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Introduction

Medicare is periodically the object of intense political interest.  And each time it is, those calling for change are certain that the sky will fall unless fundamental reforms are made in its financing, benefits, and administration.  This Chicken Little pattern has had increasingly little to do with legitimate concerns about budget deficits and Medicare’s real (if usually overstated) faults.  Instead, it is now fueled principally by the alarmist rhetoric of  conservative critics of Medicare who wish to mask their underlying hostility to the program with a veneer of public-minded concern. 

The rhetoric of crisis first became starkly evident in the early l980s.  Yet it did not reach a fever pitch until the mid-1990s, when Republican proposals to provide vouchers for enrollment in private health plans emerged.  Since then, the language of crisis has pervaded every debate over Medicare, including the current discussion of whether and how to provide prescription drug coverage.  Unfortunately, crisis rhetoric has clouded rather than illuminated what is fundamentally at issue in these disputes. 

That is perhaps most clear in the current discussion of ‘means-testing’ within Medicare—the imposing of sharply higher premiums on wealthy Medicare beneficiaries.  The means-testing dispute is, of course, part and parcel of a broader struggle over the shape of the prescription drug benefit that President George W. Bush has promised to sign and which the House and Senate have now passed in different forms.  Yet, in the way in which it has been discussed (and not discussed), the means-testing dispute is symbolic of the larger muddle that surrounds the issues of whether and how Medicare ought to be restructured, including whether useful competition between the traditional program and private health insurance plans can be fostered.

The Move to “Means-Test”

Let us begin with the term itself.  “Means-testing” is usually understood to denote setting eligibility on the basis of financial need, not scaling health insurance premiums to income—the idea currently on the table. Yet for advocates of income-related premiums, speaking of “means-testing” is a politically canny semantic move, implicitly connecting the “undeserving poor” of traditional welfare conceptions with the supposedly undeserving rich on Medicare.  This connection may well be why so many within the Washington political community view charging higher premiums to upper-income elderly as simply common sense.  Why, many ask, should we have a flat premium when some of the elderly are so rich?   

Congressional leaders appear to agree.  According to the Washington Post’s Amy Goldstein, writing on Oct 16, 2003, “House and Senate negotiators, struggling for accord on a plan to redesign Medicare, have agreed in principle that wealthy old Americans should pay more for doctor visits and other outpatient care, reprising an idea that has proved political explosive.”  The New York Times reported a week later that the outlines of a broad program for reform were clear and that it would likely include a provision tripling the Part B premiums from about $700 per year to over $2100 for the wealthiest two percent or so of beneficiaries.  What is more, the Times reported, some experienced Democratic policy strategists, such as former Congressional Budget Office head Robert Reischauer and the liberal budget specialist Robert Greenstein, expressed no problem with the income-scaling of premiums—a change that conservative Republicans have long advocated.  

The standard media reaction is that the means-testing idea is courageous, necessary, and doomed for narrow political reasons.  So, for instance, television interviewer William Schneider taunted Democratic leaders on CNN’s Inside Politics program October 16 with the following claim: “In effect, higher income Americans are being bribed to support programs that lower income Americans desperately need.”  We share a sense of outrage, but not because this reform is bold or necessary.  Our view is that means-testing of the type proposed is unwise and unnecessary—and, more important, based on deep misunderstandings both of how Medicare is financed and what social insurance means.

The Fiscal Case Against “Means-Testing” 

To understand the fiscal fraudulence that lies behind the call for means-testing requires first comprehending how Medicare is actually financed.  What is called Part B –or “supplemental medical insurance”—covers physicians’ fees and other outpatient costs.  Each Medicare beneficiary pays the same individual premium (now approximately $60 per month), with general taxes covering the remainder of Part B costs.  Premiums, unfortunately, receive most of the Part B discussion, even though the major source of financing–75 percent—comes from general revenues.   And those general revenues are of course raised largely through the income tax.  In short, most of Part B’s costs are financed by a progressive tax on the incomes of all Americans, including the upper-income elderly.  Sadly, one would have a hard time discovering this from contemporary news reports.

That is not all.  Soak-the-rich rhetoric distorts the picture of Medicare’s overall financing, not just Part B’s.  Medicare’s hospital insurance—Part A—is financed by a small proportional tax (l.45 percent ) on all taxable wage and salary income (not the first $90,000 or so of such income, as is the case with Social Security).  For this reason, by the time higher-income Americans reach 65, they have paid far more into the program than lower-income Americans.  By ignoring the realities of Medicare’s financing over the course of the lifespan, Medicare critics present a false image of who pays what for the program.  Evaluating social insurance programs requires not a financial snapshot at one point in time, but a view of who pays and who receives over the typical lifecourse.

