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Introduction

* Social insurance
— Government run insurance programs
— Typically

A Brief Introduction to Medicare * have subsidized premiums

* have redistributive component

* Type of social insurance

Health Economics — Poverty programs
Bill Evans - ()?d agci (Social Security)
— Disability
— Health care/insurance
— Unemployment
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Definitions
* Entitlements * Federal government is the largest single provider of
— Available to all who quality health insurance in the country
* For example, if you quality for Medicaid (and enroll), you — Medicare
receive benefits _ Medicaid
— In contrast, federally subsidized housing has a limited number _ Veteran’s Benefits

of units, once units are gone, ‘benefit’ used up — Military Insurance

* Mean tested e In these next 2 weeks, we will discuss the first two

— Eligibility is determined by income/asset limits . .
ST ’ / * Size of these programs make them important to

consider
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Political Economy

* Medicare — insurance for * Long fought battles
— Elderly — Medicare originally proposed by Truman in 1945
— Disabled — Medicaid was originally proposed to be part of original Social
— End stage renal disease (dialysis) Security act of 1935
* Medicaid -- Insurance for people with medical needs * Was opposed by medical groups and private insurers
and limited income * Successful adoption as part of Johnson’s ‘war on
— Poor and their children/ pregnant women poverty’
— Low income elderly — Medicare signed into law July 31, 1965
_ Blind/Disabled — Medicaid Established in 1965
— Long term care
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Importance of M&M

* Large fraction of Federal/State spending
* Large fraction of Health care spending

* Large Fraction of all people with insurance
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Figure 1.

Percentage of People by Type of Health Insurance Coverage and Change From 2013 to 2017
(Population as of March of the following year)

Percent In 2017
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Medicare as a Share of the Federal Budget, 2017
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Structure of Medicare

“Dunl eligibles” recetve coverage from Medicare and Medieaid. They
~ mutke up o A nt of Medicnid enroliment but consume nearly

.

30 pereent of program spending.
e Part A
— Hospitalizations, short-term rehab, hospice: mandatory
— Funded by payroll tax, general revenues et pedac
~ Elderly or Dissbled Dual Eligibles = Lowncome
e PartB - a7 - L a o
i . . - - 9 milen peogle 5400 bilion
— Outpatient charges: voluntary (most people purchase) _ ssznmu(-:v&m T e )
. Adminisered by federsl) (<122 8 Medicare, i
— Funded by premiums, general revenues savemment $117 8 Medcad) y thod
= Administered by state and
e Part D feceral governments

— Prescription drug, voluntary

AL Eaipes Fimity Fimondotin, Cornrmisanal Bugen G, Castry R Mo doul Mo By Eaiop Fdondy Foeultbort
v Comemiancn, Medicarn sl sl wenderg
ey 125 calration o scurme, g, o e s a0 L eparted, P M soundes

— Funded by premiums, general revenues
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Medicare Advantage
Chart 3
Total Medicare private health plan enroliment, 1992-2016
. Mislions of persons (left scale) = Percent of all Medicare beneficiaries (right scale)
¢ Created in 1997
. .. w Balanced ; e
* Alternative to traditional A+B/D coverage Budget Act Act [
5 (1997) 2010) - £
* Private insurance companies cover seniors/reimbursed at fixed 14 =
rates for coverage " =
10 -]
— Companies paid per enrollee per month s g
— Must take ‘all comers’ in a county ¥ l m a
4 L]
* Usually HMO type coverage with some prescription drug plan : .
. . .. o | I | i
* Has hlgher deducnbles and Copays than tradlnonﬂ A+B 1992 1991 1954 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 J00S5 1006 2007 2008 2009 2010 J011 2042 2013 2014 2015 2006~
coverage * As of April 2016
Source: Kaiser Family Fausdation, CED caiculations
15 16
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Cost sharing in Medicare, 2018
Exhibe L1
People ages 80 and older accounted for 24 percent of the Medicare
population and 33 p of Medicare ding in 2011 o Part A
freditienal f el Medicane spending, 2011 — $1,340 deductible (1 day of hospital stay)
— Days1 -60 no copay, 61-90 $335 copay, $670 for days 91 and beyond,
$670, until lifetime reserve days met — after than — all costs
— Pay all SNF costs for 1 20 days, $152/day for 21—100, nothing after
100 days>
* PartB
— Monthly premium of $134 (higher for high income)
— $183 annual deductible
— 20% coinsurance on physician services, outpatient care, ambulatory
surgical, preventive
— No coinsurance on lab services
Share of beneficiaries Share of spending
Total Aumnbes of beneficiaries Total spending for benefciaries
in traditional Medicare: 38.3 million in traditianal Medicare: $375 billien
T B
17 18

