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Challenging Trends Facing Medicare, Medicaid, and Health Care in the United States

Since their inception in 1965, Medicare, the national health-care program for the elderly, and Medicaid,
the federal-state program for the needy, have transformed health care for the nation's retirees, the
disabled, and lower-income Americans. More than one-third of the U.S. population is covered by
federal health-care programs -- including Medicare (37 million Americans 65 and over, and more than 7

million Americans with disabilities), Medicaid (about 60 million),the St at e Chi |l drenés Heal t h |
initiative for children who do not qualify for Medicaid but whose families cannot afford private health
insurance (7 mi |l 1 i on) , and the -snedvitae ye mpletapsystan®d @6 e alntdh ci vi

million) -- dramatically improving health and well-being for countless Americans.

So far, webve been abl e to s ugpfempoyedandemplayerdiediclre ough a ¢
taxes supplemented by additional government revenues from the general tax base, while increasing

federal and state Medicaid spending in part by cutting other spending. Unfortunately, several powerful

trends spell potentially enormous financial problems for Medicare and Medicaid over the next 20 years.

The major challenges facing Medicare and Medicaidd whi ch are our natitemés bi gges
fiscal problemd cannot be separated from a host of larger issues affecting health care for all

Americans. Overall health-care costsd for the U.S. government, individuals, and private insurersd have

risen an average of 2 ¥z percentage points faster than U.S. economic growth for more than 40 years.

Health care cost the United States $2% trillion in 20088 one-sixth of our entire economyd rising from

one-sixteenth of GDP in 1965. It is projected to account for one-third of our economy by 2040, if costs are

not brought under control. With a national debt over $10 trillion and implicit fiscal exposures for Medicare

alone topping $32 trillion in 2007, we cannot afford to continue on our current path.

The development of new medical technologies and drugs, economic and cultural incentives for Americans

to consume ever more health care, an aging population, and the curtailing of health-care benefits by

employers are among the reasons that health care costs are rising so rapidly. Medicare and Medicaid,

together with Social Security, now consume just over 40 percent of federal spending, but would rise to

100 percent by 2040 if these programs are not reformed or overall taxes and spending are not

dramatically increased. Of course, health care in the United States faces many challenges: Not only are

costs high and rising, but 50 million Americans lack health insurance, and the quality of health care

ranges fr om t tomuchvtbati$ ndedliecre breg@ot. From a cost perspective, with the

government already payi ng n-eaebil seformiag healthochre amdireformirgt i on 6 s |
Medicar e and Medicaid are inextricably related and why t

Given all of these factors, we seem on a collision course for disaster. Ei t her wedre going to | c
and Medicaid as they become too expensive to maintain, and we are unable to provide decent health

care for Americans of allages,or wedre going to keep these programs but
unsustainable debt.

This guide suggests three sets of different approaches to the challenges facing Medicare, Medicaid,
healthcarecosts,and t he nat Thesears mdiely thigreled.to be discussion starters. You

should not think that you need to adopt every idea under one approach or another. You can mix and

match ideas from different approaches, and toss other ideas into the mix. What do you think are the best

courses of action to meet the challengesf aci ng Medi car e, Me di c-earedysterand Amer i
more generally, and why?
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Option One
Maintain Our Current Commitment to Elderly and Low-Income Americans

Medicare and Medicaid are promises that whatever health care older and low-income Americans need

will be covered at public expense. Those promises must be honored, even if it means raising taxes or

reducing spending in other areas. As things stand, elderly persons are paying more than ever for out-of-

pocket medical expenses that are not covered by Medicare, and low-income Americans are desperately

squeezed by their out-of-pocket health care expenses. Minor adjustments can be made to reduce the

programsd costs, and aggressive measures should be tak
and unthinkable to reduce medical benefits for the nat|

Therefore, we should:

1 Keep the basic structure of Medicare intact, ensuring that all Americans are eligible for benefits when
they turn 65.

1 Keep the basic structure of Medicaid intact, with both federal and state support, ensuring that all
Americans in need are eligible for benefits.

