
sive.

In Medicare+Choice, the need for competition has already been
commented on. In establishing the system under the Balanced
Budget Act of 1997 (BBA), the Congress wanted to make Medi-
care’s managed care sector more competitive. But the BBA left in
place the administered pricing system that sets Medicare payments
to those plans. Consequently, Medicare+Choice has no meaningful
price competition among plans. - :

Changing to a premium support or bidding system could expand
competition to include price as well as benefits and quality of serv-
ice, and in so doing, Medicare could capture some of the savings
from the plans’ more efficient health management as well as ex-
pand coverage.

One area, Mr. Chairman, I am going to dwell on for a minute or
so is how we analyze and compensate for risk. One of the things
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Dr. Scanlon and others have addressed is risk adjusters, something
this committee is quite familiar with.

It takes a very large pool, probably in excess of 100,000 bene-
ficiaries, for a plan to have anything approaching an average risk.
Very few healt f;)lans have enrollment of that magnitude. There-
fore, the pools of many plans have overall levels of risk that are
either above or below average, and their risk profiles may well
change from year to year. Nonetheless, the government’s payments
to Medicare+Choice plans do not adequately recognize that phe-
nomenon. Plans with low enrollment, such as those in rural areas,
are especially vulnerable to financial losses from the unexpected
use of expensive services by a few seriously ill people, because such
plans have too few enrollees with below-average costs to balance
out those with higher-than-average expenses.

Eliminating all such risk wou%d be undesirable, since financial
risk (fromotes more efficient practices, but the system of payments
could compensate for those differences in risk.

There are at least two ways to change the payment structure to
adjust for such risk. One, of course, is using the risk adjusters that
you are familiar with. The second, however, is one that we have
not discussed a great deal heretofore: adjusting the financial risk
in the pools by carrying out payments for certain high-cost proce-
dures or providing various forms of reinsurance.

The second option, which has been discussed by the Medicare
Payment Advisory Commission and, in fact, was developed by a
couple of its members, suggests that some kind of partial capitation
may be possible. Partial capitation could be introduced by blending
a capitated rate and a fee-for-service rate, supplementing payments
for cases that are outliers, providing stop-loss protection on aggre-
gate costs at the plan level, or carving out selected high-cost serv-
ices, such as we do now, for instance with end-stage renal disease.
Most of those approaches would reduce the capitation rate across
the board, imposing a kind of premium on plans in return for in-
surance against excessive risk, a form of insurance in which the
risk pool would be all Medicare enrollees in managed care.

Regarding fee-for-service Medicare, Mr. Chairman, the other
panelists have already discussed a number of reform possibilities,
the primary one of which is expanding prospective payments. In
terms of the policies affecting enrollees, we have included a number
of options included in our volume this year on maintaining budg-
etary discipline, some of which show how you can improve the pro-
gram in a budget-neutral way.

But let me conclude where I began: there is plenty of room for
improvement. Suppose, Mr. Chairman, that rather than the cur-
rent payments for, say, a liver transplant, we solicit bids that are
evaluated on the basis of both price and outcomes. The list of all
bidders and their outcomes and prices would be widely available.
The price Medicare would pay for liver transplants would be the
average of, say, the top 10 bids.

Beneficiaries could go to-a facility of their choosing for a trans-
plant but would know where the best outcomes were produced and
what price Medicare would pay. We could, with that approach, im-
prove health, lower costs, invite specialization of medical centers,
improve the risk profile of plans with smaller beneficiary pools, and
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ﬁrml }})eneﬁciaries with important information related -to their
ealth,

‘That is why the task before us is, indeed, an opportunity, Mr.
Chairman. We can do better than the current system. Thank you.
d.[’I]‘he prepared statement of Dr. Crippen appears in the appen-

ix. ‘

The CHAIRMAN. Thank you, Dr. Crippen.
Dr. Vladeck, please.

STATEMENT OF BRUCE M. VLADECK, PH.D., MT. SINAI SCHOOL
OF MEDICINE, FORMER HCFA ADMINISTRATOR, NEW YORK,
NY .

Dr. VLADECK. Thank you very much, Mr. Chairman. I am
pleased to have the opportunity to be back here before this com-
mittee. It is just two years ago since I had the privilege of working
with many members of the committee on the Balanced Budget Act,
and I think with each passing month, as we learn more and more
about the effects of that legislation, we need to try to understand
what it was we accomplished and what some of the implications
are.

I am not going to use my very brief remarks here this morning

to rehash some of the arguments that we had in the Bipartisan

Commission. Senator Rockefeller had more than enough oppor-

tunity to participate in them and watch them himself, I cannot

imagine he would want to do it again.

But I thought what I would do is just suggest a few facts, both
about the Balanced Budget Act and about health insurance, and
about what is actually happening in the health care system today
of a kind that may not have gotten adequate attention during our
deliberations. Of course, I would be happy to respond to any ques-
tions.

The first thing to be said, is we need to recognize what it is we
accomplished. Medicare, from a financial point of view, is in the
best shape it has been in at least a generation as a result of the
Balanced Budget Act.

The long-term actuarial deficit in the program, which is still
there, is the smallest it has been in more than 20 years. This sug-
gests to me the power of the kinds of changes we have already
inade in the Medicare program to solve soiae of its financial prob-
ems.

It also suggests, as Dr. Crippen has suggested, the power of

macro economic forecast forces, which we seem not to be terribly

good at forecasting these days, to take very serious problems and
make them look very differently over a reasonably short period of
time.

The second point is that this remarkable transformation from

just two years ago, in the long-term financial projections for the

Medicare program and indeed for the state of the economy as a

whole, were undertaken largely through a set of measures that

Senator Breaux would apparently describe as “same old, same old.”

But we have been doing this with the program for close to 30 years.

We have kept the program functioning and improving for close to

30 years.
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-While I certainly would not suggest mindlessly extending provi-
sions of the Balanced Budget Act past 2002, the historical record
is that we will not be denied alternatives to make still further
changes in the program to improve its financial performance or its
economic well-being over time.

There are clearly a number of technical changes that need to be
made in the legislation. I list some of them in my testimony. You
do anything this big and this complicated, you are not going to get
everything right.

But I hope you will resist, please, the sort of wholesale give-
backs in terms of provider payments for changes made in the Bal-
anced Budget Act—some of those reasons, I will get to in a mo-
ment—but I think that would literally be to snatch defeat from the
jaws of victory.

Two other points. Not only has Medicare’s financial situation
changed, but that of the Federal Government has changed. You all
recall that, when we completed the Balanced Budget Act, when the
President signed, CBO estimated that, as a result, the federal
budget would come to a break-even basis during the year 2000 and
we would be on a surplus basis in fiscal 2001.

Because of this economy and because of the changes in the Bal-
anced Budget Act, we are in much better shape than we even
though we would be less than two years ago.

- Given the extent to which Medicare’s savings have contributed
not only to the improved financial projections for Medicare, but also
to the improved state of the federal budget as a whole, I think it
is only appropriate to begin talking about reinvesting some of those
changes which are called the surplus, or other things, in the needs
of beneficiaries, and particularly in addressing the need that you
have heard about so much today for a prescription drug benefit.

Very quickly, in the interest of time, let me just suggest that my
problems with some of the rhetoric that we have been hearing
about reform are very much colored by the fact that we have had
private health insurance plans participating in the Medicare pro-
gram for the last 30 some-odd years, and we have a lot of empirical
data about the performance of private health insurance in the pri-
vate sector as well.

What we know is, beneficiaries who can freely enter and freely
leave private health insurance plans are reasonably satisfied with
them. What we know, is that their quality appears to be roughly
comparable to that of fee-for-service, though not as good in caring
for chronically ill or seriously ill people. We have not seen any
great innovation in benefit design from the participation of private
plans, and we have not saved a nickel.

In fact, if you look at the performance of private health insurance
premiums or FEHBP premiums compared to Medicare, over a rea-
sonably long period of time to give you a chance to adjust for the
very cyclical nature of pricing in private health insurance, then
Medicare has performed at least as well under its existing struc-
ture as the so-called competitive market private health insurance
would give us. That raises questions for me about the motives of
people who are promoting premium support. In the interest of time,
I will'not go into that, but they are in my statement.

61-884 00-6
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Let me just conclude by saying that, from where I sit on a day-
to-day basis in the private sector in New York, this whole conversa-
tion has a somewhat unreal character to it because, as we try to
operate a health system in a community in which 1 in 4 of our non-
elderly adults is uninsured, in which Medicaid has largely elimi-
nated subsidies for uncompensated care, in which our major prob-
lem with-the private health insurers is not that they pay us too lit-
tle, but they do not pay their bills at all, either because they de-
fault or because their computer systems are not adequate to it.

Medicare is the only system, tge only part of the system, that is
keeping the health care delivery system in New York City and the
- other major cities of the United States afloat at the moment.

What we are hearing is, in the name of modernization, we should
throw out the one part of the system that is least broken to follow
the model of those parts of the system that, at least on a day-to-
day operational level, are collapsing in front of our eyes.

I thank you very much for the opportunity to be here. I would
be happy to respond to any questions. 4
d.['Iihe prepared statement of Dr. Vladeck appears in the appen-

ix.
The CHAIRMAN. Thank you.
Ms. Steelman?

STATEMENT OF DEBORAH STEELMAN, PRESIDENT, STEELMAN
HEALTH STRATEGIES, WASHINGTON, DC

Ms. STEELMAN. Chairman Roth, I would like to thank you for
your leadership on this issue for many, many years, and for your
plaudits to the commission for our work. I voted for the plan. I
have to say that, if it is a good plan, it is only because we stood
on the shoulders of giants; you were the one who originally pro-
posed the FEHBP model for Medicare. We took that as our more
serious basis for our work.

As a Republican, I would like to say that I think the work of this
commission was very important because it established two key
points: that we believe in the entitlement for seniors, that we be-
lieve in Medicare as the most important program for seniors, that
we believe the best way to pay homage to the people who created
this program, which is of tremendous benefit to seniors and to their
families, is to make sure that it lasts for all future generations, for
myself, for my children.

We studied many different ways to do it. Chuck Grassley asked
if other people had issued proposals. No other commissioner put
forward a whole proposal, but we looked at a lot of different things,
including Senator Baucus’ view that we should look at other na-
tions’ systems. We had people in from Canada and Germany. We
looked at an awful lot of different things.

We did come to this model for two reasons. It seemed to be the
best answer to the puzzle we face, which is, how do you improve
the benefits, how do you reduce the- growth rate of the program,
how do you make the program run better, and how do you do it
all at the same time?

This is something FEHBP has done for many years. Its growth
rate is at about a point lower than Medicare’s over the long haul.
Its benefit package is routinely and easily updated over the years
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and its system of choice is not difficult for federal employees and
their families to accommodate and to get what they want. We

thought that was the best model to go from.
But we then said, it is not the same population, it is not the

.same program. It is an employer-based model, not an individual

model. It is a homogeneous, more working-age model. People have
different incomes, much higher incomes. How do we take that

‘model and apply it to the guarantees that are necessary in Medi-

care? ,
Reform cannot go anywhere if it does not increase the confidence

beneficiaries have in the program. So our second reason was, we
felt that this model actually strengthened the nature of the entitle-
ment, strengthened the nature of the guarantees across the board.

If you take a look at the entitlement today, I do not find it par-
ticularly good. I do not find it a real model. If you suffer a stroke
and you hit your $1,500 therapy cap, how good an entitlement is
Medicare to you today if you still cannot talk? If you have had a
transplant and you have had 3 years of immuno-suppressant drugs
and then, poof, they are gone, how good an entitlement is that?

These are questions, and there are hundreds more like that, that
no federal employee has to worry about. Your benefit packages are
whole, you have stop-loss coverage, you do not have certain days
in the hospital you are allowed, or certain SNF coverages you are
allowed. It is a real health plan.

So we tried to take the FEHBP model and apply it to the unique
population, that is the Medicare population. Certainly, I cannot im-
prove on the observations that were made by Chairman Breaux
and Chairman Thomas. Their bipartisanship was really wonderful
to see, both here and throughout the commission.

So I would just like to use up my remaining time to address
some of the questions that were asked earlier this morning.

Senator Graham, you mentioned Medigap, and why do we not
just incorporate it. I particularly have spent a lot of time on that

question because, if you take what beneficiaries spend on Medicare

and what they spend on Medigap, surely we could provide a better
product combining those resources.

It was with that in mind that we came to the notion of the stand-
ard option and the high-option plan because one of the lessons we
learned from catastrophic, unfortunately, is that mandates are not
going to work in a reform of this nature. Seniors simply have to
be able to keep what they have, whether it is Medicare, Medigap,
whatever.

How can we make a product that really brings them into a com-
prehensive world, into a full, real benefit package like you have as
a féderal employee, without disrupting what they may already
want or desire?

We did take a look at, is there any way to improve Medigap
itself, or is there any way to bring those things inside in a way that
beneficiaries will not-be disrupted. In terms of bringing it inside
Medigap’s 10 different plans, if you are talking about bringing the
most comprehensive plan, Plan J, into the program, then you are
talking about a drug benefit that probably costs a little bit less
than tie one Senator Kennedy has proposed, but is really a signifi-
cant magnitude of cost, $12-15 billion a year.

-
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So is there a way to offer a drug benefit like that that is better?
We felt it was better, in a high-option plan, where the stop loss is
across the board, not just on a drug piece, where it can be inte-
grated with other delivery mechanisms, where you are not stacking
the coverage like you do in Medigap to buy all of the deductible
and all of this so that it could be offered more cheaply.

So we did take a look at how to deal with Medigap and we came
up with a two-part recommendation: let us reform it now for those
beneficiaries who want to stay in that world, but let us give an op-
tion of a comprehensive package. :

We also took a look at the size of Medicare and how that would
operate in the marketplace, and how we would make sure that the
competitiveness existed. Clearly, we had to give a lot of powers to
the board on that. But, looking at the FEHBP model again, we
were comforted because, when beneficiaries have some say in this
program, which they do not now, when they can put their own re-
sources or their employers’ resources to bear, they do not all choose
managed care. Seventy percent of FEHBP enrollees are in fee-for-
service, Blue Cross/Blue Shield or some other fee-for-service option.
Only 30 percent are in HMOs.

We were trying to create a market in which, unlike the
Medicare+Choice market which is price administered, you did, in
fact, have an ability to have many more choices and to have more
than one national fee-for-service plan.
d.[’I]‘he prepared statement of Ms. Steelman appears in the appen-

ix. -
The CHAIRMAN. Thank you, Ms. Steelman.
Mr. Kendall?

STATEMENT OF DAVID B. KENDALL, SENIOR ANALYST,
HEALTH PRIORITIES PROJECT, PROGRESSIVE POLICY IN-
STITUTE, WASHINGTON, DC

Mr. KENDALL. Thank you, Mr. Chairman. It is an honor to be
here as well, and also with this very illustrious panel.

I want to speak today to the broad themes that underpin the
Breaux-Thomas proposal: opportunity, responsibility, and commu-
nity. The opportunity for older and disabled Americans to have
good health care benefits, the responsibility for those beneficiaries
to ‘choose the coverage that best suits them, and the community’
commitment to those who cannot take care of themselves.

But just quickly, just because it bears repeating, the problems
that we are trying to address are that the fact that we have about
40 to 45 percent of the Medicare beneficiaries without adequate
drug coverage, early in the next century, rising health care costs
in Medicare, as well as the costs of Social Security and Medicaid,
will drain away funding for research, roads, defense, and other
public responsibilities. -

Finally, the past efforts to reform Medicare have been very vola-
tile. Medicare catastrophic was repealed, and the Republican at-
tempts to limit the Medicare spending with a fixed contribution
was also a dramatic failure. So the challenge, really, is to improve
benefits, lower the overall spending costs of Medicare, and do it

without creating a political firestorm.
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The Breaux-Thomas proposal offers a road map for solving these
major problems, based on the ideas of opportunity, responsibility,
and community. These ideas are the same ideas that new progres-
sives are using in the United States and elsewhere in the world to
create a third-way politics.

It is an attempt to move away from a reflexive defense of govern-
ment bureaucracy and a destructive bid to simply dismantle it. The
third way, seeks to replace centralized bureaucracy with public in-
stitutions that enable people to solve their own problems.

The Breaux-Thomas proposal would do this by using the federal
employees’ system as a model, of course. It would guarantee work-
ers have a minimal contribution, as well as the choice. Like the
OPM, the Medicare board would have the ability to oversee the
competition and prevent health plans from cherry picking healthy
employees. »

So how does this work in the Breaux-Thomas proposal? The kind
of coverage that we need in Medicare right now obviously includes
Medicare benefits for drugs, as well as other innovations.

Now, let me just focus on how innovations would occur, because
I believe that, if the Medicare program had been like the premium
Support system 30 years ago, we would have had today coverage for

rugs.

That is because, as drugs have evolved, the reduced costs for tak-
ing care of people in hospitals, through drugs for asthma, diabetes,
and heart disease, that woild create a competitive incentive for
people to include those plans as they were trying to get new cus-
tomers in the marketplace.

The combination of a guarantee for benefits, the existing Medi-
care benefits plus an incentive to have an innovative program dis-
tinguishes the Breaux-Thomas proposal from the 1995 GOP effort
to set a defined contribution for Medicare. E

Well, that proposal also would have been encouraged innovation.
It would have let existing benefits erode if premium and prices
went up faster than the dollar amounts set in law by the bill.

Second, Medicare beneficiaries should have the responsibility to
choose the coverage that best suits them. Today, as we know, the
decisions about price are made by Medicare legislators and regu-
lators, by fiats here in this room and elsewhere.

Alternatively, the Federal employees’ system uses competition to
determine prices, and those choices by people in the marketplace,
in aggregate, would set the overall spending level.

Of course, the important thing to recognize is that some people
will choose to spend more, perhaps, or some people might choose
to spend less. That means that we have to face up to the fact that
this is going to be a different set of choices than Medicare bene-
ficiaries have had to make before.

But it does not necessarily follow that they will get worse care,
although they will be sort of priced out of the marketplace. In fact,
although it may sound counter-intuitive, higher-quality care can
often be lower cost. The Mayo Clinic in Rochester, Minnesota prac-
tices cost-effective medicine by doing it right the first time.

The cost of patient care in Rochester, Minnesota has been
tracked at 22 percent below the national average. Now, there are
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a lot of reasons for that beyond just their competitive system, but
it is important to note that. '

Finally, the Medicare program should have more responsibility
for those people who cannot help themselves. The Medicare board
would help do that by preventing cherry picking, as I mentioned
earlier. We would have to get more financing for low-income bene-
ficiaries to basically compress the price between the high cost and
low-cost plans in an area so that the price that they would face
would reflect their means.

Third, I want to just say that the Breaux-Thomas proposal would
be better off if it had an additional feature, which is voluntary pur-
chasing cooperatives or Medicare consumer coalitions, which is an
idea promoted by the National Council on Aging.

These would give Medicare beneficiaries the same kind of oppor-
tunity for getting market clout as large employers use to demand
lower prices and quality in today’s health care marketplace.

So, a lot can be said about the Breaux-Thomas proposal, and I
would like to go on. But I think the important thing to note is, re-
gardless of whether you adopt the Breaux-Thomas proposal in
whole this year, or parts of it, the more important thing is to send
the signal that there will be a change in the Medicare program
that needs to happen, and the debate needs to start today.

So, I look forward to your work in the future. Thank you.
d.[’I]‘he prepared statement of Mr. Kendall appears in the appen-

ix.
The CHAIRMAN. Thank you, Mr. Kendall.
Dr. Scanlon, could you review the key differences between mod-

ernization of the current program and the premium support plan?
Is it not true that many of the modernization reforms are incor-
porated in premium support?

Dr. ScANLON. Yes, Mr. Chairman. They are. One of the key as-
pects of modernizizing the current program, both Medicare+Choice
and fee-for-service, is to try and move away from the administered
pricing system that we have where we both try to price individual
services and try to price the package of services that a plan is
going to provide, and to move more towards market-based prin-
ciples, where plans and providers will be submitting prices and be
concerned about sort of keeping those prices low because of com-
petition.

It is also key in that we want to make consumers more aware
of the costs of their use of services. That is something that is true
in both some of the proposals to modernize fee-for-service, as well
as in the premium support model.

The difference between the two is really, in large part, the com-
prehensiveness of premium support; the idea that we would bring
the entire Medicare beneficiary population into this system, we
would create a public plan that is self-financing, is, from a bene-
ficiary’s perspective, competing like other plans.

There are questions we have to ask about what that exactly
means because, as we have talked about today, there are going to
be areas of the country where only the public plan is going to exist.
It is very important that it is viable sort of in those areas, because
it is the safety net for beneficiaries in many areas. -

The CHAIRMAN. Thank you.
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Dr. Crippen, could you elaborate on some of she Medicare-related
budget discipline proposals that we might consider acting on?

Dr. CRIPPEN.  Mr. Chairman, yes. I will not take a great deal of
time because there are further explications in the volume that we
released in April, Maintaining Budgetary Discipline: Spending and
Revenue Options. 1 cite just two of them at the moment as exam-
ples of things that we can do inside a reform plan focusing on the
current fee-for-service program. .

For example, the current copayments in the existing Medicare
program do not work very well, for a number of reasons. First;-they— -
are quite complex, and many recipients do not understand them.

Second, a benefit such as home health care, in which they might
have a significant behavioral impaction utilization of services, they
do not apply to but they do apply to hospitalization, in which they
‘may have very little behavioral impact because hospitalization is
not generally a voluntary activity.

The whole series of copayments in the existing Medicare system
could certainly be restructured into a unified cost-sharing system,
and in so doing, you might well introduce, as other members of this
panel have said today, the desirable benefit of having some cata-
strophic or stop-loss protection on the upper end.

Again, you can make that change, when all is said and done, in
a budget-neutral way, if that is your preference—there is plenty of
room. But in the process, you would also enhance the incentives of-
fered by the cost-sharing system inside Medicare.

Another example of a potentially beneficial program change that
others have cited today is medigap reform. It ‘would appear that
Medicare spends a fair amount of money in part because medigap
policies blunt incentives for decreased utilization of services. By
changing medigap policies, as the commission recommended, you
may well save money in Medicare, which could be deployed to fi-
nance other benefits such as a pharmaceutical benefit.

So there are many ways to think about changing the existing
system. Of course, no one, even on this panel, would say that it is
gerfect. But some of the options for reform could be revenue- or

udget-neutral, and then some of them c¢ould actually save money,
which you could then use to enhance benefits.— ‘

The CHAIRMAN. Thank you.

Dr. Vladeck, you seem to suggest that there is no pressing need
for Medicare reform at this time, except for the addition of some
new programs. Is it your judgment that the program is sound
enough financially that we need make no structural reforms?

Dr. VLADECK. Well, again, it is a little bit difficult to argue that
the program is on entirely sound financial terms when our capacity
to project the movement of health care costs or health care prices
from one year to the next appears to be as poor as it is now.

But that would also suggest that our experience over just the last
two years, again, suggests that the long-term well-being of Medi-
care is tied as much to the overall performance of the economy as
it is to anything else, and we do not seem to be doing a very good
job of understanding.

When I went to sckool, we could not have the current level of un-
employment and inflation existing simultaneously. It was not pos-
sible. So I suspect it would be better to understand some of these



160

longer term macro economic trends a little better before we did
anything that created any jeopardy for current, let alone future,
beneficiaries.

