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Introduction

¢ Social insurance
— Government run insurance programs
— Typically

Medicare « have subsidized premiums
« have redistributive component
« Type of social insurance

ECON 40447 — Poverty programs

— Old age (Social Security)

Fall 2009 _ Disabilty
— Health care/insurance
— Unemployment
2
Definitions

< Entitlements
— Available to all who quality

— Example. If you quality for Medicaid (and enroll),
you receive benefits

— In contrast, federally subsidized housing has a
limited number of units, once units are gone,
‘benefit’ used up

* Mean tested
— Eligibility is determined by income/asset limits

« Federal government is the largest provider of
health insurance in the country
— Medicare
— Medicaid
— Veteran's Benefits
— Military Insurance

* |n these next 2 sections, we will discuss the

first two

¢ Size of these programs make them important

to consider
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* Medicare — insurance for
— Elderly

— Disabled
— End stage renal disease (dialysis)

» Medicaid -- Insurance for people with medical
needs and limited income

— Poor and their children/ pregnant women
— Low income elderly

— Blind/Disabled

— Long term care

Political Economy

¢ Long fought battles

— Medicare originally proposed by Truman in 1945

— Medicaid was originally proposed to be part of
original Social Security act of 1935

» Was opposed by medical groups and private
insurers

¢ Successful adoption as part of Johnson’s
‘war on poverty’

— Medicare signed into law July 31, 1965
— Medicaid Established in 1965

Importance of M&M
« Large fraction of Federal/State spending

¢ Large fraction of Health care spending

e Large Fraction of all people with insurance
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Medicare as a Share of Federal Speanding in

FY2006
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Table 3.1

Public Payors’ Share of National Health Spending, 1~ 980-2005

The share of national spending by public payors has increased slightly over the last two

decades, driven by faster growth in Medicaid spending.

OTotal Public M Medicare B Medicaid B Other State & Local
50
45.2 44.8
454 42.7
40
35
30

25

Percent

20 173
15 136 129 135

10

1980 1990 2000 2005*

158 ! 16 165
152 156 141

Figure 7.

Coverage by Type of Health Insurance:

2007 and 2008 [ 2007
(Percent) [ 2008

Private insurance

67.5
6.7+

Any private plan

|

503
58.5¢

Employment-based

Directpurch 8.9
irect-purchase 5o

Government insurance

|

Any govemnment 278
plan

200"
ed 138
edicare 1oz
132
Military |_13-7
health care! ]38
No insurance

15.3
Not Covered o4

+Statistically different at the 90 percent confidence level.

" Miltary health care includes Tricare and CHAMPVA (Civilian Health and Medical Program of

the Department of Veterans Affairs), as well as care provided! by the Department of Veterans Affairs
and the miliary.

Note: The estimates by type of coverage are not mutually exclusive: people can be covered by more
than one type of health insurance during the year.

Source: U.S. Census Bureau, Current Population Survey, 2008 and 2009 Annual Social and

Economic Supplements.

1

Structure of Medicare

Four parts: A, B, Cand D

Part A: Hospitalization coverage

— Mandatory

— Provides coverage for
* Inpatient
« Short-term rehabilitation (post hospital) care
» Hospice
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e Part B: Ambulatory care
— Voluntary
— Must pay monthly premium to enroll
— Most seniors now enroll
— Covers
¢ Physician services
« Outpatient medical services
« Emergency room visits
« Diagnostic tests, etc.
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Part C: Medicare+Choice
— Created in 1997 as par to Balanced Budget Act of 19 97
— Alternative to traditional A+B coverage

— Private insurance companies supply insurance to eld erly
and are reimbursed at fixed rates for coverage

« Companies paid per enrollee per month
« Must take ‘all comers’ in a county
— Usually HMO type coverage with some prescriptiondr  ug
plan
— Has higher deductibles and copays than tradtional A +B
coverage

Now Called Medicare Advantage

» Restructured in 2003 as part of Balance
Budget Amendment

¢ Created region Preferred Provider
Organizations and Special Needs Plans for
dual eligible