The means-testing idea is fiscally misleading in other respects as well.  The revenues raised by such proposals would—from the standpoint of Medicare’s overall fiscal viability-- be fiscally trivial.  The amount to no more than 1 to 2 percent of program costs.  It is a simple mathematical fact that because the Part B premium pays for only a quarter of program costs and because most Medicare beneficiaries have low incomes, targeting the richest of those who pay the premium simply makes little difference for Medicare’s financial future.
  Even those who like Henry Aaron do not reject “means-testing” out of hand, agree that “the number of well-to-do elderly is too small” to make a big difference in Medicare’s fiscal future.

The Pragmatic Case Against “Means-Testing”

The revenues raised by such income-scaled premiums are, to be sure, scarcely trivial in absolute dollar terms.  One to two percent of Medicare’s costs over ten years easily reaches $20 billion.  As Everett Dirkson famously said in the l950s, “a billion here and a billion there, and suddenly it is real money.”  The relevant fiscal question for Medicare, then, is not whether $20 billion might improve the program’s finance—it certainly could, if only modestly.  It is whether the revenues are worth the price to be paid in terms of administrative hassle, bad precedent, and undermining of Medicare’s political support.  Even a glance at the possible effects of means-testing demonstrate that the answer is transparently and resoundingly no.

When Medicare was created, it was deliberately designed to encompass rich and poor and sick and well.  That is clear in the part A hospital program, which is mandatory and funded by contributions during the working life.  Part B was unexpectedly included with Republican backing, and it introduced premiums—rather than payroll contributions—as a source of financing.  Part B was also left voluntary, though with substantial subsidies.  And that makes a difference, because income-related contributions in a compulsory social insurance program are perfectly acceptable; they are simply proportional or progressive payments from which one cannot exit.  They may not be wise, but they do not violate pooling principles.

It is wrong to believe, however, that this is true of voluntary plans.  Faced with stiff new premium hikes, healthy and wealthy senior citizens would suddenly have a reason to opt out of Part B, especially if conservatives and private insurers get their way and enact large new tax breaks for IRA-like medical savings accounts.  And therein lies the greatest threat both to Medicare’s programmatic design and to its long-term political stability: a breakup of the Medicare risk pool.  

The first threat to the unified constituency would come from the healthy elderly.  Part B is, after all, voluntary, though subsidized, and the medical expenses of individual Medicare beneficiaries varies more than twenty-fold.  Relatively health and wealthy senior citizens faced with stiff new premium hikes would therefore have reason to consider opting out of Medicare, which could leave the program with a less healthy population, raising its costs and promoting further departures.  Over time, this dynamic could seriously compromise Medicare’s broad risk pool, especially if those who leave the program lose interest in supporting the program politically or even advocate the support of private insurance alternatives.  

Furthermore, an income-related premium would require the creation of new administrative machinery for distinguishing among beneficiaries on the basis of current income in order to charge differential premiums.  Doing that would not only eat up some of the modest savings that the higher premiums promise, but, more important, create the basis for further distinctions in the future.

Once the richest paid a premium surcharge, for example, conservatives could—and almost certainly would—call for lowering the income level at which the surcharge applies.  Indeed, if congressional negotiators follow past precedent, they will set the income threshold at a fixed level—say, $100,000—rather than have it rise over time to reflect inflation.  Just as in the infamous “bracket creep” of the 1970s, this could push more and more seniors into the ranks of those hit with higher premium charges.  

The Philosophical Case Against “Means-Testing”

For those who believe in social insurance, in short, high principles are at stake.  Traditionally, social insurance advocates have rejected means-testing when it refers to limits on enrollment based on wealth or income.  Although the current proposals do not go this far, they share important philosophical roots.  And as we have argued, the could very well open the door to ‘real’ means-testing down the line.

At a time of much debate about Medicare but little clarity about the program’s goals and logic, we need a renewed understanding of how social insurance differs from commercial insurance.  In commercial insurance, premiums are supposed to reflect the likely costs of individuals or groups.  In social insurance, broad pooling of risk is ensured through contributions that do not vary by risk and by the principle of universality (backed up by mandatory contributions, something private insurance obviously cannot require).  Threats to that broad risk pool are threats to social insurance—no matter how well cloaked they are in the language of egalitarianism, or the rhetoric of necessary reforms.

The “means-testers” on the right have found a political wedge issue that splits Medicare advocates on the left.  But those worried about America’s low-income citizens should not fall into the trap.  Nor should they be fooled into thinking making well-to-do Medicare beneficiaries pay more is simply a sensible expression of decent social priorities.  Given the current structure of the program, not to mention the current anti-social insurance environment in Washington, this seemingly sensible step forward represents a fundamental step backward.  The question is not why stubborn minds still resist an idea of such evident sensibility, but why otherwise straight-thinking people are fooled into believing that a radical shift in a program is simply commonsens
e.