The CHAIRMAN. Ms. Steelman, the suggestion has been made
that all HCFA needs is enhanced authority similar to that em-
pltqtyed by private organizations. Can you elaborate on some of the
differences between private sector organizations using such mecha-
nisms and empowering HCFA to utilize such authority?

. Ms. STEELMAN. The difference between government and the pri-
vate sector are profound. Government has to operate on an entirely
different’ time frame in terms of its regulatory and legal process.
Sometimes we can have a bill that will correct problems in two
years, sometimes it takes four years. The private sector gets to
move much more quickly than that.

But I think probably the most significant difference is that Medi-
care is a monopoly. It is a huge presence in the marketplace. Hos-
pital revenues, I think, are between—depending on the hospital—
60 or 70 percent Medicare-derived. The footprint Medicare leaves
is absolutely enormous.

The private sector, in a more pluralistic fashion, can innovate,
can change, without having the devastating effects on the rest of
the marketplace. I think this is what, again, has been proven in
FEHBP. Over time, FEHBP simply issues a call letter that has a
cumulative effect that is innovated in terms of the benefit package
and has served beneficiaries’ needs very well.

In Medicare, we have stopped innovation. Cost sharing is vir-
tually impossible to change. gome of the benefits have been vir-
tually impossible to change. Drug coverage is the most obvious,
where you enacted, then unfortunately had to repeal.

Government simply cannot function in the same way as the pri-
vate sector. So to say that we simply need to give them the tools
of the private sector is to suggest that they can use them in the
same way. I do not believe they can.

What the premium support proposal tries to do is bring the pri-
vate sector tools to bear and then focus the government’s power on
what it has proved it can do very well, not micro manage the prices
so much, but oversee the plans and the structure of the system,
which is appropriate use of government’s power, and certainly an
appropriate use of this committee’s time as opposed to that horrific
story of six hours spent on oxygen reimbursement.

The CHAIRMAN. Thank you.

Dr. Thorpe, what mechanisms would you recommend to get the
Medicare program to the slower growth rate you discussed in your
testimony?

Dr. THORPE. I focus on two or three areas past 2002. I was talk-
ing about a half a percentage point or so slower rate of growth. I
would look at, first of all, extending certain provisions of the BBA.
I think, as Bruce mentioned, not all, but certain ones of those make
some sense.

Second, I think we need to have another look more broadly at
how we pay fee-for-service providers under the program. We have
made a number of big changes in the BBA with respect to post-
acute care benefits and how we reimburse for hospital outpatient

services, in particular.
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I think we need to revisit that in the future, to think more broad-
ly about broader bundling of services under a prospective payment
blanket and, indeed, using many of the tools the private sector does
when they negotiate capitated contracts with hospitals or physician
groups, and so on. In situations like that where the hospitals, then,
and physician groups, will then negotiate for supplies and inputs
to provide services. -

So I think we can do some innovative thinking about more ra-
tional payment for health care services, even within the context of
the fee-for-service system. Paying on an episode basis would be an
example. I think thatthere are substantial savings to be had there.

A second area that I talked a little bit about, is that I think, on
the one hand, if we are going to phase in a modest outpatient drug
benefit in the Medicare program, which to me, in terms of modern-
izing-the package and dealing with the state of science and how
medicine is progressing, is absolutely essential. We keep comparing
Medicare to FEHBP, but the huge differences between those pro-
grams are just so obvious, and the scope of benefits that are pro-
vided between those two, that we need to do that.

But I think, at the same time, beneficiaries, on an income-related
basis, should probably contribute towards the overall Medicare ben-
efit package. I think we need to relook at that and put that, at
least, on the table.

So, those would be three areas, the-extenders, thinking more
broadly and innovatively about how we pay for episodes of care,
and putting back on the table an income-related premium to pay
for some of these new benefits.

The CHAIRMAN. Mr. Kendall, would you expand on your ideas on
the new relationship between the Congress and the Medicare pro-

gram under a premium support system?
Mr. KENDALL. Reform of Medicare will be as much a reform for

beneficiaries as it is for members of Congress. The problem is,
there is no trust right now between the legislative branch and the
administrative branch. It is a fight every year to determine what
the prices are going to be and how to make sure that HCFA is
doing exactly what you want them to do.

Changing that is going to have a huge effect on how members of
Congress work. But just to say that it is not possible is, I think,
not giving credit to administrators. We give the Federal Reserve
the ability to set interest rates. No one dares question Alan Green-
span’s words. In fact, we hang on his every word.

Why can we not get the same kind of relationship with HCFA?
Well, it has to start with the idea that we are going to give them
some responsibility. It is almost as if you have had a child, and you
have to send them off into the world and begin to let them act re-
sponsibility.

So, in certain areas, we need to give them that flexibility to do
the kinds of things that Dr. Thorpe is talking about, and others,
to let them innovate and have some responsibility to do that. The
accountability comes through the ability for members of Congress
to see the results. That is how we can begin to change that culture.

The CHAIRMAN. Senator Rockefeller?

Senator ROCKEFELLER. Thank you, Mr. Chairman.
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I just want to ask two questions, then sort of do a one-minute
rumination. .

First, to Bruce Vladeck. I come from a rural State, and you and
Debbie Steelman will faint when you hear that statement from me
for the first time in your entire life. But when I say that 42 of the
55 counties in my State have no plan, or, conversely, that, I do not
know, 75 to 81 percent of all counties in America have no plan, I
then, in all honesty and good faith, have to deal with the statement
that Senator Breaux made earlier about, well, what do you do in
a situation like that?

He said, well, there is always fee-for-service. Yes, but is fee-for-
service not going to be much reduced if you have many more plans,
which is the purpose of the commission plan, is going to be much
more reduced, much more expensive, have the sicker and other
people who are chronically ill. The answer is, but they will not
have to pay more than 12 percent. I have not really ever quite been
able to figure out the math of that.

Dr. VLADECK. Well, Senator, I have not seen the latest version
that Senator Breaux and Mr. Thomas described this morning. But,
as I understand it, as opposed to beneficiaries in non-rural areas,
under their proposal, even if the dynamics of a premium support
model drove up the fee-for-service premium as much as, say, the
HCFA actuary predicted, rural beneficiaries would still not have to
pay more than 12 percent of either the average price of all plans
or the average price of fee-for-service, whichever was lower.

Now, that would protect rural beneficiaries who were in the fee-
for-service market. As I have told Senator Breaux and Mr. Thomas
on many occasions, and would say again today, if they would only
extend that protection to all Medicare beneficiaries, then I could
support their proposal. '

But the fact of the matter is, the best economic analyses we
have, which are not as sophisticated as we would like because we
still do not have a specific proposal, are that, in order to stay in
fee-for-service in New York City, to take a purely random example,
beneficiaries would pay premiums 15 to 30 percent more than they
would under-current law. Then the doubling that Senator Breaux
talked about is going to happen. And New York is not unique in
that regard. ‘

Moreover, as we analyze their proposal, beneficiaries in New
York who are now in managed care plans would have their benefits
reduced relative to current law under their proposal.

So, I am all for protecting rural Medicare beneficiaries. I think
it is vitally important. I believe, throughout the history of the
Medicare program, this committee, in particular, has played an es-
sential role in protecting the interests of rural beneficiaries. All I
would suggest is that, in doing so, the committee ought to give very
serious consideration protecting urban beneficiaries at least to the
same degree.

Senator ROCKEFELLER. Debbie Steelman. I was always baffled by
the unwillingnessto take the so-called 15 percent lock-down of the
surplus, which was based, I think, on an.annual 2.3 percent GDP

owth, which is reasonable, that was, I think, what, $650 billion,

700 billion, $750 billion over a period of some years.
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Understanding that Medicare makes an enormous footprint, as
you indicated, therefore, why would one not take the opportunity
to do that? We are going to do that for Social Security. Republicans
and Democrats seem to have agreed on that. Where there is a dif-
ferent, is that Republicans do not want to do that on Medicare.

That baffles me because, if one is talking about not just tryin
to make Medicare fiscally solvent in which that 15 percent woul
play an enormous part, but also make Medicare more relevant in
terms of health care from 1965 to the year 2000 and beyond. It
would seem to me, that 15 percent would be enormously helpful.

Ms. STEELMAN. Two questions, one dealing with Republicans and
one dealing with the commission. It is my understanding that the
budget resolution does create a specific Medicare reserve fund and,
in terms of any long-term restructuring that comes forward from
the Senate, that that would absolutely qualify for surplus usage.
They want to see whether there is a reform to do it. So, I think
in terms of Republicans, that is in the budget resolution. -

In terms of the commission and the 15 percent question, I think
we were always baffled by the fact that that was what ended up
denying us the 12 votes. Laura Tyson and Stuart Altman agreed
with the concept of premium support, and we really came down to
just two issues. The first, was how much of a high-option plan, in
terms of its stop-loss and drug coverage, should be subsidized by
the taxpayer. The second, was the use of the 15 percent. :

I think both of those questions were eminently workable. I was
very pleased to hear Senator Breaux and Chairman Thomas this
morning talk about the fact that those, particularly on the drug
question, are, in fact, under discussion.

The 15 percent is simply just not a very straightforward way to

do it. And I do not think it is as straightforward as what the com-
mission, in fact, did. What we said was, we are going to have a new
government guarantee. That guarantee is an 88/12 percent share
of the standard option plan. That is the same beneficiary tax per
share as is under current law, and that share would be funded over
time.
There is no similar guarantee in current law. As we have already
seen, we are under-spending what the BBA allowed by $19 billion.
So, I do not know where you believe that the guarantee is better
today than it would be under this. We said, there shall be this gov-
ernment guarantee of this percent of the premium. To me, that is
a very politically powerful number. Just take a look a_the 25 per-
cent that is still the beneficiary premium under current law. That
is a very difficult number to move.

Now, we did say that, to the extent that you unify the trust
funds, to the extent you are committed to this growth rate, to the
extent that nobody knows exactly what this growth rate will be,
therefore, it is not a voucher, we are not saying we are going to
index it to GEP or index it to any other non-relevant factor, we are
going to pay what health care costs in a system that we think is
the most efficient way to get it, a FEHBP model, a commercial
market model, someplace where competition is better than, as Len
Nichols put it, trying to set 10,000 prices in 3,000 counties.

We are going to pay what that yields. Now, how are we going to
finance what that yields? When I am 66, when I am eligible for re-
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tirement under Social Security, 65 under Medicare, my children
will be 25 and 26 years old. They will be in their first house,
maybe, if they are lucky. They will be buying their own health in-
surance. They will not have had a lifetime to %uild up assets.

I am very concerned about that taxpayer burden. I know that
that generation will have to make the decision as to how to fund
this program. Anything I do today to handicap that generation’s
and that economy’s ability to fund this program is wrong-headed.

As Bruce has said, and we have all said many times before, we
do not know what this economy is going to be like in 30 years. We
do not know what it will be like in 10 years.

So we have to set in place a stable and predictable system where
beneficiaries and taxpayers can have an honest discussion about fi-
nancing, very different than the one from today where we simply
create Part A solvency by transferring general fund revenues.

The question is going to be, how much general revenues fund
this program and what does that mean for other government and
public priorities like transportation, education, and other health
care needs outside Medicare? That is a public dialogue question
that we need to illuminate with a very bright light so that decision
can be made. ‘

In the commission, we gave a different solvency definition. We
said, the definition of solvency should be the exposure of the gen-
eral fund. That is what we should debate.

We said, to the extent that it is above 40 percent in any given
year, that we would suggest the trustees say, that is a place where
we need to stop and make a national decision. So we guaranteed
a percent of premium and we guaranteed a national debate that
will occur on financing.

I think that is, in fact, much more straightforward than simply
a shift of one IOU to a different system that does, I admit, make
a direct call on general revenues without public debate later, when,
in fact, our public may not be happy with that decision. So I think
our commitment was real and the difference over the 15 percent

was tactical, at best.
Senator ROCKEFELLER. Can I just make my 30-second statement?

The CHAIRMAN. Thirty seconds.

Senator ROCKEFELLER. I think that Debbie said it best when she
said it makes a footprint. I have always said that about Medicare.
What Medicare does now, the rest of health care is going to be
doing one way or another 2 or 3 years from now just because it is
such a big thing. That is a little less true than it used to be 4 or
5 years ago. -

But I think two things have to be said. One of the things that
I felt saddest about with the commission, and I care enormously
about health care, I care enormously about trying to do the right
thing, I cars enormously about trying to modernize, to improve,
whether that is RBRVS, MVPS, ACPR, whatever it is. I want to
see those things happen.

But what I do not want to have happen is for us, in a climate
which is somehow fairly politically charged, as our commission
was—I mean, it was. I had to go farther to the left than I wanted
to in order to prevent certain things from happening. In other
words, I had to overstate here because of what was being said over
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here. I do not think that is a healthy position for a Senator or for
any public policy person to be in.

We have a presidential election coming up. The President said he
is going to present a plan. He has said that before, and we have
not had it. Maybe we will get it. Maybe it will be good, maybe it
will not be. I have no idea. He has still got Kosovo on his mind,
he still will then.

I am just floating the idea that I think that Bruce might agree
with. That is, is there an absolute compulsion that we reform Med-
icaid, putting in cement something this year or next year, right in
the teeth of a presidential election which is going to be one of the

. most hotly-contested ever, with Medicare held hostage by one side
or the other?

Or should we let the good workof the commission, that is, in get-
ting a lot of heat generated, and a lot of light generated, and a lot
of discussion generated to let that sort of flow out across the coun-
try, let that be debated in OpEd pieces among not just health care
specialists like you all are, but also, gradually, including the peo-
ple, including, in fact, even seniors so we do not have a repetition
-of catastrophic? It is really unfair to put on seniors what they do
not understand. At this point, I do not think they have any idea
of what the commission or any of us are talking about. I know that,
because I had 15 hearings in West Virginia on this subject.

So, I just raise the question of, one, do no harm. You said, Mr.
Kendall, send a signal. I think the commission has sent a signal
that we are not satisfied with the way things are now, that things
have to change.

But whether that means that we should move right now in this
sort of sense of, if we do not have legislation, we will not be legisla-
tors, we will not be worth anything, we will show that we cannot
lead, that we are in danger of doing some harm in a variety of
ways.

I think it makes more sense to get the presidential election out
of the way, then turn our attention to Medicare reform. That is the
end of my statement.

The CHAIRMAN. Senator Graham. .

Senator GRAHAM. Thank you, Mr. Chairman.

I start this discussion by assuming that we are dealing with
health care policy first, and financial policy as a derivative.

I am not satisfied with one of the starting points that John and
Bill outlined, which is that we are going to start by saying that the
standard of the benefit package is going to be the status quo. The
status quo is demonstrably unacceptable. The people have said it
is unacceptable because three out of four have elected to supple-
ment that package, with an average cost, someone said, of $2,000
a year.

It is unacceptable because 25 percent of the people, assumed(liy
those who cannot afford to buy Medigap, are being denied a mod-
ern coverage package. It is unacceptable because we are shifting
costs dramatically to the States. ,

I do not know what percentage of that 25 percent who do not buy
Medigap or Medicaid is, which means that the cost is being picked
up on a cost-shared basis between the Federal Government and the

State.
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Representing a State with 19 percent of its population over the
age of 65, where are about 65 to 70 percent of our Medicaid budget
is being spent on that over-65 population, I am acutely aware of
what those consequences are. ]

But, even in at a more humane level, we are denying to our
Medicare beneficiary population, or large components of it, what we
know is the best state of health care coverage.

I have had an opportunity to spend some time with Dr. Rowe of
Mt. Sinai. The breakthroughs that are occurring in geriatric medi-
cine demonstrate that not only will appropriate early intervention -
strategies extend life, add to the quality of life, but will actually re-
duce the lifetime medical costs. -

If you can buy proper treatment, keep a woman, for instance,
from losing their calcium level to the point that they are very sus-
ceptible to hip fractures and those kinds of aging issues, there are
enormous economic cost savings by avoiding them, and we know
how to avoid them. But our current Medicare program is largely
devoid of those kinds of issues. Every one that is added, it is like
fighting World War II to get it into the program.

- With that bit of editorialization, I am now going to turn to his-
tory. As I understand the history, when Medicare was being devel-
oped, people did the logical thing. That is, they said, well, what is
the kind of coverage that is currently being made available?

They looked around at what Aetna was doing, what Blue Cross/
Blue Shield was doing, and they picked out a set of benefits that
essentially modeled what the benefits that were being offered in
the private sector in the mid-1960’s were, and said, we will make
these the Medicare benefits. That was a pretty sensible thing to do.

The problem is, we have been stuck in 1965 now for almost 35
years. So, it seems to me that, rather than legislate that we are
going to continue to_be stuck in 1965, that we ought to almost do
today what we did 35 years ago.

That is to say, what is a modern package of benefits today based
on what we know best serves people, and let us make that the be-
ginning point of our discussion of what Medicare should be into the _
21st century. Once we have done that, then let us ask the question
of how to pay for it.

As I look at the arithmetic, and you are the experts, but someone
has said that the average Medicare beneficiary spends about
$6,000 a year on health care. We know that ranges from 70 percent
of the people who are spending a third of that number, and about
10 percent who are spending four or five times that number. So,
there is wide distribution within the $6,000 average, but just to use

- that $6,000 number. _

The Federal Government pays $5,400 of that, because $600 is the
Part B payment by the beneficiary. But in addition to that $600,
75 percent of the beneficiaries are paying another $2,000 for
Medigap. i

If they are paying 20 percent of the cost of services, that would
be another $1,500, on average. I do not know what the average co-
pays and deductibles are. But when you add all of those things up,
the average senior is paying about as much out of his or her pocket

as the Federal Government is paying out of its pocket.
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So we have an expensive program that is an antiquated program,
a very complicated and confusing program. I think we ought to
start by saying, let us get into the 21st century and then figure out
how to allocate costs.

Now, Ms. Steelman, you indicated that you thought that the pre-
mium support model would drive us towards a mogem plan, which
would mean that the premium support, even though it is only man-
dated to do what the current Medicare does, would find that the
economics would be sufficient to move us from a system where the
Federal Government is spending $5,400 to a system that has a real
cost of about $11,000, if you add up all the things that the bene-
ficiary is paying.

Now, I am surprised that there is that much capacity for reform
within that $5,400, and the recent experience with the
MedicarePlus and the retrenchment of managed care providers
from the program do not give me a lot of encouragement that we
can leave the current program in the law and assume that this ex-
ternal economics is going to make everything right.

Ms. STEELMAN. Which of the 18 questions. would you like me to
answer? Those are all great questions.

Let me just say that, as a legislator, you have a fundamental
choice to make, which is, do you want beneficiaries to have the op-
tion of what they have today or not?

Senator GRAHAM. No, I do not want them to have the option of
what they have today, because what they have today is lousy, out-
of-date, and misserves their interests.

Ms. STEELMAN. If you do not want them to have the options they
have today, then I think we are looking at an awful lot of turmoil
in people’s lives. There are at least 30 percent of beneficiaries that
have employer-sponsored wrap-arounds.

The trend line there is negative in terms of percent, but positive
in terms of actual enrollees. There are more seniors tomorrow that -
will have wrap-arounds than have them today.

Those wrap-arounds tend to fit very nicely with the Medicare
benefit package. Am I going to defend it? Am I going to say it is
et‘;ﬁcient? Am I going to say it is the thing I would design if I did
it? No.

But to suggest that they are not going to have that option avail-
able to them is to say that the benefits you worked for your whole
life, vou now do not get because we would rather do it through one
big plan here.

If it were not for the tax problem, that might be all right. But
how are you going to take that money? Are you going to have an
employer-mandated to require them, or are you going to make the
employer pay*the Federal Government the taxes?

Is it better to simply say, we are going to create one comprehen-
sive benefit package which will be standard Medicare, plus drugs,
plus a stop-loss that is across the board, not just on drugs, with
the ability to innovate over time at at least a 10-percent actiarial
value per year, which is the FEHBP model we looked at, and then
allow employers and employees to get together and say, well, gosh,
does it not make more sense to buy this comprehensive plan and
I, the employer, will help contribute toward that? Is there not a

more efficient way to do it?
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I think, in the commission, we were very respectful of what peo-
ple have. Medicaid offers seniors benefits beyond what a major
medical policy is, so the transition from a Medicaid senior to a full
Medicare senior is enormous. |

I think we felt that the most urgent need for action is to enable
a comprehensive option for people who cannot afford Medigap. So,
even before premium support comes into effect, we said, let us at
least get a lot of those seniors drug coverage through Medicaid, up
to $6 million. Let us at least subsidize that.

But let us focus on how to give them the high-option, comprehen-
sive plan, too, that would have preventative, that would have
drugs, that would have everything. So we felt that this was the
best way to get to a 21st century benefit package without the kind
of turmoil that a Federal mandate would cause.

Perhaps we were also too respectful of the tight margins. Per-
haps our plan is more incremental than it shoul. be. But I would
say that you are the first person to suggest that, and I am going
to use it in the future.

Senator GRAHAM. Well, I guess it is a legitimate question, and
I think you are a very good advocate that the incrementalism that
you built into your plan will get us to where we all, I think, feel
we need to get. I am less sanguine about that based on my observa-
tion of the actual history of the recent action.

Ms. STEELMAN. Well, the Plus Choice market is an administered
pricing system, and we knocked prices back considerably last year.
So when you change things like that, interestingly enough, the
market does respond.

One of the reasons that we went to market pricing here is to try
to make sure that the benefits are stabilized. It is standard eco-
nomics. If the price varies, the benefits are stable. If the benefits
vary, the price is stable. Medicare+Choice has it exactly backwards:
you make the price controlled, the benefits are goin% to vary. So,
we think in the new system that you would actually find stable
benefits and a price that is competitive.

Senator GRAHAM. I wish we had passed, in 1997, a proposal that
a number of us, including myself, had strongly supported. That is,
to use a competitive process to set the prices in Medicare+Choice
as opposed to this goofy system that we currently use. If we had
done so, I think Medicare+Choice might have had a different record
and we would have learned some more.

Thank you, Mr. Chairman.

The CHAIRMAN. Well, I want to thank the panel-for their pa-
tience. We appreciate very much your contribution today.

We will leave the option to submit questions until 7:00 tonight.
We would appreciate written answers from you. But your testi-
mony has been extraordinarily helpful, and we will continue to

count on it in the future.

Thank you very much.
[Whereupon, at 1:07 p.m., the hearing was concluded.]
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OPENING STATEMENT OF HON. WILLIAM V. ROTH, JR., A U.S.
SENATOR FROM DELAWARE, CHAIRMAN, COMMITTEE ON FI-

NANCE

- The CHAIRMAN. The committee will please be in order.

This is the fifth in our series of hearings on Medicare reform. I
will ask that my opening statement be included as if read, and any
other statements will be similarly treated.

['I:ihi: repared statement of Chairman Roth appears in the ap-
pendix.

The CHAIRMAN. Our first panel this morning will continue dis-
cussing perspectives on Medicare reform. We welcome the first
panel and ask them to come forward. »

We are very pleased to have Gail Wilensky of Project HOPE, who
is also chair of MedPAC and a former administrator of HCFA. Also
on the panel, and we are delighted to have her, is Marilyn Moon
of the Urban Institute, one of the two public members of the Medi-
care Board of Trustees.