Dually eligible beneficiaries comprise 20% of the Medicare
population and 15% of the Medicaid population, 2008

Does the structure, the items covered, and
. . . : Dual
the coinsurance rates in Medicare make Medicare ua Medicaid

P Eligibles
ECONOMIC sense? Ll

51 million

Total Medicare beneficiaries, 2008: Total Medicaid beneficiaries, 2008:
46 million 60 millign

SOURCE: Ksier by of Sunviry 2008, s st Gommmiiion on Msscad
e 72008 MiTL
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Figure 25
Distribution of Traditional Medicare Beneficiaries and Medi

edicare payroll tax
Medicare Spending, 2010 pay

Average per capita .
Traditional Medicare * 2.9% of all earnings
spending: 510,584

* Employers/employees share equally (1.45%)

Average per capita * Changes due to ACA
Traditional Medicare
spending among — Tax raises to 2.35% on employees for

top 10%: 561,722

* Single > $200,000 in taxable income

Awerage per capita * Married couple > $250,000 in taxable income
Traditional Medicare
spending among — High income people also subject to 3.8% tax on investment
bottom 90%: 54,857 .
income
Total Number of Traditional
i 2010:
36.3 million
NOTE: Exchodies Medicare Advantage enroliees. n
SOURCE: Kaier Famsly Foundaton anadyus of and Use fite.
21 22
e W i 208 Medicare Presc. 'Drxvlg Improvement and
Modernization Act 2003
B General revenve
pte i dicd * Signed 12/8/2003
sipn * Effective 1/1/2006
wTransfers from
staws * Voluntary drug plan — Part D’
® Taxation of Social . .
N * 1° time Rx were part of Medicare
 Irieres!
i * Coverage provided by private entities
r0.1% — Stand alone if meet certain criteria
— As part of Part A/B coverage (Medicare Advantage plans)
arersss KFF — Gov’t fall back plan in areas without choice
23 24
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Motivation for Part D

Rx important in medical treatment of elderly

— Seniors represent 13% of the population

— 1/3 of all scripts

— 42% of spending on Rx drugs

Among the elderly, 85% receive a Rx during the year
Growing fraction w/ Rx Coverage

Purchased through

— Retiree benefits

— Medigap policy

25

Top 10 drugs Part D, 2015

Name For? # people/# RX’s Revenues (Bil)
Nexium Acid refllux 1.5/8.2 million $2.53
Advair Diskus Asthma/CB 1.5/6.6 $2.26
Crestor Cholesterol 1.7/9.1 $2.22
Abilify Mental health 0.4/29 $2.11
Cymbalta Depression/anxiety  1.0/6.9 $1.96
Spitiva COPD 1.2/5.7 $1.96
Namenda Dementia 0.8/6.9 $1.56
Januvia Diabetes 0.8/4.4 $1.46
Lantus Solostar Diabetes 0.9/3.8 $1.37
Revlimid Multiple myeloma 9K /25K $1.35

26

Standard Medicare Prescription Drug Benefit, 2013

CATASTROPHIC - &
_COVERAGE ___ - Coverage Limit =
56,555 in
Estimated
Totad Drug Costs
00\';::65 50% manufacturer discount
Generic drugs
Enrollee pays 3
Plan pays 21% Initial Coverage
- Limit = 2,970 In
Total Drug Costs
INITIAL
COVERAGE Plan pays 75%
PERIOD
........... e Deductible = §325

ol 3t mmtroghic civerags Bt o reos-UIS ssrcless (56.TH for LIS enrollest), shich

Extitst 1
Standard Medicare Prescription Drug Benefit, 2020
Without Health Reform

Shrir T I e~ Cattraphic

Exhibi 1
Standard Medicare Prescription Drug Benefit, 2020
With Health Reforn:

id by { [TV VTSI o Catastrophic

i

28
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Figure 1: Mortality and Drug Coverage Over the Reform Period

s M o

Mortality Rate
Share 65+ with Drug Coverage
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—a— Mortality i lar Mortality Drug Coverage

Costs?