The Prescription Drug Debate and Medicare “Modernization”
Not since Medicare was enacted in 1965 has Medicare been such prominent front-page news and the source of such confusion.  The dispute about “means-testing—its misleading premises, its semantic sleights-of-hand, and the clear misunderstandings about Medicare’s current realities and historical foundations that it reflects—illustrates well the muddle and Orwellian contradictions of the current debate over Medicare.  In these concluding words, we want to comment on that larger debate itself. 

In l965, Medicare’s enactment was certain because the Democratic Party had routed the Republicans the year before and the Congress was overwhelmingly Democratic.  In 2003, the serious push to legislate a drug benefit for Medicare arose because of the absence of large partisan majorities in either the Senate or the House.   For years prior, each party had fought to make sure the other could not take credit for introducing such an expansion of insurance coverage, with stalemate regularly the result.  In 2003, however, Republican and Democratic leaders in the Congress and the Administration decided that continued stalemate might well provide the other side with an electoral battle weapon for 2004.  Both consequently were prepared to sacrifice crucial features of their traditional policy aspirations.  For Democrats, that meant giving up on a generous drug benefit.  For Republicans, it meant strategic compromise, no longer insisting that a Medicare drug benefit be restricted to willing to join private health insurance plans.  

At this writing (early November 2003), it is not at all clear that any Medicare legislation will emerge from the Congress this year or next.  But, if any bill becomes law, it will have a predictable feature: inadequacy.  Put another way, any enactable coverage of prescription drugs this year will disappoint almost all the likely beneficiaries.  This is because the concessions required of both Republicans and Democrats made certain that the available funds for reform could not finance the more generous benefits that both parties had advertised, and that what funds would be spent would be administered through highly complex and untested means.  The Bush Administration insisted on a $400 billion budget limit over ten years, one half the amount the Democratic reform had presumed and less than a quarter of expected beneficiary drug costs.  The Republicans had to accept the Democratic demand that benefits be available to all the elderly and disabled, not just those willing to join private insurance plans.  The Democrats had to accept more limited funding and extremely convoluted benefit designs that, Republicans hope, will encourage, if not require, private plans.  The result: a benefit design that will inevitably be highly complex, confusing to beneficiaries, and  require substantial cost-sharing by Medicare patients.  


These benefit options will not please many Medicare beneficiaries.  But would reform of this kind be a step in the right direction, one likely to lead to revisions over time that would improve matters?  Many supporters who express concern about the limits of the benefit suggest it would be such a stepping stone, terming the legislation a “downpayment” toward a broader prescription drug benefit.   We are considerably more skeptical.  If key provisions supported by Republicans are placed into the legislation—including provisions to encourage greater competition between traditional Medicare and private health plans, which could raise premiums for those who stay in the original program—it is just as likely that it will prove a “downpayment” toward the kind of conservative-backed restructuring that reluctant supporters of the drug benefit say they oppose. Moreover, Medicare’s history of incremental reform in hospital and medical benefits provides little confidence.  Partial measures of this large scale typically make incremental adjustment more difficult, with the financially best placed beneficiaries buying additional gap-filling insurance.  Given Medicare’s history and the direction in which present debates appear to be heading, our judgment is that no deal is better than a bad deal, and a bad deal seems all that Congress can and will currently produce.





� Here are the figures from the end of the 1990s that demonstrate how unrealistic is to think there is much financial leverage in going after the affluent aged in Medicare.  More than three out of four Medicare beneficiaries then had annual incomes below $25,000 and only 3% of Medicare spending went to recipients with incomes over $50,000.  Only 8 percent of the elderly now are in households with annual incomes over $50,000.  Moreover, the average senior citizen is already paying a lot for medical care.  Despite Medicare’s income protection against the costs of hospital and physician care, that average senior is spending roughly 20% of household income on medical care, up from 15% at the end of the 1980s.  And, as beneficiaries age, their medical costs rise while their income on average falls.  This background information suggests that fiddling with the upper-two percent of Medicare’s beneficiaries is financially beside the point.  That makes all the more puzzling the comment by Henry Aaron of the Brookings Institution that “requiring the well-to-do elderly to pay more than they do for Medicare coverage is surely worth considering.”  Why one might ask, given these facts?  





� Aaron’s remarks come from a issue brief he wrote on The Century Foundation’s website the week of October 15, 2003.  It is only fair to note that Robert Reischauer, with whom we are publicly disputing the merits of “means testing,”  concedes the point about the insignificance of income related premiums for Medicare financial problems: “But the fact is, if you strip out the hyperbole and demagoguery, making affluent beneficiaries pay more than those with fewer resources is eminently sensible. It is not the long-term solution — it will provide only a drop in the bucket toward Medicare's long-run solvency — but it will help.”   The Reischauer position, published along with ours, included more hyperbolic language than our op ed.  The suggestion that other views were for example, “demagogic” may well reflect editing rather than authorship.  Los Angeles Times, October 19, 2003. 
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