Stuart Butler of the Heritage Foundation is also with us here
today. Adding the States’ perspective will be Ray Scheppach of the
National Governors Association. The beneficiaries’ perspective will
be presented by Esther Canja, a representative of the American As-
sociation of Retired Persons. We are delighted to have you.

Martha Philliﬁs of the Concord Coalition will discuss long-term
fiscal responsibility. It is a pleasure to welcome you.

We will begin with Dr. Wilensky.

STATEMENT OF GAIL WILENSKY, , PH.D., JOHN M. OLIN SENIOR
FELLOW, PROJECT HOPE, BETHESDA, MD

Dr. WiLENSKY. Thank you, Mr. Chairman and members of the
committee. Thank you for inviting me here to testify. As you have
mentioned, I am both a John M. Olin Senior Fellow at Project
HOPE and chair of the Medicare Payment Advisory Commission,

(169)




T

170

and a former administrator of the Health Care Financing Adminis-
tration,

I am here, however, to share with you my views as a health pol-
icy analyst and someone who has been observing Medicare and
Medicare reform for a number of years, and not-in any official ca-
pacity.”

I want to summarize the four points I make in my testimony for
you. The first, is to emphasize, as I know you have been hearing
before, that there is a continuing need for reform. Part of it is fi-
nancial. Do not be fooled by the recent five years’ additional sol-
vency in the Part A trust fund that has been reported.

It is our best estimate, the trustees’ best estimate, as of now, but
it is based on very small, razor-thin surpluses in each of several
years, and if expenditures increase only a little or revenue declines
only a little, we will lose that additional five-year period. In any
case, the problem remains, the financial pressures on Part B, et
cetera.

Second, and at least as important, the current benefit structure
is unfair. It does not include a number of benefits that are nor-
mally part of the insurance package, and Medicare pays very dif-
ferent amounts for people in different parts of the country.

The second point I want to make is that, while you know from
previous testimony that I have given before this committee, I am
a supporter of the premium support or the Federal Employees
Health Care model as a vehicle of reform.

But I would like to emphasize the point, since I know some of
the committee members are not a supporter of this type of reform,
that many of the most vexing problems that we will have to face
in premium support we will have to face in any case because they
are part of any system that includes fee-for-service Medicare and
a series of Medicare replacement programs. :

That includes difficult issues like risk adjustment, educating sen-
iors so they know the health plan options available in their area,
monitoring plans to make sure they provide quality health care, et
cetera.

The third point I would like to make is that, in reforming Medi-
care, either through a premium support program or any other type
of program, will require a number of changes and, therefore, it is
very desirable that you start now in making those changes.

It will allow you more time for transition, it will allow you to ex-
periment with different ways to solve some of these vexing issues,
and, frankly, it will allow you to recoup from some errors in case
you make them along the way. It would be unlikely if you do not
find better ways as you start out in the process.

The other point to make in this conjunction is that, while it is _

appropriate to worry about the fragile and vulnerable seniors that
we have now among us and will continue to have in the future, and
while it is appropriate to be concerned about some of today’s sen-
iors, many of whom are low-income and many of whom -have not
been used to having health care plan choices, we should not con-
fuse today’s seniors with tomorrow’s seniors.

Tomorrow’s seniors will have had very different experiences in
terms of the kind of health care plans they have grown up with,

- - ¢
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with choosing among health care plans, with more education, and
frequently with more income and assets.

It is especially true of the women. Most of the women whc will
be retiring in the next 10 years, or the baby boomers, will have had
substantial workforce experience and, therefore, a lot of additional
involvement in choosing among health plans, and also- probably
more income and assets.

Finally, I would like to just mention some of the institutional re-
quirements that I believe a premium support model would require.
In the first place, I strongly support the notion that has been
raised by the Bipartisan Commission of having a Medicare board,
a Medicare board that would negotiate and provide oversight to the
health care plans.

I say that with no disrespect to the Health Care Financing Ad-
ministration, but, rather, recognizing the different functions that
this board will need to consider and to participate in.

I believe it would be appropriate to set up a different institu-
tional structure to move some of the individuals who have been in-
volved in the Medicare+Choice program over to that program, but
also to include other people with relevant experience from the Fed-
eral Employees Health Benefit Program or CALPERS, the retire-
ment plan in California, and particularly to have a new institu-
tional leadership for the Medicare board.

Finally, while I believe we will have a fee-for-service program as
part of our future, and I would very much like to see the Health
Care Financing Administration be able to take on the role of run-
ning such a publicly administered plan—if, in fact, the Congress
decides a publicly administered plan is the way to go—I worry
about HCFA'’s ability to do so.

I worry, in part, because HCFA has seemed to have great dif-
ficulty adopting some of the normal ways that health care plans
have used to try to bring costs under control and to provide better
health care to its members.

Frankly, I worry because I see very micro proscriptive activities
by the Congress in trying to control each and every move of the
Health Care Financing Administration.

So, I plead with you to try to think about extendlng to the
Health Care Financing Administration some greater flexibility in
the future if you expect them to be able to run a modernized fee-
for-service Medicare component to the program.

As much as I support a premium support system, I do believe
that we should have a modernized fee-for-service component as
part of the plan offerings. if HCFA is to be involved, you will need
to give them a little more headway.

Thank you very much.

[The prepared statement of Dr. Wilensky appears in the appen-

dix.]
The CHAIRMAN. Thank you, Dr. Wilensky.

Dr. Moon?
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(STATEMENT OF MARILYN MOON, PH.D., SENIOR FELLOW,
URBAN INSTITUTE, WASHINGTON, DC

Dr. MooN. Thank you. It is a great privilege to be here this
morning and I appreciate the opportunity to address the Finance
Committee. ' ‘

My remarks will also come as policy analyst and not in my role
as a public trustee, where most of my emphasis here is on the
numbers. I want to talk today a little bit about some of the roles—
that Medicare plays that are very important, that go beyond the
issue of having the most efficient possible private insurance system
or public insurance system.

That is, while I think it is very important to have as a goal sav-
ings for the Medicare program and that is going to need to be an
important emphasis over time, there are other things as well that
may sometimes caution against moving just on the basis of seeking
more efficiency.

First, I would sug%est that the evidence is not totally clear that
the private sector always does better than Medicare, as it some-
times said. When we looked back over the last 27 years, from 1970
to 1997, we found that actually Medicare had done better in terms
of its rates of growth cumulatively over time. It is not at all clear,
I believe, what the future will hold.

Both Medicare and the private sector, over time, have empha-
sized that getting discounts from providers and some modest
changes in the way that the structure of payments are made in
order to improve efficiency, the whole challenge of coordinatin
care and finding improvements in the way that care is delivered,
is going to be a challenge for both the private sector and, I believe,
should be also a role for the public sector as well.

I also think that, while there are modest savings that could be
achieved from competition among private plans, there are some im-
portant caveats, that moving too far in the direction of private
plans may cause some problems.

In that regard, I think that it is important to focus on some of
the other goals of the Medicare program. In particular, for exam-
ple, if we focused in a private system;-or a privatized system, or
a partially privatized system on price competition, that is going to
lead to some effects that are-going to be harmful to a number of
beneficiaries, .the beneficiaries that the program was initially de-
signed to protect, that is, the most vulnerable, low-income bene-
ficiaries, people with substantial health care problems who have al-
ways had trouble getting insurance in the private sector.

Shifting among plans, for example, is not necessarily a good
thing. Over time, what happens is that the important emphasis on
shifting among plans is going to be most useful for the healthy and
the wealthy; the healthy who can afford to shift in terms of not los-
ing doctors that they care about at a particularly point in time dur-
ing a course of treatment, and the wealthy in terms of folks who
will be able to supplement or afford more expensive plans. Shifting
also has disadvantages in some cases because disruption of care
can lead to higher costs over time.

But more important are some of the roles of social insurance that
Medicare has traditionally played and that we would have to make
a lot of adjustment to have the private sector deal with.

- —m————
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The private sector is not intended to, and should not be expected
to, meet social goals. Its role is to provide a good product that satis-
fies its own consumers, and do so efficiently.

In that sense, I think it has certainly had some advantages, but
it does not necessarily have in mind then, or does not react, to the
kinds of social goals that we have.

For example, one of the important principles of Medicare has al-
ways been its universality, the fact that the benefits are there for
everyone.-And, although Medicare has some problems in adjusting
to that across the United States and in other ways, it has done a
very good job of absorbing the sickest of the population.

In fact, eligibility as a disabled person comes about because you
have health care problems and not, as often is the case in the pri-
vate insurance sector, that you are scorned if you have health care
problems.

Also, importantly, is the issue of the pooling of risks that occurs
in the Medicare program and for which, if we move to move privat-
ization, we-have to worry about how to adjust for private plans
that may have, for example, a very healthy mix of the population
which, on average, has tended to be the case.

It is not fair for a system to pay more on behalf of the healthy
than the sick, or disproportionately more in terms of the needs of
the individuals that are being served.

Risk adjustors that seek to do this are a long way from solving
the problem. My concern is that traditional Medicare would be at
a substantial disadvantage, and even innovative private plans that
might like to, for example, specialize in high-risk populations,
might find themselves at an enormous disadvantage without good
risk adjustors.

Third, the role of government has always been important in pro-
tecting beneficiaries against some of the arbitrariness that might
otherwise exist. One of the advantages of private insurance is it
can be arbitrary. It can move quickly and flexibly, but that is also
sometimes a disadvantage. I think there is a case where sometimes
you do not want the most efficient health care system.

Now, I have been fairly critical of a private approach, so what
would I suggest instead? What I suggest, is that we emphasize, in-
stead of looking only at the structural issue facing Medicare, we
look at the needs of the delivery system.

We certainly do not want to eliminate private plans. We certainly
do not want to not have private plans. But I think there needs to
be a focus on the particular role of traditional Medicare and private
plans as a supplement to that. We need to invest in the kinds of
things that are necessary to understand how to deliver care well
in the United States, both for the elderly and disabled, but that
will also have spill-over to the rest of the population.

If done in a proprietary way, it is quite appropriate that private
plans would view those as their own innovations that they do not
necessarily want to share with others in a competitive environ-
ment.

Medicare, on the other hand, just as we do with public research
on medicine through the National Institutes of Health, can be a
source of innovation and information that can be shared broadly
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with other private plans and other public providers, and I think
that is a critical and important role.

I, therefore, conclude that it is difficult to assume that Medicare
can be in a level playing field kind of situation with private plans.
It should not be because it has a role to play as the (ﬁafault option
as the option of last resort for a lot of people who are sick and
afraid of changing for a very long time. ‘

I agree with Gail that, in the future, we will see some improve-
ments in the status of elderly persons, but it is going to take a ve
long time. An individual who is 65 today and does not have muc
experience with managed care will likely still be on that program
for another 20 to 25 years, if that person is fortunate.

So, as a consequence, I think that we need to focus very must
on the role of the traditional Medicare program and not expect it
to be just one of many players. That does not eliminate the role for
private plans, but it means that we need to have a special empha-
sis on the traditional Medicare program.

Thank you.
[The prepared statement for Dr. Moon appears in the appendix.]

The CHAIRMAN. Thank you, Dr. Moon.
Dr. Bulter, please.

STATEMENT OF STUART M. BUTLER, PH.D., VICE PRESIDENT,
DOMESTIC AND ECONOMIC POLICY STUDIES, HERITAGE

FOUNDATION, WASHINGTON, DC

Dr. BUTLER. Thank you Mr. Chairman. I know you have already
heard from Senator Breaux and Mr.. Thomas, and I believe the
plan developed by the majority of members on the Medicare Com-
mission that they chaired is a sound approach to Medicare reform
and should be the basis of legislation.

Their premium support proposal would maintain the elderly’s en-
titlement to a core set of Medicare benefits, yet would introduce
long-term incentives to beneficiaries to make cost-conscious deci-
sions. In my written testimony, I note ways in which this mecha-
nism can be adapted to secure other objectives as well.

I devote most of my written testimony, however, to the govern-
ance issues involved in reform. As the majority of the commission
concluded, Medicare reform will require fundamental changes in
the way the program is managed and organized. -

In making these changes, Congress can learn much by comparing
the very different ways in which Medicare and the FEHBP are run.
I should add that, while HCFA has many shortcomings as an agen-
cy, it would be beyond the capability of any agency to carry out the
functions HCFA has been given.

With this in mind, I make three governance recommendations in
my written testimony. First, Congress should create a benefits
board. This board would propose changes each year in the Medicare
benefits package, and board proposals would be subject to an up or
down vote in Congress, without amendment, much like the proce-
dure used in the Base Closing Commission. This innovation would
address the problem itself, the process will remain heavily politi-
cized and slow to change. ‘

That problem explains why the benefits package is constantly out
of date in Medicare and it is why we have to talk today about try-
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ing to add a drug benefit to Medicare, even though drug coverage
is a routine feature of virtually all private or FEHBP plans.

The first task for such a benefits board should be to determine
the best way to introduce a drug benefit into the traditional fee-
for-service segment of Medicare. Congress could instruct the board
to develop a drug benefit within a specified budget. ‘

The board might propose changes in the benefits package to
achieve Congress’ objectives. The plan would then be sent to Con-
gress for an up or down vote without amendment. Should it fail to
win approval, the board would develop a modified version until
agreement could be reached. -

My second recommendation is that Congress should create a
Medicare board to manage the market-for competing plans, as the
Medicare Commission and as Dr. Wilensky have proposed, and
take this role away from HCFA.

HCFA cannot, and should not, combine the role of managing a
market for competing plans with the role of developing and mar-
keting the fee-for-service plan, which is one of the competing plans.
It is an inherent conflict of interest. ,

Moreover, HCFA evidently -cannot carry out its consumer infor-
mation functions effectively. It is signiticant that, while HCFA
spent. millions of dollars in a futile attempt to produce a consumer’s

handbook for Medicare.
Washington Consumers’ Check Book completed the same task for

the FEHBP, with more complicated differences in benefits to ex-

lain, and did so through the efforts of just one analyst working
or two months with only clerical assistance.

The Medicare board, which should be separate from HCFA,
would carry out functions similar to those of OPM within the
FEHBP. Using the OPM model, the board would negotiate benefits,
gervice areas, and prices with plans instead of the current ap-
proach of regulation and price formulas.

I should add here that I believe that this negotiation approach
would be a crucial instrument in protecting the interests of the el-
derly, not just setting prices. It allows sensible decisions to be
mad: on a case-by-case basis with individuals plans. That has cer-
tainly been the case in the FEHBP.

My final recommendation is that Congress should, as the major-
ity of the commission proposed, give HCFA the flexibility it needs
to enable the fee-for-service program to compete aggressively with
managed care plans. This means that Congress should not micro
manage the agency in ways that it does today.

In effect, Congress should give HCFA the same ability to com-
ete that States and local governments routinely ﬂve in-house pub-
ic agencies when they are subject to competitive bids from the pri-

vate sector for a whole range of services.

Well, to put it another way, Congress should give HCFA the
same kind of flexibility and entrepreneurial opportunities that
school districts give teachers and principals when they create char-
ter schools. Needless to say, HCFA should not be given these in-
creased powers to compete if it also remains in charge of writing
the rules of competition.

Mr. Chairman, it is unfortunate that the Medicare Commission
was not able to secure the super majority necessary to formally re-

Ty
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port out its recommendations. But that simp‘!fy means Congress
should not take up where the commission left oft and move forward
with a proposal shaped by the Chairman.

Thank you. '

[The prepared statement of Dr. Butler appears in the appendix.]

The CHAIRMAN. Thank you, Dr. Butler.

Mr. Scheppach? '

STATEMENT OF RAYMOND C. SCHEPPACH, EXECUTIVE DIREC-
TOR, NATIONAL GOVERNORS ASSOCIATION, WASHINGTON,

DC

Mr. SCHEPPACH. Mr. Chairman and members of the committee,
I a;})‘preciate the opportunity to appear before you today on behalf
of the Nation’s governors. I would like to submit my full statement
for the record, but will summarize its key points.
The CHAIRMAN. All full statements will be included as if read.
4 [’I]‘he prepared statement of Mr. Scheppach appears in the appen-
ix.
Mr. SCHEPPACH. The two main priorities for States in Medicare
reform are increasing administrative flexibility to better coordinate
" Medicare and Medicaid, primarily the dual eligibles, and to prevent
changes in Medicare from cost shifting tc Medicaid and other
State-funded programs.

With respect to the coordination, there are significant statutory
and administrative obstacles to effectively coordinating care for the
5.4 million individuals eligible for 9oth Medicare and Medicaid, the
so-called dual eligibles.

These barriers must be addressed so that interested States can
make demonstration projects broadly available to low-income bene-
ficiaries. '

The authority to test new approaches should be clarified through
explicit legislation authorization or creation of substantial waiver
authority similar to the waiver options that exist currently for
Medicaid. Included in my testimony today is some draft language -
prepared by the National Association of State Medicaid Directors
that essentially would do this.

With respect to QMBs, SLMBs, and qualified individuals, since
1988 the Federal Government has increasingly passed on to the
States the responsibility to cover cost-sharing responsibilities for
many low-income Medicare beneficiaries.

The Nation’s governors are committed to providing the highest
quality of services to seniors, however, for QMBs, SLMBs, and
qualified individuals, Congress should recognize that the strength
and responsibility of the Medicaid program is previding services,
not in cutting checks for a few dollars per month.

Allowing Social Security or some other federal agency to provide
assistance to these beneficiaries would streamline a cumbersome
system and ensure greater participation in the program. The bot-
tom line is, it would be much more efficient for the ¥ederal Govern-
ment to both fund and administer these particular benefits.

Beyond these changes, governors ask that you remember the
interrelationship of the two problems and consider the potential

implications for Medicaid before proposing changes to Medicare.

~
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There are several legislative proposals that have emerged from
the Medicare Commission’s work that contain serious potential cost
shifts to States. NGA does not have a policy with respect to the
proposal, however, we have a number of concerns.

In terms of changing eligibih'ty from 65 to 67, the creation of a
two-year window in which seniors would have no access to Medi-
care will force States to be the only source of health care for the
dual eligibles.

The governor of Massachusetts, Governor Cellucci, who testified
before the committee on this toplc three weeks ago, said that this
provision alone would increase Medicaid costs by $66 million in his
State alone.

The proposal to increase cost sharing for home health services
has been promoted as a way to contain the rapid growth in home
health. Governors are worried about this cost shift as well, not only
because of the projections, but because they are currently dealing
with a significant cost shift crisis created by the Balanced Budget
Act of 1997.

Many of the price and coverage limitations there were predicated
on the concern over the growth in home health care, and States are
now spending hundreds of millions trying to compensate for these
changes.

Again, in Massachusetts alone, Medicaid and State-funded home
health programs saw a 250 percent increase;acostof about $12°~  ~~
million, as a result of those particular changes

Premium support. The cornerstone of the reform proposal gen-
erated by the Medicare Commission is what is called a premium
support model. While we have not taken a position on a proposal,
we urge you to keep in mind the dual eligibles that have practically
no experience in the managed care market and have absolutely no
fiscal incentive to economize.

The 5.4 million dual eligibles currently have no out-of-pocket ex-
penditures and no reason to be prudent. This group represents
about 15 percent of the beneficiaries of both the Medicare and Med-
icaid programs, but they also represent between 30 and 35 percent
of the expenditures of the two programs. If you added just the
State and federal cost for thee dual eligibles, they represent about
$120-billion.

It is also unclear..whether the Medicaid cost sharing obligations
would be for the dual eligibles who select a plan for which the bén-
eficiary premium exceeds the federal voucher amount.

Dual eligibles are not only the poorest of the Medicare bene-
ficiaries, but they have the highest medical needs. Therefore, this
demographic group is simultaneously the most expensive for care
and the least able to finance the care without Medicaid support.

Unless this proposal also includes risk adjustors to account for
the functional status and institutional placement, it could have a
monumental fiscal impact on the Medicaid program.

Mr. Chairman, that completes my comments.

The CHAIRMAN. Thank you.

Ms. Canja?
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STATEMENT OF ESTHER CANJA, PRESIDENT-ELECT, AMER-
ICAN ASSOCIATION OF RETIRED PERSONS, PORT CHAR-

LOTTE, FL

Ms. CANJA. Thank you, sir. Mr. Chairman and members of the
committee, I am Tess Canja, president-elect of AARP. Thank you
for the opportunity to share AARP’s prospective on the future of
Medicare.

Medicare has served our Nation well. It has provided millions of
older and disabled Americans with access to affordable health care
and kept older people out of poverty.

Medicare is the health insurance coverage for older and disabled
Americans. It is also as much a part of retirement planning for
younger Americans as Social Security, pensions, and savings.

Medicare now faces some challenges, among them being prepared
for the enormous baby boom generation, keeping pace with ad-
vances in benefits and delivery of care, and long-term financial sol-
vency.

While Medicare could benefit from some of the advances in to-
day’s health_care market, AARP believes very strongly that the
fundamental principal of Medicare will never be outdated, that it
is a program that provides access to affordable, dependable, quality
health care to those who, throughout their lives, paid into it.

To this end, there are several tenets that have successfully guid- ____.
"“'ed Medicare and must be part of any reform effort, including: a de-
fined set of benefits including prescription drugs; an adequate gov-
ernment contribution that keeps up with the benefit package; pro-
tection from burdensome out-of-pocket costs; eligibility at age 65 for
all who qualify regardless of their income or health status; effective
administration; and adequate and stable financing.

My written statement elaborates on the importance of these prin-
ciples. The success of any changes to Medicare depends on three
things. One, a thorough analysis of all the issues. Two, a dialogue
“with those who have a stake in the program. Three, a good under-
standing by beneficiaries and policy makers of what proposed
changes mean in policy and human terms.

Mr. Chairman, your continuing hearings are making an impor-
tant contribution toward this. Senator Breaux’s premium support
plan and other proposals that will emerge provide opportunities for
examining different reform options and for stimulating debate.

Genuine debate is critical to building public understanding and
support for reform. AARP believes that it would be a serious mis-
take for anyone to hinder debate, or for Congress to rush to judg-
ment on any reform option.

If legislation is pushed through too quickly before the effect on
beneficiaries and the program is known, and before there is an
emerging public judgment, AARP would be compelled to alert our
members of the dangers in such legislation and why we could not
support it. )

t this stage, AARP has reserved judgment on the Breaux plan
to encourage debate and because many of the critical details have
not yet been spelled out. My written statement identifies key ques-
tions that need to be answered so all of us understand the impact
of premium support on beneficiaries and on the program.
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Mr. Chairman, AARP is committed to making Medicare stronger.
We look forward to working with the committee and the Congress
to advance the debate over Medicare reform and to carefully ex-
plore the best options for securing its future.

I would be h?py to answer any %uestions you might have.

[The prepared statement of Ms. Canja appears in the appendix.]

The CHAIRMAN. Thank you, Ms. Canja.

Now, Ms. Phillips, please.

STATEMENT OF MARTHA H. PHILLIPS, CONCORD COALITION,
WASHINGTON, DC —

Ms. PHILLIPS. Thank you for inviting me to testify today on be-
; half of the Concord Coalition, a grass roots bipartisan organization
! concerned with fiscal responsibility, generational equity, and long-

term economic growth. -

At least, the federal-budget, after three decades, is approaching
balance, not counting Social Security. However, a balanced budget
is temporary, at best. Even-if we do not get caught by war or reces- _
sion, the baby boomers will catch us because the cost of Medicare,
Social Security, and other senior benefits will skyrocket. -

You have heard these statistics so many times, they have lost

‘ their shock value. Instead of having 450,000 new Medicare enroll-

» ees like we had in 1997, by 2022 we will have a staggering 1.63___ .