* Increased payments to plans to encourage
enrollment after declining enrollment

« Problem: payments to MA, designed to save
cost, are accelerating

15

How financed (2006)

Old system: 95% of county level Medicare
spending

Now, plans bid against country level
benchmarks — based on

— prior year's MA enrollment

— National growth in Medicare spending

If bid is in excess of county benchmark,
enrollees pay difference

If bid is below benchmark, plan keeps 75% of
savings, must be returned to beneficiaries in
benefits, Medicare keeps 25%
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Figure 3 Total Medicare Private Health Plan Enroliment
Estimated Payments to Medicare Advantage Plans 1999-2007
Relative to Traditional Fee for Service Medicare, 2009
In millions:
118% 1189
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115% 55 53 55
114%
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All Hadicars. Lacal FMi%e  Lacal FPOs upnml Privata Faa
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o 1999 2000 2001 2002 2003 2004 2005 2006 2007
Far Sarsks Hlldl Plara Graopr
;;7;_, Fians Flanu Nols: inoleds 10331 HME, F305, an PFOx, oglanal FFG, FEF2 plans, Gost sanirasts, Demonciratians, HGPF, and
PAGE contraste.
Zouroe: Mathematiea Polloy Recearcn, Ino. “Tracking Medloars HHR'I ang Fresoription Drag Plans Monthly Report.™
Medicare Advantage Plan Types Decambar 18822008, CM3 Moaihly Summary Report, Fabrisary 2
um MM (1 haalih meimanance argasication; PPO B Eralamed proviser organimaties,
CRCT- Madcars Paymernt Adwiiory Commiision Report bo Congreas, March 2309 . 18
Medicare Private Health Plan Contracts
1999-2007
604 L
o .
512 Part D: Prescription drugs
459

— Set to start January 2006
— Voluntary

407
343
285 300 . -
253 240 — must pay premium to join
H — Will discuss at length in a minute

2002 2003 2004 2005 2006 2007

1999 2000 2001

Hote: Inoluces lcsal HMOs, P20, and PPOs, reglonal P0G, PFFS plans, Cost ooniracts, Demonctrations, HCFP, and
FACE sonirais.

Souros: Mainematios Polloy Recsarch, ino. “Tracking Medlgars Health and Pracaripian Drug Plans Mosinly Reperi®
Deosmber 1299-2008. CM3 Manthiy Summary Repor, Fabruary 2007.
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How is Medicare Financed?

Part A
— Payroll tax

* 2.9% of all earnings

« Employers/employees share equally (1.45%)
— Annual reserves placed in the Hospital Insurance

Trust Fund
« Have built up reserves
« Currently, revenues < costs

« In not to distant future, trust fund will be
exhausted
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Part B
— Monthly premiums
« Currently set at $96.40

» Premiums increase for people with higher
incomes (>$85K for ind/$170K for couples)

— General revenues from federal government
« Historically been about 75% of expenses

— SMl trust fund works similar to HI trust fund

Part D

— Monthly premiums and general revenues
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Figure 5
Estimated Sources of Medicare Revenue, 2010

H Payroll Taxes
= General Revenue

m Beneficiary
Premiums.

 Payments from
States

O Taxation of Social
Security Banefits

1 Interest and
DOther

TOTAL PART A PART B PART D
%499 Billion | $237 Billion  $196 Billion 5§66 Billion
SOURCE: 2009 Aasul fepurt o1 the Boards of Trastess of the Federal Hospital Lsurance as Federal
Supplementary Medical Insurance Trust Funds.
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Figure 2
Medicare Benefit Payments, by Type of Service, 2009
Low-Tnconse Subsidy  payments to Ll parca
Faymsests  Unlon/Employer- E rarte
ot Piane e | B oparo
. espw | PartAand B
., Ingatient

269,
|

= |
| skilied Mursing
5% /=" raciities

Physiclans and
Dttver Suppliers

Home
Health

 Medicars Advantags
(Part C)

Total Benefit Payments = $484 billion
NOTE: Tatal dots not indlisde S2.5 billion in admitBirative espenses suck & spening for mplementation of the
Hedicare diug benelit and the Medicars Advantage program. Total i net of $9.4 billon in recoveries for 2009,
SOURCE: i ficee, w Mal
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Figure 4
Ten Percent of Medicare Beneficiaries Account for
Nearly Two-Thirds of Medicare Spending, 2005

Average per copita What does the previous slide

Medicare spending

among top 10°%: suggest about where Medicare
savings must come?