1 Make modest adjustments that cut costs without threatening the basic structure, such as stronger
penalties for fraud and more preventive medicine so that the need for expensive treatments can
minimized.
1 Raise taxes on Medicare Part A for hospital care and premiums on Medicare B for physician and
home health care, increase other taxes, or cut other
increasing costs do not drive the nation into deeper debt.

1 Improve the cost-effectiveness of health care by establishing medical records and best-practices
databases

1 Impose stricter controls on the costs of health-care providers
Arguments for:

1 Providing for the elderly, the poor, and children is one of the fundamental responsibilities of
government.

1 Everyone who has paid into Medicare, regardless of their income, deserves to have their health care
costs covered in retirement through public funds.

Arguments against:
1 Unless we rethink Medicare and Medicaid, the costs will become staggering in the years ahead, and
we wo n 6t oughdov atherentical needs, such as national security, education, or developing

new sources of energy.

T I'tés wrong for wealthy retirees get benefits at the r
have no health insurance at all.
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Option Two

Make Health Care Affordable by Focusing on Those Who Need it the Most

Unless we revisit what Medicare and Medicaid promised, the programs will drive up either our taxes or

our national debt so much it will cripple the nation. Before the baby boomers retire, we need to pare down

benefits to make them more affordable and focus benefits for those who need them the most.

Therefore, we should:

1 Require that retirees who can afford it pay a larger portion of their health care costs.

1 Require that all Americans purchase health insurance, giving them a variety of choices as is done in
the Federal Employee Health Benefits Program, with government subsidizing the premium costs of

lower- and middle-income Americansd instead of paying for health care for those covered by
Medicare, Medicaid, and other existing programs.

T As difficult as it is, we simply have to find a fair
care measures for senior citizens that is contributing so much to rising healthcare costs. We simply
cand6t afford for everyone, no matter how old they ar e

1 Cover the uninsured so that they do not consume expensive Medicaid-funded services such as
emergency-room visits for more minor health problems

Arguments for:

1 If we don't take serious measures to contain costs, the soaring expense of providing health care to
the elderly and lower-income Americans will force us to cut back on other essential public program,
raise taxes through the roof or drive up our federal debt to crippling levels.

I Managed competition among insurers could help control soaring health-care costs.

1 The existing Medicare system provides generous benefits to millions of well-heeled retirees who don't
need public subsidies.

Arguments Against:
91 Linking benefits to retirees' income will undermine support for Medicare, which is popular because it
is a Auniversalo rather than a Atargetedod program (tt

a certain age).

1 Health care is uniquely important and isn't an area in which we should cut corners. If doctors can help
elderly patients with a certain procedure, Medicare should provide funds to make it possible.
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Option Three
Increase Individual Responsibility for Health Care

We would be better off if Medicare and Medicaid were basically no longer public programs. Instead, they
should be replaced by a combination of required health insurance and individual medical savings
accounts. This approach would make health care more a matter of personal responsibility rather than
looking at it as a societal responsibility. It would encourage people to take care of themselves and rely on
market forces to bring costs down.

Therefore, we should:

1 Require that all Americans purchase health insurance (with competition among insurers), with
government subsidizing the premium costs of lower- and middle-income Americansd instead of
paying for health care for those covered by Medicare, Medicaid, and other existing programs.

1 Replace Medicare with a system of medical savings accounts for the retirement years, similar to the
tax-deferred retirement accounts that millions of Americans already manage for themselves. People
would use these accounts in retirement to pay routine medical bills as well as premiums on
catastrophic illness insurance.

1 Maintain a free market that will respond to individual consumer choices by minimizing regulations on
doctors, insurance companies and drug companies.

1 Place greater emphasis on public health, rewarding Americans who engage in healthier behaviors
Arguments for:

1 This approach emphasizes personal responsibility and limited government, basic values America has
embraced throughout its history.

1 Under this system, individuals who pay for their own health care have an incentive to shop around,
which will cut costs.

Arguments against:

1 Under a self-financed system, lower-income retirees would suffer disproportionately, as would those
who plan poorly or simply have bad luck.

1 Ensuring that elderly and lower-income Americans and children get good health care is a public

responsibility and an expression of our shared concern for older Americans, which is why Medicare,
with Social Security, are two of the most popular and important government programs in our history.
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