“~ million new enrollees just in that one year alone lining up to get
on the rolls. )

It is not just more retirees, it is that the people who are already
old are going to be living longer. We are going to go from having
12 percent of our population in retirement status to 20 percent.

At the same time that the number of retirees are almost dou-
bling, the number of working-age taxpayers is going to remain stat-
ic. Any time you have a new, young worker entering the workforce

" from high school or college, at the same time you are going to have
- somebody turning 65 or older leaving for retirement.

That is only part of the Medicare’s problem. The other part is the
growing cost per beneficiary. The official projections show that this
is going to slow down to only 6 percent a year, but that is a lot
faster than the economy grows.

As a result, Medicare costs per capita will drive Medicare from
" less than 3 percent of GDP today to 5 percent by 2020, 7 percent
- by 2040, and these are optimistic estimates and do not include So-

cial Security, Medicaid, prescription drug benefits, long-term care,

- and other factors.
Will taxpayers be able, or willing, to support this future burden?
- It is doubtful. Excluding interest, seniors already claim half of fed-
eral expenditures. Now, whether that is fair or not is arguable. But
how much more than half will future taxpayers be willing to devote
- to their elders? That is where we are headed with the current pro-
Lram. :

Will a magic elixir be found that doubles productivity and boosts
annual economic growth rates to 6 percent over the long term? Not
likely. Can Medicare costs be managed by repeating tweakings
wilh provider cutbacks, greater reliance on-managed care, vigilatce
ageinst waste and fraud? No, again.
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The Concord Coalition believes fiscal responsibility requires
strenuous efforts, and make them soon, to bring promised future
Medicare benefits into line with identifiable future resources.

There are really only two responsible courses of action: either
raise the revenues to meet the anticipated costs, and this means
looking beyond payroll tax which is already the largest tax for most
working-age Americans, or reducing the benefits to a program level
that can be supported by the taxes that we now dedicate to Medi-
care, or a little of each. Either course is responsible, neither course
is easy.

What is both irresponsible and easy, is to continue to promise

— benefits, and even promise larger benefits, and refuse to raise the
revenues to pay for them. What is particularly reprehensible is to
block or delay responsible bipartisan efforts to reform the program
so that the issue can be used as a political wedge.

Concord believes that generational responsibility means that
each generation should, as much as it can, prepay the cost of its
own retirement package. That will be all the more important when
you have a large retired generation, the boomers, followed by a
smaller working-age population, the baby busters. We also believe
it is reasonable to consider increasing the Medicare eligibility age.

We think generational responsibility also means that no group of
citizens should be immune from helping to solve this problem sim-

——————ply-because-they-have-made-it-across a chronological age threshold,
especially when many of them are doing better financially than the
younger people whose taxes are supporting their benefits.

We have supported ifieans testing as a fair and equitable way of

. trimming back the cost of the program. When Bill Gates retires,
why should a single mother earning less-than-average wages pay
for his health insurance? Why should he not pay his own premium?

In 1990, which is the last year that we have data for, 16 percent
of Medicare benefits went to people with incomes of $50,000 or
more in 1990. Most of them could better have afforded to pay their
full premiums for Part A and B combined than working families
with several children could afford to fork over a hefty chunk of
their paycheck to support elderly benefits.

Concord generally supports moving Medicare to an FEHBP-type
premium supported system, but we-wonder whether a flat premium

~ is the best approach. We think those who can pay full premium
should be asked to do so, and others should be charged less on a
sliding scale.

Concord believes the universal guarantee that Medicare offers
should not be free health insurance no matter what, but rather ac-
cess to health insurance at a price commensurate with bene-
ficiaries’ ability to pay.

It is important that Medicare be addressed soon. Changes re-
quire long lead times, as other panelists have pointed out. It is esti-
mated that moving to a premium support system could require a
decade or longer to be up and running smoothly.

Entitlement programs are commitments between people and
their governments. People base their behavior and make their
plans based on current provisions, so we need to give people a long
lead time to plan and adjust to changes, and that means starting

soon.

-
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Finally, it is important to remember that Medi:are is only one
of these supports for seniors, along with Social Security and Med-

" icaid. If you use up all of the resources to solve one problem, those

resomrces cannot be used to solve the other problems.

Keep in mind the triple whammy of Social Security, Medicare
Part A, Medicare Part B. Today, the Social Security surplus is just
about enough to pay for the cash shortfall of Part A, plus the gen-
eral revenue infusion that goes into Part B.

By 2035, the combined cash shortfall for all three programs, So-
cial Security, Part A, Part B, measured in today’s dollars, adjusted
for inflation, will be $670 billion annually, each year, on the course
that the trustees tell us that these programs are tracking on.

By 2070, the annual costs, if one can make ahy projections that
far out, is officially projected to be $1.3 trillion, year in, year out,
in inflation-adjusted dollars. That is unsustainable, that is irre-
sponsible, but that is where the commitments already built into So-
cial Security and Medicare will take us if we do not change the pro-
grams,

Some advocate expanding Medicare’s commitment to include pre-
scription drugs and long-term care. Concord believes it would be
generationally unfair and economically damaging to even consider
such expansions unless ways were found not only to pay for the

new benefits, but also to bring the current commitments into line

—-with-identifiable future resources.

Thank you. —

d_['I]‘he prepared statement of Ms. Phillips appears in the appen-
ix. -
The CHAIRMAN. Thank you, Ms. Phillips. ._

Dr. Wilensky, you noted that we are designing a Medicare pro-
gram for the future and that the beneficiary population in the fu-
ture could present a very different profile from today.

Could you elaborate on this, especially changes relating to
women?

Dr. WILENSKY. This is an issue that has been raised many times.
Before the committee it was raised, also in the retreat that the Fi-
nance Committee had recently. You need to be aware of the current
Medicare population.

There are many people who have not had experience with man-
aged care who are choosing health care plans, as Marilyn Moon,
Judy Feder, and others have testified before you. These populations
are lower income. Not poor relative to the rest of the population,
but lower income. -

But I think it is equally important that we remember the future
generation of Medicare. The baby boomers and the people who will
be retiring in the next 10 years are, for the most part, better edu-
cated, with greater income, have had choices among health care
plans, have experienced managed care, and particularly the wom-

- en’s experiences have been very different.

Most of the women who will be retiring.starting in the next 10
years have had substantial periods in the labor for¢e. That means
that their acquaintanceship with health care plans and choices is
very different.

So, while I suspect you will have to do something to protect some
or all of existing seniors, grandfathering or grandfathering them in,
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or those over a certain age, or those who are frail, I think it is
equally important not to design Medicare for the 21st century
based on today’s seniors.

The CHAIRMAN. Now, a couple of witnesses have raised concern
about whether beneficiaries with cognitive disorders, such as Alz-
heimer’s disease, could be served properly under a Medicare pro-
gram that involved widespread health plan choices.

Do you share this concern about whether their needs can be met?
I would ask you, Dr. Wilensky, and Dr. Moon, perhaps, to com-
ment, and anyone else on the panel.

Dr. WILENSKY. Clearly, people who are cognitively impaired with
Alzheimer’s, dementia, or anything else need some protections. Pre-
sumably, these same individuals need protections now in terms of
how they carry on their daily lives, which doctors they see, how
they receive their health care.

So, in no way do I want to demean or belittle the needs of this
population, but I do not think it is something that is uniquely of
concern to a program of premium support, or any other program.
They need to have protection. Presumably, now, at least, they have
some.

If we were to move to a full premium support program, there
clearly would need to be assurances that individuals that are cog-

.. nitively impaired-have both ways to have support-in terms-of mak-
ing their choice, and presumably that would be an allowance for
making a different choice throughout the year if there was, in fact,’
some indication that this was providing particular hardships.

Again, it is, fortunately, a relatively small part of the program
and I think we ought not to design Medicare for the 21st century
because we know that these individuals exist, rather to provide
some meaningful protection.

The CHAIRMAN. Dr. Moon?

Dr. MooN. While it is still a 'minority, certainly, of the popu-
lation, over 20 percent of all Medicare beneficiaries have severe
mental health problems, Alzheimer’s disease, dementia, and a large
number of the young disabled population have severe mental ill-
ness.

Those are some of the people that are of particular concern. I
think there are other groups that are also of concern. I agree with
Gail that there are other problems that these folks face no matter’
what the organization is.

One of my concerns about a choice world is the importance of
making that choice. It is a very large decision that you would make

_ every year and it is a decision in which you would be looking at
private plans who would have a great deal of flexibility in terms
of the controls and restrictions that they put on use of care.

Those controls and restrictions very few people understand when
they look at plan pamphlets even today, and I suspect it is going
to be a big challenge for the Medicare population. I am much less
sanguine about the ability to adjust for this problem now, and even
for a considerable period of time. - - I

I think that, if individuals are going to have choice, there is a
lot of careful management of the rules that have to be done. Iron-
ically, what that does is undermine to some extent the flexibility
that private plans would have to do their own innovations in terms
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of management of cost. So, there is a balance there that I think
wonld have to be worried about to a considerable degree.

The CHAIRMAN. Ms. Canja, the questions that AARP raised in
the written statement will, I think, be very helpful to us as we
think about Medicare reform. You have given obviously a great.
deal of attention to the idea of a Medicare board. -

First, what would be your recommendation about how to make
such a board accountable, while also insulating it from undue polit-
ical pressure?

Ms. CANJA. Well, you have really hit on one of the key concerns,
and that is the accountability. So, really, there have to be rep-
resentatives of all of the stakeholders, along with independent ex-
perts.

I think we have to be very careful about what the role of the
board is and what the parameters are to make sure that Medicare
does not change so much beyond the wishes of Congress and of the
public and that there is accountability so that those changes can
be controlled in some way.

We have to realize that this is not just a board of 20 or 30 mem-
bers, this is really going to be a super HCFA. They are going to
have control over the entire administration of the program. So, it
has to be a board that is capable of handling that type of responsi-
bility. But I think that there has got to be, before we even can
agree to the concept of a Medicare board, we have to know what
the role is and what the parameters are gong to be.

The CHAIRMAN. Let me turn to you, Dr. Butler. What lessons can
be learned from the FEHBP experience on how to best inform bene-
ficiaries about their choices among plans and benefits?

Dr. BUTLER. I think there are a number of lessons that can be
learned. I think, in general, it is fair to say that, if you look at the
track record and the satisfaction of those that are under the
FEHBP compared with Medicare, it is markedly greater.

But I would say that there may be three broad lessons that can
be learned. The first, is that it is possible to give people under-
standable information on choices that they can make.

As I have emphasized, you see what has happened within the
FEHBP in terms of simpler information, easy-to-read information
that is routinely available to every member of Congress and to
staff, and you compare that with the great difficulty that HCFA
seems to have in doing the same kind of thing.

So I think it is very important, first of all, to recognize that,
merely because HCFA says it is difficult to do this task, it should
ot be taken as the final word on the matter. .

I think, second, the FEHBP shows that you do not have to be a
medical expert to make decisions when you get information. The-
fact is, if you look at how people actually make decisions in the _
FEHBP, not including very elderly people, they do not only look at
the information that they get from the government or consumer or-
ganizations, but they also rely on other organizations with which
they are affiliated. '

For example, the National Association of Retired Federal Em-
ployees is constantly informing and recommending plans to more
elderly federal workers and retirees. I-would envision that, under
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a more choice plan in Medicare, that AARP and other organizations
would play this kind of role.

So, I think it is important that there are other ways of providing
additional information, and that is what happens within the
FEHBP.

The third thing I would say, is that the power of the Office of
Personnel Management within FEHBP to negotiate with individual
plans and to require them to provide information on their plans in
a very simple, understandable way, in booklets and so forth, as
well as looking at building in protections to ensure that marketing
practices of individual plans do not confuse individuals.

That is another aspect of FEHBP that I think should be looked
at carefully as a way of dealing with the understandable concerns
of wide choices within a reformed Medicare program.

So, I would say those are the three broad lessons that come out
of the FEHBP, and I think they are very strong lessons.

The CHAIRMAN. Let me ask you a question, Ms. Phillips. I was
interested in your observations on the baby boomer generation and
generational responsibility. Would you elaborate on what the
generational relationship will be after about 2010?

Ms. PHILLIPS. After about 2030, actually, all of the baby boom
generation will have moved into retirement status. This will be
happening between, roughly, 2008 or 2010 and 2030. There really
will be so many retirees at that time, not just the boomers but the
people who are older than the boomers, who will still be around to
a large extent.

The people of working age are not as numerous. It is true that
we have got more young people now in the public school system in
the millennial generation, age newborn through 18, than there
were boomers. But, as a percentage of the population, they are
smaller.

So what will the relationship be? Under our current programs,
we are still set up for a pay-as-you-go relationship. The young peo-
ple who are working, or middle aged people who are working, will
be res(»lponsible for paying for the programs of the people who are
retired.

The people who are retired may say, well, we paid in when we
were working so we deserve these benefits. But the monies they
paid paid for their parents’ or grandparents’ benefits.

Today, to be elderly no longer means being poor. There are some
elderly people who do not have enough money but, by and large,
the elderly, thanks to these programs, thanks to the economy and
good times, are today, andsin the future are likely to be, better off.

If there is any group that should be singled out for special treat-
ment by the Federal Government, it is children. They are the peo-
ple who are our future citizens, our investment in our future econ-
omy, our future workforce.

For every dollar that the Federal Government spends on chil-
dren, it spends $9 on seniors. Even if you put in State and local
expenditures for education and Medicaid, it is still 3 to 1.
Generational responsibility means taking those things into account.

The CHAIRMAN. My time is up, but I would like to ask you;-Mr.

” Scheppach, one question.
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Senator MOYNIHAN. Mr. Chairman, you represent the Republican
side. [Laughter.] I think you should have equal time.

" The CHAIRMAN. Well, is that unanimous? [Laughter.]

Let me ask, if Congress were to create an outpatient drug benefit
for the Medicare program, what issues would be important for us
to address from the perspective of the Medicaid program?

Mr. SCHEPPACH. Well, I think, as always, it is basically, how does
it fit with Medicaid? Different States have different drug benefits
currently, so you have got a lot of differentials there. Of course,
they do it essentially for the dual-eligible population.

So the question for you is, how much further up that income
stream are you going to go, who is going to pay for it, and who is
going to administer it? I think the States are now gaining some ex-
perience with administering it, but our sense is that we would pre-
fer the Federal Government to administer any particular drug pro-
gram.

The CHAIRMAN. Senator Moynihan.

Senator MOYNIHAN. Mr. Chairman, just for purposes of our com-
mittee itself and our guests and all, these acronyms really can get
out of control. The FEHBP. When I hear it, is that.a subsidiary of

British Petroleum?
Dr. ButLER. Which is now, of course, a subsidiary, I believe, of

- American Oil. [Laughter.]

Senator MOYNIHAN. That is right. Dr. Butler would know that.
The Federal Employees Health Benefit Program. It adds a little
time, but it’s worth it; you know what you are talking about.

I would like to be, as a Medicare recipient and a Social Security
recipient, a little grumpy and dissatisfied, as all seem to be once
the government starts looking after you. Do not pay too much heed
to that, Dr. Butler. ,

I am concerned about this preoccupation with that baby boom co-
hort. It really is a demographic irregularity that has been causing
us all sorts of trouble for 60 years now, or 45. It is not clear to me
that it is the future, but rather than it is, in fact, a one-time event.

In the early 1970s, when we still had the President’s Science Ad-
visory Committee, PSAC, as it was called—sorry about that. Presi-
dent Eisenhower had set it up. I was a member. Under the chair-
manship of James S. Coleman, University of Chicago, we took a
look at this phenomenon.

At that time, it seemed that campuses were out of control and
would, of course, stay out of control. Once something has happened,
you always project it will continue. Crime and disorder in cities
was a fixed condition that would not go away.

From 1890 to 1960, the number of persons 14 to 24 grew at a

rate, I think; of 8 million persons a decade. Then in the 1960s, the .

size of that cohort increased by the same amount that it had done
in the previous 70-years. Then the following decade, it would revert
to the historic pattern.

We said, you are just seeing an irregularity. I was able to write
an article for the Public Interest called “Peace,” saying, “Campus
disorders are over.” They are a function of that demographic group.
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The demographers refer to those people as barbarians. They at-
tack the society and, if society has enough defenders, they absorb
the barbarians. If not, the barbarians overthrow them. This is true
of barbarians, as well. You have to teach people to be a barbarian.
Y(l)1u are not just born one. You are socialized to one role or the
other.

So, it does not follow that we are going to have this crisis indefi-
nitely. It may just be the same crisis, where we had to get federal
aid to education when these children were in grade school.

We had to get to federalize national guards to put down campus
revolts when they were in college, and we wil! have to pay a lot
when they are in nursing homes. But it was a one-time event. Any-
body have any comment on that? Ms. Phillips, you were very help-
ful in your concern for generational equality. This cohort has ex-
tracted an awful lot from this society. .

Ms. PHILLIPS. And they want more.

Senator MOYNIHAN. And they want more. Well, of course we
want more; think of all the difficulties of our adolescence. But with
children, the disparity is almost 9 to 1, did you not say, in federal
aid dollars spent? -~

Ms. PHILLIPS. The baby boom generation is, I think, probably a
one-time, unique occurrence and it is very easy for the Concord Co-
alition and a lot of people who are trying to dramatize the popu-
lation impact on our programs for the elderly to use the boomers’
retirement as shorthand. But, actually, it is merely signalling a
very rapid onset of something that would happen anyway, which is
the aging of our population.

Senator MOYNIHAN. Longer lives.

Ms. PHILLIPS. Wedare going from a population pyramid to some-
thing much more like a population column, where you are going to
have roughly the same number of people in each of those 5-year-
old cohorts, going all the way up not only just to 80, 85, but 85 to
90, 90 to 95, as people live longer. We have seen this in nations
around the world.

We are lucky. We are only headed toward a situation with our
birth rates and immigration rates where we are looking at two
working-age people for every retiree in the future instead of the 3
to 1 that we have now. There are nations in the world, industri-
alized nations, that are looking at 1 to 1.

Senator MOYNIHAN. There is going to be 1 to 1.

Ms. PHILLIPS. That is going to really be quite a strain. So, we
know this strain is coming. It is just coming very suddenly and
rapidly because the boomers are making it happen so quickly.

Somebody once gave me the mental picture of, do not think about
the problem like a python that swallowed a pig, think about it as
the python that swallowed the telephone pole. I mean, it is perma-
nent. -

Sleﬁlator MoYNIHAN. Thank you, Mr. Chairman. Thank you, Ms.
Phillips.

The CHAIRMAN. Next, is Senator Graham.

Senator GRAHAM. Thank you, Mr. Chairman.

I might say, Senator Moynihan, we are glad you are back. It was

dull when you were gone. - ,
eny ere g S
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Dr. Wilensky, I was pleased that your first four points was the
fact that we needed to think about what kind of a Medicare pro-

gram we wanted to have for the 21st century. I agree, my opinion

PR

is the first question. ’

I believe the current Medicare system has been inappropriately
characterized as being stale, dated, unresponsive, because, in fact,
what we have done is we have set up a system in which we have
a Medicare system, and then 75 percent of the Medicare bene-
ficiaries buy a Mediga% policy to fill some of those gaps, another
15 percent are covered by Medicaid, which fills many of those gaps,
and it is actually only about 1 out of 10 of the Medicare population
who has to rely on Medicare alone for their coverage.

Dr. WILENSKY. That is correct.

Senator GRAHAM. The question that I am interested in is wheth-
er we would be better off trying to bring the services that are cur-
rentlg being purchased voluntarily through Medigap policies and
which Take Medicare a more modern and appropriate system,
whether we should try to incorporate those into an integrated
Medicare program.

We know that the average Medicare beneficiary is paying about
$2,000 a year now to purchase that Medigap policy, so that amount
of dollars are in the system today. Would they be better in the sys-
tem if they were integrated into Medicare or if the current sepa-
rate, voluntary purchase were maintained?

I would like your comments on the consequences of the current
pattern as opposed to an integrated pattern on issues like health
care services, efficiency of administration, total cost of programs,
and the issue that you focused on, the experience that the next
generation is going to bring where they had been used to an inte-
grated health care model, to now be dealing with a fractured health
care systein. - :

Dr. WILENSKY. I think the present two-tiered insurance-type
structure that we have for people in traditional Medicare, where
you have traditional Medicare and a private Medigap policy, is a
particularly bad idea. It would be much better to have traditional
Medicare, whatever it looked like, and Medicare replacement pro-
grams that people were to choose from.

So, I fundamentally agree that altering the benefit design and
having catastrophic coverage and some kind of a prescription drug
ought to be in the Medicare reform plan.

The only issue that I think is important, is this is not the only
problem with the current Medicare program, but I do think, one,
redesign of the benefit package to make it more like existing pri-
vate plans is a sensible strategy. There will, of course, be some
very important redistribution of income issues that get raised.

If you were to bring into Medicare as we now know it some of
these other benefits, that means wage, tax, and taxpayer financing
of most of it. Right now, you have those supplemental benefits
being paid for by seniors to some extent, by employers, maybe indi-
rectly gy those seniors in terms of the wages that they had.

So it is not a small issue about how you make that change, but
it is not the only problem with the existing-Medicare program. It
is certainly one of the 1960 remnant pieces of Medicare, but so is
a lot of the administrative structure of Medicare.

——

/7
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Senator GRAHAM. I wonder if anyone else would like to comment
on, what are the attributes of the current dual system and what
would be the consequences of trying to integrate them into a single
benefits package? .

Dr. BUTLER. Let me discuss that for a moment. I think that the
fact that we have all of these benefits, which most people would
think of being the sort of thing you should routinely expect in any
good health plan, are kind of out there as a satellite to Medicare,
I think, underscores the general problem we have in this country
of allowing the Medicare benefit package to evolve over time and
improve over time. We are now, today, these days talking about a
drug benefit; a few years ago, it was catastrophic, and so on. It is
sort of one thing after another.

That is why I think it is extremely important to reevaluate the
method we use to try to improve the drug benefit or the basic bene-
fits package, and it is why I suggested that maybe we ought to
think about this very differently in terms of some other method of
doing this.

I suggested a benefits board much like the Base Closing Board
as a way of trying to constantly upgrade the benefits package and
submit that to Congress rather than having what we have today,
which is just titanic struggles over trying to do what most people
would think would be such an obvious element of a basic package
in this country.

Dr. MooN. I would just add that I do not think that we are going
to have prescription drugs in the private Medigap market very
much longer that are affordable to most beneficiaries. Most bene-
ficiaries now who buy Medigap insurance pay higher rates as they
age.

If they want to purchase prescription drugs, they usually have to
pay more than the cost of the full benefit if they were to get it in
order to get prescription drug coverage. So, left as a voluntary ben-
efit, it is an ideal risk selection mg_cianism and it creates a lot of
problems in terms of thé efficiency of the program.

So I think, when thinking about redesigning the benefits, one of
the key things in a core benefit package is that you do not want
to have benefits that can then be used to manipulate the program
to segregate the healthy and the sick.

Senator GRAHAM. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Breaux?

Senator BREAUX. Thank you, Mr. Chairman.