Original CBO estimates (Costs — revenues)
— $495 billion in 2004-2013

Second set of numbers

— $593 billion in 2004-2013

Third set of estimates

— $640 billion in 10 years

Actual numbers were $410 billion

30

Savings?
* Increased use of generics
* Reduced growth of Rx prices

* Competition?

— Part D is primarily provided by private insurers

31

Offsets?

Virtually all seniors now have Rx coverage
Rx use way up

Has access to Rx coverage reduced hospitalization
rates?

CMS has reduced Medicare’s 10-year projected costs by
$137 billion
— Much of it due to Medicate part D

32
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Figure 4: Regression of Pre-Reform Coverage on Percent Change in Coverage

4

Percent Change in Drug Coverage
0 2

4 6
Pre-Reform Level of Drug Coverage

Figure2:  Percentage Reduction in Hospitalzation Rates Duce to Coverage
Change for Individuals Aged 65 and Older, 2007

Percentage reduction
-]
:
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34
Medicare
2015 e 2028
The Future of Medicare 57 million recipients * 87 million recipients

$540 bill. exp. . 6% of GDP
3% of GDP
15% of fed. budget

35 36
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Figura §

A(':lua! and Projected Net Medicare Spending, 2010-2028
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Figure Il.D2.—Medicare Sources of Non-Interest Income and Expenditures ot o .
as a Percentage of the Gross Domestic Product Solvency Projections of the Medicare Part A Trust Fund,
7o 2005-2018
Historical | Estimated Report Year
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Price Index: All products and Medical Care, 1970-2017

Future problems (1970=100)
1600
Medical care
.. 1400
* Rising costs
* Rising number of elderly 1200
* People are living longer , 1000
— Older people spend a lot more on health care E 800
* Talling fraction of people to tax 2 Al products
600
* Growing share of disabled on program
400
200
0
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Anrenl Changes
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Actual and Projected Average Annual Growth Rates in
Medicare and Private Health Insurance Spending, 1990-2027
=1990s ®2000s =2010-2017 = 2017-2027 (projected)
Total Medicare spending

Medicare per capia spending PHI per capita spending

92.0%

7.2% 7.3%
5.8%

7.3% T2%

5.9%
46%
1.5% I

4,3%
3.8%

Distribution of Traditional Medicare Beneficiaries and
Medicare Spending, 2009
10% Average per capita |

Traditional Medicare
spending: 53,702

Awerage per capita
Traditional Medicare
spending amang
top 10%: 555,763

Average per capita
Traditional Medicare
spEnding amang
bottom $0%: 54,584

Tatal Number of Traditional Tatal Traditional
Madicars
35.4 million $343 billion

WOTES: Mtcare e 2
SOURCE: K | stabys of the £ oy Cont and Lise Hie, 2008

45 46
% of Population by Age Group Population by Age Group
(in millions)
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Remaining Life Years at Ages 65 and 75

Exhibit 1.2

Traditional Medicare per capita spending increased with age in 2011

20
18.7 and peaked at age 96 before declining; the pattern is similar when
18 18.0 decedents are excluded
16.4 At age 65 Medicare per copita spending for traditionol Medicare beneficiaries over oge 65, including and excluding
decedents, by age, 2011

0 16 35% 1
©
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Figure 31

Number of Medicare Beneficiaries and Number of Workers
Per Beneficiary, 2000-2050

In millions B Number of beneficiaries {in millions]

100 -B-Number of workers per beneficiary 928 45
30 33 a
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SOURCE: Katier Family Foundation based on the 2018 Annusl Report of the Boards of Trustees of the Federal Hospital Insurance
and Federal Supplementary Medcal Insurance Trust Funds.

Policy Options

* Raise eligibility age 65-67
— Reduce spending by $113 billion over 10 years
— Only $11.3 billion/year

* Raise Part B and D premiums
— Raise entollees’ share of costs from ~25 to 35%
— Save $241 billion over 10 years

52
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* Increase Medicare payroll tax

— Increase from 2.9 to 3.9 percent for all, with an additional 0.9
percent tax for high wage earners (>$200K for individuals,
$250K for couples)

— Raise $651 billion over 10 years

53
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