Awverage per capita
Medicare spending
among bottom 90%:

$2,934

Total Number of Total Medicara
Beneficiaries, 2005: 37.5 million  Spending, 2005: $263 billion

HOTE: Analysis excludes Medicare Advantage enrolloes.
SOURCE: Kaiser Family Feund atien analysis of the CMS Medicare Current Beneficiary Survey Cost & Use file, 2005,

26
Cumulative Distribution of Medicare Spending for Fee-for-Service Cost Shari ng in M ed icare
Beneficiaries, 1999
Six percent of beneficiaries account for nearly fifty percent of program spending.
* PartA
W Percent of Beneficiaries 0 Percent of Spending | _ :
20 - $1068 deductible
E 5% - — Days 1-60 no copay
4w = — 61-90 $267 copay
E « — $535 for days 91-150
g ;
5 6 . — Zip after 150 days
) a3
3w * PartB
g ® 2 — Monthly premium of $96.40 (If Income>$80K or $160K  for a
5 2 15 N couple, pay higher premium)
U . — $135 annual deductible
S0 — 20% coinsurance on physician services, outpatient ¢ are,
$1,000 or more $5,000 of more $10,000 or more ~ $15,000 or more  $25,000 or more ambu|at0ry SUrgiCal, preventive
Annual Medicare Spending Per Benefciary — Outpatient: 80% of approved amount, $1068 maximum
‘Source: CMS, Office of Information Services: Data from the Medicare Decision Support Access Facility; data development by the - NO coinsurance on Iab services
Office of Strategic Planning. 28
June 2002 Edition Centers for Medicare & Medicaid Services Section LB 5. Page 6
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Table 3.13
Sources of Payment for Medicare Beneficiaries
by Type of Service, 1999

Medicare pays a large proportion of the total payments for the services it covers.

Does the structure the items

covered and the coinsurance rates

in Medicare make ECONOMIC ¢

sense? moner
g = Medicaid
29 30
Motivation for Part D Rx Spending Among Elderly

Rx important in medical treatment of elderly » Per capita annual spending, 2003
— Seniors represent 13% of the population — $2,300 total

— 1/3 of all scripts
— 42% of spending on Rx drugs
Among the elderly, 85% receive a Rx during

— $1,000 will be out of pocket
« Expenditures vary considerably

the year - I:ose W’}O_IaCk covelr]agtle,h$;,33(])-go
Growing fraction w/ Rx Coverage — Thosein fair or poor ealth, 33, 3

— 11% have > $5,000 in total spending
Purchased through

— Ko >, i
_ Retiree benefits 5% have >$4,000 in out of pocket

— Medigap policy

31 32
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Table 3.20
Medicare Beneficiaries With Drug Coverage, 1992-199 9

The proportion of the Medicare population with some drug coverage during at least part
of the year increased from 1992 to 1999.