Thank all the panelists. It is kind of, as they say, deja vu all over

“again. I know for Senator Kerrey and I, since I think four of the
panelists have previously testified before the Medicare Commis-
sion, z}nd here we are again. So, we thank you for being with us
as well.

Dr. Moon, you have an apparent concern that you expressed that
a premium support type of program would provide too many
choices for seniors that would not be very efficient for them to
make those choices. : .

I do not understand how we square that with the situation under
Medicare fee-for-service today, where a beneficiary has to choose
not just a plan, but has to choose which doctor they want to go to,
they can pick any one they want, they can pick any hospital they
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want to go to, they can pick any one they want. They can pick any
nursing home they want to go to and they have to make a decision.

They have to decide on home health care and which one is the
best. I do not see how those choices, which are difficult choices, ei-
ther they make them by themselves or their children help them
make it, or some association helps them make it. I mean, they have
a lot of choices today which are difficult choices.

Choices under premium support would be difficult choices. I
would argue it would be a lot simpler than having to choose every
doctor, every hospital, every nursing home, every ﬁome health care
facility that you want to go to. What is the difference?

Dr. MooN. I think the difference, for many people, is that they
have a difficult time thinking about choosing a whole system of
health care as a one-a-year choice. Individuals who need health
care services at one particular point in time, certainly among the
current elderly population, are used to going to their physician that
they trust and asking for advice and information.

If that advice and information then has to be selected on the
basis of what plan they are in that they may not have even under-
stood when they signed up for the plan, I think that that is a par-
ticular constraint.

One of the difficulties, is we use the term “choice” in lots of dif-
ferent ways. For some people, choice means choosing among plans.
I think for most people who say they want to retain choice in
health care do not mean they want to choose a plan every year,

"v. they mean they want to have the ability to switch around.

It is not always the best way to get care, but it is kind of, I
think, the shorthand way in which people try to protect themselves
now in a world in which there is not good information about qual-
ity.
Otherwise, if you do not like the provider that you have now and
you are in traditional Medicare, you are free to go to someone else.
That is a very important right that many seniors value and do not
a}llways understand when they choose plans. I am not opposed to
choice.

Senator BREAUX. I appreciate that. I do not want to belabor the
point. I wanted to ask something other than just one question.~But,
I mean, I would disagree with that. If you are under pressure and
you are sick and you have to pick a doctor, or you are desperately
searching for a nursing home, or which home health care you are
going to use, you are under a tremendous amount of pressure when
you are sick and the decisions oftentimes are not the correct ones.

‘We have had hearings in the Aging Committee about people
making instant decisions on which nursing home to go into and
making horrible mistakes because they were under the pressure
that they needed to do it by tomorrow. Those are the kinds of
choices tﬁat are not balanced at all.

Ms. Canja, let me chat with you for just a minute. I understand
your concern about the benefits package. We had questions yester-
day about that, an%&enator Rockefeller raised it yesterday and has
been very concerned.

Yesterday in my testimony when we talked about the benefits
package and what would be included in a premium support, my
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testimony said the following and I would like you just to consider
it and see if you think this is adequate.

We said that, under the premium support plan, the standard
benefits would be specified in law, they would consist of all services
covered under the existing Medicare statute, all Flans would be re-
guired to offer, at a minimum, the same benefits package bene-

ciaries are entitled to under current law.

What we are talking about is 90 days-in the hospital, a 60-day
reserve, 100 days of skilled nursing facility or home health care,
the same things that are in there. I am just trying to find out,
what is an adequate statement on saying tf)at it is going to be the
same as a minimum benefit package that we have under current
Medicare?

Now, I would argue, it is not a good package, but it would be the
same, at least at a minimum. A package that only cover 53 percent
of your costs is not a good package.

8. CANJA. That is right.

Senator BREAUX. But I tried to spell out as clearly as I could that
what we are recommending is a benefit package that offers, at a
minimum, the same, identical benefits that a Medicare plan would
offer. Obviously, the savings would hopefully come out by the com-
petition of people trying to offer even better packages.

Could you comment on what we are trying to accomplish on the
benefit package?

Ms. CANJA. Sure. You know that we believe that prescription
drugs should be in that benefit package.

Senator BREAUX. Of course, tgat is not in the current system, ei-
ther. I agree with that, but that is another point. '

Ms. CANJA. But then there are some other things that are trou-
bling. There could be a 10-percent variance. What is that? The
%/Ieglicare board could make decisions. Would those affect the bene-

ts?

Senator BREAUX. No, they could not change the benefits. I mean,

it would be a statute.

Ms. CANJA. We just saw a lot of places where we really could not
feel secure that it was a defined benefit package.

Senator BREAUX. I mean, what more could we say? I am saying,
it is exactly, at least, the benefits under the current Medicare pack-
age. What else would I say?

Ms. CANJA. Well, let me say again, we feel strongly about the
prescription drug benefit. It would be available, as I understand it,
under your package for low income, but would not be available for
others. It could be very, very, very costly for anyone that went to
a plan that would provide it, because it would have to be a high-
option plan. They would have to pay the entire cost of it. So, we
have real problems with that and we would like to sce that benefit
package improved.

Senator BREAUX. Thank you.

The CHAIRMAN. Next, we have Senator Baucus.

Senator BAUcUS. Thank you, Mr. Chairman.

I would like to talk a little bit about risk adjustment. The basic
problem, I think we all agree, is that, as we move to managed care,
that the managed care plans will tend to attract the wealthier and
healthier and leave traditional Medicare fee-for-service where it re-
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mains, with maybe the sicker and people with fewer resources. At
least, I think, it is a strong temptation for companies to try to se-
lect in a profitable way.

It is my understanding that, right now in Medicare, HCFA’s cur-
rent adjustment and variation of predicting cost and is, at best, 1
percent, and that there are some models being looked at HCFA
that maybe raise that as high as 7 percent in trying to predict costs
in the future. I am told, too, that the best theoretical variation ad-
justment would be about 25 percent.

So the basic question, is how do we better measure so we better
assure ourselves that risk adjustment is minimized so there is
more uniformity in plans’ costs and benefits in a very general
sense, so that the sicker patients and the less-wealthy patients get
the same treatment as the wealthy and the healthy?

Dr. Wilensky, why do you not start on that?

Dr. WILENSKY. The first thing, is we are going to get better at
doing this if we can start the process. I mean, that has been the
experience when we have introduced new payment systems.

There are problems predicting on the basis of health status.
Right now, what HCFA is proposing is to phase in based on inpa-
tient use, then go to full encounter use. To the extent that you are
concerned, we may not be able to get there entirely.

The use of partial capitation, where you would pay most of the
premium based on risk status, age, sex, and geography as we do
now, but have a portion of the payment reflect actual use, is an
idea that the vice chair of MedPAC, Chairman Newhouse, has
raised and that we, in our MedPAC reports to you and to the
House.

Senator BAucuS. Is that your partial capitation idea?

Dr. WILENSKY. Partial capitation.

Senator BANCUS. You think that will help solve it?

Dr. WILENSKY. I think it will help take out the risk that, if you
do not adequately capture that likely spending of sick people, you
pay it. Now, you, of course, lower some of the financial response of
having a capitation. I mean, as is usually the case, there is no free
lunch here is making that trade-off. But it seems to me a particu-
larly promising idea for a demonstration.

Unfortunately, and this is in response to my institutional con-
cerns about HCFA’s indecision and inaction to date, is that sugges-
tions of this nature and getting a move on the risk adjustment
process seem to be very slow in coming. This is a serious issue, un-
less the Congress rolls back what they have done.

Senator BAucus. Well, that is right.

Dr. WILENSKY. I mean, it is not just premium support.

Senator BAucus. Right.

Dr. WILENSKY. The CBO projects half the Medicare population,
if you do nothing else, by the time the baby boomers retire, are
going to be in health plans. This is not just a premium support

problem. .
Senator Baucus. I know it is not. That is why I am asking that.

Dr. Moon?
Dr. MooN. I think we should work very hard to improve this, be-
cause I think this is a real key. I think that, as I mentioned before,
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we would like to continue to have private plans. I think they are
going to be an essential part of Medicare.

That is one of the reasons, though, why I believe you cannot put
traditional Medicare and private plans on an equal footing at this
poirl;tl: in time, because I think that would rezﬁly exacerbate the
problem.

In addition, I think that using partial capitation has some real
promise as well, particularly if we think about it as a way to focus
on encouraging private plans to take on special needs populations
and do creative things, that may be an innovative thing to try for
the future.

This is not an easy thing to do. I am not totally optimistic that
we will solve the problem, but I think we need to be much better
before we just turn it over to the private sector.

Senator BAucus. Right. That is my sense right now, that we do
not understand this well enough and do not predict it well enough
* to make the move right now in the direction that a lot would like
to go. And I am trying to find some ways to help, maybe it is dem-
onstration projects, or something, but some way to get at risk ad-
justment better than we do it now.

Dr. BUTLER. Yes. That said, I think, as Dr. Wilensky said, if we
get going now and try and start to learn as we go forward, that
1s probably the best way to ultimately solve that problem.

Let me just say, on the other side of the same coin is the issue
of plans carefully marketing themselves and designing themselves
to ﬁppeal to particular segments of the population that may be low-
risk.

I think that is where the issue of allowing federal agencies to ne-
gotiate more directly with plans and to refine both their marketin~,
their service areas, that sort of thing, is the other side of the same
coin.

Senator BAucus. Yes. We talk a lot about this problem, but I am
trying to advance the ball so we start getting some hard data and
better models or better ways to solve it.

Dr. BUTLER. Well, I think it is not going to be solved by, if you
like, a theoretical discussion.

Senator BAucus. This is right.

Dr. BUTLER. It is going to be solved by going ahead and trying
it.

Senator BAucus. Well, it is going to be solved with some theo-
retical discussion and some practical experience.

Dr. BUTLER. I agree.

Senator Baucus. Thank you, Mr. Chairman.

The CHAIRMAN. Senator Bryan, please.

Senator BRYAN. Thank you very much, Mr. Chairman.

Ms. Canja, let me begin with you, if I may. Thank you for joining
us today. Your group, probably more than any of the groups, has
the most at stake here because you are aﬁoing to be affected imme-
diately by the changes that we might make.

My question is, I agree with your premise that the present pack-
age is inadequate. I think most, if not all of us on this panel, agree
with providinﬁ,r,a prescription benefit.

Yet, Ms. Phillips also reminds us in rather harsh and stark
terms that our options ultimately are either to increase revenue,
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thai;i is the “T” word, as I understand it, or reduce benefits, the “B”
word.

Now, as I have looked at your testimony, you have indicated,
with respect to financing, an({ I would agree with this, “Medicare
must have a stable source of financing that keeps pace with enroll-
ment in the cost of the program. Ultimately, any financing source
&ill need to be both broadly based and progressive.” I agree with

at.

Can you be a little bit more specific for us? What, from your per-
spective, should we do in terms of the financing mechanism?

Ms. CANJA. Well, I can tell you one thing that concerns us that
maybe we should be very careful about doing, and that is having
a cap on expenditures which is arbitrary and might shift the cost
to beneficiaries and make it absolutely unaffordable for them. So,
that is one thing we should not do.

I think they have to look at what the benefit packages are, how
much you can ask beneficiaries to pay. Again, it has to be afford-
able. It may come to the point where we have to use, in a time of
surplus, some of the surplus and make sure that is part of the gov-
ernment contribution.

I just think there are options out there. We have to look at what
is available, what burden we can put on beneficiaries, realistically;
what, realistically we can use in a time of surplus that the govern-
ment can kick in, frankly.

Senator BRYAN. Does AARP have a plan of its own in terms of
what it would like us to put in Medicare reform that would provide
some specifics in terms of the kinds of revenues, where we would
get those, either payroll taxes or general revenue?

Ms. CANJA. We do not have that at this time, but I will tell you
what we are doing. Any Medicare reform is going to require tre-
mendous trade-offs. We are trying to do a very sound and effective
public education program with our members.

We have forums, we have town meetings, we have all kinds of
meetings and trainings with them, giving them the options that are
out there and saying, what is acceptable with you, because we are
going to have to represent our members and we have to find con-
sensus in what they are saying.

Senator BRYAN. As you know, this committee, in 1997, tock a
couple of bold steps that were approved by the Senate, but rejected
in the House. That was, with respect to Part B, we embraced a con-
cept of means testing. With respect to the eligibility, we adjusted
that age to conform with the Social Security.

As an organization, what is your view of means tescing? I would
like to ask you specifically to respond. I have used che same exam-
ple Ms. Phillips has, that Mr. Gates, who is immensely successful
and we commend him on his entrepreneurial success, but he is
worth between $25 and $50 billion, with all of the difficult situa-
tions that we have, the demographic challenges, it seems hard to
me, as a matter of social and political policy, to fully fund Mr.
Gates, with all due respect, if he became eligible for Medicare to-
morrow. What is the view of AARP on means testing?

Ms. CANJA. Well, first of all, we make a distinction between
means testing and income relating. Means testing, to us, is a pro-
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gram like Medicaid, where, if you have an income that is above a
limit, you are not eligible for the program.

For us, income relating is, you are still eligible for the benefits—
and we belicve that is absolutely essential with a program like
Medicare. Y:u have to be eligible for the benefits, but you may
have to pay more for them depending on your income. So I think
your question is probably to income relating under the way we
would define income relating.

If we are going to income relate, and there have been some cir-
cumstances where, if you look at the broad balance and you want
to be sure you are balanced in what burden you put on people, in-
come relating may be appropriate.

However, there are some things you have to keep in mind. One,
is that higher income persons already are paying more in payroll
taxes and the cap just went up. They are also paying more in re-
tirement in their taxes.

If it should be the policy to have older, higher-income persons,
persons over the age of 65 paying more for what are now sub-
sidized health care benefits, then that same principle should relate
to the people who are under the age of 65, higher-income persons.
In fairness, every generational should have the same kind of treat-
ment.

Senator BRYAN. Ms. Phillips, what guidance would you give us
with respect to means testing? I take it that you do not reject that
as an approach. How would you design a means testing approach?
Would you take it across the board or just with respect to some as-
p?)cts of the coverage of the package? How would you recommend
1t?
Ms. PHILLIPS. The Concord Coalition has, from the beginning
since it was founded, been in favor of means testing or income re-
lating of all entitlement benefits, Medicare, Social Security, unem-
ployment compensation. .

I mean, if you have got a million dollars of income, or even if you
have $50,000 of retirement income, it is probably not equitable to
expect younger taxpayers to support the full burden of the benefits
to which you have become entitled, and, therefore, you should be
asked to take a smaller percentage of your benefits, and we would
run it on up on a sliding scale until you get to a point where you
have only a residual amount still coming in.

Your circumstances could change even after you are retired and
you may be comfortably well off in your 60s and 70s and not doing
so well in your 90s or as you cross the centenary mark and need
to claim larger benetits. So, it should have some flexibility built in.

Means testing clearly can be very complex if you are not careful
about how you set it up. Some nations have gone to testing on the
basis of wealth rather than income because of the games that peo-
ple can play that way.

I reject the argument that an income-related program would
cause people to save less money. When you look at how much in
resources you would have to divest in order to qualify for your
$12,000 a year of full Social Security benefits or your $5,000 or
$6,000 of Medicare, it just does not make sense for people who are
aspiring to an upper middle class-style retirement package.
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Maybe some people right on the edge would choose to work a lit-
tle less or save a little less to get a few dollars more, but the ratio
means that I do not think it would have much effect on savings
once people understood how the system worked.

Senator BRYAN. Well, I thank both of you for your responses.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Kerrey?

Senator KERREY. Thank you very much, Mr. Chairman.

First of all, I have put on record before, but will say it again, I
support the Breaux premium support idea. But I am not personally
very optimistic that we are going to be able to fix Medicare as an
intact program. I just declare that.

One of the reasons I am not optimistic is based upon our last ex-
perience in 1997. The only thing we were really able to do was re-
duce the money we were going to pay to the plans and to the pro-
viders, and we extended insolvency from 2001 to 2014.

In my view, the screw is tightened down so tight that we are get-
ting a deterioration in quality of patient care out there. But, far
more enthusiasm to add a prescription drug benefit than coming
back in and doing something about the deterioration of quality of
patient care.

I am just not optimistic that Medicare can be fixed as an intact
program. I want to give you a couple of problems that I see, and
I would like any of you that would like to respond to see if you are
thinking the same way as I.

I have reached a conclusion that we need to step back and
change the social contract between the government and an Amer-
ican citizen when it comes to health care. I think we need more
fundamental change, and I think premium support can become the
model that we would use to implement that change.

Let me give you two problems that I see. The first decision Con-
gress has to make when it comes to our budget is, how much U.S.
income are we going to spend? We have historically spent about 20
percent of U.S. income, State and local governments spend between
11 and 15 percent. : 4

But there is a limit to how much we can spend. We have sort
of come to a consensus that about 1 out of 5 dollars is about the
right amount of money to collect and spend on various things.

Then we decide how we are going to spend it. Well, this year we
are going to spend $100 billion on Medicaid, mandatory, $240 bil-
lion on Medicare, mandatory, $408 billion on Social Security, man-
datory, $200 billion more on additional mandatory programs, $225
billion on interest on the national debt, leaving $5638 billion for ap-
propriations, $26 billion less than we spent last year.

We are not going to have enough money for Customs, we are not
going to have enough money for the IRS, not enough money for
special education back to the States.

I mean, we are short across the board and we are scratching our
heads trying to figure out what to do, and we will probably end up
busting the budget caps, spending the surplus down, and screwing
everything up. That would be, my guess is, the likely outcome.

So, we have got this tremendous problem with the declining
amount of money that is appropriated and used for all of the things
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that American people also want to spend money on. It is shocking,
seeing that trend.

The government is going to become, by 2030, an ATM machine.
All we are going to be doing is collecting it and transferring it right
back out. There will be no other function of government left, no
other investment that we are going to be making other than that.

In addition, the other problem is, I have got 4.5 percent real
growth in the first quarter this year, 6 percent real growth last
year in the final quarter, and what have I got? I have got an in-
gﬁeasing number of Americans who have a mandatory tax. We tax

em.

We take that tax, we subsidize other people, and by the time
they have paid all their bills, they do not have enough money for
health insurance. They are uninsured. Twenty-four million work-
ers, by my estimate, whose taxes are being collected to subsidize
me, to subsidize everybody who is eligible for Medicare, Medicaid,
the VA, the income tax deduction, or who work for the government,
and they do not have enough money for health insurance.

It makes it impossible for this Congress to do such thing as give
normal trade authority to our President on trade, because trade
has become unpopular because the American people are out there
saying, we are downsizing and I do not have health insurance any
more.

So, I step back from looking at both of those problems and look-
ing at what we did in 1997, and reach the conclusion that we have
got to fundamental alter the social contract. I favor making eligi-
bility based upon being an American or legal resident. Then let us
have a debate.

I prefer premium support as the model, but I support changing
the way we become eligible because I do not think we are going to
solve either the budget problem, nor do I think we are going to
solve the growing number of Americans without insurance.

By the way, there is a direct correlation between insurance and
the status of your health, a direct correlation. If you have insur-
ance, you are likely to be healthier. That is why people over this
age at 65 today are healthier than they were 30 years ago.

So, I am wondering if any of you smart folks have reached a

similar conclusion and are willing to state it if you have. I am par-
ticu(%arly interested, Ms. Canja, in AARP's point of view in this re-
gard.
Ms. CANJA. Historically, we have felt that universal health care
is the answer to everything because everybody needs good health
care. Right now, we are concerned with making sure that Medicare
is affordable and accessible to everyone.

Senator KERREY. Well, Ms. Canja, it cannot be accessible to ev-
eryone. It is only accessible to people over the age of 65. Medicare
will never be accessible to everyone.

Ms. CANJA. No, no. To the beneficiaries.

Senator KERREY. To people who are eligible as a result of meet-

ing an age test.

Ms. CANJA. That is right.
Senator KERREY. Or a disability test. Or have a kidney that has

malfunctioned. Under that standard, we cover that.
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Ms. CANJA. But we worked long and hard for universal health
care. We felt that our Nation does, at some point, need that.

Senator KERREY. Well, why is it not in your testimony?

Ms. CANJA. It has been in previous testimonies. Qur testimony
at this point is talking about Medicare reform.

Senator KERREY. Any other people willing to comment on this?
As I said, in looking at what we did in 1997 and in looking at these
two big problems, I just do not know how else we can get to where
we need to go.

Dr. MooN. I would only say, Senator, that I think that it is a
very frustrating issue because I think that serious problems of peo-
ple under 65 without insurance are very impcrtant and need to be
addressed.

I do not, however, believe that you get from where we are in
terms of the number of people who are insured to having everyone
insured by eliminating a program that serves 39 million folks who
would have great difficulty in doing something.

Senator KERREY. Wait a minute. I did not say eliminate the pro-
gram. I did not say eliminate the program at a{l. I do not presume
the program has to be eliminated. You can do whatever you want
to people over the age of 65.

My question is whether or not eligibility for health insurance,
and not just eligibility, it is eligibility to have somebody pay your
bills. I have got 24 million Americans who are paying my bills. I
am service-connected disabled, make over $100,000 a year.

Now, you think that it is right that somebody who is making
$20,000 a year, I have got a claim on their income and they do not
have a claim on mine, simply because the federal law says that
they are not eligible.

Dr. MooN. Well, I will sign up for national health insurance.

Senator KERREY. Well, it is not necessarily national health insur-
ance. It can be sncialism on one end, it can be private sector on the
other. I prefer a premium support plan because I think it is much
more likely that customers wilFbe satisfied and will make the right
decisions on the vudget. But it does not have to be national health
insurance, but it has to be changed in the way we become eligible.

Federal law makes people over the age of 65 eligible. Federal law
makes you eligible if you are poor and promise to stay poor. Fed-
eral law makes you eligible to get blown up in a war. It is a federal
law that does that.

The question is whether or not we should change the law and
make every American or legal resident eligible, and then let us
have a debate how we are going to deliver it and finance it.

Dr. WILENSKY. I think one of the questions I guess I would like
to hear from you, in part, from frustration over having gone
through a period in the 1993 to 1994 time where I think we could
have resolved part of the problem by having a low-income support
program for everyone under the poverty line, and maybe most low-
income people. ~

My only concern is that, while it is advisable to lay out the blue-
print of where you want to go and what you see as the way to get
there to have very discrete steps about how you do it, I would per-
sonally like to see some of the programs that have been circulating
in the last year or so of tax support, tax credits, for people who do
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not have employer-sponsored insurance or a means to choose be-
tween tax credits, refundable credits, and employer-sponsored in-
surance.

I actually think the premium support is a good model, that some-
thing like it could be available tor people who are under 65, par-
ticularly if it becomes more of the accepted structure. But I think
it is equally important to think about what you do next.

How do you go from what is currently employer-sponsored, which
leaves out lar%:a groups of peogle because their employer does not
sponsor it, without any tax subsidy at all, which I think is unfair,
inequitable, and inappropriate.

I just do not want to find ourselves that, if we cannot do every-
thing, that we do not make any steps in the right direction. So, I
applaud knowing where you want to go, but I would like to make
sure we have some discrete steps on how to get there.

Dr. BUTLER. But, Senator, you certainly do raise fundamental de-
bates that should be taking place. As long as we say that people
who have certain eligibility requirements are going to be entitfed
to a certain set of services, whether it be Medicare or whatever,
without regard to cost, and somebody else is going to pick up the
tab, you cannot avoid exactly the problem that you mentioned.

I think as long as you have, as Gail was averring to, a situation
where if you have an employment-based plan, you can get all kinds
of tax relief, without limit, to the value of that plan.

But God forbid that your employer does not provide you with a
plan. You are on l};our own, you get no tax relief, and so on. As she
suggested, I think this is the time for the Senate Finance Com-
mittee and the Ways and Means Committee to look at that par-
ticular obstacle. These are all examples of exactly what you are
talking about.

I think that, while I agree with Gail that until those issues are
resolved and debated, it does make sense to Steﬁ forward and say,
how can we make, under the existing rules, the current system
work better and be more cost effective? ,

I certainly agree with your point that it is time, long overdue, for
us to stand back and say, what is the contract we have and what
are the basic principles of financing and of relative responsibilities

-in these kinds of programs. Unless we do that, we are never, ulti-
mately, going to solve these kinds of dilemmas.

Mr. SCHEPPACH. Senator Kerrey, I might make a point. As you
know, I am kind of reluctant to put the governors in a position of
how much should go te health care. But I do think you have also
got to focus, to some extent, on the efficiency of the grograms.

We are spending $120 billion on these dual eligibles, 35 percent
of the cost of the total, in a very, very inefficient way. Nobody has
go* responsibility, the elderly are not particularly happy, and so on.
Se I think that is a component, that there are prebably opportuni-
ties for significant-savings and significant benefits to people.

Sexfl)ator BREAUX. Mr. Chairman, could I make just one quick
point?

The CHAIRMAN. Yes, Senator Breaux.

Senator BREAUX. Ms. Canja, in your testimony on page 7, you
brought up an issue that I think is important. When you talked
about the government’s share of the contribution in a premium,
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right. now it is about 88 percent paid for by the government, about
12 percent paid for by the beneficiaries.

at is the same ratio that we picked in recommending our pre-
mium support plan. But you also make the point that the 88 per-
cent and the 12 percent, that you say should not be based on an
artificial budget target but should be based on the cost of the pro-
gram, the benefit package.

I would just point out that that is what our recommendation, in
fact, does. It says, if it is an 88 percent contribution to the package,
the cost of the package goes up. Hopefully, it would not, but if it
does, the government would still continue to pay 88 percent of the
new, increased cost. So, it would agree with what you are recom-

.mending.

I think, also, your point that “Breaux’s premium support plan
would provide opportunities for stimulating debate,” I find that en-
couraging. I think that is important. It is much better than pro-
viding riots or things of that nature. I think stimulating degate is
a positive statement, and we are certainly going to have a lot of
that. I thank all the panelists.

Thank you.

Ms. CANJA. Thank you.

Senator BREAUX. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you, Senator Breaux.

I want to thank all the members of the panel. The information
and testimony has been most helpful. The debate will continue in
the future. Thank you very much E)r being here.

Senator MOYNIHAN. Mr. Chairman, I wonder if we are going to
be able to do the right thing by our next panel, hear their testi-
mony and get their answers. A vote has started, three in a row. It
will be 1:00 before we get back. I just suggest that, sir. I do not
know whether we could hold another hearing. These are witnesses
you really want to hear, and ever%l_)ody should be here, or as many

is.
The CHAIRMAN. My problem is when we can schedule it again.

Yes. [Pause.]
Could I ask the next panel to come forward? We are on the horns

of a dilemma.

[EDITOR’S NOTE.—Due to a series of floor votes, the second panel
of witnesses were unable to testify—their prepared statements
were included in the record.]

[The prepared statements of Karen Ignani, Charles N. Kahn, III,
Mary Nell Lehnhard, Nancy Dickey, M.D., Richard J. Davison, and
Lawrence Gage appear in the appendix.]

The CIHAIRMAN. The committee is in recess.

[Whereupon, at 11:56 a.m., the hearing was concluded.]
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APPENDIX

ADDITIONAL MATERIAL SUBMITTED FOR THE RECORD

PREPARED STATEMENT OF DAVID BLUMENTHAL, MD, MPP

Mr. Chairman, members of the Senate Finance Committee, my name is David
‘Blumenthal. I am executive director of the Commonwealth Fund Task Force on Aca-
demic Health Centers, and director of the Institute for Health Policy at Massachu-
setts General Hospitai and Partners HealthCare System in Boston, MA. As a pri-
mary care internist and a member of the faculty at Harvard Medical School, I am
also actively engaged in caring for Medicare beneficiaries as well as teaching med-
ical students and residents.

I greatly appreciate the opportunity to appear before you today to discuss the fu-
ture of the gradvate medical education and disproportionate share provisions of the
Medicare program. The views I will express reflect for the most part the conclusions
of the Commonwealth Task Force, which is supported by the Commonwealth Fund
of New York City to study and make recommendations concerning the preservation
of the social missions of academic health centers. Academic health centers consist
of medical schools and their closely affiliated clinical entities, including teachi
hospitals. Their social missions include teaching, research, the provision of rare an
specialized services, innovation in patient care, and the care of vulnerable popu-

lations, including the indigent.
In the brief moments allotted me this morning, I would like to address a few basic

issues.
The first point concerns the purpose of th;glraduate medical education provisions
of the Medicare program. One of the most confusing things in the discussion of these
rovisions is the use of the term “Graduate Medical Education” or “GME" itself. The
act is that these provisions do not support and were never intended to support only
or even primarily the education of physicians and other health professionals. Rath-
er, the extra payments received by academic health centers and other teaching hos-
pitals under Medicare were intended to pay the extra costs of caring for Medicare
patients in those institutions. Therefore, the debate about the future of the GME
provisions is really a debate about whether and how the Medicare Rrogram——and/
or the federal government generally—should continue to pay for the greater ex-
penges incurred when Medicare beneficiaries receive their care in academic health
cer?%ﬂ-md.o&owuhhfhospitals.

The next issue I would like to address concerns this question of whether Medicare
should continue to pay the extra costs of academic health centers and other teachin
hospitals. The answer depends of course on what the source of those costs are an
whether they are legitimate exgenses for the Medicare program. There are at least
two basic contributors to the additional costs of academic health centers and other
teaching hospitals. The first contributor is directly related to the nature and value
of the services that Medicare beneficiaries receive when they are cared for in aca-
demic health centers. There is good evidence that the Medicare patients treated in
academic health centers are sicker and thus more expensive than those treated in
other hospitals. Furthermore, these expenses are not fully ct‘a,i)tured by DRG pay-
ments. There is also good evidence that the quality of care provided in teaching hos-
pitals and academic health centers is superior to that available in other institutions,
and that this improved quality is associated with increased costs. To the extent that
the extra expenses of teaching hospitals and academic health centers reflect the bur-
den of illness they confront, and the quality of care they provide, those expenses are

ably legitimate and essential expenses for the Medicare program to pay.
ere is also a second contributor to the extra costs of teaching hospitals and aca-
demic health centers. This is the involvement of these institutions in the production
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of what economists might call “public goods.” Public goods are things that have in-
trinsic value but are unlikely to be adequately supported in private markets, and
thus deserve public financing. In the case of teaching hospitals and academic health
centers, these public goods include teaching, biomedical research, continuing innova-
tion in patient care, the provision of rare and highl specialize(i services that have
very limited markets (such as transplantation, complex burn and trauma care), and
care of the indigent. The problem with these types of services is that everyone bene-
fits from having them available, but most of us don't benefit directly or immediately
}eimt)ugh to pay their full value. Thus they tend to be under-supplied in private mar-
ets,

In this country, we have chosen to pay a significant portion of the costs of pro-
ducing these public goods by letting teaching hospitals and academic health centers
charge higher prices and use the proceeds to cross-subsidize these activities. To the
extent that the extra expenses of teaching hospitals and academic health centers re-
sult from the .nvolvement of these institutions in the production of public goods, the
Task Force believes that these expenses are legitimate and deserve support from the
Federal Government. Whether t gl,y deserve support from the Medicare program
itself 1s a more complex question. The Commonwealth Task Force believes that ev-
eryone who benefits from the public goods produced by academic health centers and
teaching hospitals should contribute fair]g and equitably to their costs. Medicare
beneficiaries are clearly among those who benefit. Indeed, given their higher burden
of illness and disprg{portionate use of resources, they arguably benefit more than
manl{:1 other groups. Thus, contributing to those costs is a legitimate expenditure for
the Medicare program if our country continues to support these public goods in the
way we traditionally have—by leaving it to academic health centers to cross-sub-
sidize them from patient care expenses.

Here we get to the third issue I would like to address: the question of how the
Medicare program—and implicitly, the federal government as a whole—should con-
tribute to the justifiable extra costs of teaching hospitals and academic health cen-
ters, The Commonwealth Task Force recommended the creation of an Academic
Health Services Trust Fund as one approach to this task. This recommendation was
based to some degree on provisions of the Balanced Budﬁet Act of 1995, which in-
cluded a proposed Graduate Medical Education and Teaching Hospital Trust Fund.
Such a trust fund could be financed in a number of ways, but it should have a se-
cure and stable source of funding that is based on contributions from all who benefit
from the goods and services it supports. One way to finance it would be to rrquire
all third party payers to make a modest payment to the trust fund. Under such cir-
cumstances, Medicare should contribute its fair share. Another way would be to pay
all or part of the expenses from general revenues.

The creation of a trust fund—equitably, securely and fairly financed—is in many
ways an ideal long-term solution to the problem of paying the extra costs of teaching
hospitals. However, the Congress faces the short-term question of what to do with
the graduate medical education and disproportionate share payments under the
Medicare program. The Task Force has taken the position that, whatever policies
the Congress pursues, it should assure that Medicare patients who need the extra
services provided by teaching hospitals and academic health centers continue to re-
ceive those services, and that the nation’s ability to fproduce needed public goods be
protected. Decisions about whether to move some of the expenses of the GME and
disproportionate share provisions under Medicare into the regular appropriations
process should be judged by this standard.

Before concluding, I would like to make a few additional points. First, the Task
Force strongly believes that academic health centers and other teaching hospitals
should be held more accountable in the future for the extra costs that they incur
in serving legitimate public purposes, The Task Force is working on methods to as-
sure such accountability. It believes that academic health centers could be more effi-
cient in provision of routine patient services and in the production of public goods.
Better measures of the quality and cost of these activities are needed in the future
to help achieve these efficiencies.

Second, though the Task Force never explicitly considered the implications of a
premium support approach to purchasing Medicare services, I would like to reflect
on the consequences of this potential policy direction for the goods and services now
partially fun(éed by the graduate medical education and disproportionate share pro-
visions of Medicare. It is not at all clear how premiums weuld cover the leﬁitimate
extra expenses of teaching hospitals and academic health centers. To simplify this
matter, the Congress might decide that Medicare should pay only patient care costs,
and that the expenses associated with public %oods provided by academic health
centors—teaching, research, indigent care—should be paid for some other way, per-
haps by direct appropriation. From a technical standpoint, it is extremely difficult,



203

if not impossible, to separate the costs associated with the public goods produced
by these institutions from the patient care costs associated with the sicker patients

ey treat and the higher quality of care tl:)%y provide. Even if this separation were
possible, however, the premium support model must confront the challenge of pay-
ing teaching hospitals and academic health centers for the legitimate extra patient
care costs they incur in treating Medicare beneficiaries: the case mix and quality
related expenditures. Without better measures of quality of care and better case mix
adjusters, the premium support model carries the risk that Medicare patients will
?l?t f!‘\)t:'ve appropriate access to teachirig hospitals and academic health centers in

e future,

Mr. Chairman, members of the Committee, thank you for the opportunity to share
these views with you today. I would be pleased to answer any questions you may

have.

PREPARED STATEMENT OF HON. JOHN BREAUX

Mr. Chairman, Senator Moynihan and my fellow colleagues, I appreciate this op-
portunity to ss)eak to you today about the work of the Bipartisan Medicare Commis-
sion and the legislation we are working on that reflects a FEHBP style Medicare
reform proposal supported by a bipartisan supermajority of the Commission. The in-
tent of the commission proposal was to get the basic design of the Medicare program
right—not for the next year or two but for the coming decades. We realize that with
advances in medical technology and the changing demographics of the Medicare
population, there will be an ongoing need to revisit specifics of the Medicare pro-
gram. Our proposal purposely does not attempt to prescribe every specific rule in
advance. Our goal is to create a more flexible, less rigid Medicare program for fu-
ture generations of Medicare beneficiaries.

We also approached reform from the basic premise that Medicare as we know it
is inade%\\late in terms of what it provides. It does not even reflect what most Ameri-
cans with employer-sponsored coverage receive. As | have said many times, pre-
scription drugs are as imﬁortant today as a hospital bed was in 1965, and Medi-
care’s current benefit package does not cover them. In addition, Medicare covers
only about half of the current health care costs of today's beneficiaries with seniors
paying an average of $2000 out-of-pocket each year for health care. And even this
inadequate coverage is not sustainable in its current form. Premiums for bene-
ficiaries will double by 2007 even though benefits will not improve and the trust
fund, our measure of solvency at this point, will be insolvent beginning in 2015.

Before T describe the basic elements of our proposal, I think it is also necessary
to spend a little time telling you what it does not do. Since the work of the commis-
sion ended, there has been a great deal of misinformation disseminated about our
proposal, namely, that it is a voucher plan or an end to Medicare as an entitlement
or that it is a strict defined contribution. Let me be clear: it is NONE of these
things. | am eager to engage in an honest debate about the implications of movin
Medicare to a premium support system but attempts to characterize this proposa
as “voucherizing” Medicare are just plain wrong. Premium support is no more a
voucher plan than the health insurance program that we as federal employees re-
ceive.

The use of the word voucher implies that beneficiaries are given a set dollar
amount—a defined contribution—and told to go buy insurance, leaving them ex-
posed to whatever the difference is between the government contribution and the
plan premium. That notion misrepresents how a FEHBP style system would really
work. The competitive, market-based approach inherent in this system gives bene-
ficiaries an incentive to choose a plan that best fits their health care needs—it gives
them a choice. Under our proposal, beneficiaries would pay on average 12 percent
of the premium for a plan. Beneficiaries choosing costlier-than-average plans would

ay the full extra cost themselves and beneficiaries choosing plans wit gremiums
ess than 85 percent of the average would not pay any premium at all. Currently,
all beneficiaries must pay at least the Part B premium. And if the government fee-
for-service plan is the only one available in an area and the beneficiary has no
choice of plans, we have guaranteed that beneficiary premiums in those areas will
be limited to 12 percent of the fee-for-service premium or 12 percent of the national
weighted average, whichever is lower. This provision will help protect beneficiaries,
particularly those in rural areas, from paying higher fee-for-service premiums if
they have no other plan from which to choose,

Premium support is also not an end to Medicare as an entitlement. In the legisla-
tion we are drafting, we make it explicitly clear that all Medicare beneficiaries will
at a minimum continue to be entitled to the same benefits now described under
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Title 18. No plan can be approved by the Medicare Board if it does not cover at least
the same benefits that beneficiaries are entitled to today.

Another concern raised by detractors is that iremiums for beneficiaries who stay
in the government run fee-for-service plan will skyrocket. Before we talk about what
will happen in a FEHBP style system, remember that premiums under the current
system are set to double in the next ten years. In addition to the that, the trust
fund is running out.of money. Under our plan, government run fee-for-service will
continue to be a national plan with a national premium, as it is under current law.
We would recommend that cross-subsidies or payments for Medicare's non-insurance
functions not be included in calculating the premium for either public or private

lans in order to ensure a level playing field between the two. The government fee-
or-service plan, therefore, will not be put in a position where its premiums are.
made uncompetitively high by the inclusion of these additional payments. There will
also be a risk adjuster so that the fee-for-service plan is not penalized for serving
an older and sicker population.

The Commission’s anulysis showed that premiums for beneficiaries choosing to re-
main in the government fee-for-service program would be 17 percent lower in ten
years than they otherwise would be under current law—$1,600 instead of $1,820—
if the plan is able to compete and slow its growth rates. I should note, however,
if fee-for-service spending continues to grow as projected under current law, even
as competing private plans offer the same benefits at a lower cost, then beneficiaries
choosing to remain in this plan (or any other more expensive and less efficient plan)
would have to pay a higher premium unless they live in an area where there is no
choice of plans.

Others have attacked our plan as not saving enough or doing enough to address
Medicare’s solvency problem. Commission staff estimates of the Medicare Commis-
sion’s plan were based on the assumption that spending in the current unrestrained
fee-for service program would grow faster than the blend of fee-for-service and pri-
vate plan premiums that would determine Medicare spending under premium sup-
port. Therefore the premium support plan would slow the growth of Medicare spend-
m%. The estimated savings were roughly in line with those used by CBO during the
debate on health reform proposals that would have spurred competition among
health plans, or about to 1.5 percentage points per year from the current lonFterm

annual growth rate. Over time this results in substantial savings—$800 billion in
2030 alone.

But even if this growth rate is achieved, we recognize that Medicare will require
. additional resources as the percent of population that is eligible for Medicare in-
creases. At the Commission’s first meeting, Federal Reserve Chairman Alan Green-
span said that “the trafectory of health spending in coming years will depend impor-
tantly on the course of technology which has been a key driver of per-person health
costs.” Yet he went on to underscore what could be the absurdity of attempting now
to determine funding levels necessary decades into the future: “Technology cuts both
ways with respect to both saving medical expenditures and potentially expanding
the possibilities in such a manner that even though unit costs may be falling, the
absolute dollar amounts could be expanding at a very rapid pace. One of the major

roblems that everyone has had with technology—and I could allude to all sorts of
orecasts over the recent generations—one of the largest difficulties is in forecasting
the pattern of technology. It is an extremely difficuit activity.” These are Allan
Greenspan’s words.

Still we were instructed by statute to address the issue of Medicare solvency. We
concluded that the test that has been applied to Social Security is not an apt model
for Medicare. Social Security Trust Funds are funded exclusively through payroll
taxes; Medicare is paid for by a combination of payroll taxes, general revenue and
beneficiary premiums. These ratios have changed over time such that a greater por-
tion of prograr expenses is now paid by general revenues and a relatively smaller
portion is paid by payroll taxes and beneficiary premiums. i

Recently even this partial proof of fiscal integrity has been shattered. The notion
of Part A insolvency has been used to shift more program costs to the general fund.
In 1997, we shiftecr nearly #s of home health expenditures from Part A to Part B,
thus extending the fiction of the Part A Trust Fund “solvency” from 2002 through
2008 by shifting obligations to the general fund. The general fund, in great part,
‘became the source of Part A solvency. Because of these blurry distinctions, we rec-
ommend that Part A and Part B Trust Funds be combined into a single Medicare
Trust Fund and a new concept of solvency for Medicare be developed. Because bene-
ficiary premiums and the payroll tax rate can only be amended by law, and have
proved very difficult to modify over time, the only meaningful solvency test of this
entitlement program is one based on the amount of general revenues needed to fund
program outYays. When the funding from general revenues reaches a certain level—
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we suggested 40 percent—the Trustees would be required to notify the Congress
that the Medicare program is in danger of becoming programmatically insolvent and
(ilongress would be required to act before more general revenues could be added to
the program.
Now I would like to turn to a brief description of our plan. Broadly our proposal
is based on the following principles:
¢ fair competition between the government-run-fee-for-service plan and private
plans minimal disruption for current beneficiaries in either the fee-for-service
or rprivate plans
» fair competition between local, regional and national plans
¢ real opportunities for national and other wide-area plans to enter the Medi-
care market ™
¢ a competitive fee-for-service plan
For beneficiaries it offers reasonably-priced drug coverage, a reduced need for sup-
glemental coverage, and the promise of lower premiums., For the government (and
y extension, the taxpayer) it would aid the budget and reduce the need for federal
micro management, For health plans, it offers greater stability and a more business-
like atmosphere, with fairer, but tougher, competition. For hospitals and health pro-
viders, it would bring a less heavy-handed approach to cost control than has been

used in the past.
PROPOSAL BASICS

Premiums

The Breaux/Thomas proposal would change the Medicare entitlement from the
government paying all of Part A and 75 percent of Part B to the government paying
88 percent of a combined Medicare. The 88 percent figure approximates what the
government share of overall program costs would be under current law when the
new system was implemented. The combined Medicare spending would grow at the
average rate of growth in the premiums of plans beneficiaries chose, including the
traditional Medicare fee-for-service plan and private plans. That would be a signifi-
cant change from current Medicare spending, which is based only on growth in fee-
for-service.

Each year, beneficiaries would have incentives to choose efficient plans. On aver-
age, beneficiaries would pay 12 percent of the premium for a standard plan. But
beneficiaries choosing plans more expensive than average would pay the full extra
cost themselves while Eeneﬁciaries choosing plans with premiums less than 85 per-
cent of the national averaﬁe would pay no premium at all. Currently, all bene-
ficiaries must pay at least the Part B premium.

Competition

Under current law HCFA runs the fee-for-service plan and controls the terms of
competition between that plan and private plans. Under our Fproposal, a new Medi-
care Board would administer the competitive system. HCFA’s role in Medicare
would be focused on administering the fee-for-service plan, and the fee-for-service
plan would be treated like any other plan by the Board. A

As under current law, the fee-for-service plan would set a national premium and
its enrollees would pay one flat amount, regardless of where they live or move. The
fee-for-service plan’s large enrollment (currently 85 percent of all Medicare bene-
ficiaries) guarantees that its premium would be very close to the national weighted
average for several years at}{er the premium support system was implemented.
Therefore, in both methed and amount, the initial fee-for-service premium under our
proposal would be similar to the Part B premium under current law.

Payments to all plans would be adjusted for the demographics, risk, and geo-
graphic location of their enrollees. The payment adjustments are needed to ensure
that plans serving more or less expensive enrollees are paid fairly, and that dif-
ferences in their premiums reflect efficiencies.

Benefits
The standard benefits specified in law would consist of all services covered under
the existing Medicare statute. As under current law, private plans could establish
their own—rules on exactly how the benefits would be provided. Board approval
would be required for all benefit design offerings and changes but all plans would
be required to offer, at a minimum, the same benefit package beneficiaries are enti-
tled to under current law. The hope is that premium support would enable plans
to offer better benefits than beneficiaries receive today but under premium support,
_no beneficiary will be entitled to fewer benefits than they are entitled to under cur-
rent law. This will be spelled out explicitly in statute.



206

Although Parts A and B would be merged into a combined program, Medicare's
standard benefits would not change. The current Part A per-admission hospital de-
ductible (currently $768) and the annual Part B deductible of $100 would be re-
placed by a combined annual deductible of $400. Ten percent coinsurance would be
charged for home health and laboratory services. No coinsurance would be charged

for inpatient hospital stays and preventive care.

Trust fund

As I noted earlier, the Breaux’Thomas plan would create a combined Medicare
trust fund that would include all three sources of funds: payroll taxes, premiums
and genersl revenue contributions. Without further Congressional action, generai
revenue contributions would be allowed to grow only as fast as program spending
if they otherwise would exceed 40 percent of Medicare’s finances. ile we must
acknowledge that Medicare needs more revenue, we cannot continue to give the pro-
gram an open-ended commitment of general révenues.

Prescription drugs

There has been a great deal of discussion in recent months on the need to add
a prescription drug benefit to Medicare. Our proposal took an important first step
by creating a viable prescription drug benefit in Medicare, fully subsidized for the
poor, and available to all beneficiaries.