* Coverage rates

o . — 53% had full year coverage
e o (% = — 70% had coverage at some point in the year

L + Rates do not vary much by

— Income

— Health status

— Role of Medicaid important here

P N -
s 8 &8 & & 3
ES ES Bl Bl * ES

Percent of Beneficiaries With Coverage

.—\
3
*

2
B

1992 1993 1994 1995 1996 1997 1998 1999
33 34

Medicare Presc. Drug Improvement and

Top 5 drugs among the elderly Modernization Act 2003

Drug What it treats? Annual cost « Signed 12/8/2003

« Effective 1/1/2006

¢ Voluntary drug plan — ‘Part D’

Novasc Calcium $549 « 1st time Rx were part of Medicare

« Coverage provided by private entities

Lipitor Cholesterol $871

Fosamax Bone density $894
— Stand alone if meet certain criteria
Prilosec Anti-ulcer $1,684 — As part of Part A/B coverage (Medicare Advantage
plans)
Celebrex Rheu. Arth. $2,102 — Gov't fall back plan in areas without choice
35 36
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Standard Medicare Prescription Drug Benefit, 2009

[ Beneficiary
= Out-of-Pocket
Enrollee Pays Plan Pays 15%; Spending
5% Medicare Pays 80%
«— $6,153 in
Total Drug Costs
(34,350 out of pocket)
Enrollee Pays
100%
«— $2,700in
Total Drug Costs
(£970 out of pocket)
Enrollee Pays Plan Pays 75%

$295 Deductible
$364 Average Annual Premium

Hote: Annual on §30.36 national beneficiary premium. Amounts
neares:dolar R
SOURCE: Kaiser Famity illustration of standard for 2009,
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Most plans

— Skip the coinsurance and have copays instead

— Do not have a deductible
Avg Monthy premium is about $30 ($10-$140)

— Premiuns increase 1%/month if you wait to enroll

Low income can receive assistance

Plans not required to cover all drugs —

— Weight loss, hair growth, cough/cold relief, vitami ns

prohibited
— Required 2 per therapeutic class

1400 plans now available

38

HHS Estimates of Prescription Dirug Coverage Sources
Among Medicare Deneficiaries, as of January 2007

Mo ereditabils .-——

Stand-long Y
FCR

Total n
Part D
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Milllon

Dual Eligiblos (583}
i POF

Kodlcars ._’_l

Advantags Drug
Flan®
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Costs?

 Original CBO estimates (Costs — revenues
such as premiums and kickbacks from
states)
— $27 billion in 2006
— $67 billion by 2013
— $495 billion in 2004-2013
* Most recent numbers
— $593 billion in 2004-2013

40
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Table 9: Simulated Effects
Model With drug Without drug_ Difference
benefit benefit
18;:;;;115 two-part 5830 5673 $157
Prescription druig spending  pygcrere factor with
Income interaction 821 $673 $148 )
Shple wopar o o o The Future of Medicare
) model 2,602 . -$135
Medicare Part A spending  pygcrere factor with . 5 i
Income interaction 82422 $2.772 -$350
Simple rwo-part 1817 $1.786 $31
Medicare Part B spending  Dyjecrere factor with N N
Income interaction $1 729 51'303 -574
41 w

Does not look good
Medicare Enrollment Soars

» Expenditures in program will soar 90
« Four factors
— Aging of baby boom generating
— Increasing lifespan
— Rising medical care costs
— Increasing benefits

726 81

Millions of People

B0 W0 1990 2000 2010 2020 2030 2040

Source: Health Care Financing Administration

43 44
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Table 3.7 Remaining Life Years at Ages 65 and 75
Medicare Beneficiaries as a Share of the U.S. Popul  ation, 1970-2030 20 18.7
The U.S. population will age rapidly through 2030, when 22 percent of the population 18.0
will be eligible for Medicare. 18 Atage 65
16 -
25 065 & Over W Disabled %
22.0% 9] 13.9
> 14
20 18.5% E’ 12.0
.. c .
s ! 15.0% 18 g 12 10.9 11.0 _1-]:3_---];1‘3_-__1_];‘3 --="
] 15 1arg  139% = g l(l.‘_l____-. ------ -——— Atage 75
5 12.1% © 10 -
% 10 95% 108 1.9 120 126
§ 95 8
5
6
0 1950 1960 1970 1980 1990 2000 2005
1970 1980 1990 2000 2010 2020 2030
5 Year
Per Capita Health Care :
) % Change in NHE and CPI
Spending by Age (2004)
Age Spending
Group Per capita 155, W7 P— o
0-18 $2,650 U
19-44 $3,370
45-54 $5,210 9%
55-64 $7,887 o
64-75 $10,778
75-84 $16,389
85+ $25,691 N P L o
47 48
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Figure 3
Annual Change in Medicare and Private Health
Insurance Spending, 1970-2005