The proposal we are putting forward would spend an estimated $61 billion over
10 years on drug coverage and cost subsid:as for the poor. In the short run, this
new coverage would be provided through the Medicaid program, fully paid for by
the federal government. en the premium support system was implemented, the
coverage would be provided through special subsidies for high option plans in Medi-
care. The new drug subsidies would likely increase the participation in subsidies
available under current law (for premiums and cost-sharing) and the $61 billion es-
timate includes this increased federal spending.

While the Commission’s final proposal did not explicitly subsidize drug coverage
for those above 135 percent of poverty, I strongly favor including some kind of sub-
sidy for all beneficiaries. We need to keep in mind, however, that 65 percent of bene-
ficiaries currently have some kind of Vgrescription drug benefit and we have to be
careful not to displace that coverage. We should also remember the valuable lesson
we learned during Medicare catastrophic—it is a very difficult political proposition
to ask seniors to pay more money for a benefit they already have.

As I have said many times, I support adding a subsidized drug benefit to Medi-
care but only in the context of fundamental reform. Adding prescription drugs is the
easy part but we must also take the tough medicine inherent in comprehensive re-
form and I would not support any effort to do one without the other, -

Medigap reform

The proposal would significantly remake the Medigap market to conform with the
combined Medicare program by requiring Medigap coverage of prescription drugs
and allowing varying degrees of coverage of Medicare coinsurance and deductibles.

Conclusion

Our proposal is a starting point and not an ending point. We have heard from
many people concerned about raising the eligibility age from 65 to 67 and have de-
cide(i, against including this change in our latest proposal. We know the administra-
tion has been looking at various proposals to reform Medicare and we look forward
to seeing those, as well. Nobody has the corner on the Medicare reform market.

I think I speak for Congressman Thomas as well when I say that we look forward
to a vigorous debate about how to reform Medicare. The debate shouldn’t be about
whether to reform Medicare. We know we need to make structural changes and we
need to do it now. The longer we wait, the more difficult and dramatic the changes
will have to be. We can't keep waiting for someone else to go first. If someone
doesn’t go first, nothing will ever get done. Let’s solve the problem and argue about
who should get the credit rather than continue to do nothing and blame the other
gide for failure. I look forward to working with Democrats, Republicans and the Ad-

ministration to meet this challenge.

PREPARED STATEMENT OF STUART BUTLER, PH.D.

Mr. Chairman, my name is Stuart Butler. I am Vice President for Domestic and
Economic Policy Studies at The Heritage Foundation. The views I express in this
testimony are my own, and should not be construed as representing any official po-

sition of The Heritage Foundation.
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. I am pleased to be invited to testify on the issue of Medicare reform. I believe
the majority of members of the recent bipartisan commission laid out a good frame-
work for modernizing and strengthening the program. As the commission recog-
nized, reform involves not only addressing the financing of Medicare, but also crit-
ical governance issues. Today I would like to focus primarily on these governance
issues because many of the Fressing concerns facing Congress, such as how to pro-
vide a drug benefit, are in fact symptoms of flaws in-the organizational design of

Medicare.
SUMMARY POINTS

Let me summarize the main points I make in the body of my testimony:

(1) The Medicare Commission’s premium support proposal would be the best way
of guaranteeing a Medicare entitlement while introducing incentives for beneficiaries
to make cost-conscious decisions.

Premiurn support can be:

* Indexed to adjust for changes in medical costs.

¢ Adjusted by income.

o Adjusted for high-cost medical conditions.

» Designed as a base amount plus a percentage of premium (a version of the
FEHBP formula). ‘

(2) Congress should create a Benefits Board to depoliticize changes in Medicare
benefits and to facilitate the gradual evolution of Medicare benefits.

* Board proposals should be subject to an up-or-down vote without amendment,
much like procedure used in the Base Closing Commission.

* Only broad benefits categories should be set by Congress (like the FEHBP).

* Medicare should be reconfigured as a leaner core set of benefits and a range
of supplementary options.

» The Benefits Board approach should be used immediately to determine how to
create a drug benefit in the fee-for-service program for a given budget.

(3) Congress should create a Medicare Board to manage the market for competing
plans, taking this role a way from HCFA. The Board should be allowed to negotiate
services and prices with plans.

e HCFA cannot and should not combine the role of managing a market of com-
peting plans with the role of developing and marketing the fee-for-service plan—one
of the competing plans.

o HCFA evidently cannot carry out its consumer information functions. It is sig-
nificant that while HCFA spent $95 million in a futile attempt to produce a con-
sumers’ handbook for Medicare, WashinFton Consumers Checkbook completed the
same task for the FEHBP, with complicated differences in benefits to explain,
through the efforts of just one analyst working for two months and clerical assist-

ance.
¢ The Medicare Board, separate from HCFA, would carry out functions similar to

those of OPM within the FEHBP.

e Using the OPM/FEHBP model, the Board should negotiate benefits, service
areas and prices with plans, instead of the current approach of regulation and price
formulas.

(4) Congress should emfpower the traditional fee-for-service program to compete.

¢ Give HCFA greater freedom to introduce innovation into the fee-for-service pro-
gram. Give the ageney the power to create the equivalent of charter schools in Medi-

care.
REFORMING THE MEDICARE PROGRAM

Congress must move swiftly to reform Medicare before the aging Baby Boom gen-
eration makes reform increasing difficult. Several steps should be incorporated into
a reform measure.

(1) The Medicare Commission’s premium support proposal would be the most effec-
tive way of combining the objectives of (a) guaranteeing seniors an entitlement to an
affordable core set of benefits, while (b) giving seniors the incentive to seek the most
cost-effective way of obtaining Medicare services.

For some time, the Medicare debate has been portrayed as a clash between two
irreconcilable approaches to providing financial support to the elderly to pay for
health care. One approach—unknown as “defined benefits"—guarantees those eligi-
ble for the program a comprehensive set of specific benefits without regard to the
cost to Medicare of those services. While this approach protects beneficiaries from
future rises in the costs of those services, the approach has been criticized as plac-
ing a huge financial risk onto the shoulders of taxpayers. The other approach—
known as “defined contribution”— would provide seniors with a specific amount of
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financial help to pay for benefits. While this ap})rroach limits the risk for taxpayers
and creates Incentives for seniors to seek cost-effective plans, it has been criticized
as shifting all the future financial risk to beneficiaries.

A sensible comgromise between these two approaches is imﬁicit in the “premium
supé)ort" approach favored by the majoritly of members of the Medicare Commission,
Under this arrangement, Medicare beneficiaries would receive financial assistance
in the form of a blend of the two approaches. While several variants are possible,
under a premium support system seniors could receive a contribution to the costs
of a plan, but this contribution could be adjusted each year—or indexed—to cover
the market price of plans providing a core set of benefits. In that way the elderly
would continue to have an entitlement and know that the costs of standard coverage
would be assured, but the premium support approach means they would also have
a strong incentive to choose a cost effective plan.

Congress should recognize that the premium support approach does not mean
that the elderly and disabled are simply fgiven an “arbitrary” voucher and are at
risk for unbudgeted changes in the cost of their health coverage. In fact, the basic
idea of a premium support can be modified in several ways to address variety of
pohc%( goals and to protect enrollees. For example:

¢ The base amount of premium support could be adjusted by income, so the low-
income senior would have a larger amount of assistance.

¢ The base amount could be adjusted (i.e. indexed) to account for the higher costs
of certain medical conditions,

¢ A variant would be to combine an indexed, fixed amount of support with a per-
centage of the cost of a chosen plan above the standard amount up to a certain dol-
lar limit. In this way seniors who felt it necessary to chose more expensive plans,
because of their medical condition or personal preference, would only pay part of the
extra cost. “uch a percentage support system is used in the Federal Employees
Health Beneits Program (FEHBP).

While these varied forms of the premium support approach would address the
concerns of lawmakers who prefer a defined benefits system, covering only an in-
dexed base premium, or a tpercentage of a higher premium, also would achieve in
large part the incentives of a defined contribution. Just as federal workers in the
FEHBP well know, the premium support approach would create incentives for bene-
ficiaries to seek the best value for money in a plan, since they would gain financially
by choosing a more economical plan.

(2) To enable the benefits package to be revised and improved steadily over time,
the current politicized process for changing benefits should be replaced with a Bene-
fits Board and other steps. .

The current discussion about the need to add an out-patient drug benefit to Medi-
care simply underscores two related failings in the design of the program. The first
is that ever since its inception, the Medicare benefits package has slipped further
and further behind what would be acceptable in typical plans for the working popu-
lation. The second is that the program will be constantly out of date as long as it
takes an act of Congress to accomplish benefits changes in Medicare that in the pri-
vate sector would be made in a few routine management meetings.

When Medicare was created in 1965 its benefit package was based on the pre-
vailing Blue Cross/Blue Shield package for working Americans in large firms. As
such, it was “state-of-the-art” coverage. But since then, the benefits package has
gradually slipped further behind the benefits routinely available to working Ameri-
cans. For example, Medicare provides no outpatient drug benefit. Yet it would be
virtually unthinkable for a plan to be offered to workers in large corporations today
that did not have at least some coverage for outpatient pharmaceuticals and protec-
tion against catastrophic medical costs.

The main reason that the benefits package is out-of-date dess)ite general accept-
ance it needs to include such items as a drug benefit is that all major changes in
benefits require an act of Congress. Consequently, discussions about changing bene-
fits (and especially introducing new benefits by reducing coverage for less important
ones) are necessarily entangled in the J)olitlcal process. Providers included fight
hard and usuall{ effectively to block hard attempts to scale back outdated coverage
for their specialty. Meanwhile, talk of upgrading the Medicare benefits package
unleashes an intense lobbyin%battle among other specialties seeking to be included
in Medicare benefits. Invariably, the final result depends as much if not more on
shrewd lobbying than on good medical -practice. The understandable reluctance of
most lawmakers to subject themselves to this pressure slows down the process of
modernizing benefits.

Just as problematic is the Health Care Financing Administration’s (HCFA) com-
plex administrative process of mocifying benefits, determining whether certain med-
ical treatments or procedures are to be :overed under the Medicare benefits pack-
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age, and under what conditions or circumstances they are to be reimbursed. This
Byzantine process is marked by intense pleading by medical specialty societies, occa-
sionally accompanied by Congressional intervention.

A long-term reform of Medicare must end the structural’}y inefficient and politi-
cized system of changing or modifying benefits over time. The best way to do this
involves three steps: ‘

o Set only broad benefit categories in Congress. Rather than set specific benefits
in legislation, Congress could confine itself to describing the broad categories of ben-
efits that private plans com‘petin% in Medicare should provide (such as emex}‘fencg
care, drug benefits, etc.). This is the approach Congress has taken with the FEHB
program.

¢ Create a Medicare Benefits Board. Instead of Congress or the Administration
specifying detailed benefits, Congress could create a Benefits Board to propose spe-

cific incremental changes in the core benefits for Medicare. Such an independent
board would have members selected for specific terms by the Administration and
Congress. The recommendations of the board packafe would be subject to an up or
down vote by Congress. This would reduce political pressures on benefit decisions
and take lawmakers out of the Brocess of making detailed medical decisions, and
yet it would give Congress the final say in any benefits changes. Essentially the

ractical logic for establishing a board to function in this way is the same as the

ogic for creating the Base Closing Commission in the 1980s.

¢ Establish Medicare as a combination of core and optional benefits. The broad
categories for core benefits determined by Confress or a board could be confined to
the “must have” basic benefits expected of Medicarc rather than the comprehensive
most seniors would actually obtain. In other words, the Medicare coverage for a sen-
ior (and eligible for premium support) would consist of a base set of benefits in every
plan or in the traditional fee-for-service coverage plus a variety of negotiated supple-
mental benefits according to the needs and desires of each senior. Over time, it
could be expected that the typical supplementary coverage would adapt to changing
needs, desires, and medical practice. This two-tier benefits package thus woul
allow gradual adjustments in benefits according to the desires of individual seniors
and would not require legislation by Congress to permit changes over time. This is
essentially the process used in the FEHBP. In the FEHBP, broad categories of cov-
erage are required, but the specific levels of benefits, including the kinds of medical
treatments and Krocedures, offered by typical plans change with the times. Plans
know they must keep up with medical developments yet remain cost-effective if they
are to be selected by beneficiaries and thereby stay in business.

Had Medicare been able to evolve gradually, like the FEHBP, through these ways
of significantly de-politicizing changes in benefits, Medicare no doubt today would
have a modern and efficient system of benefits, more like the FEHBP and like Medi-
care at its inception.

Creating a drug benefit in the fee-for-service program. The first task for the pro-
posed Benefits Board should be to determine the best way to introduce a drug ben-
efit into the traditional fee-for-service segment of Medicare. With a Board in place,
Congress could instruct it to develop a modified benefits package, including drug
coverage, within a specified budget. To work within the budget constraints, the
Board might develop a plan to make small changes in a number of features of the
benefits package to achieve a well-balanced package that achieved Congress' objec-
tives. The plan would be sent to Congress for an up-or-down vote without amend-
ment. Should it fail to win approval, the Board would develop a modified version
until agreement could be reached.

(3) Remove from HCFA the function of managing a market of competing plans and
place this function under a new Medicare Board with powers to negotiate prices and
services with plans. )

HCFA currently is responsible for operating the traditional fee-for-service pro-
gram. But is also responsible for establishing and managing the market for the in-
creasing range of plans that are offered to seniors at a monthly premium, This com-
bination of tasks is inherently unsound and explains many of the problems and
shortcomings at HCFA. :

Basic Conflict. It is a very basic principle of economic organization in a market
that those responsible for setting the rules of competition, and providing consumers
with information on rival products, should have neither an interest in promoting
any particular product nor even a close relationship with one of the competitors.
That is why the Securities and Exchange Commission maintains a wall of separa-
tion between itself and individual companies. It is why Consumers’ Reports accepts
no advertising from products it evaluates. And it is w &' uinres in baseball do not
own baseball teams. It is also the reason why state and local governments (and the
federal government under the A-76 program) have a different agency evaluating
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competitive bids for government services from the agencies providing those services
in-house. Entansling the mnnin% of a market with the management of any of the
competing providers is a recipe for problems. It is interesting to note that in the
federal health program that operates a market of dozens of competing plans made
available to federal workers (the FEHBP), the agency responsible for running that
market and providing information to beneficiaries (the Office of Personnel Manage-
ment) does not run a plan itself.

This separation is not only necessary to avoid a conflict of interest, it is also nec-
essary because the managerial cultures are very. different for staff engaged in these
two very different functions. Managers charged with dispassionately operating a
market must display evenhandedness and pay close attention to the information
that consumers need to make wise decisions. On the other hand, those managers
engaged in marketing a particular plan, including a government-sponsored plan,
must be hlghly competitive and concerned with the long-term viability of their par-
ticular product and the continued satisfaction of their customers. The cultural dif-
ference is much like that separating a judge from a trial attorney.

The simple fact is that HCFA cannot and should not carry on both of these tasks.
The main reason it cannot is that the a;fency has, over the years, developed a cul-
ture and expertise that focuses on regulating prices and services, and identifying
fraud and abuse. The training and skills of the staff reflect this general function.
The agency, by contrast, has a shortage of the experience and skills needed to estab-
lish ground rules for a comf)etitive market, develop businesslike relationships with
com(i)eting private health plans, and provide consumers with the information they
need to get the best value in such a market. For example, HCFA’s efforts to create
a handbook of information for beneficiaries that they could actually understand
turned out to be a $95 million fiasco. Significantly such a handbook has been avail-
able for many years for enrollees in the FEHBP. Besides a brief booklet from OPM,
a private consumers’ organization, Washington Consumers Checkbook, produces a
comprehensive guide, including patient rating surveys of plans, which is assembled
by one analyst working for two months and backed-up by a few clerical staff.

It is not that HCFA staff is inherentl{ incompetent, but that they have little
training and expertise in these functions. It is a little like expecting experienced di-
vorce lawyers suddenly to become good marriage counselors. The staff at OPM who
operate the FEHBP, by contrast, have very different skills and backgrounds, and
the agency has a different culture—which is why OPM is successful at running an
nationwide Xrogram with many comgetin plans in each area,

But HCFA should not carry out those functions even if it had the skills to do so,
because it is extremely unwise to permit an organization to be responsible for set-
ting the rules of a competitive market when it also has a direct interest in the suc-
cess of one of the competitors. As long as HCFA runs the fee-for-service program
of Medicare, it can hardly be expected to benilgn]y create a market in which other
plans compete directly with the traditional fee-for-service (program.

Congress must, however, accept much of the blame for the agency’s problems.
HCFA's current structure and statutory obligations do not allow it to maintain a
proper separation between these functions, and are a impediment to the agency’s
ability to carry vut either function very effectively. This stems from the fact that
HCFX historically has acted as a bill payer and regulator, rather than a referee in
a market and a consumer information agency. As the Institute of Medicine (IOM)
noted in its 1996 analysis of the Medicare market, “In the past HCFA has made
little effort to inform Medicare enrollees of their choices regarding health care pro-
viders, treatment options, or competinlgI é)rivate plans.”! d as the General Ac-
counting Office noted in a 1995 study, FA amasses vast amounts of information
but has a poor track record in providing information to beneficiaries that is usable.

To be sure, HCFA has been taking steps to provide better information to bene-
ficiaries, includinF data on high mortality hospitals and better benefits information.
However, this falls far short of what it needed to enable elderly Americans to make
sensible choices when there are an increasing number of options available. More-
over, even with the recent reorganization, the conflicting functions of dispassionate
market management and plan operation are still hopelessly entwined.

Comparison with OPM. It is interesting to contrast the way in which HCFA func-
tions as a manager of a market with the manner in which OPM functions within
the FEHBP. According to James Morrison, the career civil servant who ran the
FEHBP during the Reagan Administration, the contrast stems not from any inher-
ent deficiency of HCFA staff as civil servants, but from differences in the structure
imposed on the agencies running the two programs. This suggests that Congress

1Stanley B. Jones and Marion Ein Lewin (Edit.), Improving the Medicare Market (Wash-
ington, D.C.: National Academy Press), p. 72.
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must mod,i&v the program design if it is to achieve a change in the way HCFA func-
tions. As Morrison explained to me in a note (which he has permitted me to make
available to the Committee):

“There is a profound difference in the way the Health Care Finance Administra-
tion (HCFA) deals with the private sector intermediary in the Medicare program
and the way in which the Office of Personnel Manaﬁement (OPM) deals with the

rivate sector plans in the Federal Employees Health Benefits Program (FEHBP).

8 difference derives, in large measure, from the statutory difference between the
tw%mgrams.

“Medicare is a highly prescribed, statutorily defined program with benefit levels
and payment rates essentially fixed in law. The FEHBP, on the other hand, has
very few statutory prescriptions. Beyond the bare outlines of a core benefits pack-
age, specifics of the plan's offering and its price must be negotiated between the gov-
ernment and the private sector carrier. These fundamental differences shape the
values, roles, responsibilities, and indeed the operating culture, of the administerin
agencies. Thus, HCFA employs legions of regulators bent on prescribing every deta
of the Medicare program, and scores of health policy “experts” to dgetermine the
needs of beneficiaries. OPM employs a small number of contract specialists who can
assess the price and value of a plan offering while leaving the determination of cus-
tomer needs to individual consumers, HCFA places a premium on employees with
advagced degrees in health policy; OPM values private sector health plan experi-
ence.

Create a Medicare Board. The Medicare Commission recognized this inherent
problem when a majority of members voted to establish a board to take over many
of the marketing functions, and the management of private plans, now undertaken
by HCFA. To establish such a Board, Congress should create within the Medicare
program a body that is the functional e?uivalent of the Office of Personal Manage-
ment within the FEHBP. The function of this body, and the focus of the staff within
it, should be to structure and operate a market of competing plans, including the
traditional fee-for-service plan, and to provide Medicare beneficiaries with the infor-
mation they need to make the wisest choice possible,

This Commission proposal is very similar to a recommendation of the Institute of
Medicine’s Committee on Choice and Managed Care in 1996. In making its rec-
ommendation, the IOM committee emphasized that HCFA currently tries to under-
take two very different functions that demand very different approaches and skills.
The IOM committee noted, among other things:

e “The administration of the multiple choice program and the management of the
traditional Medicare program’s involve very different mission and orientations.

e The two functions require different types of management, staff expertise, back-
grounds, and knowledge. The committee is concerned that staff and senior managers
with extensive experience in managing various aspects of multiple choice in the pri-
vate sector be recruited and employed for this effort.

¢ The functions call for different organizational and corporate cultures, one oper-
ating a stable traditional public indemnity insurance program and the other a
purchaser- and customer-oriented program that is required to be responsive to a di-
verse group of private programs in a rapidly changing and dynamic market place.”?2

The creation of a Medicare Board would permit the function of managing a mar-
ket of competing plans to be separated from the operation of the traditional fee-for-
service program as one of those competing plans. This would accomplish the eco-
nomic and managerial objectives set out at the beginning of my testimony.

The new Board could answer directly to the Secretary of the HHS, and would

have similar functions to those of OPM within the FEHBP. Among the Board's func-
tions:
o Setting standards for all plans being offered to Medicare beneficiaries, and cer-
tifying that all fplans meet those standards. The standard setting should apply to
the traditional fee-for-service program as well as the new choice programs created
by Congress. )

e Negotiating with competing plans regarding benefits and prices. Just as OPM
negotiates with individual plans before they are offered to federal employees during
open season, so the board should use Medicare’s purchasing power to push plans
into providinghthe best options for seniors. One of the main reasons for doing this
is to ensure that plans compete for business by offering good value rather than by
introducing dubious marketing techniques (such as artificial boundaries for mar-
keting areas, or benefits designed only to attract low risk customers). CalPERS car-
ries out a similar function for California state employees, as do many large cor-

porate purchasers of health care.

2Jones and Lewin, Improving the Medicare Market, pp. 107-108.
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o Organizin, 1;‘)aymentsz to chosen plans. The Board should evaluate and propose
refinements of the payment system to plans, including the traditional fee-for-service
plan, and recommend these to the Secretary of HHS and Congress.

¢ Providing data and information to consumers. The Board would take on the
function of providing consumer and benefits information to seniors and guidance on
how to make wise choices. This function would include examini:i techniques to
measure quality and incorporating prudent techniques into the information made
available to beneficiaries.

In order to carry out its mission effectively, the Board itself should contain certain
elements. One of these should be an Adwvisory Council, mainly representing con-
sumers but also organizations with a general interest in creating a market for high
quality health care. However, the Board, and the Advisory Council, should receive
policy and technical advise on issues affecting the market for Medicare plans from
an outside advisory body with experience of other health care markets. I would sug-
gest the Medicare Payment Advisory Commission (MedPAC), with an expanded
staff, could play this role.

In addition, the Board would need a full staff to undertake its broad functions.
Some of these staff could be recruited from current HCFA personnel. But for the
reasons mentioned earlier, and emphasized by the IOM committee, it would be wise
to recruit some staff from outside HHS in order to introduce new skills and experi-
ence. Some individuals might be recruited from OPM, and others from the private
sector.

A Drug Benefit for Plans. In the FEHBP there is no statutory requirement on

lans to include an out-patient drug benefit. But the plans do include such a benefit.
he benefit simply emerged as plans came to realize that they could not compete
without a drug benefit in a market where federal employees had a wide range of
choices each open season. Like most benefits in the FEHBP, in other words, plans
%radually included the benefit to reflect prevailing customer demand. In other cases,

PM actively encourages the inclusion of particular benefits by including them in
its annual call letter to plans. Not all plans respond by proposing to include the
OPM-suggested benefit, but typically market-leader plans that seek to market them-
selves as the most comprehensive available will do so. In the other cases, OPM ac-
tively negotiates with plans on ways they might include the benefit, and the result
is that it may be offered in vary different ways by different plans, reflecting local
conditions and market factors.

The proposed Benefit Board could encourage the inclusion of a drug benefit in the
Medicare private plans in the same way. It could request plans to include out-pa-
tient drugs and it could negotiate with plans for ways to do this in the least rostly
way.

(4) Empower the traditional fee-for-service program to compete.

Because of the statutory basis of the fee-for-service benefits package, and the
many requirements Congress places on HCFA, it is currently very difficult for agen-
cy to make improvements in the fee-for-service program to more it competitive and
modern. Thus the fee-for-service is inherently at a disadvantage when competing
with the more flexible private plans now being made available to seniors.

The Medicare Commission discussed giving HCFA more flexibility to enable the
fee-for-service program to compete more effectively. This makes sense-though, for
the reasons discuses earlier, only if the agency is relieved of the power to set the
rules for competition.

If Congress were to do this, it would give HCFA the same ability to compete as
states and local governments routinely give “in-house” public agencies when they
are subject to competitive bids from the private sector. There is no reason why pub-
lic enterprises cannot be competitive and entrepreneurial. In virtually every state
of the union we see such innovation, from the delivery of municipal services to the
management of public education. Congress should give HCFA the same kind of flexi-
bility and entrepreneurial opportunities that school districts are giving teachers and
principals to create charter schools. ‘

Specifically, Congress should refrain from locking HCFA into a statutory straight-
jacket, where its primary function is the rigid and increasingly onerous and ineffec-
tive micro-management of the financing and delivery of health care services for sen-
jor citizens under fee-for-service. Instead, Congress should give HCFA greater flexi-
bility to run the traditional fee-for-service program in ways that would make it an
aggressive competitor to managed care plans and other emerging private sector
health care options in the next century. Whenever a competitive market is intro-
duced, the government-provided service must be given every opportunity to redesi%n
itself to compete effectively. This should be so in Medicare. Thus HCFA should be
permitted to introduce innovations into the management of traditional fee-for-serv-
ice Medicare. It should be allowed, for instance, to make extensive use preferred



213

provider organizations of those physicians and hospitals giving the best value for
money. It should also be allowed to contract out the management of the traditional
program in areas where that might improve Medicare.
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PREPARED STATEMENT OF HARRY P. CAIN II

Mr. Chairman, and members of the committee, I am Harry Cain, currently execu-
tive vice president of the Blue Cross and Blue Shield Association (BCBSA). The
views I express today, however, are not necessarily those of the Association. My ex-
perience with Medicare derives primarily from the ten years I was responsible for
our Medicare “prime contract” (1984-1995), plus assorted minor contacts with
HCFA over the last thirty years.

I am honored by this committee’s invitation to speak to the substance of an article
I wrote for the Health Affairs journal in 1996—the article entitled “Privatizing
Medicare: a Battle of Values,” a copy of which is attached to this statement—and
also to speculate on the challenges you face today in trying to reform Medicare.

Other witnesses have made, or will make, the case that Medicare needs funda-
mental reform, so I don’t intend to go further into that. Instead I'll offer some com-
ments on why it is, and will be, so hard to do the job.

I think you have two fundamental problems in trying to modernize Medicare, one
philosophical, the other structural:

(1) The philosophical problem is that among those who care about the subject
there are two very different, passionately held views on the health care industry—
the publichizer view and the privatizer view, both of which are described in the
Health Affairs article. It will be very difficult to find workable common ground or
compromise positions between those two schools of thought related to the Medicare
reform issues.

(2) The structural problem is that the government holds all the financial risk for
Medicare, and thus tﬁe Congress has to make all the key decisions on Medicare re-
form. That essentially makes you and your counterparts in the House the top policy-
makers for a huge health insurance company. Given the enormity and complexity
* of the subject, and given the multitudes of special interests and poll-takers standing
at your door, your chancés of doing an excellent job of this are not good.

I'll spend a little time now trying to illuminate those two points, and then we can

discuss any of this you might like.
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PUBLICHIZERS AND PRIVATIZERS

While talking about this subject I would refer you to the exhibit on the next to
last page of the article. It offers many examples of the differences between the
mindsets of publichizers and privatizers. I've represented some of those differences
on this chart. [Free standing chart, #). Admittedly, I have built two caricatures here,
two somewhat exaFgerated depictions of the mind-sets I've encountered in policy
makers across the industry. Caricatures tend to communicate better than shades of
gray, and the purpose of the article was to try to make both schools of thought more
aware of where the other is coming from. My hope was that the piece might help
to improve communications between the two.

I'm so familiar with both mind-sets because I've embraced them both. When I
joined the federal service (at N.I.H.) out of graduate school in 1962, I was decidedly
of the publichizer mind-set, and virtually everyone I met and worked with over the
following 16 years—both in the Executive Branch and here on Capitol Hill—were
of the same mind-set.

In 1982 I was comfortable going to work for the Blues because the Blues had a
Rublichizing history and tradition. Since that time, however, much of the industry

as changed, most of the Blues have changed, and certainly I have changed. The
strengths of the privatizing mind-set have come to the fore in the health care indus-
try, really for the first time. In the private sector this has been a time of tremen-
dous change, innovation, and experimentation, all in an effort to understand and
win customers, all in response to the dynamics of a competitive market. It has not
all gone smoothly, but much progress has been made. The health care industry is
beginning to resemble the other major industries in our amazingly successful econ-
omy.
Most of my friends and acquaintances from “the old days” who remain
publichizers are still here in Washington, or have retreated to academia, or are
somewhere in the voluntary not-for-profit sector. All would characterize themselves,
appropriately, as “health policy wonks.” They tend to see Medicare as one of the
most successful—probably the most successful—of all the publichizer initiatives of
the last four decades.

Modernizing or “privatizing” Medicare will challenge most of a publichizer’s firmly
held views of the world. And my publichizer friends tend to be very smart, articu-
late, committed, compassionate people, fun to argue with, but not easy to move off
their misguided positions (that’s a privatizer’s opinion). The publichizing mind-set
is your first problem.

GOVERNMENTAL RISK AND CONGRESSIONAL DECISION-MAKING

I believe the decision-making challenge before the Congress can best be exempli-
fied by contrasting two federal health programs, Medicare and the FEHBP. One of
those programs, I believe, created a structure that is very difficult to modernize, the
other got the structure almost right. The question is, how did it happen?

Medicare was enacted in 1965 after years of congressional debate and analysis.
And ever since then Medicare has been an annual focus of this committee. This con-
sistent attention has resulted in literally thousands of changes to the Medicare law
in the last three decades.

The responsible executive agency—now called HCFA—has a very large, talented
staff—which often adds to its knowledge and its talent pool by using expert consult-
ants and commissioning relevant research. The staff and the experts are nearly all
of the publichizing mind-set, of course, but they are sophisticated in health policy
issues and emotionally committed to the success of the program. They work very
hard. This committee and its staff work very hard.

And yet, after the investment of such huge resources in making Medicare succeed,
for more than thirty-five years, the program is headed toward serious trouble—as
this committee obviouslg& agpreciates or you wouldn't be holding these hearings.

The design of the FEHBP, on the other hand, was rather haphazard. By accident,
not forethought and design, the FEHBP became the consumer choice, price competi-
tive model that privatizers now admire. The federal statute, passed in 1960, has
been amended rather infrequently.

The responsible executive agency—now called OPM—has a relatively small staff
devoted to the FEHBP, most of whom don’t know much about health policy. Their
expertise is in employee benefits. In fact, they don't really like several key features
of the FEHBP. It's not their favorite program. On top of that, they too tend toward
the publichizer mind set. Many of their rules clear dy display a publichizer’s pref-
erences. So, we have a privatizer type of program administered by a conscientious

but not emotionally committed staff.
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—  And yet, compared to Medicare, the FEHBP is thriving. Its benefits are better,
its cost increases have been lower, its beneficiaries are more satisfied, its future
looks terrific. When participating health plans, large and small, have decided sud-
denly to pull out of the FEHBP, which happens, the affected beneficiaries have
moved easily to other health plans, with very little upset. The contrast to the recent
Medicare+Choice experience is strii(ing.

The FEHBP is certainly far from perfect, so it seems remarkable that one large
federal health program, which has received very little attention over its history, has
outﬁerformed an even larger Federal health program, which has long been the focus
of the best and brightest health policy minds in the country.

How can that be?
Part of the answer I would classify as “uncontrollable,” namely that the popu-

lation served by Medicare is more challenging to serve than the FEHBP population,
in the sense that it's much larger (4:1), more heterogeneous, less educated, and in-
cludes large pockets of very poor, very sick and disabled, very vulnerable people.
'f[‘hOﬁe problems are not insoluble, but they do make Medicare’s challenge very dif-
icult.

The other part of the answer is structural and is more controllable. It ihvolves
at least four inter-related elements:

1. Financial risk. Who holds the risk? ’

2. Decision-making. Who makes what kinds of decisions?

3. Scope of regulation. How much does the government try to regulate?

4, Complexity of policy-making. How much must the policy-maker understand in
order to make sensible policy decisions?

Answers to those questions in turn affect product innovation, efficiency, customer
responsiveness, and most other characteristics of any enterprise.

In Medicare, the government holds all the risk,

Which means that the government—either the Executive Branch or the Congress
or both—will make all the key decisions (on a rapidly growing $200 billion enter-
prise),

Which means the scope of regulation will cover essentially every relevant actor
in the United States—all the physicians, hospitals, nursing homes, carriers, sup-
pliers, beneficiaries, etc.,

Which means that every health care interest group in America will camp on the
government’s doorstep, seeking to influence your decisions, all year, every year,

Which means that the aggregate complexity of Medicare policy-making is beyond
anyone’s ability to grasp.

The rest of the health care market’s decision-making is not organized that way,
and most of the private sector decision-makers are, of course, privatizers. So the rest
of the market will always be able to move much faster and more coherently than
Medicare can. Given the tremendous changes still to come in this industry, in medi-
cine, technology, pharmacy, electronics, organization, you name it, Medicare as cur-
rently structured will always be behind the curve. (Even large private sector insur-
ers, with well organized, efficient decision-making vtructures, are having difficulty
keeping up.)

In the FEHBP, the health plans hold most of the risk, and make most of the key
decisions. The government tries to regulate only the health plans. No decision-
maker has a problem too complex to solve. The program innovates rapidly, in direct
response to its customers. It keeps apace with the market.

In sum, Mr. Chairman, in my opinion, the problem you face today—how to keep
Medicare both solvent and within reach of the modern world—you will face forever,
unless you can fundamentally change the structure of the program.

If you want to diminish the publichizers’ hold over the program, and strengthen
the privatizers’ interest in it, if you want the private sector to take on more of the
financial risk of Medicare, and the related decisions, and be held accountable for the
outcomes, then you'll have to fundamentally change the role of Congress and the
role of the Executive Branch in the operation of the program. This is as true not
only for any future reform but for the success of the Medicare+Choice program. I
sincerely hope you don't find that prospect as discouraging as I do.

Thank you, Mr. Chairman.
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Privatizing Medicare:

A Battle Of Values

Can the twain mect on Medicare reform? Some new insights
from one who has worked in the trenches of both public- and
private-sector health care.

BY HARRY P. CAIN I]

HE UNFOLDING DEBATE on Medicare

reform will feature a clash of views on

the proper direction of U.S. health pol-
fcy. The debate is not about whether the gov-
emment should subsidize health care for the
elderly and disabled, nor is it about how much
Medicare should spend in the next few years.
Rather, it is about controlling its rate of
growth, which {n turn is about structure and
approach and who should be able to make
what kinds of decisions. On those questions
there are two basic schools of thoughr: the
privatizer school and the publicizer school.

The aim of this paper is to highlight the
apparent motives and values underlying the
two schools. My hope is that communica-
tions between the conflicting schools will
improve if each better understands the other.
Neither school, in my experience, has any
edge in integrity, intelligence, character, hu-
mor, or any other important traft. The two
schools simply have different perspectives
that lead in different policy directions.

One might expect that I contrast the lib-
eral, Democratic, northeastern, academic
view of the world with the conservative, Re-
publican, southwestern, pragmatic view. But
those are not very useful categories or adjec-
tives. Too many exceptions come to mind. .
“Privatizer” and "publicizer* convey the dif-
ferent perspectives more concisely,

Y Y YT Y TSP YR TYY toasensnessene sseensenne .

By “privatizer” I mean the private business
insurer, the competitive health maintenance
organization (HMO), the health plan entre-
preneur, the aggressive Medicare reformer. By
“publicizer® I mean essentially a public
policy-oriented, governmental, health planning
person—a traditional Medicare supporter.
The publicizer tries to detect the “public in-
terest,” and sometimes succeeds. The priva-
tizer tries to detect publicizers, and gets out
of their way.

Please note that “publicizer” is simply a
word that I manufactured because no other
seemed to fit the bill. The last two syllables of
“publicizer” are pronounced like “kaiser,” the
German word for “caesar,” which refers to an-
cient Roman emperors, not modern salads
with anchovies,

A SHIFTING PERSPECTIVE

"1 personally have subscribed to both of thes:

world views. For sixteen years, I worked for
the federal government in various health pro-
grams, not only as a government health official
and policy wonk, but also as a health planner
in the 1960s and 1970s. ,

In the 1980s and now in the 1990s, I was
and am a private health insurer, fighting in a
price-competitive market to win more than
my share of customers. My organization is not
only trying to win more than our share, we are

ooooooooo 00aa0serstneetteruerueseetruserensattsinacansines

Harry Caln {s exccutive vice-president of the Blue Cross and Blue Shield Association in Chicago. Before
Joining the Blues, he held various positions in'the federal government, first at the National Institute of Mental

Health, then in the office of the assistant secretary for health, and then in the Bureau 0f Health Planning and

Resource Development. o
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trying to do it in such a way as to eam a sig-
nificant profit.

Most readers will now be thinking to
themselves, *How far can one fall from truth
and justice?® A few will secretly be thinking,
“How high he has climbed—from government
bureaucracy to the real world." (I am assum-
ing that most of you are publicizers, because
privatzers do not usually read health policy
journals.) '

I joined the Blue Cross/Blue Shield system

Quality is rising. Some companies, some hos-
pitals, and some individual practitioners are
going under; they are exiting the industry.
Most individual consumers and group buyers
are and will be better off, but some will get
hurt. Consolidated and integrated delivery
systems are becoming the order of the day. A
cottage industry is collapsing. Traditional in-
demnity nsurance is dying. In short, the
health care sector is beginning to operate like
the housing sector operates, or like the food,

in 1982, when much of the clothing, or transportation
Blues' world view—and nearly sectors operate,

all of its history—was more “There is a full- " The privatizers are making
publicizer than privatizer. scale revolution it happen. The publicizers are
That is why I was comfortable |_ really not part of the action,
going there. Over the p&st tl;lr under way.... but they are very concc:incd
teen years, however, the Blue about what {s going on and are
Cross/Blue Shield mind-set Thcp rivatizers not sure what8 to do about it.
has moved much more to the are making it And when the publicizers de-
privatizer side of the ledger. happen.” ' velop proposals to take to
That has happened not as a re- Congress to improve the situ-
sult of philosophical explora- | me—______| ation—which fs what publi-

tion, but rather as a response to changes in the
marketplace.

That movement among the Blues, by the
way, has made many publicizers within the
government come to view Blue Cross/Blue
Shield as an old friend gone wrong: The Blues
have succumbed to temptation. As a prime
example, the Health Care Financing Admini-
stration (HCFA) does not trust Blue
Cross/Blue Shield as it once did. The 1994 de-
clston by our board to allow Blues plans to
become for-profit entities was probably the
last straw. '

THE BIG PICTURE
Most of us would agree that there is a full-

*scale revolution under way. The health care

industry is becoming a truly price-competitive
sector of the economy for the first time.
(One could argue that the Industry was

rice-competitive before the development of

. Eqalth insurance, but that was also before sci-

entific developments made the industry big,
expensive, and anything to get excited about.)
In my view, as & result of price competition,

to;alcosmarpll_nfnctoomlngundcrconml

cizers do when confronted with a prob-
lem—progress will be difficult. By most
counts, the Republican Congress is sympa-
thetic to_the privatizer viewpoint, with
caveat: Most politicians of either party can
and will become publicizers when necessary,
if ir will keep them in office.

BACK TO BASIC VALUES

From the publicizer viewpoint, the basic
problems with today’s health care system are
that there are too many people left out, too
many uninsured, and costs are too high,
which is largely a function of private profi-
teering, fraud, and abuse. In short, the public
interests are ill-served by today's market-
place. For the privatizer the basic problem is
that the market has been distorted by tax pol-
icy, by excessive regulation, and in some mar-
kets by risk selection. o -

Why do the two groups see the same envi- |
ronment so differently? In large part it is be-
cause they begin with very different sets of
values. The publicizers value equity, security,
predictability, and control (to protect the
public interest). The privatizers value effi-
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clency/effectiveness, flexibility, change, and
freedom. These different values are played out
in efforts to address all other questions. Let us
look at three questions in more detail: What is
a successful health plan? How should scarce
resources be allocated across health plans? Do
we need a national standard benefit package?
B WHAT IS A SUCCESSFUL HEALTH
PLAN? The publicizer’s model health plan
(meaning an entity that actually provides
care) is a voluntary, nonprofit organization
that consistently provides high-quality serv-
fce at a reasonable cost because it is the right
and ethical thing to do. The organization does
a high volume of service, even though it does
not resort to advertising. It is staffed by out-
standing professionals who have no owner-
ship interest in anything in the industry that
might create the appearance of a conflict of
interest. Thelr salaries are slightly higher than
those in the civil service. These professionals
are so honorable that they will voluntarily
open their accounting books to anyone, in-
cluding the press, whenever asked. They have
absolutely nothing to hide. Not only that,
these organizations will accept as reasonable
whatever the government or Blue Cross de-
cides to pay them for serving their beneficiar-
fes. Publicizer organizations do not complain.
The privatizer is in another world. The pri-
vatizer says to herself or himself, “This is an
expensive business; my organization cannot
succeed without adequate capital; and I can
only attract capital if I consistently make a
good profit. If I ever forget that, I am dead. My
other, equally important, goal is to attract and
retain customers. And I can only do that if |
provide consistently high quality services at a
competitive price. Unfortunately, the price
competition s becoming so flerce that I can-
not maintain as high a profit margin as I
would like, I cannot afford much overhead,
and I have to keep getting more efficient, But
that is the game I am In, and I intend to win."
When publicizers see privatizers behave
like that, they immediately suspect that there
_ Is something unethical afoot, probably fraud
or at least profiteering. Indeed, look at the

title of chapter 3 in a U.S. General Accounting

Office (GAO) study of Medicare's vulnerabil-
ity to fraud and abuse, published in February
1995: “Health Care Delivery Expansion Wid-
ens Opportunity for Profiteering” The title
provides a good example of the publicizers
view of privatizer organizations. In the GAO
lexicon, *health care delivery expansion® re-
fers to all changes, consolidations, and inte-
grations. The industry keeps changing, and
that is dangerous. It gives the crooks of the
world even more opportunity to cash in.

Il HOW SHOULD RESOURCES BE ALLO-
CATED? The publicizer's view is that price
competition neither can nor should be the
best mechanism for allocating important
health care resources. For many years (the
early 1960s to mid-1980s) health planning was
the most popular publicizer approach to the
task. Health planning—a local (or state), rep-
resentative, public (or private, nonprofit)
body, backed by a technically competent
planning agency, reviewing and approving the
investment of new resources in Eca]th care
services and facilities—assumes that price
competition in this industry just will not
work, at least not constructively.

Why? Publicizers cited many reasons:
Price competition creates the wrong incen-
tives (toward profits, rather than compas-
slonate care). Providers are too strong and
medical care is too magical for consumers
armed only with money. Demand for health
care {s unlimited. Health insurance distorts
the market signals. And soon.

Until the early 1980s I personally had ac-
cepted all of these arguments as valid. Most of
the experts said the same thing. The balance
of power between consumers and providers
was just too uneven, and the consequences
too important, to ever produee an acceptable
marketplace. Health planning offered a rea-

. sonable alternative.

I changed my mind only after getting thor-

oughly involved in the Federal Employees -

Health Benefits Program (FEHBP) at a time
when that program was becoming very com-
petitive. To compete more effectively in that
market, we had to make our product (Blue
Cross/Blue Shield's “FEP* product) more at-

YY)
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tractive to the eligible populaton—in price,
benefits, and service. That {s to say, we had to
get our prices down, we had to assure high
quality, and we had to keep our subscribers
happy—or we were going to take a terrible
financfalbath. .

We succeeded in doing what we had to do.
Then our competitors tried to do the same
thing. But that just made us work even harder
and more creatively. That competitive dy-
namic, not surprisingly, has led to an aggre-
gate performance of the FEHBP that {s quite
impressive. It surpasses Medicare on every
important performance indicator over at least
the past eight years. Although there is more to
that story, the bottom line is clear; Price com-
petition is not supposed to fly in health care,
butitcananditdoes. = _

The opposite was true of health planning,
Most of the experts said that it should and
would work, but it didn't. Publicizers said
that ft didn't work because the planning
agency didn't have enough money to attract
and retain top-flight smg or enough regula-
tory power to enforce its decislons. Privatiz-
ers said that health planning faled because
the health care industry is far too complex for
any one set of actors to understand and man-
age. Only a price-competitive market, with its
invisible hands, can do that.

B DO WE NEED A NATIONAL STAN-
DARD BENEFIT PACKAGE? Publicizers
strongly support the Idea of a national stan-
dard benefit package. The idea appeals to
their preferences for equity, security, control,
and predictability. A standard package would
ensure that there are no schlock programs out
there. It would protect any citizen who gets
coverage. It would ensure that most people
around the country get essentially the same
set of benefits. And, ft would make plan com-
parisons easter if we have to go down the

rice-competition road. Publicizers may not
e that road, but if we are gomg to do ft,
having a standard package would facilitate
price competition and ensure that it takes
place within a more controlled environment. -

From the privadzer's standpoint, stan-
dardization of benefits is a terrible idea. The

{

privatizer belleves that our science is not
strong enough yet to determine what should
be in the package, but our politics are more
than strong enough to influence the process
and outcome. Any centralized body trying to
standardize a package—and it would require
a centralized body—would be besleged by
every interest group In the industry, That
means it would be slow to come to a decision
and even slower to change. (On the other—
hand, privatizers would support better “uuth
in packaging® rules and more standardization
of terminology, to reduce consumers' confu-
sion and health plans' inefficiencies.)

Moreover, one does not need to standard-
ize the benelit package to guard against low-
quality products. Examples such as the
FEHBP act suggest that it {s possible to set
some general ground rules and then let the
competitive market respond. Competing pri-
vatizers will keep modifying their benefit
packages, either to satisfy their customers or
to keep up with the competition, or both.

Most privatizers would agree to a standard
benefit package within specific accounts or
purchasing groups, so that, for example, all of
the employees of GTE, in trying to choose
from among various HMOs and other options,
could hone fn on comparative prices and on
which providers are in which p