Medicare Growth Pressures Federal Budget

30
—— Medicare (average annual growth = 8.9%)
236 = = =PI (aversge annual growth = 9.8%) 25 /
20 |\ _ g, e
18% ¢ 4 | edicara
3, 1% I-I‘ " I-'N\/ 5 /
;i 145 |1 f \'}P. -.:,\I . Frivate Health Insurance ..6 15 /
.g- 12% 17 ] 3 .I'\.\ K . E "
10% N ' P @
g 8% \ I I"'\\Ll " .'I'\\_ /‘\-\/—. -.IA' B - g _/-/
= el AL FAa g =7
1 ‘ SN O
F 4% | N X '/,' 3
i VA L
e 1¥T im i i i Loagad Cannd Source: Congressional Budget Office / Medicare C
::fr_?uJuRl:;:u:(.’nk:': for Medicare & Medicsid Services, Office of the Acteary, Naticasl Heslth Statistics 50
. 2009 Medicare Trust Fund Report
SS and Medicare Costs as % of GDP _ _ P
http://ssaonline.us/OACT/TRSUM/index.html
12%
(incluting i) « Assets (end of 2007)  $326 billion
10% + + + -
Historical Estimated ¢ Income 2008 $231 billion
w4 « Expenditures $236 billion
¢ Net change in assets $-5 billion
6%
/
g f‘/ 0ASI+DI _
% /"'" = ¢ Trust fund estimates that:
" — Assets will fall below 100% of spending in 2011
’ — Trust fund exhausted by 2017 — 2 years earlier
o T than originally thought
1970 1520 1990 2000 2010 2090 2030 2040 2050 2060 2070 2080 o

Calendar year
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Medicare Sources as % of GDP

e

Historical Estunated

i [Tat - '/ ID?ﬁIup

M{’/ State Transfers

e

Tax nn Renefits

Payroll Tazes

1973 1983 1883 2003 2013 2023 2033 2043 2053 2063 2073 2083 4

Figure 1l.D2.—Medicare Sources of Non-Ints

t Income and Expenditures as a

Percentage of the Gross Domestic Product

12%
Historical Estimated
Total expenditures
9% A
HI deficit
6%
General revenue
transfers
State transfers.
3%
E,éé/;j =
0% Tax on benefits Payroll taxes
b F—/—7F—"—"T"FT"—FT 7T 7T T T T T T
1966 1976 1986 1996 2006 2016 2026 2036 2046 2056 2066 2076

Calendar year

54

Fewer Workers Per Retiree to Fund Medicare

L
N ®ow -
I NN
)

Source: Health Care Financing Administration

Chart B-Social Security and M edicare Cost as a Percentage of GDP

12%

HI+ SMI

10% : : | _(includingPartD) | AT
Historical Estimated
% :
%
0ASI + DI
P N’\."\r\_/
Y

2%

%

1970 1980 1990 2000 2010 2020 2030 2040 2050 2060 2070 2080

Calendar year

56
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What are the options? Projected revenues needed under
P ) different Scenarios, now until 2030
* Increase revenues by ¢ Current conditions: 108%
— Higher payroll taxes * Hold HC costs increased to CPI: 83%
— More means-testing of premiums - Raise eligible age to 67: 101%
* Reduce costs by « Raise eligible age to 70: 87%

— Reducing benefits

— Reducing growth in costs (HMO-style)
— Cost saving technology

— Increase retirement age

— Means-test benefits

Institute $300 Part B deductible: 99%

57 58

Options to maintain solvency over next
75 years

* Raise payroll tax immediately from 2.9% to
6.78%

« Immediate 53 percent reduction in program
outlays

— or some combination of the two

59
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